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GENERAL INTORDUCTION AND COURSE OBJECTIVES
This course presents an in-depth analysis of advanced accounting, financial reporting and interpretation. The course builds on technical skills and conceptual understanding developed in earlier courses, particularly ACC 102 and ACC 202.  Its primary focus is on accounting for long-term inter corporate investments, particularly methods of consolidation accounting. Emphases will be on  group consolidated statement of financial position, group balances and current accounts, other miscellaneous items, consolidated statement of comprehensive profit and loss and other income, accounting for investment in Associated companies, group statement of cash flow,   accounting for foreign transactions.  The entire course is structured into thirteen weeks lecture programme.
At the conclusion of this course students would be expected to have developed:
1. Technical and procedural skills required to deal with the topics listed above;
2. The ability to apply conceptual principles in the preparation of group consolidated statement of financial position,
3. The ability to apply the relevant statutory requirements and regulatory frameworks in the preparation of group accounts.
4. The ability to convert foreign currencies and prepare group accounts with foreign branches.
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LECTURE 1
REVIEW OF BASIC CONCEPT
 	Introduction
This lecture focuses on basic concepts that will be useful in the subsequent lectures. These include but not limited to statutory requirement, statutory framework, format of a group account, methods of accounting for group companies,
 The starting point will be to examine some general concepts and associated standards like holding company and consolidated financial statement (IFRS 10), subsidiary companies and consolidated financial statement and accounting for investment in subsidiaries (IAS 27), Investment in associated companies (IAS 28), controlling interest, none-controlling interest, purchase consideration (IFRS 3 revised), pre-acquisition profit or loss and revserves, post-acquisition profits or loss and reserves, fair value measurement, ( IFRS 13) proportionate value of shares of acquiree’s identifiable net assets, piece meal acquisition of controlling interest, impairment of assets and impairment losses (IFRS 36), disclosure of interest in other entities (IFRS 12), goodwill and/or capital reserve on consolidation, when group account may not be required and disclosure requirements etc.
Objectives
At the end of this lecture, students should be able to:
1. Explain in details the various concepts  and standards relating to group accounts
2. State the relevant statutory requirements
3. Enumerate the distinctive features of such regulatory framework as IFRS 3, IFRS 10, IFRS 11, IFRS 12, IFRS 13, IAS 27, IAS 28, and IAS 36.
 
Pre-Test
1. Define holding company, subsidiary company, associated company
2. State how pre-acquisition profit/reserves and post-acquisition profits/reserves will be dealt with in the consolidated accounts
3. How is purchase consideration arrived at, on consolidation?
4. How is goodwill arrived at, on consolidation and how is it accounted for in the consolidated account? 
5. What is the difference in the treatment of positive and negative goodwill on consolidation?






