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 CORPORATE RESTRUCTURING AND

 

Topic 1 : Amalgamation of Companies 
ble Pream

 
he term “amalgam” means to unite, to come together as one, or to blend, and, from this 
root, the accounting terminology of ‘Amalgamations’ is derived. The popular meaning of 
“amalgamation” is the dissolution of one or more companies and transfer of business of 

dissolved 
single e
savings
transac
 

Scope 
 
What is taken care of by AS 14 is an amalgamation pursuant to the provisions of the 
Companies Act,  which may be applicable to companies. In a 
number o c
'absorption' a tion” 
existing comp wing

(does

T
entities to another entity. Companies and business entities come together to form a 

ntity for various reasons, including but not limited to the objective of effecting tax 
.  It is essential to be well versed with the accounting treatment to be accorded for such 
tions.  

 1956, or any other statute,
f UK (also Indian) cases, the Courts have

s well. The popular meaning of “absorp
any.  Consider the position in the follo

 

 de ided that this terminology includes 
is the acquisition of a business by an 
 table. 

Amalgamation  
 not cover acquisition) 

Absorption 

• Status 
two  m
enti em

Status of a separate legal entity of one or 

e v

of a separate legal entity of • 
or ore entities vanishes – a new 
ty erges 

more entity vanishes – one 
tak

existing entity 
s o er 

• If X Ltd. and Y Ltd. are liquidated and 
a 
ac
ter

• If X Ltd. is taken over by Y Ltd. it is referred 

or more liquidations. 

newly formed Company Z Ltd. 
uires the two businesses, it is 

to as 'absorption'. Here there is no 
formation of a new entity, but there are one q

med as amalgamation. 
• X d. and Y Ltd. are transferors, Z 

Ltd
• X Ltd. is transferor; Y Ltd. is transferee Lt

. is transferee 
 
It is safe
 

Coverage under AS 14 excluded 
 
There are circumstances in which one company can obtain control over another, without 
impinging upon the status of each company being an independent and separate “legal entity”, 
and yet deriving the benefit of “coming together” by acting as one single “economic entity”. 
Accounting treatment for such situations is covered by the pronouncements under AS 21 – 

 to assume that the connotation of the term amalgamation also include absorption. 
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Consolidated Financial Statements. 
Import t

• 'Transf  a company, which is amalgamated into another company. 
The company Vendor Company".  

• The

Com
"Ve
 

Busine
 

Generally speakin In 
this backdro he
(Merging or ch

a. Firs
pooling 

⇒ no er

⇒ bu so

b. Second is 'am
in effect 

⇒ a mode by which one company acquires another company, and  

⇒ mpany which is acquired normally do 
company in an 

 
Amalgamation in the nature of merger 

What distingu  is 
helpful to kno nt 
excerpt from 
 

"M the cre
of a new reporting entity formed from the combining parties, in 
which the shareholders come together in a substantially equal 
partnership for the mutual sharing of risks and benefits of the 
combined entity; and in which no party to the combination, in 
substance, obtains control over any other.. .. .. ..” 

 
 
 

an  terms - defined 

eror Company’ means
 selling its business is also called "

 company into which a transferor company is amalgamated is called the "Transferee 
pany". The Company which acquires (or buys) the business is also called the 

ndee Company".  

ss entities coming together 

g, there are two basic “methods” in which business entities unite together.  
p, t  Standard brings the concept of amalgamation under two broad heads 
Pur asing). 

t is 'amalgamation in the nature of merger'.  Under this category, there is a genuine 

t m ely of the assets and liabilities of the amalgamating companies  

t al  of the interests of shareholders and of the business of these companies.   

algamation in the nature of purchase'. Transactions under this category are 

as a consequence, the shareholders of the co
not continue to possess interest in the equity of the combined 
identical proportion, to that held by them in the liquidated company. Also the 
business of the company, which is acquired, is not necessarily intended to be 
continued.  

ishes a “merger” from a “purchase”, is the true substance of the transaction. It
w that the UK-Financial Reporting Standard 6 deals with “merger”.  Releva
FRS 6 is furnished below 

erger is a business combination which results in ation 
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AS 14 en ates five s
coming to r is to be t
 

All the a f the transferor company (for brevity referred to 
as SC) d liabilities of the transferee company (for 
brevity r

Shareho an 90% of the “face value” of equity 
shares become the shareholders of PC by virtue of amalgamation. 
purpose
amalga
⇒  P
⇒ One o
⇒ Nominees of PC in the SC  
 

The con
equity s
fraction

The bus
by the P

m accounting policies. Thus,
is following straight-line method of depreciation and the PC is follo

en down value method, the book value of the assets of SC will be 
 by applying written down value method. This ld ensure ado

ccounting policy for the pooled assets. 
Consider the following example of A Ltd., and B Ltd., who come together by forming AB Ltd.  
Consideration is paid by way of shares in AB Ltd. 

