Student lecture notes

CHAPTER 7

PUBLISHED FINANCIAL STATEMENTS

International influences

· Impact of the European Union

· Fourth Directive

· International Financial Reporting Standards

· Convergence in Europe

Statement of Principles  

· Primary financial statements

· Notes to financial statements

· Accompanying information

· Other means of financial reporting

· Other information

Contents of annual report 
Primary financial statements

· Balance sheet

· Profit and loss account

· Statement of total recognised gains and losses

· Cash flow statement

Notes to financial statements

· Accounting policies

· Detailed analysis of some numbers

· Information about uncertainties

Accompanying information

· Operating and financial review

· Chairman’s statement

· Directors’ report

· Non-financial information

Formats

Balance sheet and Profit and loss account

Formats based on Fourth Directive and included in Companies Act 1985.

(See formats in Chapter 7)

Safe and Sure illustration – compare with formats, see that order of items is consistent but subtotals are at the discretion of the preparer.

Cash flow statement

Format indicated in FRS 1 (revised), 1996

Safe and Sure illustration, note the main headings taken from FRS 1

Reconciling profit and cash flow

Notes to the financial statements

Required by Companies Act 1985 and accounting standards

Accompanying information

· Operating and Financial Review

· Chairman’s Statement

· Directors’ report

· Historical summaries

Beyond the annual report

What do you want to know about a company?

· What drives cash flow and profit?

· Quality of management?

· Forward-looking information?

Where do you find information about a company?

· One-to-one meetings with directors

· Company briefings to analysts

· Brokers’ reports

· Press releases

· Letters to shareholders

· Preliminary announcement of results

· Half-yearly (interim) reports

· Chairman’s statement in annual report

· Financial statements in annual report

Balance sheet structure

ASSETS

· Intangible fixed assets

· Tangible fixed assets

· Current assets

LIABILITIES

· Liabilities due in less than one year

· Liabilities due in more than one year

OWNERSHIP INTEREST

· Share capital

· Reserves

Profit and loss account

· Turnover

· Cost of sales 

· Gross profit

· Profit before taxation

· Profit after taxation

Group accounting

· Define group

· The importance of control

· The parent company’s balance sheet

· Acquisition or merger?

Group financial statements

Acquiring a subsidiary for cash 

Assets
(
Liabilities
=
Ownership interest







Acquiring a subsidiary by exchange of shares

For a share exchange, the effect on the parent company’s balance sheet is to increase the assets and increase the ownership interest.  In terms of the accounting equation:

Assets
(
Liabilities
=
Ownership interest 







The consolidated balance sheet (1):

Cost of Investment in S equals Net assets of S

Stage 1


Net assets of P plc

Net assets of S plc




Assets




minus




liabilities




of S







Other assets 




minus




liabilities of P








Stage 2

(a) Bringing together all assets and liabilities

(b) Group's consolidated balance sheet

Assets

Fixed assets of P + S

minus

plus

liabilities

Current assets of P + S

of S

minus

Other assets 
rearranged
Current liabilities of P + S

minus

minus 

liabilities of P

Long-term liabilities of P + S

equals

equals









Ownership interest for

Ownership interest for 

shareholders of parent

shareholders of parent





The consolidated balance sheet (2):  

Cost of investment in S is greater than Net assets of S

Stage 1


Net assets of P plc

Net assets of S plc




Assets




minus




liabilities




of S

















Other assets 




minus




liabilities of P








The consolidated balance sheet (2) (cont.):
Stage 2  Group net assets of the P group

Group net assets

Assets 

Minus

Liabilities

of S







Other assets 

Minus

liabilities of P





Difference on consolidation is called …………………………..
It is shown in the Group balance sheet with the Intangible Fixed assets at the start of the balance sheet.

Negative difference on consolidation is called …………………………………….

Amortisation of goodwill arising on acquisition

Assets 
(
Liabilities
=
Ownership interest 
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