CONTENT
Group accounts.
Definition of terms:
Control: power to govern the financial and operating policies of an entity so as to obtain benefits from its activities – (IFRS 3, IFRS 10) 
Subsidiary Company: An entity that is controlled by another entity, known as parent      Parent Company: A parent company that has one or more subsidiaries (IFRS 10)     Group: A parent company and all its subsidiary companies (IFRS 10)
  Group Account: This is the financial statement of the holding company and that of its subsidiary companies.    
 Minority Interest: This is the interest of outsiders in the group. it is determined by the percentage of control the holding company has over the subsidiary company. for instance if the holding company acquired 70% of the equity shares in a subsidiary, the remaining 30% belong to the outsiders and it is referred to sa minority interest or non-controlling interest (NCI) (IFRS 3)
     Financial Statement: This is made up of statement of financial position (balance sheet) statement of profit and loss account and other income (profit and loss account) cash flow statement, statement of changes in equity, notes to the account and any other statement that reflects the true and fair position of a company
Consolidated Financial Statement: The financial statement of both the holding company and its subsidiary companies
Positive Goodwill arising on Consolidation: This is the excess of purchase 
Consideration over the fair value of identifiable value of net assets of the subsidiary. IFRS 3 recognized that positive goodwill should be shown in the consolidated financial statement as intangible assets net of current asset.
     Negative Goodwill arising on Consolidation: This arises when the purchase consideration is lower than the fair value of identifiable net assets of subsidiary. It is also known as gain on bargain purchase. Before now, negative goodwill used to be recognized as capital reserve and shown separately in the financial statement. The current position of the standard is that negative goodwill showed be added to the retained earnings of the holding company during consolidation.
    Associated Company: An entity, including an unincorporated entity, such as a partnership, in which an investor has significant influence and which is neither a subsidiary nor an interest in a joint venture (IAS 28). In other words, an Associated company is a company that is not being a subsidiary and in respect of which:
· The investor’s interest in the voting power of the investee is substantial
· The investor has power to exercise significant influence over the financial and operating policies of the investee and
· The investor intends to retain its interest as a long term investment. 
· Where the investor’s interest in the equity of the investee is over 50%, it is described as subsidiary company status, if it is over 20% but less than 50%, it is an associated company status but if it is less than 20%, it is treated as ordinary investment.
     Significant Influence: This is the power to participate in the financial and operating policies decisions of the investee but it ti is not control or joint control over those policies (IAS 28)
  Joint Arrangement: An arrangement of which two or more parties have joint control (IAS 28)
    Joint Control: Contractually sharing of control of an arrangement, which exists only when decisions about the relevant activities require the unanimous consent of the parties sharing control (IAS 28)
     Joint Venture: A joint arrangement whereby the parties that have joint control (the joint venturers) of the arrangement have rights to the net assets of the arrangement (IAS 28, IFRS 11)
     Business Combination: A transaction or other events in which an acquirer obtains control of one or more businesses (IFRS 3)
      Equity interest: Ownership interest (IFRS 3)
      Fair value: The price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date (IFRS 3)  
     Structured Entity: This is an entity that has been designed so that voting or similar rights are not the dominant factor in deciding who controls the entity such as when any voting rights relates to administrative tasks only and the relevant activities are directed by means of contractual arrangements (IFRS 12)
     Pre-acquisition profit or reserves: this is the profit or reserve standing to the credit or debit of the subsidiary company at the date of acquisition. it is expected to be part of the equity being taken over by the holding company from the subsidiary. any such profit or reserve must be capitalized but not distributable by the holding company
     Post-acquisition profit or reserves: this represents the profit earned by the subsidiary after it was acquired by the holding company. This can be distributed by the holding company unlike the situation under the pre-acquisition profit that is to be capitalized.

Post- tests.
Define the following terms as they relate to group account:
A holding company or parent company
Minority interest
Subsidiary company 
Associated company
 Financial statement 
Consolidated financial statement
 Positive and negative goodwill
Pre and post-acquisition profits and reserves
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Lecture 2
  Statutory Requirements and Regulatory framework
 Introduction:     The company and Allied Matters Act 1990 as amended, CAP C20 LFN 2004, specified the manner in which group accounts are to be prepared as well as the items to be disclosed. The relevant sections of the Act will be discussed with practical application where necessary. also, the preparation of group accounts are regulated by the requirements of international accounting standards. The relevant sections of the international accounting standards, IAS, IFRS will be examined in details.  
Objective: 
The objective of this lecture is to bring to the attention of the students the mandatory disclosure requirements in the published group accounts. 
to remind the students that compliance with the sections of the CAMA 1990 (as amended  2004)  in the preparation of group account is mandatory and non-compliance attracts sections from CAC.
Pre-test:
1. State any 3 sections of the CAMA 1990 as amended in 2004, that deals with the group account. 
2. List the components of group financial statements.
3. What are international accounting standards and what are their objectives?
 

