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A guide to

Consolidated accounts for business

CONSOLIDATED ACCOUNTS GUIDE FOR BUSINESS

Consolidated accounts is the term used when businesses under common control need to be incorporated into a single set of accounts.

Requirement to Prepare

For accounting periods beginning on or after 6 April 2008 new rules are introduced for companies. For accounting periods beginning on or after 6 April 2008 medium sized groups will need to prepare group accounts (i.e. for accounting years ending 30 April 2009). Previous legislation permitted both small and medium sized groups exemption from preparing consolidated accounts. Therefore for accounting periods beginning on or after 6 April 2008 small groups will still not be required to produce consolidated accounts but medium sized groups will.

For accounting periods beginning on or after 6 April 2008 small companies and small groups need to satisfy the following conditions for two out of the last three years:

1
A small company must meet at least two of the following conditions:

(a) annual turnover must be not more than £6.5m

(b) the balance sheet total must be no more than £3.26m

(c) the average number of employees must be not more than 50.

2. 
To qualify as small, a group of companies must meet at least two of the following conditions:

(a) aggregate turnover must be not more than £6.5m net (or £7.8m gross);

(b) the aggregate balance sheet total must not be more than £3.26m net (or £3.9m gross); and

(c) the aggregate average number of employees must not be more than 50.

There are also various criteria whereby companies and groups may become ineligible to be small for example if they are a Public Limited Company (PLC) (see section 384 Companies Act 2006). Further guidance is available from the issuer. 

Accounts Disclosure

Medium sized groups will be required to consolidate historical information and show comparative figures which have been consolidated. The Companies Act 2006 requires group accounts to include a consolidated balance sheet, consolidated profit and loss account and information contained in the notes. The accounts must give a true and fair view.

How to Prepare

A subsidiary to be included in consolidated accounts can be an entity such as a company, partnership, limited liability partnership or sole trader. Share of ownership, for example, over 50% or the dominant influence approach will determine whether or not an entity is a subsidiary undertaking. If so, its financial statements are then consolidated in a similar fashion to those of limited companies.

The following information will be required to prepare consolidated accounts:

1. Details of all inter-group sales and purchases.

2. Details of any profit or losses arising on inter-group sales and purchases as these are eliminated from the consolidated accounts.

3. Details of any other inter-group transactions such as management fees, rents, leasing etc.

4. Details of inter-group balances such as loans, trading balances on purchase/sales ledgers at the balance sheet date. The debit balances should agree with the corresponding credit balances.

5. Cost of investment in subsidiary together with original documentation about how much it cost to buy the investment in the group company.

6. Date shares in subsidiary where acquired.

7. Fair value of assets and liabilities in the subsidiary at the date(s) the shares in the subsidiary were acquired.

8. Details of dividends paid by the subsidiary and if necessary allocated between pre-acquisition and post acquisition profits.

9. Details of fixed assets transferred from one group company to another, with date, cost, valuation, accumulated depreciation to date of transfer, consideration on transfer.

10. Details of stocks held by group companies which were purchased from other group companies as any profits or losses unrealised at the balance sheet date should be eliminated.

Much of the above information will involve looking back at historical information if subsidiaries were acquired many years ago. Comparative figures will also be required for the consolidated accounts.
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