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The development of the accounting techn.1gue tor holding 

co.i,.:paniea s'tti.rted on.l.y a tew decades ago a.ad, in rea.11 ty, 1a etill in 

t11e kin.dergarten stage. ,a th the advent of the holdina compan;r and 1 ts 

subHquent arowth into our present-day intricate organizations, 1nd1vid.ue.l 

company balnnce sheets became "'pasae". 'J.'he inter-relation ot tho capi to.l 

at1"l..1.ct.ure of each legal unit became 1110 1nvol'lfad th~t with the 1nd1 vi dual 

balance aheeb only an accountant or a financier could interpret the 

ai tuation. .,.,ccounting panlloled the new l:nia1neaa orgauization. growth 

by ttse inception of the conaolidated balance sheet. 

1i1.ltbougb. the conaol1dated be.lance sheet 1a a new idea, 

conceived tor a unique situation, and beset by an al.moat infinite number 

or variations, authors have been aurpriaiugl.y' slow in coYering the 

subject with originality. The te:ittbook authors aeem to consistently teel 

that tile general principles are sufficient tor the student, end they 

accomplish this largely by a voluminous supply' of examples whicb before 

long will create the impression ot an impregnable science. Magazine 

articlee on conaolidated. balance aheeta deal practically one hundred 

percent with special problems 01 consolidating which are too technical 

for any uxcept the profeadonal. T'he field oould well afford to receive 

contribution.a th1:1t would erose the two extremas into clear and conobo 

discussions of the underlying principles with a working knowledge or the 

variations that may be expected. 
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Thia work. though no radical departure from the OOAven-

t1oaal. first preeents a complete discussion around the 1uveatment 

account which ahould lq the foundation tor ao., of the var1aUou 

likelJ' to be enoouaNnd. 4tiuti- • .-..nl. eUTCW ot .the variatiOlla 

with theontioal op1aiou 1n1.eJ"diapol1Kl4. an illuatratiYe pro'blea with 

:rep1·nentativ• v•1:.ia1lt<>ae aa4 i'la ao.Lus1oa i.a Bi1fU• ~'• on the 

problea refer by page.n.aoer•o the di•ouaeiona in the ti.rat ••~1ona. 
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IN'l'.OOWC'?lON 

The bl'Oad f'teld of aooountag :readily •mt••• 1l1Ne 

main su b-dt vi dons; namelt. ( l) tile Cftberlna of t'inaJieie.1 data. ( s) th• 

preeentation ot data com.piled, ant (SJ the taterpntatton ot '"" ••••• 
orten tbe tb•st aub-dtv1doa 1a •••e4 ,1re ftilotlOll of the hooJdr:eeper, lbe 

second sub•d1Thlo:n the narrow.« tunotlca ot the aetoetaat, aa4 the tJti!'t 

aub-d1T1s10J1 tbe fmlcUon. ot the buaflltHUli uetutlTi. AT•n; IINO ,tt1il 

detailed twu,ttoning 111 often the prffallmg idea of the 1.,._., even a 

0Ul'80l'1 8%Mlinauon ot the teohlltca.1. plti .. 8 or each f\dlettoa lty· • .,. 'hef.neae 

man would reTeal wen aa tatel'--Nlat10l'l; tllat the aeeoutaa, •••t •••••aarily 

be expe:rti, aohoole4 tn ••oh olaaa. !he beoti:ee,er -, &Ull b49 · aa •~ · 

in gathering data, the 1secut1•••n expel't1a iaterpntattoa. y•t tae 

ac'COU1\tant must blTe 80\Ult! bowletlge ot both. \opller wUl Ida ...... , 

p:rtnc1ples Of COr:Nlatton n.ecesaHatd'.tn the preee,a,atiOJlftrt. 

'l"o 1lluatre.te IM'lmeWhat'tbe corre1atton·nqu1N4dt th• 

e.oeoun.tant, e.aaume that the btasinea• exeoutiTe in t'h' exewtion of hie 

managerial 4ut1ea realized the neoeeai'7 ot haTlhg e:enatn •._eatttttieal data 

f'or tho 1ntel11get solution: ot bte pt-oblems. The a1'uat1oa, a ouUtne 

of" the desired ta.eta, would be placet! in ,ti• hU41 of the -aocotm,aft,. 

Simply speaking. a Ntport ot such hots would. be req,ueat-4 or tl'.16 aecoa.ntu1t. 

It' the ractl tor such report were unobtainable in tbe ord1nat"1 bookkeeping 

proeedurea, the accountant lllfttn ree:naageor recl•••U'Y th• ob'411tut'ble data 

until the desiNd tacts are aTailable. Thi• may even neoeaai '1lte the re-



arrangem.ent or the book.aepiag proce41u•ea 1n order 110 oi\a1a •uoll 4ata 

aoonomically tor future Ntportua. Tao nelaaaifloa,1011 pro•••• or 'lb• 

installation of tha new bookkeeping -,atea Oftld oaJ.7 be aeo«apltehed by 

one thol"O\llhl1 tnlllar with what waa lo M preeeate4, aa4 one 00\lld aot 

clearly preNnt or even wutentan4 what ••• ,o N preMAted. ul••• be knew 

the auwauoa that ealled tor a11oh tatoJ'lll&lttoa. 'f'be preHll'i•dllY' a1ga1t1ouce 

ot' the acoountaat ia ,ae &uge III04em ln«utrtal organ:lut1oaa l• auoll that 

he often ooouplM t.11• poatuu or atTl••• to th• aeot1.Hv••• otteriaa IIMII 

the ad'H.atage ot the Hkl1M kaowleqe ot .... oler1Ml N11Uaea Ud u 

w:uteratand1q ot the openuou ot the gu.eral aasl•••• ,011010. 

n ta tu pup••• ot tllla tllHla to aaa.J.r•• aa4 diaeu.aa 

some of tb.e pro'blae aM•••t~'te4 bf n4 ,..ital' to tJl•-«•n iater-

relat ioa or co:rponuoae. A COJ'.POfttlR 1• a 1egal eatUt •• aa ooh ••* 
keep 11u, owa •1•t• ot Mou; ·.,-t, w .., MT• ou co.rpon.Uoa l'6;all7 

owning u.otbei- • a a1tutioa Ulr817 to oaUN ••• ei:eeutl..a '° nqu.ut a 

picture ot all ._.niio» •• Me oaapoetie o_,..,, lMtrtloula:rly it auch 

two or more oerporaUoaa are ooopel'attacu oae ea\erp:rlN. Thta wow.4 

require the aocou.atant aotaly to U4entu4 tb.on1lg)ll7 ••• Noorda ot 

each l~al. uU, bU.t alao to l'NlS.ae what,,,. ot p1o\ar• (Waan sheet) 

.thould be preaeate4, togetur wlth all tll• 1 .. al pba•• s.a-.ol•••· fb.e 

preaenlaiioa of' oouolid&ted atataenta, then, deals aot with tbe correbt.ion 

o! the integrate part• of oae ••P&BY'• tN\ wUll the eornl•tloa ot H'fenl 

oompaA1ea. 

Our aoden 1anatr1al Mobiae:ry- Hae uabl• to operate 

without i tis "'large-acale"' net.hods. wring tbe 1,u,t half•centUJ.'Y, we have 



witnef,Hd tbe g:rowth ot lndivii.'hsal u.nUa or our 1nduGt::r1al machine17 to 

u.ndreem.Bd proportlons; •••• the tiUlion-dollar capitalizaticn llaTing 'been 

surpeu:isEu1. 'l'h1a 1n41vidu.al unit ~'1:'0ftb baa taken place by MJ11 methoda. 

e havi, seen the oompe.nisa expanding by normal ,;rowth ( rein.VeBtmen:t ot 

pr"1tHa} t:N>M the small unit to what COI.Ud 1)e termed the 1Arge-•<Ull4 

t}Oftrpsny, a proceas which nat neoeeaartl.y be NleUvelJ al.ow. More often, 

howeY(ll", oU.l" large oap1tal.ize.t1011s aN the reeUlt ot the combining of 

exbtin.s oom.peiea with or without reoraan.ization ot the oapltal s'i.ructure. 

Combination• which are teebntcall:, tel'INCl ooaaol1d&t1ou &rid meraera are 

handleil. atter the 1111Ual 'bansaoUou 1tteetiA(t the cJ:uuijte, wUh one eet 

or boolai and the aocouanns problMa 11rf'Ol'fe4 &N coaplloitlede>alJ' b.Y the 

shG increase ot the oo.mpanv ... Ua g:reat•r ••rlety or proJ)ert1•• aw:.t 

enl!'l:rgement of' tuncuou. Ia coutraet, the cat.111.aUOJt emoted b7 a holding 

company does not alter the number of eela ot 'boob. ln a holdinl company 

the dealings a.re with the stoclthol.dera. one 1-C•l uU co.ntrolliq an.other 

legal unit b7 actuall.1 be1ag • stoekholdet or Mn.1ag lte stock, ed. the 

normal sccouniing :problems ct tlut tndivU.ual ctoaputes remain. unchanged. 

cihon ,, aGtintiolid!lted statfllW!lt" ot ,be aeTeral in.ter-nlated units ta desired., 

the presentation ot such a ata:tement dO(ta no1 0,41tceaaitata q aotwu. book 

r<1cord.ing, but h a.ccompl1•h•d b)" the uuy-ah ot the accounting :results or 

th<': individual books. 

"'!t n vtn the eevel'al. (att111ate4) oompan1ea aa aepa:rato 

oorpo:rations, the balance ahee't ot each company should cleal'l1 pres4u1t th-e 

i'acl.e of its finacial coo.dition.• • Yet, tbia could not ·~ ~• ot the 



holding COllJMUlY' (\ke pannt fflllJ)df or lbe COll,pt'lnt •Uh the con.troll1~ 

int~:reot11) alaoe •• 1atelllget1t r-ead111g ot tta inveatunt aecotmta {tho 

compa.ey mq or may not ltct aa operating •nit} nuld entirel1 depend. on the 

f'inaneial oon41Hon. et the wbs14laMee Ni,NNnte4. Also an inter-relation 

of the aubaldiarl•• le Ukf>lY to 011,. partteularly a1ne• ihe pol1o1e• ot 

all the suba1ua1-1•• aN dte.tat.«aM oontrolle4 by the one ,sove:rntng body, 

ililhieh wou.14 1n Uaelt ••u•• H.7 1adiY14Ul. atatemant. to be dhtorted. and 

~(ilaningleas • .Che solution. to tbe inherent tapertec'Uorut caused. by' those 

:relationahipe 1e to dhNprd legal atnetlll"it aa4 to preHnt a balance she•t 

of the entire •ft1li11Uon aa 011• open.Ung uni,. It ~b.la is doae, the 

consolidated bale.nee sheet obtalaed. would preaeat a oohereat and logical 

picture of the thUtioue eorporaUoa, the eae picture tut would be 

pI·esented were the suba141ar, COllpellieo aotWllly operating uader one a.barter. 