Relevant sections of CAMA 1990 as amended in 2004
 S336(1) states that if at the end of the year a company has subsidiaries, the directors shall, as well as preparing individual accounts for that year, also prepare group financial statements being accounts or statements which deal with the state of affairs and profit and loss of the company and its subsidiaries,
 S336 (3) A group financial statement may not deal with a subsidiary, if the directors are of the opinion that;
It is impracticable, or would be of no real value to the members in view of the insignificant amounts involved or 
It would involve expense or delay out of proportion to its value to the members of the company
The result would be misleading, or harmful to the business of the company or any of its subsidiaries or
The business of the holding company and that of the subsidiaries are so different that they cannot reasonably be treated as a single undertaking
The following information are to be disclosed in the financial statements when the financial statement of the subsidiaries are excluded from consolidated financial statement:
· The reason for excluding the subsidiary from consolidation
· The net aggregate amount of the subsidiary profit less losses  in respect of the group’s shares which is not  dealt with  in the holding company’s account for the:
i. Financial year under consideration
ii. Previous years since acquisition 
· the net  aggregate amount of the subsidiary’s profit less losses which is dealt with or provision is made in the holding company’s account for the:
i. Financial year under consideration
ii. Previous years since acquisition 
iii. Any qualification in the report of the auditors of the subsidiary
 S336 (4): the group financial statement of a company shall consists of a consolidation of:
 Statement of financial position (Balance sheet) dealing with the state of affairs of the company and all the subsidiaries of the company and profit and loss account (statement of comprehensive profit and loss and other income) of the company
 S337 mention the forms and contents of group financial statements which it states should conform to schedule 2 of the Act
 S338 defines a holding company by stating that a company shall be deemed to be a subsidiary of another company if the second mentioned company:
a. Is a member of it and controls the composition of its board of directors or
b. Holds more than half in nominal value of its equity share capital or
c. The first mentioned company is a subsidiary of any company which is that other’s subsidiary.
 S339 Deals with disclosure requirement as it relates to the subsidiary companies and its shareholders, financial information relating to the subsidiaries, disclosure of directors emoluments, pension and compensation for loss of office, disclosure of the number of employees of the company etc
Regulatory Framework:
The relevant accounting standards as they relate to group accost will be examined in detail. Some of the relevant accounting standards are as listed bellows. 
IFRS 3 (Revised): Main points on business combination
IFRS 10: Consolidated Financial Statement
IFRS 11: Joint Arrangement
IFRS 13: Fair value measurements
IAS 27; consolidated financial statements and Accounting for investment in subsidiaries
IAS 28: Investment in Associates and joint venture
IAS 36; Impairment losses
The important features of these relevant standards will be discussed in greater detail.
Post-test
1. The CAMA 1990 as amended 2004, required the holding company to publish its own account together with those of its subsidiaries. State the condition under which a group account may exclude that of the subsidiary company
2. State the information that would be disclosed if the group account excluded the report of the subsidiaries
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 Lecture 3		        
  Consolidated statement of Financial Position 
Introduction:
This section of the lecture will deal with the reason for consolidation, instances of wholly owned and partly owned subsidiary companies will be discussed with class illustrative question. The treatment of preference shares in the subsidiary companies will be examined in details. 
Objective; 
· At the end of the section, students should be able to prepare consolidated financial statements both for the parent company and the group.
· they should be able to apply the two methods of consolidating group accounts
· The students should be able to distinguish between the various classes of subsidiary companies ie multiple subsidiaries, mixed and vertical groups
Pre-test:
· What is a holding company and a subsidiary company?
· What is control and how do you determine whether a company has control over the other company?
Content:
Two notable methods of consolidating are purchase or acquisition or equity method and pooling of interest or merger method. Whereas equity method is popular in UK, merger method is in vogue in America, we would adopt the equity method. Nonetheless, the merger method was designed to cover business combination created by merger of 2 companies of more or less equal value and size as against takeover of one company by another. Equity method of accounting for group companies was defined as a method where the investment in a company is shown in the consolidated financial statement at:
Cost of acquisition plus the group’s share of post-acquisition profit or loss less any amount written off in respect of the above. 
IFRS defines equity method of accounting as a situation whereby the investment is initially recorded at cost and adjusted thereafter for the post acquisition changes in the investor’s share of net assets of the investee.
Illustration;
H Ltd purchased all the shares os S Ltd on 1/1/10 for N190,000 when the reserve balance of S Ltd was N50,000. The market value of S Ltd share at the date of acquisition was N1.60.
             The financial statement as at 31/12/2010 was as follows:
	