Rs. in Lakhs 
Particu A Ltd B Ltd 

 five s
coming to r is to be t
 

All the a f the transferor company (for brevity referred to 
as SC) d liabilities of the transferee company (for 
brevity r

Shareho an 90% of the “face value” of equity 
shares become the shareholders of PC by virtue of amalgamation. 
purpose
amalga
⇒  P
⇒ One o
⇒ Nominees of PC in the SC  
 

The con
equity s
fraction

The bus
by the P

m accounting policies. Thus,
is following straight-line method of depreciation and the PC is follo

en down value method, the book value of the assets of SC will be 
 by applying written down value method. This ld ensure ado

ccounting policy for the pooled assets. 
Consider the following example of A Ltd., and B Ltd., who come together by forming AB Ltd.  
Consideration is paid by way of shares in AB Ltd. 

Rs. in Lakhs 
Particu A Ltd B Ltd 

umer
gethegethe

pecific conditions, on fulfillment of which the event of two entities 
reated as “amalgamation in the nature of merger”.  

ssets and liabilities o

pecific conditions, on fulfillment of which the event of two entities 
reated as “amalgamation in the nature of merger”.  

ssets and liabilities o
become the assets anbecome the assets an
eferred to as PC) eferred to as PC) 

lders of SC holding not less thlders of SC holding not less th
For the 

 of computing 90%, exclude shares already held prior to 
mation, by:  

C in the SC  

For the 
 of computing 90%, exclude shares already held prior to 

mation, by:  
C in the SC  
r more subsidiaries of PC in the SC, and  r more subsidiaries of PC in the SC, and  

sideration paid to equity shareholders of the SC is in the form of 
hares in the PC, except that cash may be paid in respect of any 

al shares. 

iness of the SC is intended to be carried on, after the amalgamation, 
C, and 

sideration paid to equity shareholders of the SC is in the form of 
hares in the PC, except that cash may be paid in respect of any 

al shares. 

iness of the SC is intended to be carried on, after the amalgamation, 
C, and 

Assets and liabilities of SC are incorporated in the financial statements of the 
PC at book values except to ensure unifor
Assets and liabilities of SC are incorporated in the financial statements of the 
PC at book values except to ensure unifor  if SC 

wing 
 if SC 
wing 

writtwritt
revisedrevised  wou wou ption ption 
of uniform aof uniform a

lalars rs 
Share capital 100 150 
Retain
Loans 110 
Total liabilities 295 380 

ed earnings 80 120 
, creditors and payables 115 

Fixed as 175 260 sets 
Current assets including bank balance 120 120 
Total a 295 380 ssets 

 

Assume .250 of which 2/5th will go to A Ltd., and 3/5th will go 
to B Ltd.  The balance sheet of AB Ltd. will emerge as under. 

Rs. in Lakhs 
Particulars AB Ltd 

that AB Ltd. issues shares for Rs

Share capital 250 
Reserves 200 
Loans, 225 
Total liabilities 675 

 creditors and payables 

Fixed assets 435 
Current assets including bank balance 240 
Total assets 675 

[Note:  In practice, however, the mergers would be a much more complex affair than the much-
simplified version presented as example].  

F
iv

e 
C

on
di

ti
on

s 
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Amalga
 
What is not a merger, is a purchase.  
 
If any on  to 'merg graph are not 
satisfied n in the n ne condition of 
merger is not satisfied, it amounts to purchase. 
 
Method of Accounting 
 
Nature of Amalgamation Method of Accounting 

mation in the nature of purchase 

e or more conditions pertaining
, then it is a case of amalgamatio

er' listed in the earlier para
ature of purchase. Even if o

Merger Pooling of Interest method 
Purchase Purchase Method 

  
Pooling of 
 
There are th
 
1.   In preparing finan

capital or revenue
carrying amounts
the profit and los ated with the corresponding 
balance of PC or transferred to 'General Reserve', if any. 