"l'he oonaol.idated balance sue, repreaea'la 'th• true poa1\1on or the wbole 

group of the oonatit~eat ooapaniea to the ou:ilttde world. and ia thua not 

the 1alanoe sheet of• corporation., wt ot a ooad1Uon a.tier elim.nating 

all the relations ot the oou,1tuea, ooml)l!Uliee oae to another."• 

Bee.lizing the COl!lplexUl•• ot attiliationa eud the poasible 

Juggling between ooapaniea, aectioa i.i5 ot tn• hevenue Aot or 1928 reads aa 

follows: 

Ji.1.l.OCi,'l"lOK OF INCOME UD DEWCTIO&;. 

In 4lnJ caee ot two or lllON trades or buaineasea {whether 

or not 1neorponted, whether or not orga.ntzed. in the United ,:;,tatea. 

ud whether or not attiliated) ome4 o~ co~troUed 41nctly or 

* ... 1aton~ w. '"~•, Accountut1' Hndbook, page lOl 7, Honald Presa Company, 

as quoted from :Dickinson. 



1.ndirecrtl,Y b:, the sa1ne inter••'•• tb.e C-1as1oaer h 

au.tnoriaed to cU.strUmte. appon:lon. or allooaie &l"ON 

inoome or 4eduotiou Miween or wnong suoh trades or 

hud:nessest it he detemia• 1:u, nob ua,ribuUoa, 

apportioaent, o:r allooaUon te •c•••l'Y 1n or4er 'lo 

»r1rvent evaa1oa ot tu••· er eleul.7 to retleel ille taeae 

ot any 01' suoa tradcua or· tn.usiruJtuwus." 

:t'lli~ section, which was retained Yarbatia iu t.lie lt"Gvenue 

was evid&ntly inclu4ed to penut the Commiaaioner ,o ~t•r 

lib usu .. 1l prooeduroa if it '•ta neoesor., in orde1· to preYent. evuiou of 

tlli.xe.s o:r alearly to reflect; th@ ia.cW11e" of tbe buainosaea aak1:tli6 the Nturna. 

I'Iw ~ect.ion in ita:uilt adnlita the poaa1b1lUy ot mit1np1·eaen.tation o-r facts 

if Mrn usual individual l"eporh ••re aa4o. It tol'mS the back:g:rou.n4 tor 

al for tu purposes, oouolid&ted Nturu to be pNpared tor an 

lU<.;TtJWl,. 011~28, ~•ction lil (d) 

,.,:e!'initioa of "af'f'1l1ate4 group"'. AB used in ihia 

lllecUon. an ''attiliated &J'OU.P"' •o• one or mor• coins ot 

oorpon.UolU'I connected th.rough stock ownership wUh a 

eO'l'f.imon parent eo:rpont ioa 1 t .. 

ll) .J\.t least 96 per Gontwa of the atook ot •~ch or 

t.bo corpo:ratio.a.a i.xcept the comon parent corporation) 1• 

own•d directly by one or raore of th• other oorporationa; and 

(2) The comiaon parent corporation owns directly st 

leaat 9o per centum of the stock: ot at leaat one ot the other 

corporu t 1 ouu. 



, .. s used in ttl1.s a\lb•:ttiiOtlon the ttu•;u "stock 

do~li not. il1cl11df6 non-vot1n, stook whioh i4l U.m ted and 

pre!@rred as to dividend.a. 

Toe fll'bo'H. i,eoti,m was retained verbaUa in. the ilevena.e 

,c•.;;t c;i:' l'i.!32. :Ol' incom.e tax purpo1ee in the ~,ate ot Vir43i11ia, the 'l"ax 

~cHJ,1 o.t' 1930, p11.ragra;,h 58 \ e), dot1nea lht tera "attiliat.ed group'* subst1.n-

t11e sli!ll.e as follOV$: 

Y'ol' the purpose of this sect101.1 t.wo or m.ore 

oorpo.t·ations sb.11ll be d•a•d to be affiliated; (l) it one 

corporation owu at least ninet7-t1v.- :per c<Jntwa or tbe 

voUno stock of the other or ot)lon; (BJ it ai least 

~inety-five per oentum ot .lhe votiag stock ot t.o or m.oro 

corporations is owned by \ht a-. 1ntereata. 

?llws 11i 1a th!n the goYeZ'llllenta in acme cues requ11·e 

ae.rverlll 1 coinpa:niee \o :r0pol':t e tor tax JrN.rpo•••• tbeir con4J Uona or t!urtir 

ions ~$ onG Wli t. 1,:ven t:tu.>ugb t)le govenaea\e do noi require combined 

i·,z,t,u,ns of m~ny e.ffiliated eoapaniee that actually b.a.ve only 0110 coutrolling 

bor,rd" ,A ,wn~olidated bo.laace ahiurt 1• often desired as a -.tier ot business 

and int,u·pretlfJ.-on. 



I. ~ral .Proc•dun of Coaaol1,datiy Bala.ace .:;beete 

Subatitution. in Ines-.., Account:- 'the most olwioua ud 

often t;he most dit:ficult problem in preae:ntiq a couol1da\od balance sheet 

of a holding cooipa117 and 1ta subai<liariea is in connection 1!11th the invest-

i.-.ent acoouat. !he euUre i<lea behiad. the conaol1dat.1on. ot balance sheets is 

to .w.batituta in the investment accounts of the holding company the olua1-

:f'ied and valued properties represented by auob inveatmen t. ftb work would 

waount •• tho net assets ot the eubaidia.17, and it no wiusual 1n.t•r-compaDJ 

organiam ot indu.at:ey eontin.uousl.1 altera the existing coad1'1oaa while 

cc:mtplication.a. To illustrate the au.bs'Utv.t1on proceas in. ita aim.pleat tom, 

assu.m.e Compa'DY' li to own 100,. ot the alock at Capany ud the balance sheets 

ot the two oompanies at date of acquisition to be aa tollowe: 

Oom.pan, a 
Bala.nee Sheet 

December 31, 1933 

.,'J:leets. !ci•bU1tiea & Ca;eital 

Cull t D,000 ACOotmt•.ftJ'&ble tl.6.000 
Inv eatmeut in Co .s 50, 000 
lurnitve i. J"ixtvea lO, 000 
Buildings 201000 Capital & ourplu 10,000 

,~.ooo tm.~ 
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CQIIPIUl1' $ 
&llanoe uheet 

Deoember 11. 1133 

Ca.ah f 4,000 A.ooouah Pqabl• i20,000 
Furniture&. nxturea 18,000 
nuildinga 481000 Capital~ ~urplua ~o,oqo 

t 7o,. oop f'P, ooo 

The balance .sheet ot Company a iA complete in itself' and 

lends i tsel:t to 111uual.ysis, while the balance sheet or Company- H 1o oompli-

the balance ot C~ny B had the actual. aaeet and liab1li\y cluaiticaUona 

re$uli1:ng bal~nce sheet ot Compan, ll { but we aow mat call it the "Consoli-

dated Dalance ~beet ot Oomga.ny H a.o.4 Its Subsidiary Company- a") would. 

Couol1date4l3111&aM a!MM\ 
ot 

Ccnpaay Hand Its 4ulHl141UT COIQ&ltJ' 8 
December 3l. l9M 

Cash f 9,000 AOOOUD.h hy'able t 3&,000 
lurniture & J'uiurea 28,000 
auild.11&8• 681000 Capital & &trplua 701000 

I 



'.l.'his exw.uple illustrates both the cuivutagtt ot CQl'UiOlidated ataiemenia 

( note the pz·asentetion 1a as ot one 001111pan.y with only the oapU&l in tho 

hands of outsidul'S shown) and the ucbaaical procad:1:u•e involYed in pre-

paring the statement. i'l.8 menUoaed, howe11'fU", the fact.a that ••N U$UINd 

tor thh example were ideal fox· t:ti.e oouo,li&l;Uon. 

Varia.Uou which ooa»l,1oate the oou.aolidatillg pJ'Oo•dv.r• :-

'l:he variances tbat •1 be eneountere4 in pneUoe aad. which ll&04HutUate 

considerations in prooeduN. the pdnoiple, ot oou:rae. re.in.lag ta••-• 
:may be claftsttd as follows: 

l. OWD.e:rahip r•l•'t1ouh1J 

a. HoltU.ng o~ compl:ete oner or aubeictial't 

'b. Bolctiq oompar wrdq. \wo or ~· av.\Jai41artu 

c. . lk>l4iq c~ pud'Uly oniag nbst!itu., 

t 02-· au.beid.16fl.ea) 

4. Hol4.iq COllPUT oClllpl_,.etr tn parUa111' 

bniq U:o'ihe1" h<tlding o~ 

I. S'°cll: coat and sutia'it:tarr net wortll nlatlonhlp" 

•• eo.t pn ce ot stocW. ot 'Rl>a1cl1a1.7 dwnM 1Jt' 
holding 'vqua1 ill 111S0ttUt t'O po~ton 

ot the· ·an· uaete ot ish• rib11141ut l'e,t"nftte4 

b. Coat prlee of etocrt in no••• of net•••••'• 
ecrqutatttdh ot· goo4wil1 

o. Coatprtc• ofaioct tna than n.ei•••-'•"" 

ao4u1a1'Uoa of aurplua or ua•U•• goodwill 
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3. Relattoaahip changes ettected atter 0011aol1daUon 

•• Changea in ownership relat1onah1.P due to capUal 

at.ook t.naaaottou 

b. Changes 1a ae't worth of eubaldia:rioe due io 

dividead deolarat1ona, profit•• aad loaaea 

4. Open.ting Nlati<>D.&hip 

a. !nter-eompan:, rece:1'Yables and payables 

b. Inter-company' prorua 

~1.ac.e 'the pr<.u-:e4.UN in. Q01!.$Ql.14a'U.aa two •t•Mtmaat,a u tll.e 

•ubaU t.11\iou ot aet aaM•a 01' t.lle S\lbaJ.4.Lu, J.a »l.a~ .et ,,_ 1a~u..,., 

aecowit .of t.h• holdin& 0~11117,. •~(.lh •~S.qoe• u.~l.J .tla• ;i:•~~ 

tu-.aoe ot C01ij>l•'1»e l'eo.oJ:<la P4rt.aiaiN .:to a\Oc); a.-4 \h4\ aJ.lu141&l'f MJ.aUoA-

&hi.P• '.Cbe .PU•illC ot t,uu, Ud \he qo~equ.o,t ehaaps a the ».\ 1'0l"lA ot 

all c~1es JU.ah into.t.bo h'4.ck4J'O~ the sta,tia\ie&J..4&\a aa of 'ibe date 

ot the co:naol1<16tion, 7e't aucla. !lat• an. uooaaa.r, fot: tho pre,an,~ ot 

ul tut.ue ate.t-.nt.a. Viaualiza t.h.o •~•1'1 ot t.la,e pnbl.aa or lb• 

aoco\Ul,ut. ih~t I.a called.upon t.o »;,;ep,u-a t)le t1.r•\ 90oao)J4&\-4.~oe 

lihaet or u attilh:Uon that tw.a Ui4ted tOl' itm. f•n Ol' ao wheal upiu.l. 