	H Ltd
	S Ltd
	
	H Ltd
	S Ltd

	
	N’000
	N’000
	
	N’000
	N’000

	Ordinary shares
	500
	150
	Tangible assets
	660
	300

	Reserve
	200
	60
	Investment in S Ltd 150,000 shares
	190
	

	Current liabilities
	150
	90
	
	
	

	
	850
	300
	
	850
	300


It is the policy of the parent company to measure the minority interest or non-controlling interest (NCI) of the subsidiary at fair value.
Required:
The amount of goodwill at acquisition.
The amount of post-acquisition consolidated Reserve



Solution:
Computation of goodwill:
                                                                                   N
Consideration transferred on acquisition                 190,000
Add NCI at market value (150,000 @ N1.6)           240,000
Total consideration                                                   430,000
Fair value of net identifiable assets
Ordinary share capital                     150,000
Pre-acquisition Reserve                    50,000             200,000
Goodwill at acquisition                                            230,000

Computation of Consolidated Reserve:
                                                                H Ltd              S Ltd
                                                                  N                      N
Balance as per statement of affairs         200,000          60,000
Less pre acquisition reserve                                            50,000
Post-acquisition Reserve                                                 10,000
Group’s share of post-acquisition reserve 10,000
Consolidated Reserve                                210,000


 

 

Post –test:
1. How is goodwill computed at acquisition?
2. How is post-acquisition reserve computed at consolidation?
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Lectures 4                         
  Inter Group Balances and Current Account
Introduction:
Most companies derive economic synergy from having more than one business in their group while the parent company, sometimes called the holding company, will be the umbrella covering the other subsidiaries. When such happens, it is normal to trade within the group so as not to pay money belonging to the group to outsiders. Nevertheless, in the course of trading, there is bound to be some profits accruing to the member of the group from such deals. This profit could be from the subsidiary to the holding company and vice versa. For prudence, it is not reasonable to take such profit until fully realized hence efforts would be made to eliminate such profits from the consolidated position of the group. it is therefore our objective here to consider such and other internal transfers in this section of the study, starting from the current account to accounts receivables and accounts payables, bills receivables and bills payables and conclusively inventories and treatment of unrealized profits on such inventories.
Learning Objective: 
After the lecture, the students should be able to:
· Make all the necessary adjustments relating to current account of group members,
· Explain the treatment of intergroup bill payable and bill receivable
· Explain the treatment of intergroup accounts payable and accounts receivable
· treat unrealized profit on inventories transferred within the group


Pre-test:
· What do you understand by the term intergroup balances, intergroup indebtedness,
· What are unrealized profit and how do they arise.
· what are intergroup current accounts
Content:
Intergroup current accounts will be prepared to illustrate how the account will nil out at consolidation, the same for bills receivable and bills payable and intergroup loans account.
This is because the debt owed by A Ltd to B Ltd, constitutes the debt due from A Ltd in the books of B Ltd. At consolidation the two items will cancel each other leaving a nil balance.
The same applies to inventories transferred from one subsidiary to the parent company and vice versa. If these items are not carefully eliminated, it will amount to double counting. 
Unrealized profit on such intergroup inventory transfer, must also be eliminated. The recommended treatment of unrealized profit on inventory is to write off the entire unrealized profit in inventories from the parents company’s profit and loss account without a recourse to apportion it between the parent company and the non-controlling interest in the subsidiary. Most authors favor the later but whatever method used, must be disclosed. 
Post-test;
· State how unrealized profit on inventory should be treated
· State the reason(s) why intergroup balances must be eliminated from the consolidated accounts.
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Lecture 5 
         Consolidated Statement of Profit And Loss and other Comprehensive Income: 