 

 No

 
2.  If a

account
the poli
followin
financia

 
3.  The di as share capital issued (plus any additional 

consideration in the form of cash or other assets) and the amount of the share capital of 
the , no goodwill or capital reserve, will 
aris
circ
be 

 
Purchase Method 
 
The object of purchase method is to account for amalgamation by applying the same principles 
as are applied in any normal transaction involving purchase of assets.  Accordingly, the 
following rules are adopted in this method. 

Interest method 

ree salient features: 

cial statements of PC, the assets, liabilities and reserves (whether 
 or arising on revaluation) of the SC should be recorded at their existing 
 and in the same form as at the date of amalgamation. The balance of 
s account of the SC should be aggreg

te  :  The "Expert Advisory Committee" have given an opinion that  if the 
consideration is less than the paid up capital of the transferor company, the 
difference is to be treated as "capital reserve" since it is more in the nature of 
share premium.  Such capital reserve will neither be eligible for dividend nor 
declaration of bonus.[Refer Problem 5] 

t the time of amalgamation,  the transferor and transferee companies were to have 
ing policies that are conflicting, such conflict is resolved, and brought in line with 
cy adopted by PC.  A uniform set of accounting policies should be adopted 
g the amalgamation. The effect of any changes in the accounting policies on the 
l statements should be reported in accordance with AS-5. 

fference between the amount recorded 

 SC should be adjusted in reserves. Accordingly
e out of amalgamation by way of merger. Courts may nevertheless stipulate (in some 
umstances), the manner in which reserves should be adjusted or reported. This should 
followed.   
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1.   Th s
stateme
should be allocated to individual identifiable assets and liabilities on the basis of their fair 
values at the date of amalgamation. 
de d

 
2.  Identity ) of 

the SC is not preserved, and hence such reserves 
sta e

 
3.  If th  pu sets, the difference should be debited 

to 
co e

 
4. The goo

basis ov
somewh

 
5. Wh

be r
debit is given to ‘Amalgamation Adjustment Acc account should be disclosed in 
the b et under the headin Expenditure’. When the legal 
requ
deb

The important differences between the two methods of accounting are summarised below: 

Particu P

e as ets and liabilities (but not the reserves) of SC are incorporated in the financial 
nts of PC at existing carrying amounts. Alternatively, the purchase consideration 

Fair value is defined in AS 14 in the same way as 
fine  under AS 13.  

of non-statutory reserves (whether capital or revenue or arising on revaluation
are not to be included in the financial 

tem nt of the PC. 

rchase consideration is more than the net ase
goodwill account. Conversely, if the value of net assets is more than purchase 
nsid ration, the difference should be credited to capital reserve account. 

dwill arising on amalgamation should be amortised to income on a systematic 
er its useful life. The amortisation period should not exceed five years unless a 
at longer period can be justified.  

ere the requirements of relevant statute so demand, "Statutory reserves" of SC should 
ecorded in the financial statements of the P rediting the statutory reserve, C. While c

ount.’ This 
alance she g ‘Miscellaneous 

irement no longer warrants m
iting the statutory reserve an

aintenance of such a reserve, a 
d crediting the ‘Amalgamation A

 

reversal entry is passed 
djustment Account’. 

  
lars ooling of Interest Purchase 

Discharge of purchase 
consideration 

Mainly shares; cash for 
settling dues of fractional 
shares 

Shares, 
cash 

or other securities, or 

Assets a end Liabilities Recorded at book values Record d at Fair values 

Reserve
in the books 

y st  are 
recorded by debit to 
Amalgamation adjustment 
account (reversed when 
statutory conditions are met) 

s Are brought into and recorded Onl atutory reserves

Difference between 
consideration and net 
value of assets 

Not recorded – difference is 
adjusted against reserves 

Recorded as goodwill or 
capital reserve 
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Three area
 

a)  Non-ca c

Conside tio
10 and AS 13  upon this aspect).  In a purchase or merger, consideration paid 
to SC m  in
mind.  