atook tranaactiona u4 ut wort.a ob.&D,gas ha:,e beea nu1111n!oW1. ••a 1t. au 
ot tbe in.to:matioa wen available, t.b.e i:lua1f'J1lliii awl GIU.¥•1116 woul,d 

likel.1 be tedious. It• however, 41.4'fua. lmowledee ot t.he ;,e,aratloa ot 

eonaolid.aied atateaaenla 1.t ob'ta1ne4. ih• aocqw,.ta 1/11,fq be ao lcep't &a 'to 

facilitate the proceciure. 
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11. .tnvos'SMn'i ACCIOWJ.t Valuation 

Principles ot Y&luation:- fb• general l)J'iaoiple ia •h• 
valuation ot aaaets is 10 record the aseet acquired•• full ooat u4 to 

leave the aseuti a.i 111.&ch valuaUoa un.Ul lo1a through Wte (tlepreoiaUa) 

01· a 15ale req.uirea a&juua.n:11. l.'aia ia ••-4 \lpoa the :re.liaUon ii&&'i ao 

profit or l.oes cu. theoretioall.y be d•iem1:ao4, aor 4oea oae •xia\,ua·Ul 

the eale 11 ac•ual.ly eon.Will!HiM. Waea atoc& ot CQl'J)OJ'&t1oaa 1• puohaaed. 

tor ta.poruy i:aTea'lment, the ~i• toz au.oh T&l.uUoa ooiaeJ.4- wita 

ihe ~nta for the Yaluatioa ot the o,b.er utl&l ••••ta. '.rhe JIIINAaN ot 

atoels: tor permanent ooatnl u ia •• -•• 1a a bol4u, o~ J)NMIU.ia a 

d1ttereut aituaUoa. lixed use1e 4,e,.._1a-.. arui a•oll c~• 1• aoteel 

in 'ille aooouta; cta.n"ft, aueta .,- tl'1Ct•'i•• lMt tae eonentoa 1am oull 

1• expeotM ia ihe aear f'\atu.re; peJMD.MI awok iavaUlfJAia fH:I Mftl' ie 

coavert-4 1a10 uab. uoep, ae 4iviuau are reeeived, ye, tlu.ctuUor.us are 

continuous ainoe '-b.e. auuidi...,q nprNeAin lQ' the nou i• tluo,uaU11g. 

It. ihen, sueh ~l'IUnat •toek: iav•auaent 1e 11&:1a1aine4 at coa1, ,... :tu-... 

ma, likel.1' cauae a wide cap to oxiai beWMa \be atook: valu&Uoa ad. •1 'tller 

its real Yalue, oo•k val••• or •rtet. value. hoaue •t euch cond1Uou, 

some aocouatania, aou.bly H. A.. liaatJY • .reeOiDNlld & »roeeaun of oouiaa'i 

ch&n.ge 111 the iaveataent aocowat, u will n 4.i,.aousMd.. laiu, 1• onu ~o 

aaaintaia a definite r.ia,1onaldp be,...a '1'1• uvea'itllalt aooowst Yal.11&,1oa 

and the net worth NpN.ae.a.iet. ?he Yal.u,ioa at ooa\, llowffe%', eu 1•• be 

Justifiable. ad u aome •coouniaa.ta ol&im. ed.viaable. lt U 1• geMral.l.y 

admitted that the ind1Y1dual balance sheet ot the holdill6 eom.puy ia incom-

plete ud worthl••• without ihe data ot the nba141u1u (aa4 sueaia •he 

case when the percentage ot ownership 1s high)• 1 t does not matter at what 



tigure the in•eatment accounts are car.ded. .Moreover, when a eonaolida~ed 

babnce sheet i& pi•epered, the inv~stment a.ecouat 1s 4ropp•d fl-Oil \he 

atatffllleni, lee.vi~ 1n aa place the cn.1rrent ve.luations of the wbsid.iar,r 

p1•ope:rties. ·rht- in-ve111tmeni acoou.n.t valut ion m.e,th<;u! proves to be meaningleae. 

In 1118 dhcuaion of 'the valu~t 1.on of peman•nt investments•, 

icr., .B. Keat.er states tl:uit llllhterl! O'ifnerl?Jhip it'l 001:ttrolling,one of two valua-

tions ahould be aeed.: by presorrUng a consolidated, balanoe ahfft.; or, if 

own4n;•ship b partial ud ti,, COl1$0l1d&l1td balt1ll@e alu:tel h 1nad1'1Mble, the 

profit• and lo,uea ot tbe; aubdtU.ar., should oo absorbed b:, the inveatment 

account. Sine~ he ia act1a.11y co11s1der1na th• consolidat•4 bal.ng~ rduiet 

tul one method ot valua'Uon, h.e ii tnonby interring that U b ot u.o eonao-

quonoe (in so tar u valuatiou fol' intel'Jretatioa ia eoncen•d) which ftletho4 

b em1ployed when 001utolidated. balucf/i ehee\a u-. io be pr•,a:re4. fhe final 

result would, 1n either cue, be the•••• 

3ome\J.mea wba:t ra,q be temod tUJ 111 arb1tx·u,y method ot 

valuation"' ill likely 10 'be enooun:te:red. fh:1s 1tQthod liilH'&lJ el1m1atea the 

gap betw«HU'l the 1nveatmqt 11.ooount and the net wortb ot tb.e a:u.bs141ar., 'by 

adjustments to surplus, and at s,uiil t 1ue as they may seea ru. 1.1hia ••-

to be a haphazard a.tt•pt at the Z'lEltbod of attsor'b1ng the prot1ta and loeeoe, 

but the slovenly inaxu1er ~loyed aeems to deteat 1b ow ati\emptu and ,o 

11lllk• the e:rad1oaUon of 'the aoet vuualion weam~H £JOJHWhat questionable. 

li41t1ard.lees ot wat theoN.rUoal argtaen:ta ean be advenoed 

ror tbh or that method ot value.tion. th• aecountant qat, of course, be 

• Kester, Roy B., .&.ocounting: 'fheory and .i?i-aoUce, Volume II, page 194 



prepared to work with aey method.; ud eecb method require• a separate 

procedure. 

ValuaUon at cost:- Thia mothod ot valuiq the 1n:,eatment 

account maintalu at all timM 1.he aetul coat to the holding coapa.117 ot 

tbe wba1diary aecur1 Uu. No a'Uapt 1a ma4e to oonaider the protUa or 

loeaea ot tho subddiary. It aad when a ••l.• is •4•• the 41tternce 

beheen the inco111e and the proporttouie coat iu carried to auplua. Dh'1-

dends received are handled as other f'luaciAl 1ACOIN it«M. for all apparent 

purposes, the stock ia h&n.4le4 as it it 'Ql'O owae4 solely tor the inTeatme-nt 

returns, ud the controlling fo.lunl ot the euuid.ta17 ta 1A ao uimer 

reflected. iu the accouta aa a tiunoial taotor ot 1aponu.ce. 

Yalu.e.tioa 1)J abao::rbin& proti11a u4 loaaea ot the suliuti41a17:-

ASsumlng tn.at no difference niated. betnen the coat ot the auba14ia17 etock 

and the aubaidia.ry net worth whoa the pm-chase waa ude. lhia ••bod a1D.• 

taina the Ctll'Nnt book Talu.• ot the aubei41e.r., stock in the inveaiaoat account. 

Aocordingly, all transactions attect1:ng the net worth ot the eubaidh1ry \ or 

those clu1.nges ot the a.et worth which would alter the book value ot tb• at.oak) 

must be recorded in ihe 1:nvsatani aocouat of the holding eompuy. Thia 

valuation 1a baaed upon the theory that ,tnce the compe.J'lY owning the atoek 

haa among ite rights the power to control the policies of the owned oomp&AY', 

the association is ao cloae as to actually juat1t., the profits ot the subaidia17 

to be handled as profi ta of the holding ccmpany. Controlling 1ntenata enable 

the dictstion of dividend pol1oy; hence, tbe holdiq comPaJl7 could, at its 

will, legally :receive in cash the p:roti ts or Us subsidiary. If, then, th• 

holding company could convert into caah the profit aa made by the subsidiary, 

why could it not reflect such iAcre,uutd value 1n 1 ta invoatmeat accout aud 

leave it as such until it d••• it adTisable from the standpoint ot both 
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companies ( likely to be operGting as one) to have a. dividend d.ecluation'l' 

?he book value ot the stock of any company normally changes 

only by prottts ( trom operation and otllerwiee), losses, and dividend 

declarations. In order to illustrate how these net worth changes are retleeted 

in the in'Yes1m:ient aecowit, journal entries will be g1 vett as an example ot 

ea.oh neeeasa:ry adjustment. 

'11lea the purob.aae ot the stock of' the subsidiary is first 

c:onsummatti4, the tollowing Jou.nial entry 1a, ot course, 10411 t.o record. the 

t ratuua.eti ou: 

lliVGSi!llfHlt in stock or Comp,oq X 

Cash· • ( nndr, assets} 

.fhen the boots ot the aubaid:iax-y are cloaed u4 a profit 1s tte"tenuued, such 

intom•t1on 18 obtained by th& holding company. The hold.1118 oom.panr would 

make tho :tollowirlir e.nt:r;v in o:rlller to brina into the original agreeraent the 

investment acoount and the aubaidia.ry net worth: 

Invostment in stock or Omi.:pant I 

Income trom compa.nt x 
This operating account "Income h'om toapany r would ·b6 cloaed 1.ttto Protu 

and LoH with the other t1nanc1al open.Ung accounts; thu.a, U1 nallt1 

recordihf!; in the surplus of' the holding cornpe.a:, tbe 1uctee.sed aurplua·otthe 

subsidiary. A. 1oaa, belng na:tunll.Y baaed on tho same theory. would 

necessitate e. decrease in the 1nv&atl\ent l!lcoowit ae 1"0llon~ 

L0$8 o't Company X i DX 

Investment in stock ot Gompany X ,i :ax 

A dividend deolsrat1on tq the subsidiary createe a reoeh'able tor \he holding 
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cmpan,. rihen such ncet·n.ble la naltzed., i't 1e no Iii.Ore thu • coll'fer-

aion into ca.sh ot the increeae in tbe i!ffeetment · aecout •• 1hoft a.bcffe. 