Introduction:
The IFRS and CAMA 1990 as amended in 2004, requires that the group financial statement be prepared at the end of the year and should include the comprehensive income statement for the group. As a follow-up on the last lecture, certain items will need to be adjusted while preparing the group comprehensive income statement. This will ensure that the financial statement so prepared showed a true and fair view of the financial position of the group during the period under consideration. Definition of terms, accounting treatment of revaluation surplus, impairment losses on assets, treBasic function of Consolidated Statement,  adjustments affecting the group income statement, Increase in  Controlling interest, Acquisition during the year etc will be discussed in detail in this lecture.                      
 
Learning Objective: 
After the lecture, the students should be able to:
· Make all the necessary adjustments relating to group income statement
· Explain the treatment of the proportion of the subsidiary company’s income that have been dealt with in the group account
· understand how to treat the acquisition of subsidiary during the year
· prepare a report that incorporates both the group income statement and the statement of financial position
·  Explain the treatment of unrealized profit on inventories transferred within the group.

Pre-test 
What is impairment losses?
What is revaluation surplus on non-current assets?
What is unrealized profit on inventory and how is it treated in consolidated income statement.

   Content:

In preparing the group profit and loss account statement, revaluation surplus will be regarded as other comprehensive income. This will be demonstrated with illustrative question in the class.
Impairment losses are treated as administrative expenses. However, when depreciation is treated as part of cost of sales, the impairment losses are treated as part of cost of sales. This will be demonstrated with illustrative question in the class.
For consolidation purposes, interest on loans are treated as finance costs. This will be demonstrated with illustrative question in the class.
Dividend received from subsidiary company that have been included in the consolidated investment should be excluded from the parent’s investment income. This will be demonstrated with illustrative question in the class.
Revaluation adjustment on non-current assets is also regarded as fair value adjustment. This will be demonstrated with illustrative question in the class.
Post-test:
Explain how asset acquired by the Holding company for N54 million and transferred to the subsidiary company at cost- plus 25% mark-up will be treated in the consolidated statement
An asset that was originally valued at N50m has been found to only worth N47m. Explain what happened and how it should be treated on consolidation.
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Lecture 6                          Associated Companies:
· Accounting for Associated companies,
· Treatment of income of associated companies in financial
· Position, reporting both income statement and financial position
· Class illustrative questions 1, 2 & 3
Introduction:
This section of the lecture aims at looking at the concept of associated company, the treatment of associated company in consolidated statement of financial position and also in consolidated profit and loss statement.     
             
Learning Objective: 
After this lecture, the students should be able to:
· Define associated company in line with IAS 28
· Account for associated company in a group income statement
· account for associated company in a statement for financial position

pre-test:
What do you understand by the term associated company?
What qualifies a company to be so classified as associated company?


Content:
Associated Company: An entity, including an unincorporated entity, such as a partnership, in which an investor has significant influence and which is neither a subsidiary nor an interest in a joint venture (IAS 28). In other words, an Associated company is a company that is not being a subsidiary and in respect of which:
· The investor’s interest in the voting power of the investee is substantial
· The investor has power to exercise significant influence over the financial and operating policies of the investee and
· The investor intends to retain its interest as a long term investment. 
· Where the investor’s interest in the equity of the investee is over 50%, it is described as subsidiary company status, if it is over 20% but less than 50%, it is an associated company status but if it is less than 20%, it is treated as ordinary investment.
  Illustrative questions will be used to explain the consolidation of associated companies in the group account both in the statement of financial position and in the comprehensive income statement of the group.
[bookmark: _GoBack]
Post-test:
Define an associated company 
State the qualifying condition for a company to be so described
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