• Suc o

• If securities are issued, value fixed by t rities may be taken to be the 

• If ot
mar

• Wh
be valued at their respective net book values. 

b)  Adjustm t 
 

It is possible that a purchase or merger and conditions, 
that ma in
conditional upon one or more future uncertain events materialising.  Two possibilities can 
emerge

• Such a conditional payment is probable, 
affirmative, include the amount in the consideration. 

• In al , adj d
deter

Consider the following exam

Situa A

s having linkage 
sh onsideration 

 
ra n for any transaction may partly or solely comprise  “non-cash” element. (AS 

 also touch
ay clude securities or other non-cash elements. Four aspects have to be kept in 

h n n-cash component must be valued at fair value.  

he statutory autho
fair value.  

her assets are handed over, fair value may be determined by reference to the 
ket value of assets given up.  

ere market value of assets given up cannot be reliably assessed, such assets may 

en of consideration – Future events 

transaction is concluded on terms 
y clude an element of consideration payable on a subsequent date, and 

: 

and amount can also be estimated.  If 

l other cases
minable. 

ustment should be recognise

ple. 

 as soon as the amount is 

tion lternative I Alternative II 

Conditio
payment 

Rs.10 L
for eac
complete financial years years, minimum Rs.1 lac per annum 

nal akhs + 1% on sales 
h of three following 

Rs.10 L
of three

akhs + 1% on sales for each 
 following complete financial 

As t
enquired into 

eterminable pec s 1% on future sales not 
determinable 

1% on future sales not d
– but minimum amount determinable 

Action No need to include additional Include additional consideration of 
consideration at the time of 
purchase 

Rs.3 Lakhs at the time of purchase 

 
c)  Treatment of reserves specified in the scheme of amalgamation 
 

Company Law related issue (Refer to Sub clause (vi) of clause (b) of Section 394) 
 
In a scheme of amalgamation, court approval is obtained at times. In such an event, the 
court is empowered to prescribe conditions to ensure that the scheme is fully and 
effectively carried out.  The order may include conditions pertaining to “treatment of 
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reserve if there is any such 
condition attached to the scheme, the treatment so prescribed should be followed. 

In some
manner diffe
as under: 
a) 
b) ent that differs from AS 14 

c) en to reserves as prescribed by the scheme 
ared to the requirements of 

S 14 that would have been followed, had no treatment been prescribed by the (court 
 

 
Disclosure Requirements 
 
Prescrip ons in th
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Amalgamation after Balance sheet date 
 
The possibility of an amalgamation arrangement being concluded after balance sheet date (but 
before issue of financial statement) cannot be ruled out. Keeping this in view, the Standard 
provides two alert signals: 

 
 
 

if there is any such 
condition attached to the scheme, the treatment so prescribed should be followed. 

In some
manner diffe
as under: 
a) 
b) ent that differs from AS 14 

c) en to reserves as prescribed by the scheme 
ared to the requirements of 

S 14 that would have been followed, had no treatment been prescribed by the (court 
 

 
Disclosure Requirements 
 
Prescrip ons in th
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Amalgamation after Balance sheet date 
 
The possibility of an amalgamation arrangement being concluded after balance sheet date (but 
before issue of financial statement) cannot be ruled out. Keeping this in view, the Standard 
provides two alert signals: 

 
 
 

s” of SC after amalgamation.  The Standard provides that  amalgamation.  The Standard provides that 

 cases, where the “court approved” terms enable an entity to treat “reserves” in a 
rent from those laid down under AS 14, further disclosures should be made 

 cases, where the “court approved” terms enable an entity to treat “reserves” in a 
rent from those laid down under AS 14, further disclosures should be made 

Description of accounting treatment given to reserves Description of accounting treatment given to reserves 
Reason for following a treatmReason for following a treatm

Deviations in the accounting treatment givDeviations in the accounting treatment giv
of amalgamation, sanctioned under the statute, as compof amalgamation, sanctioned under the statute, as comp
AA
approved) scheme.approved) scheme.

titi e Standard cover three distinct areas: e Standard cover three distinct areas: 

For all Amalgamations 

� Names, general nature of business of amalgamating companies, 
effective date 

� Method of accounting  
� Particul
� Amalga

ars of scheme – statutorily sanctioned 
mation after B/S date (before issue of financial statements) 

e as disclos per AS 4 – BUT NOT TO BE INCORPORATED IN 
FINANCIAL STATEMENTS 

For Pooling of interest – 1st Financial Statement
� Description and Number of shares issued 