The journal ent!'Y, then, would decree.a• the tn"Yest•nt aooouat: 

DiT1den4 ot com,11m1 X recetTable xn 

In-res'CMat ia •tock ot C(llllJ;)UJ X i DX 

The receipt ot the cash would be applied aga1nat tho receivable: 

Cash i DX 

Dividend ot ComptUJ.T X noetvable i m 

Normally the dividend :receivable account wow.cl be uaed onlY it Ike booka 

~re to be eloaed and stat-..m.te propan4 beto~• the receipt ot the caah; 

otnerwhe, no record would be ra4• until the following entr, b neceaai-

h.ted b:, the receipt of' the cash: 

Ca.ah '1 m 

lnves\ment in etock of Caape,n:, X $ xn 

Tbua, by actull.1 recor41n.g in. the 1nveatacmt accow,.t 

the changes ot the net worth ot the a\lbsidi07 reproHnte4. the invest.mnt 

account 1s maintain.o4 1a the••• :relaUTe pc>siUoa aa originall.7. It, 

as assumed at tho beginning ot th1• section, the oost an4 book value were 

the same, the investment account bale.nee ud the ou.rrent book Talu.e would 

be maintained u the same. i'b.en a 41t'terence existed between the original 

cost and the book value of the aubsid.iary at the time ot purchase, au.ch 

difference ahould. alwa,s exist. 1'hia condition. 18 diaeuaod in alder 

section. 

:~b1 trary valu.ation:- 'l'b1a method, it 1t can be temed a 

method, is operated by a:rbi traril:, incretusill.fS o:r decreasing the 1nveat.ment 
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account when desired so as to approxiate a rel.at1ouhip with the book 

value or the 11ubsidia:ry. Since it maiataina n.either the oo•t Tall&e 11or 

the CU1Tent boot value, adjus1menta!IUt be lb.de M:> oorntt to oae ot tbe 

other two Yaluatiou. 'l'hese ad.Jnatmente beeome uceua.?7 in calcu.latiilg 

goodwill IUJ 1a di111cuaaed. later. 
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III. Investment Account n.lillinaUon 

Goodwill trom consolidation:- lhen a holding COl11~ 

purchases the stock of another oompa.t1i1, it ia very unlikely that the cost 

of the stock will be identical with the book value ot tbe stock. In moat 

cases, it seem, the price paid bJ the holding company ia in uceas ot the 

book valuation placed upon the portion ot the net 1u1aeta npreaented. When 

such a variance is \rue, the fir&t thought ta likely to be that euch aoeaa 

16 due to the ex1atence ot goodwill, but the Yague ud little udoratood. 

te:rm uy or 11381' not be the true expla.n.a.Uon. ihoneTer such a YU'1uoe 

oocurs,a. thorough investigation and a.nalyeis should be Mde to dete:mune., 

it possible, why .such exoees 13 paid; and 1:r the excess ia due to \he 

underralua.Uon of the aseeta or the aubs1d1ar.,y, the r,u,orda ot the eubaid-

iar,y should be adjusted aceorc.tingly. 'l'he enU.re consolidation of the two 

etat•menta would be eonsiden.bl.y weakened it the asaeta or the two 

companies being cowsolidated •ere valu&d on dif'terent bases. Possibly the 

subsidiary tu1s biHn ultra-conservative in handling tts depNc1at1on charges, 

or possibly actual appreciation ot the assets haa taken place. In either 

case, the iJuboidie.:ry ahould bring its ri&b,ttul pro:tita on tbe books. binoe 

controlling interost is being purohaaed and the financial condi tioua are 

to be ahovro. 1n oonsoli~•ted statements, the correct val.W1Uon tor the 

assets ot the subsidiary would seem to be OIU"Hnt :replaeaent values leas 

accrued dep:recie.Uo:n. Thia would allow fihe property value increaae to be 

shown tor the minority interest llater in this section) and would eliminate 

the amount ot the excess ot the stock coat oTei· the book value due to 

property valuations. 
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It is t1·equentl1 impossible to determine exactly why a 

difference exists between :price and book valuu. Ji1arut conditions aome-

tL"lles explain the situation; pure •peculation, a desi:re tor the controlling 

interest, or evem just e. poo:t inve~tment '£1iJaY be the real i-eaaon. Then 

again, or course. goodwill, the ability to make above normal p:rotita. may 

actually be an acquired asset. Some accountants, beoauae or the uaual 
vaguenosa. advocate merely termns the uoeea a .. I>Gb:lt tram Conaolida\lons", 

but linco the al.moat w:i.iversal cuatoa 1e to tore.go 11he uncerta1ti1.J" and to 

accept the tem goodwill, thb discussion ooncemi~ oonsol14ationewill 

term it such. Under eirowru:rhutcia t howeYer, property, valuu lllUat 

ti~at be adjusted. 

In section. 1, General .Procedue ot Coneolid&U:ng, the 

principle of subetitut1ng the net ••••ts of the subsidiary in the 1n'fest-

ment account of the holding oompaey was illuatnted, which procedure 

N3ulted in pNaen.ti:llg a new balance ahe~t with combin.ed aHets and 

liabilities and with.out the inve•tment account· ot the holding co111JHlllY or 

the net worth &ection ot tho subsidiary. Inea.aoa where goodwill u:hts, 

that 1a to say, it th.e investment account h in exoeas of the net aaaets 

to be substituted, auch excess should be set up on the aew bale.nee sheet 

as --conaolidated Goodwill". It the consolidation is made a.a ot the day- the 

holding company acquired the aubaidia1'lt, the exiatence of goodwill does 

very little in eompl1ce.t1ng the substitution problem. The differeno• 

between the investment account which is eliminated (that ta, no\ ahown 

on tbe conaolidated statement) e.na the capital atook and surplua ot the 

subsidiary which is eliminated ill in amount the goodwill; and the remaining 
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aaee'ia and liab1lU1ea are ae:rel.1 combined. on tb.• other hand, however, 

when preparing couol1dated baldce sheets after the date or acqu1a1t1on, 

the procedure w0\11.d depend upon the method ued 1>11ih• holding company in 

valuing 1 ts invee,uut acoOWlt ( ne .Section U, In•••t•nt ACoOWlt). 

When the taveetmu.t account :la a1nta1n-4 at coat, elimi-

nations are COllplioate4 daoe operatiou change the UlO\Ut.t ot the aurplu 

ot the eubsidiary wUh the 1mu-.at aoeoun.t 1'«1111.n.lng the nme. .:jin.ce 

$he gootwill IINSt be ill UIIOW:l'I the ... &Ill 1, -· Oll the da'be ot aoqu1•1-

t1on (aeaum.ng, ot CO\lN•• no tul'the:1' at.oclt tnneaot1oaa), the WJTeat 

cap11lal etock and 11U1plu11 of the au.baidta17 mst be 1n UlOWlt aa tollowa: 

Th• ummt or the invea-.11 acccnmt (al ooat) 

Minua goodwill fJ'Olll oouol14atton 

Plue profits, mlaua loaau. n1au 41v14en4s 

which 18 the••• ae aa.,ing 

Capital stock and aurplua a, aoqu1ait1on 

.Pllls protite, atmie losses, Aliaua div1d.ea4a 

Th• procedure of conaolidating, in th:le ca••• .l'lll'iV&llY' r.qutrea that the 

current not worth or the aubaid1ar, be diY1ded 1ato two parta: {l) u it 

ne at acquisition.; ud (2) tho plu.a or minus ainee aoqubhion.. Pan (1) 

would be el1m.iuted, aa in the ease d.1ecuaaed in the pnfe41DC paragraph, 

wit.h the 1:nveetaeat account being 6lill1na.te4 and goodwill aet up; part (2) 

would be OO!Jlbined wt th the eurplua ot the holdlna ooapauy u.d thus shown 

on the consolidated balaaov.aJJet. 

When the illftatmeat account 1a 11u,10.~a1ned by abaorbtag tho 

profit• and losses of the aubsidiar,y, tbs "plua protita, m1nua losses, 
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minus dividendatt of the aub•1dhr,- has already h0$11 reflected in the 

surplus ot the holding oom.pany. The capital and surplus of the au.beidiar, 

will be in &IUOUllt 

The amount of the invcataen.t account 

Minus goodwill tram consolidation 

sinoe tbe nl.uation method itself ma.1nta1na thia condition. The procedure1 

th&n, is to elilllinate the investment account, to •l~minate ib@ ~rent 

capital stock: and surplus of the au.baid1ar.,, sad to set up -tbe difference 

as goodwill tram aonsolidatioa. the 1ae :-e«Nlt must. be acooJaplished 

rega:rdlese ot what bookkeeping procedure ia ninta1ne4 tor valuing th.o 

investment account. 'rho eonaolidating procedure variee with reapeet to the 

"atter acquisition changes• in the surplus of the subsidiary. These changes 

which Ifaust be reflected. in the conaol1date4 balance abeet are determined and. 

added to the surplus or tne hol~in& cQl\p&ny when the inveatment account 1• 

maintained at cost; when the 1nveatm.ent a.ecoun:t 1s mintainod bJ' absorbing 

protits and louos, the cttanae• referred to are made to the au.rplus acooUD.t 

of the holding com~ a.s they occur. and require JlO alt•ra.Uon at the 4a.te 

of the oonaolidated balance sheet. 

When the bi.Teatm.et account is aintatruad by arbi tn,ry 

valuation, it simply meaw, that some of the changes in the &t.u"plus ot the 

subsidia?"'J have been retlected in the surplu.a ot the holding eOlll.pAJl.1 ed 

some have not. l'hia aeoesaita~ea cal.oulaiing what amount haa not been so 

reflected w:u! in some manner to have this added o;r deducted. to the aurplue 

of tbe holding oom.pany. The baat procedure would be to aaal.yse \he aoeout, 
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to a4Just it to ono ot the otber valuation mothoda, then follow the u2u.-l 

course ot t.l .. at method • 

.,;Urplu.e ff'Olil cou.aol.14.aUon (nep,tiv«11 goQdwi;l):- Wh•n the 

net a1aeta o:r the 41uoe1,;U.a17 •cquired. •r• in not•• ot tl\e uaoua) P',id b7 

tbe bold.ill& cowpa..ay tor tho stQ<;k, 11ur»J,ua tr91'1 epaaoli<laU<m 1• or~t41ld. 

~ome accOW1tanta olaa that it ia almoat inconooivable tnat aesete ot 11oud 

negative goodwill iJJ applied. -.1ut ., .. •i•UM goodwill (pu.:rcbaseq. 

ioodwi.ll ot •uba14ie.ries or ot the. hol.Uug ooriapraw or gqo<lwS.ll n-o... oo~oli-. . ·_ . '. ·-, ; . < _·. '. -1 

A.lthu~ it quUe trequen'tl,f b,o.ppou that a o~y . .-1n-

taiu wat~r in. its atoek .. U ;loo aeeu ·revt pl.e.\l.91.l:)l• ~lijit.t a pu.robJl•• of 

•tock 1411q tu,q;uire aaaet• o~ cur.ren.t Y-1.\le abO'f tl,}f coat. ot :t-a.• ,t9c,k • 

.iJe.rset. 40ndi tion~.-, atteot. t.b.e pr1o• J>( the st.ook. ~Q.ai4e;-e.Qll. or the 

owners ot tbo atoo.k m.a:y • beca\Ule ot poo.f. Jjall.&gem.1tnt • b0; Jf1llioe }Ut.4 '1•tiJ"ous 

ot selling l.OW to MW QWtUl.J'8 for new ~--nt • , itlultjtY•r $:b.e Ca\la.e, . . it 

tbe currenti, appr-.iaed a.ot uaeta ot the wbe,i~iu'f ue in u.coaa ot the 

coat to the holdin& o.omp~ of the •loct. • true au.rplu troui. conaol14-.tion 

would e"1U1 to exist and would be appropriatei, ahon in tu n.et worth 

l.f. howeve.i:, 1 t. oanaot be eotabllahed that the pi-operty 

values. of tho aubaidi&1·y •-r• le&Uimte, and it an uncertain goodwill 
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existed tram one ea.use or another, the practice of oanoeling one a.gain.st 

s:nother cannot be cr1t1o1eed. 'Whether er not one is applicable tor 

cancellation agaiu.at the other or whether ox· not 1:h.ey ha•• fll1Y' aasociation 

ny 1U.tter but ve17 little; the :roauliing bal.8.aoe ah••t b tlnnr beoe.use 

ot the el1m11111t1on ct two W'l.et>'.rtdn, deb4'1table, a.nil proballly meaaiagleae 

items. 

The procedUN ot handli~ the consolidation process with 

surplus f1'011l couo11dat1cm. 41:f'ters ••l"T little trom the Uaeu.eaioa on good-

will f"rom conaolid>.lltion. The elhli!!.fttiona arc based on. the••• priaclplee, 

the method• ot in;~estmet account vlltluaUon control the accounting p:rooed\U"e. 

end the amount left OTer wh1eh 1s a credit rather than a d.ebit ta etth•r 

Applied against an existing goodwill or 

Combined id th the cs.pi tal i'i.iurplus of trie consolidated etatoment. 

Minontr tnt•u·-eet 11:1 aube1d1a.r1e,u- !n diaeuaeiig tll• 

•al'!le.tions or the 1nves111eut acoout ot the holdia& oompe.tt1 (Seetion 11} and 

the goodwill or wr,lua from eonsolldat1on, the aaaumption. •• aintu.1••4 

tbd lOO\f, or tnesube141e.r., etoek waa o•nff by the holding o~. This, 

ot eourse, need n<>t be true. !he law otiert requires cont1t'>lidate4 retune 

if the aubeidiar, is t$ ooed (Intl'041let1on. pese &) aad bus1uaa •••• 

tiTes u;r evea r•q,uln suob stat.,..,.- wh•n onl7 51~ of' the aunbU&17 ta 

owned. When the holding eompaJlY, the; doee not own 10~. the :p:roouve 

or consolidating must be altered so &fl to pnaent th.at portion of the affil-

iation not owned by the controlling intere8t. 

'rhe ir.i.poes1bility of end•~vor1ng to p:r«.i,ent on the cou.aoli-

dated balance abeet the actual properties owned by tbe b.olding company is 
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obvious when it 1s once retleoted that unite are being combined and the 

ownership in a unit 18 a propo1·Uon. rdner than certain apeoitio properties. 

l'hen again, 1f the as,sets and l1ab1liUea ot ihe au.baidiariee were onl.Y 

partially presented, the ffllll.6tllitude of the affiliation would aot be aholfll. 

tiithout complete inventories, tor example, certain. rauoa used for inter-

pretative purposes would be erroaeows, ud the etatel'lent preaentaUon would 

detea.t its purpo!ie. a 1s neoesaut.17 tor the tultill.ment ot the purpose ot 

consolidating statements to present on the consolidated baluoe sheet the 

total aaaete at the comand of the attiliation and the total outside elai.1:na 

against these assets. 'l'hia moana that the minority stockholder• ot the 

eubsid1ar, would haT• an cwitersbip equity 1:n the aet useta of the oonsoli ... 

dated balance sheet and that such equ11J muat be ahowa in the net worth 

section. 

It. then, a holding company only' Jal'tiall.y owno the subsidiary. 

the procedure of eliainatiag the 1aveatment account or the holding company-

against the capital and eurplu ot the suba141a:ry .mw,t deal only with the 

majority in.teroat. then doter.mining the goodwill. or au:rplua t'l'om consolida-

tion, the 1nTestmen1i account mu.at be coapared With only that portion of' the 

capUal stock ud surplus that it repreeents. '?hat portion ot the capital 

stock and surplus remaining attar eluaina.Uon 1ti th the in.veatment aceount ill 

carried to the net worth section ot the con.aolidated statement aa "Minority 

Intereet". 
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IV. ~ellaneows AdJu_etmen.ta..,!?ld lUimiutiou 

Adjustments in general:- Tbe aotwu. prooeee ot c01101n1ng 

the balanoe sheets of the individual ooapani•o ot u attiliat1011 ooacmoee 

with tbe in.d1v1dual adjusted trial 'bsl.aneea. Th• 1a41Y14Wll com.pan1n 

adjtult their boolce, recon closiJJ.g journal entries, etcetera, in aoeorcb,noe 

with the regular principles ot a.cooun.•1-., ucl then 8Ulnit lo the acoOWli&nt, 

who ia pNpa.ring the 001u1olidated s'tat.elQents, the n•eaA'l7' into!'MUo.a 

pertaining to the at:tiliat1on. AU~ th• ,:rial bal.aru.ea ot ibe 1diw-1dual 

companies so submitted an ·te:raed "adJua-ted• • they an retern4 to •• such 

only with reepect to the one e~, t\ll"ther a.s,ut1an\e NO\)lling aeceeaary 

betoN the fa.eta oan be eom.binei iato one a11e\_.t. 

Notes reeei'vallle diaGOWlted:• ft&•~ fl"&Uhn one 

or the notes of its customers to the baak ort.o aao'1.Mtl' CIOlllplll:J', the uaual 

proceduN h to nep the 1tem. beo&Ue• et the eoatingeac,y ot a. 

liability by cn41Uug aotea :recelvable d1eo0\lated. 'fhe coapPT NOelvtng 

11he transferred noie merely debits _..._. noehabl.e ae tJM ottNt to cash. 

It both companies to thia tnuter were coap1u11ea ot the attiUaUoa, an 

adjustment must be ude whn presenting the att1liat1oa aa one ••erpriee. 

Jince the note is still nel4 by ib.e attil1at1.on, the a<lju'lllent would 

cancel the notes receivable dtsoouatet'l aocouat credit or the ,ftll.8teror 

and the notes recehable aeeount debi v ot tile tHlletene. It lhe aoooun:ta 

were combined Willlou\ the a4juat11ent, the noiea l'C'utei:'fa'ble account of both 

tra.natero:r and trallateree would catain the auae note, 1u14 tlle notea 

reoetveble dirac1am1te4 aceouat ot ,be traaafero!' would NtlNfl. a eonttbgent 

11ab111-.,. \hat 414 not exist. 
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'"' contingenef does not exiet when one company ot an 

affiliation gives 1 te own note to another oom.parq which in. turn dhleounts 

the note at the baak. The aftilia.Uon h•• u actual liability and ~he 

notes receivable d1seowi:ted account ot the second ocm.pany must M ehown 

on the consolidated statement aa a notes pay-able. 

'l'reaaury 8toolc:• 'rreasur.r atook on the booke ot eubsid1.ar1es 

pneent a debatable problem. ~uthough the atf'iliaUon has contl'Ol ot the 

as.le of this potential tuu5et t~h ils control ot tbe eompaatea, and as 

such should probably show it on the ooneolidated statement. the clear 

p;re::,entation on the bale.nee sheet preseuta a peouliu situation. The only 

outstanding capital Btock ot the majority intereat or·· the attlliat1oa 1s 

tbe capital stock of.the holding company, and a deduotion ·from this account 

would be contusing with the treaaur, stock ot the holding oompan7. 'the 

inclusion of the treasury stock as e aeaet would likel.1 bocontuaing 

since tho probable intonUon. of the CQ!ltl'Olling intereet 111 to retnln, if 

possibl•, from allowing minority in.terest to be tnoreaeed. !hen, too, ttte 

stock held by the holding com~ 1a just as much &Talla'ble t'lr Jmblf~ 

sale as ·the atock ot the eubaidi&l"1 held by. the oubddia:r.r. Beeauee ot 

this d tuatio:n, the stock l'M'3' be considered aa it 11 were actually canceled 

ladju.at against capitol atock account) and kept ott the balance sheet 

entirely. If 1t 1B desired ~o eh01' tbG total of the aecuriUea ot the 

aff1l1aUon available tor sale, a footnote ab.ould autfice. 

'!'reuury bonds;- fl•cHasur:, bonds present eom.ewhat the urne 

ei tu.a:Uoa a.1 treaau;cy a took except tor the tac't tbai the bond aooount of 

the holding o-Otr1pan;y is not eliminated like the stock investment account. 
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Bonda of one com;pany- hel.4 by another are d..edueted, _tra,;a the liabil.1 '7 

:11.s treaaiU')" bon.u. lr the debtor COIIIPIIIAT llu som.e ot it• on boA<la iA 

i h poi,eoaaioll. 1.a tnuUl')" bonds, two ;method.& are a•aU,-.ole tor ue. 

Jinc::e t:h@LHt bonds ar~ lilce11ise f&Tailable tor n.le, the, mq be .. QOA,d4en4 

the S&me 'i.S the boruta held ey the other OQl'IJ&.U1 ud be. d•(lTJ.ct.e4 b'Qll U~• 

liabll.1 t;r; or, U.' an intemal tinAncial ai1:'\+ctu.i-. ia to be au.ggeated 

l that b, 1:f th@ trtMSUJ'1 bond• on thtt coa.a.o.U,dll\$4 bfll.u.oco abfft a.re to 

aiuggHt tho boo,ia o.s held by a:not1'er c~ ot -~ attUiatioaj, t.he t~e 

tre&Slll'l bonda be can.oe,led ag4iUt the li-b1lU:, aa4kep't &D\.iNlJ' 

.;.:>rezuµm. or d.1110_0\Ult on in,1icu.•-cam,~ bon4e: ... i.b.fln. bOA&i 

are _purcha.socl at a prGmiwt o:r discount :from -.r.t att':il1ate4 .O.Qfll)aJW • t.he 

prem.iu.~ or discount ot t:n.« issuing o~»anJI' would be c.ano.eled. e.p.1.nst the 

same $.Coounts ot tbe purchasing ~a.Iq ap.4 JJle bonds would be valwad ai 

par ae is shown in tho pr~e•4i;lg 1u1ct;1on. It. l'.\o,wffer, the boa4a •ere 

;purohaaed at a prezniura or d1tulOW/.t tram u outei4tar, the accou.nt$..ll,g 1a 

latter view would n.eceaai tate clt>e:r1ng ell. aooOW1ta pena1A1J&C to preaium 

Urn minori t1 intereat calculatioa. 
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Inta-oompu:r p:rot1,a:- Ou eoap,my of an. att1l1ai1oa ,_,. 

s•ll aeNh&n4h·• to aaotU1er company of tae aft1l1at1oa &ad th• 'iru.aaouca 

be :reco:rte4 1n tb• M1II -.-r a.a those dealing with oula14ere. lt oouol1-

dahd etatemen.ta are to be prepar.4 to preseni the ooapui•• aa oa• operaUng 

un1,. the purohaee and aale tnneaaUon ia no more than a trauter bft\weea 

depar•enta and am.et be so eorul14eNd. t'he aocoun\e may ue e.djuatie4 OT. 

ellmnating ·. the J&les o:re:41 t ot the vendor qataat the purchaaea 4eb1 t ot 

the Yeadee; btt'te 1t aoae ot the m.erc:twadiae ia still in the poeaeaaioa ot 

the vea4ee sad 1naludo4 in the ourrent in.ve111u>17, tb.e uoral valuation of 

coat tor the merchandiae will include tile profit ot \he Yead.or. i$1aoe ib1a 

m.erehaad.1•• 18 still u.naold ill 80 tar as the att'U1aUoa 1a ooaoera-4, ao 

realized profit ha.a ,a:tcn plaoe, aad the aerohaa4iae Yaluation. must be 

d.eena1.Hi1d to the ooet IC ibe attiliation. 

Hen, a&&1n, \Ile n.ec•••J:'1 ad.Ju.atll:len.t 1a a aiMple elimina-

tion UAder ideal eon.41'1ona, wt ntb.H• 0011pllcate4 uder varied relation.• 

ships. lf the vuclor Ooap&DJ' la 1~ a pU'I ot ta •Jorlty iatereat, the 

entire amount or the ncor44a4 protil Mf b4J ou.o•le4 out ot the surplus 

against the inventor,-. It ih.e .-pan, neol'41na •h• p,otU 1a oal.y perUally 

owned by the holding oompaa,, the alaot-1'1" lntenat sMN.ld act be deprived. 

or ih part ot the prot1t et Ille Uffhaa41 .. w)d.u. o 1,, wu aold to 

outsiders. 'fhta necessite.tee ••lou.la\1ng exaot17 wba, portion ot tbe profit 

in.eluded in the inventory la profit of the •;Jol'itf 111,enet and what portion 

is profit ot the minority 1ateNat.. The prot1t of the •;JorU,y interest 

would be canceled out of th• •l"Pl\UI ot the •Jor.11.y 1•••reat ad. the 

Nni&ining proti t would be allowed to reai11 in the surplus ot th• mlnori ty 

interest. An example will olari ty •u requin4 a4Jua\Mnt. 



Assume Company li to 01m 80)\ ot Oom.pan.y e. It the 1.nventory 

of Company ff tnclut!ed merchandise pul"Ch&aed fr®'! Company~. the profit made 

by Company ;;j m.us'IS no• be included in the surplus ot company ;j. ciince eojh 

ot the recorded prot11= 1e ajortt1 interest protit, it mwat be eliminated 

from. the eu.rplua and taken ottt ot the tnv~to17. '.t'h1a 1s a<.u.,ompl1ehe4 by 

debiting the surplU8 ot the holding ocapan, and ered.Uing • valu.atton reserve 

tor the inventor,. It the suJ'plua ot the aubatdter:, were debited. tile 

investment account eltminatton would lite 'f>U.ed on the nit t1SUN with the 

coneequont miacaloulatio.11 of \he minority interest. 

When tla stock ownerul\ip o:t tho at(U.ia.tion ta q~pl.ieeted, 

the calculation of the lnveliltow 1>rot1t of the af'ttliation. often baaemta 

rather involved. For example, a1Hsunte the tollow1ag tacte: 

Com.pan;, li oms 80,a o:t Company 1. 

Ca.})01' I. oms ?($ of Company M 

CompG.llY H owns l&j ot Company ¥ 

I.uYentory data u ot HjlUt'l;lhffl,\ ... ,. I 

l. Company L ruiu, in its inventoq ,P,000 ot 

.-Nb.alld1u ,vohaued t'rom Ccapau;r Iii apoa ·wh1eh 

C011pa111 .It au a protu ot tl.50 

a. COllpillnJ ll •• u Ua iaYen:to:ry t:s,ooo ot 

merohandho pure.baaed tJ."Om Compa.n.y M upon Yh1oh 

CompaD.J M: made • pro tit ot t285 

:s. Company H has 111 its inventory ;t5,000 ot 

merchandise purcm.sod C(.')llpeny L, upon which 

Company L made a protit ot i700, and upon wh1oh 

Company .Mmade a profit ot toOO 
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1'he &.i:11ount of the iu.ter-oaapllJlY' proti t ot t;he ma.Jori t,· i:ctereat to be 

eliminated would be calculated as follows: 

a111oe Lowru, 70fo, ot iii! 

and H awn.a of L 

then, R own• through l, l'lfrj of M 

Bowas di:reetly 15', of M 

Inveatory d&ta. lJ. (&'boTe) 

Inventory de.ta 18 (e.bove) 

.lr'l'Otit 
on books 

01& 

--

~tit 
on boob 

ot • 
• 150 

total 
in.ter-eompall7 

1,rol'l,t. 

i 160 

!nV&1ltOJ:'1 4&'-ifi (above) .. i__ ..... ?.,..00 .... ,_..., ........ ....,_..._·600,.',...:.··:...· ------·,;;;l.a,_;00_.·.•;;..-........,.. 

' l'/00 i l.0?6 

Majority interest 11,; ot .I!& (above) 71:j; ot ~715 :: ij 621.85 

majority intere111t 80fo ot l, (owned by H) 00% of j?OO: f.>60.00 

'l'hh inventory valuation reserve would be taken out of the surplus of the 

holding co.t11:pany, lea:V1tl8 an inter-company profit of tl, 5'15 min.ws $1, lSl. 26 

or $393.'75 in the· surplus of the minority interest. 



~unority interest of U 

Minority interest ct L 

Claim ot minority interest 

- so -

l&,ii, ot ~875 

20/ilt ot i700 

ot L l20J.) in. M ............... 20;, ot 10'/a ot i9'1!:; 

~inority in.tenet (above) in intor-c~ protita 

: il3l .. 25 

: 140.00 

: _ 12~.60 

j,39:S.75 

lferchand1se in transit:- In consolidating the balan.ce 

eiheets, the inter-compant accoun,, •1 rffeal. th• r..ct that 11terchanaiat1 tn 

trane1t betwe1n two ot the companies had not beeti reool'detl on 'the 't,oolm 'ot 

the ·vem.t&e. In au.ch a case, a journal 011117 mu.st be ade in antie1patton 

of the receipt ot the M&f'Ohediee 1n order to in.clttde 1h11 cost 1:n the 

inventories or the atfil1aUon. and to br!ttg into agre~nt the payable 

or the vendee and the reoe1vable ot the vendor. 

Declared dividends tt:nncord.ea.:- Wb:en4Iv1d8b.ds are !flclan«. 

they i.a:ted1ately beoot!IA) a true liability and ahou.ld: be' so reebrded 011 the 

books ot the declaring eompellf. L1lcew1se, the decl•:rat ion ot 1. 1111.dlttuf'·by 

a oorpont1on createa a reoe1vable ror the atoclcholder o~ay. It·state-

mente an to be prepared o.tore the payunt ot the dtv14en4a. and 'th• · 

recol'dings have not been made on the napect!Ya books, a4ju.s.tments tor the 

dividends l'llU&t made beton the el1m1nat1ons could be calculated. Th• 

declaration of a dividend is manly a debit to surplua and a credil to 

d1vidende payable. The recording or the receivable bf the stockholder 

company would depend upon the l'llCthod used by the company ill valuing its 

investment account. It the investment accout is maintained at cost, the 
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oredit for the receivable should go to surplus; 1f the investment account 

if rt1a1ntained by absorbing profit. e.nd losses, the oreait should decrease 

the ixrfetiitment account (~ectiou n. page 14). 

lliiseellaneoua receivable• 811d. payables:- An::/ payable account 

of a debtor coa,pany to anoth•r COlllpW'JY ~ust, of course, bo in agreement with 

the corresponding receiv•ble account or the other company. It such 18 not 

tlue, entries mu.st b$ l'E:1<io1•ded. to bring th~ into qreement.. lt one company, 

for example, bttd .recorded th~ accrued interest pqable on outstan.d1ng bond.a, 

the other companies ml18t, if they own same ot the bonds, have the accrued 

interest receiv&1ble recorded. '!'hf:> :1nter-eompany obligstionl'l, th(>ugh, !ll:te 

of no intereet on a consolidated balll!l1lce shfiet au.d. ehow.d be eliminated. 

The purpose ot the consolidated balance aluu,t is to merge the useta and 

liabilities ot tho 1nd1v14ual oom.pen1ee, but it eueh aeaets ud liabilities 

are not those abowing the relationship of the affiliation to out•iden, they 

a:re of no signi:fieance • .Tu.st•• both the investment accouat ot the holding 

oompany and the net worth section ot a aubaidia:t'Y ~re dropped t:rom a eouol1-

4ated b!iluoe sheet. so is the payable aeoount ot one c~ u.d the 

recehablo account ot the oth4lr oompan7 kept fl"Ol?l the statement. An eliDlin.i-

natlon of this type merely decreaaeu the eurrent aaseta and current liabilities 

to the amounts rotlecting relaiiona with. outsidei·a. 
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Form and procedure.- llhen the adjustments and eli.miua-

conaolidsted balance sheet. The tonn of the working papers may vary with the 

individual accountant; yet, tbe fom must be auch as to record first the adjust-

inants and then to divide between el1minatsd and non-eliminated ite:na. l'he 

consolidated balance sheet is prepared directly from the non-eliminated items. 

'L'he tollowing work sheet ot the simple illuetnthe problem, 

ot .~ection I will illuatrah the consolidating procedure: 

Conaolidat1n,g work whe•t 
Cabining OOll.pn:, M Wlta Ila .::i1.auicHe17 

Company~ 
»..eaber 31, 1931 

,· . 
Co.H Co.J "-O.Juatauei1:te Llim.1-

: .,,,,_,,_ ___ .,..~.-~ .. -·- nations : · . ------..= ...... ;;;,,;;.,,;.,,,;... ____ _ 
~b!,;.~. . . . . 

Ce.ah :~ 5,000 :$ 4,000 
Investment in : 

Co. u : 50,000 
li'urnitunt and . • 

Fixtures 10,000 18,000 . • 
.Buildings 20,000 48,000 

: : ,\ ·ooo 10.000 • I! l ·:t 
crecU.ta . . • • 

AOOOWlta payable: 15,000: 20,000 

Capitd & . ..,urplua: 
H 70,000 

. . . . 
• . . . . • 
. . 

. • 

. . 

:i50,000 

. • 

. . . . 

28,000 

'I0,000 
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·.t'he balance sheets of the affiliated oompanioa ore placed in colunu:u1r form in 

the first colwms of the work sheet. l'hu next two columns are then used :i':>r 

any adjustments that may be neoea11ary before the eliminatiow,. l'heae adjust-

ments may have the debit going to an ucount of ontt company with the credit 

applying against an account or uotae:r ocapan;y. 'l'he cbangea are made only for 

the purpose or determin1041S on~· face ot the work sheet the inter-com.pany ad-

justed be.le.ncea tor el1mtnation or incluaion cm the conaolidated bale.nee eheet, 

and, aocordingly, are not 'to be posted actually to any account. lf desi:x-ed or 

necessary, anr one company- mq record on their particular boon tho adjusting 

trem:iation atfecUng them, but this wO\lld be beyond tho aeope ot tbe procedure 

in consolidating the balance sheet.a. 

The elimination column ia to:r the purpose or dropping those 

items that are not to be included in the consolidated statement. Notice in the 

preceding example that the capitel and surplua or Cam.pany waa eliminated 

against the inYestmea \ account of' the holding oompaJlY', Ccmtp&Qf a. ;..inee the 

item.a of both companies are added. together tor ineluaion on the contiolidatod 

balance uheet, the elimination ia, in ettect, tbe wbat1tutio11 or the assets 

and liabili t1ea ot Compa117 >l in tlle iaTU1Dea1' ac.oount or Cmpany H. 

!he coasolidated balance aheet preeented tor the affiliation 

ts prepared from. the laat colW!m ot the work sheet {see page 8). 

Illuatrath'e probl•:- Compaay A, a bolding company, owno 

controlling interest in Company B Gd Com.pany c. 'l'lle Mlance eheeta or the 

three oompauiee ae ot Dooember 31, li33. were as follows: 



A.dVOCH to Company .B 

1iezporar,y Investments 
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Gom.pany A 

lO 000 • t 

71,280 

10, 

130,000 



ilalance ,jtl.Ge t 
~:ecember Jl, li.t~~;(, 

Current.: 
Ce.sh 
Campany G - current aeooW1i 
Notes x-ecei vable - trade 
:.t'clol•a receivable - ~o. C 
Less: Notes dhoount$d 
1n·rentor1es: 

Bew atertals 
ifork 1n process 
fini~ "ooda 

c.urrent aseota 

.ca;e\ial _aeae1a: 
Laa4 
Bu.Udin&a 
ztaehintn•1 and J::.quipmGnt 

~¥!!•': 
A.oooua'41 paJ'ablAt 
.Wo\ee 1)111'&bl• 
Ac01'\MJ4 1n,erea, on. ..u 
J;iiYidti&U paJ'&Ol• 
:UlTUCff. fna. Cotapany A 

Ctll"J'etl$ l.1al>U.1•1u 

Bonda pa:,a&l• 
L.eas: 'l:reasur-1 bond.a 

Ca:;,,1 tal stock 
1,ecs: 'l'roasury a tock 
;;iurplus 

f 2,000 
l,t>O.Q 

2,000 
16.000 
.,,ooo 

~· 65,000 
-·-• Oa.000 

2,600 
s, 0()0 
3~100 

eoo 

7,000 
1,.000 
50,0'JO 

·ii 3,600 
a.100 

8'10 
1.200 
5,000, 

t ~,OOQ 
1,000 

' 

ii), 60s000 
-1&.,_~---· 

it,31,l.OO 

'14,000 

a1000 
iiill9,3oq_ 

'6,eeo 
x.,l;_l9 1Jt.iQ 



Gom.pan, C 
Bitl.i:tnce ;;;.1heet 

ilecember :n, l9a3 

C'urrent: 
Gash 
,,..ccounts receivable "' trad@ 
Notes roeeivable - trade 
.Less:!Jotes reoeivabl.e discounted 
lnventories: 

'; 2,000 
laOOR 

f 4,1:>00 
8,000 

$ 3,000 
2.000 

l,000 

Raw materials 
t.on: in .Pl'OCEUUi 
Finished good.a 121000 241t>oo 

Curnnt e.Hets 

Capital assets: 
Land 
Buildings 
•ch1ncu.·r and :r;q\liptHnt 

c~~n•t 4l1p111,1ea: 
Accounts payable 
tiotea pay-able 
Company s - ourront account ~o••• paJ&Dle - Comp.ay B 
Div1den4s payable 

curnnt liabilUiea 

Capital etock; 
.:..urplu1 

i 4,000 
lo,000 
20,000 

$ 700 
1,500 
l,000 
2,000 
l,60(? 

;;, b{J ,000 
-.!!t_ao, ____ o ___ ea •. aoo 
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Upon invtii:rt:L;ai:ton, th0 f'ollotfin;,! data were disclosed 

concernill,d; tbe affiliation: 

l. l'he investcnent m::counts in t}ic stoek of Contpany H I1.nd 

Compu::i.y c c>n th@ bookfl of Gompany A have tnum maintained by abao:rb1n.g the 

profits e.nd loHes of the respective subsidiaries. 

2. '1'.'h.e investm~rnt aoeount on the books ot' Compuy B is 

valued at coat. 'l'he net worth ot Co.~pany C at da:te the stock wae purchuri 

was: Capi tel stock - too.ooo; ~'Urplus - ~4,300. 

l. Company C trequently purcb&ees partially prooeased 

merohandiae frOl'i'l Company~ which CompaQ1" a pricoa at 110~ ot the aocUINlated 

cost so tar incurred.. Ott Deo•ber tU, 193$• Company c hu in ita work:•1a-

proeess inventory 'ii'.5•500 01" merchandise ao purehaaed. ln addition to the 

..;3,500 worth or me:rchandi:ie, j2,000 of mercru.uldiae ia in irauU between 

Company l3 and Compau.y C and bas not been takeu up oa the books ot CompaDJ C. 

4. i'l::>O worth of th~ notea receivable shown on tha books 

of Corn,p~u:;,y c as being diecou.ntod were in resJ.i ty transferred to Company B and 

now f;i,Pl,)ll3U' 1:n the notes receivable 1.ooount of Campany a. 
corusolidated balance sheet 1a required to picture the 

threti companies as one operaU.ag unit. The following work s.heet we.a prepared 

1:o. order to facilitate the prep•ntion ot the r@quired stettrment. 
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Debi 't Accounts 



C muse li da ti llt!~ 
Combining with Goi.npany 

;.;ompany H wmd. 
,4cember 

----------~-----------------------
Cash 
Accounts reeei~able trade 
fJotea reeeivable - trado 
lnventoriea,: 

haw materials 
,iorc in proceas 
:tinilllhe<d good.s 

'l"ef.n.porflry 1nvetrtments 
Investment in COffipany B - 90%, 

hl1min.at• preaent book 'Hl.ue: 
Capital stock •· 90~ $60,000 
.:lurplu.a - tO"J& $16 • tJO 

Conaolidatri goo4w1ll 
lnveatm.ent in Cmpany C 

hUminate present book value: 
Capit&l etock"" 8()% $f>O,OOO 
.:>u.rplus ... 80> ,1a.aoo 

Conaolid.ded •u•pltta 
rnveetm.eut in OompallY' c - 1o,;. 

Al1111Llnate at date of aeq~i•itioa. 
Capital stock - lO;{i fo0,000 
S\lrplua - l~ i4,300 

Consolidated goodwill 
:Bonde ot Company :e 

i 1a:r 
Prerniw, 

Ad~snees to Company .B 
Notes receivable - Company' o 
C0:.1rpany G - current account 
Laad 
BuildinglS 
flis.chineey and £quipmeu:t 
Uoodwill 
1Teasury OOU!lS 
l'reasury stock 

.accrued intere1Jt o:n bonds ot Company B 
Dividends receivable: 

,) took of Campany a owned by Company A 
<-' toe k of Cf7.l.\pany C owned by Company A 
v tock or Company c owned by l:aupuy J3 

15,000 
'11,280 

-.ooo 

10,200 

5,000 

.;J; 2,500 l 
; 2 

. • 

. . 

. • 

• • . • . • 

; 

. . 

. • 

l,100 3 
4 

2,000 
16,000 

4,000 

6,260 

5 
6 

: ? 
8 
ij 

:lO 
:ll 
; l.2 
:13 
:14 
:15 
:16 
:17 
:l8 
:19 
:20 
:2l 

:23 
:34 
: 2l:> 
;2() 
:27 

2,000 :26 
3,000 :29 
1.000 :30 

17,000 :31 
oo,r)oo ;32 
8,000 ;J3 
l,000 ;34 

: 10,000 • o ooo ~::io ------------___:;~.-! i 163,480 : i 126,650 ;36 
:3? 
.;~ 
:39 
:40 
;41 

..:.djw;tm.ent totals o:ax·ried fo1:ward 



1vork vheet 
''A" 1 ts ..,.,ubsidiaries 
Company C 
31, 1933 

- 40 -

------;---------=conaolidated 
: ,,;i.dJustments : Balance 

.:-_£.'!f!PllPl C : Debi ta C~i te : lilillliae.Uona : clbeet 

l:; 3,000 
2: 2,000 
3: :; ,000 l i '100 

5: i,l:>00 
6: 8,000 
?: 12,000 
8: 

: A $ 2,000 

S: 
10: 
ll: 
12: 
13: 
14: 
15: 
lo: 
l '7; 
18: 
19: 
20: 
21: 
22: 
23: 
24: 
25: 
26: 
27~ 
28; 
29: 
JO; 4,000 
31: 15,000 
52: 20,000 
,33: 

;35: --,--------56: ,,f 70,oOO 
,J?: 
38: 
39: 
40: 
41: 

. . --. . 

E l,080 

: 1 l,200 

C 10,000 
: B 200 

C 10,000 
B 5,000 

D 300 

i 1,080 : 
J' l,200 
G 100 : 

a i 64,000 
a 16,lf.7 

b 40 1 000 
: b 10,240 

. . 
: o 5,000 
: o 430 

d 5,000 
: e 8,000 

1 3,000 

: G 

• . 

0 

G 

12,:'.>00 
2,000 
4,300 

6,000 
26,000 
16,000 
15.000 

820 

ll,000 
32,000 
'10,000 
8,000 

lliOOO 
10,000 

l 
; 2 

3 
4 
5 
6 ,,, 
8 
9 

:lO 
:ll 
;U 
: l.3 
tl4 
:15 
:16 
:l7 
:16 
!19 
;.20 
:al 
~22 
:23 
:24 
:25 
:26 
: 2'1 
:28 
:2Q 
:30 
:31 
:32 
:33 
:34. 
:35 

:37 
:38 
:3._ 
:40 
:41 
:42 
:43 

f 300 

h l,000 
: g 1.aoo 
: I .. lt>O =-: ~..!.!_~ :44 
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--·-· -----•-t;,,,,_,,_,,,.. . ..,,.,,,_ _______ ,_..._ ....... ~,-\ '-*-"'"'"-'"'~......,.,,,.,.,..,,. L, -<"'"'""•~""""",_.._,.,,, __ 

1a.clJ1.1a'tiaeut to\a.18 Drought.. forward: 
•ocounta payable 
Notes payable 
Coap8.IQ" B • ourrent account 
No\ea ptqai.»le - Dompaey 
AOOJ'Ued intereet on hoD.ds 
Notes 1·eoeiva'ble discounted 
l~otes receiYal'.lle ... co. O - diistf>UI\ted 
Dividends payabl•: 

'b)" Company A 
by Compaay .a 
by Company C 

.. dvallCCUt tram. OOlll~ A 
Soada payable 
~pital. stock: 

Company A 
c~ B - 6b0 ab.are~ 

n1a1ut•. 
H. C. 540 shar•s - \#0;.', 

.W.uori t,y - 60 .mares - 10) 
COJ1\i>&ey C 

1'l1m1nate; 
~- c. {owned by Company 
B. C. ( on.od by C ompu1;y 

1A1s:i.ori ty .. lO;; 
.Ju:rplus: 

Com:pu.y J.. 

Compauy B 
1.limio.ate: 

li. o. 90;1, of ,roo 
liiU.nor1 ty 10;:i of ~l6, $SO 

Oom.Pflll1 C 
Alimil'la te : 

l:f. c. eoi of ,800 
H. C. l<>,t, ot •urplus at 

acquisition {~.300) 
,H. C$ 10)1 of increase sineo 

acquisition ,t&,500) 
1ilinori ty lO;i. ot $12,800 

- 60';1; 
-l~ 

t 

. • 

140,000 

. . . . 

3,500 
3,100 

8'10 

l,600 

l.,200 

60,000 

l6,680 

: l 
2 

4 
5 
6 
'l 
8 

: g 
:lO 
:ll 
:12 
:l3 
;14 
:lo 
:16 
:l7 
:18 
:19 
:20 
:2l 
:22 
.23 
:24 
:25 
:26 
:27 

;29 
:30 
:31 
:32 
::}3 
:34, 
:35 
:36 
:57 
:38 



- Co:uolidated; 
...... 

' : . . • 
.ii.djuia tm.an ta . Balu.ce • 

: COml!!,Y, C J De~ita : CreUt.a :,EU.a1aat 10U : ... .. ' . 
; . . . . • • 

.,, ' );r,, 14,7~0 . f 18,ao . . . l J,. 'It' • • . " • 
2: ?00 . . i' 4,200 2 '1f • • 
3: 1.000 . 4,500 . a • . 
4: l,000 . A 2,000 . 1 $ 3,000 . . 4 . • • . 
5; 2,000 • . • 2,000 • 5 • • . . 

G; • : t 300 6'10 . 6 • . 
1: l,000 . I 750 1 • • 260 7 • • • a: • f • l,500 . 6 • • . 
9: • . ' t • • 

lO; . • • 7,000 :lO • • 
ll: : • h l,000 l20 :ll • l2: 1,600 . I • l,560 J.;.'.)0 :l2 . 
13: • i 0,000 . :15 • • 
14 . t . ~o.ooo :14 • • 
lO: . . ' • :lo . . • 
16; • l.f.0,000 :16 . ., 
17: B 5,000 . . :17 • • 
18: . :18 • 
19! . a M.000 : :19 • 
30; . . .II 6,000 :20 ., • 
21: 00,000 . • : :2l . • 
:t2; , ,22 . 
23: • i • b 40,000 : :23 • • 
tiM . . 0 5,000 :24, . . 
25; • . . M 5,000 :25 • • • 
;;.,>e . ;2() • 
2? . (H 800 ' J) 100 • . :27 • • • ( .r 400 1.," 

"' 15,330 :28 
19: G 150 : : =~ :,o: . i :30 • 
Sl: . • a l5,l.ft7 : ::.Sl • 
32: ' l M l,665 ::32 • 
SJ: 11,eoo : . ' : ::33 . 
34· . :34 . • 
35: : . b 10,840 • :Sb • • : . : :35 . 
37,; . 0 430 :5'1 . 
38: • : ;;;.a . 
39; ! : .j 850 g3g 
40: : ' M l,280 :40 
4li f .~o}io,r-- • . :4l. • • 
4.8: . . :42 • • 
43: . I 1 ·~ : l:t 4::iO :43 . 
,;\,4,; i !11139. i :~~;1ao: I 1.~1:; ~,r- :i: i 2l9;'1aa ..... : I I :44 ·--
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company A 
and ita aubs1d1ar1ea, co.Band co. 0 

Coru,olidated Balance Sheet 
December 31, 1931 

Cl.lJ;J;~ 
Gash. 
t,arketable tiecurities 
~ccounta rec~ivablc 
ZJotes .t·~eei vable 
L•as: Notes reee1vable diticow:1.ted 
:t;J!t!!~QfiO§: 

Haw materials 
,i,)X'k in procese 
tiniab.ed goods 

Leas: .!{eserve tor lnter-eom.pan.T 
profits 

Cw-rent aaeete 

Buildiaga 
,,:&1,H:lne:cy and .:,quil,)l!'iOnt 

p~·:rui; 
Aocounta payable 
NC>hla payable 
,.co:r1..uied interest on bonds 
Dlv1<lenda pafable 

Uonas payable 
Less: Inh:r-eompsny- holdings 

~iinorj. t:y interest: 
Capihl stock 
~;,urplu.s 

interest: 
,;a_pitt1l stock 
.J.,ess: 'l'reasur;y stoc)s: 
~,urplu.& 

'f'otal net worth 

$140,00() 
_ 101 00Q. 

i 4,500 
_2,~ 

t 6,500 
26,000 
l,6 10~~ ,.a.tsoo 

i ll,000 __ :e. oe:s 

:~1:.-so,000 
lf; 1l80 

i 11.soo 
15,000 
1.000 

4,100 

ll,000 
32,000 
70,000 

;J 4,200 
ei.ioo 

510 e,o,o 
• ~o.ooo 
_ ll:109-Q. 

113,000 

19 ,OO'J 



l,;ormnants ;- 'tho ;;rraced1ng oon"'olidatied balance a.tuu;t wa:::s 

p:r-e:pared :fr01<1 the liu.n; colt.mm of tl1;;,1 work eb.eet •~ thiJ requirecl etatSiit®nt 

'for tne affiliation. The adJu.s1..mento ~nd. eliw.imtiona .m,uiu on th,~ work 

shettt will he e-..r.::plainet! ill tile i'ollowing pa:t'Qgl"llphs wi tb referenc«u1 to the 

ptagu on which such adjustmenta or 0liminl'ltions were disouseed • 

. Adju:rtmen.t h.. . was m6.d~ to r~eord the me1·ohen.di ae i:n tnria: it 

since the mater1ul hed alrtmdy b6on partially p:t·oeessod btJ Oc,;impuy B { eee 

P"f~Ei .,o ) . 
Adjustment B w,u; m.ade to C$il.l'leel the treaaUl;f atock on 'tho 

book::; ot (;ompa.:ny B ttgaiust its capital utock l oet> page 20} o 

.ii.dj\urtment G traMttu'• the par of the bonds ()f CO!llpany B 

owned by {;ornpimy A to tbe treasury ooadfi account. Both the bonds of' 

Compimy B owned by Company A anil th• bonda repurotuuHtd by c~ B an 

~hown togeth-,r on the eonsoli4a1Htd etatmaent as inter-company boldingr, t eee 

pae,.:e 25). 

Adjustment D records on the books of Company A ~he receiv-

able due to the accrued interest on the bowls or Comp11.ny B t,eee page 31}. 

1·r1~ accrued interest on beads aceo11nt 1·eco:r<1ed on tbe boon of Company H 

enow i!l.n accrual of~ cm the outst&r,d1:Q8 bon.u (SJ' ot ~9,000 : ~•10). 

Company A. OWll:1.ng bond.l!I in. amount $10,000,hau an 111.eerued income o-t on 

fl0,000 or ¥,300. 

J.,djustments l;, ll', and G record on th• books ot the stock-

holder cooq,oies the portion of the dividends deelared that is a1,plicable 

to the stock they own. The ore41ta to~~ U4 rare to the ia•eatmeut 



rri.eut i:a Coo:.:pii.Jl:f C a ecol.Ult on the books ot Company- B ia valued eat cost, the 

credit in adjustn'l.$nt G is made to the Gurplus account ot ~o.:npuny B (see 

•w l,200 

2 

,j; l,080 

,Avidend :recd vable 

3 

~0,000 

l,200 

5,000 

150 

.MlJutl\ee.• H oaaeela apJ.ut •UZ"Pl:u ,ti. p:remi• on iae 

bonds ot Conipu,y a elfU.eaUJ panaaee-4 from ou'ts1dera ( eee pe&o 26) • 

.:..djuatment I cancels the contingent liability recorded 

A.djuat.11.ent the 'total fmlDW'Lt ill the 1nventor1ea of 

Go::i.rpany C latter adjust.meat A) b ;)5,500. .::>illce thia is llO;i of the cost. 

so fa:r incurred, the pront tor such mercha.Mbe rocorded on the books of 

JllhlinatioDS a an4 b are Cllincell1ag the portion ot 'the 
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valuation of the inves'f;;ment account with the (liffc1•1;n1ee set up as the 

goodwill and surplus, respectively, iliClil.lired with the purchase of the 

current valuations of the net worth aeeou.11ts because of the va.lua:tion of 

the inveatment account by absorbing profits and lo:u3ea of the ouba141arles. 

Elimination c appliea the percentage of owz1.e:rsh1p agdnst 

Notes receivable - Company c ... diacounte4, tl,600• ••• 

included in the coasolidated balan.ce ehoet with the notes payable (see 

page 25). 

'l'he consolid&ted balance shetlt vduation of goodwill was 

calculated aa follows: 

Goodwill on the books o~ Company B 

Good.will arising from the acquisition. 

Goodwill arising front the a.cqu!eition 

of Co,upany C by Company n 

Lese: .t..pplication or surplu:$ arising :f'rom 

the acquisition of co. c by co. A 

;/;' 8,000 

1,053 

820 
$ 9,8?3 

6 1440 
5,433 
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Finney, H. A., Consolidated ~tatements, Prentice-Hall, Inc. 1924 

ll'1nney. E. A., Principles ot Accounting, Volume II, Prentioe-

Ha.ll, luc., 1929 

Ge:rst~nbei·g, Charles Vi.. Financial Organization and Man&gtme.ni 

ot Businees, rrentice-li.all. Ine., 19$2 

liatf'ield, lionl7' .Hand, Accounting: Its ?rim:d.plea ud Probleme, 

D. Appleton and Com.J,)t;UlY, 1931 

Kester, 1101' "• • Accounting: irn.eory and Practice, Volume II, 

The Ronllld Presa Company, 1925 

.Pa ton, ii • ..\,., Accountants' I~ndbook:, The .Ronald Press Compa.ny, 1~!2 

Hevenue .li.Ot:a of 1900, 1928, 1932 

Virginia ~tate iu Code ot 19:SO 
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