 

 NAV; treatment thereof 
� % of equity shares exchanged to give effect to amalgamation 
� Difference between consideration and

st Financial Statement For Purchase method – 1
� 
� 
� 

Consideration paid and contingently payable 
Difference between consideration and NAV; treatment thereof 
Amortisation period of goodwill (if any) 
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a) This will fall within the ambit of AS 4 (Events occurring after the balance sheet date).  
He

b) On ern” assumption may not be appropriate. 
Ho
ma

Accountin
The commit
on income i

a. In an am
allo
the d
continu
values 
differen
in respect of such assets in subsequent years would also be permanent differences. 

b. In a
dep
bec
tran
AS 

Where 
amalgam
values a ing amount as permitted in 
AS 14, the deferred tax assets should be recognized by the transferee enterprise at the time of 
amalgam
recogniz
AS 22, 
amalgam
the goo
 

In a cas
satisfied
date following the amalgamation, the deferred tax assets can be recognised. The 
corresponding adjustment should be made to the goodwill or capital reserve arising on the 
amalgam
satisfied
corresp
of the c
conditio
 

 

Where the "amalgamation is in the nature of merger", the deferred tax assets should not be 
recognised at the time of amalgamation. However, if, by the first annual balance sheet date 
subsequent to the amalgamation the unrecognised deferred tax assets are recognized, 
pursuant to satisfaction of conditions of reasonable or virtual certainity relating to reassessment 
of unrecognised deferred tax assets, the corresponding adjustment should be made to the 
revenue reserves. In a case where the conditions for recognition of deferred tax assets as per 

nce, it must be disclosed. 
 balance sheet date, the validity of “going conc
wever, a post-balance sheet event may allow the going concern assumption to be 
intained.  

 

g for taxes on income 

tee vide Interpretation Number 11 addressed the following issues relating the taxes 
n the case of an amalgamation. 

algamation in the nature of purchase, the consideration for the amalgamation is 
cated to the individual identifiable asset or liabilities on the basis of their fair values at 

ate of amalgamation as per AS 14, and the carrying amounts thereof for tax purposes 
e to be the same as that for the transferor enterprise. The difference between the 
of the assets or liabilities, constitutes a permanent difference. The consequent 
ce between the amounts of depreciation for accounting purposes and tax purposes 

 situation where any deferred tax asset, including in respect of unabsorbed 
reciation and carry forward of losses, was not recognised by the transferor enterprise, 
ause the conditions relating to prudence laid down in AS 22, were not satisfied, the 
sferee enterprise can recognise the same if the conditions relating to prudence as per 
22 are satisfied. 

the "amalgamation is in the nature of purchase" and the consideration for the 
ation is allocated to individual identifiable assets or liabilities on the basis of their fair 

t the date of amalgamation as recognised at existing carry

ation itself considering these as identifiable assets. These deferred tax assets can be 
ed at the time of amalgamation only if the conditions relating to prudence laid down in 
are satisfied from the point of view of the transferee enterprise at the time of 
ation. The recognition of deferred tax assets will automatically affect the amount of 

dwill or capital reserve arising on amalgamation. 

e where the conditions for recognition of deferred tax assets as per AS 22 are not 
 at the time of the amalgamation, but are satisfied by the first annual balance sheet 

ation. If, however, the conditions for recognition of deferred tax assets are not 
 even by the first annual balance sheet date following the amalgamation, the 

onding effect of any subsequent recognition of the deferred tax asset on the satisfaction 
onditions should be given in the statement of profit and loss of the year in which the 
ns are satisfied and not in the goodwill or capital reserve. 
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AS 22 a heet date following the amalgamation, the 
corresponding effect of any subsequent recognition 
of the conditions sho  in the statem o
conditions r
 
Recognition b f DTA not recognised by transferor for reason of 
absence of re
 

Condi a
Natur

mati
of P

re not satisfied by the first annual balance s
of the deferred tax asset on the satisfa

ent of profit and loss 
eserves. 

ction 
f the year in which the uld be given

 are satisfied and not in the revenue

y transferee on amalgamation o
asonable / virtual certainty 

 

tions Amalg mation in the 
e of Merger 

Amalga on in the Nature 
urchase 

1. Conditions of reasonable / 
virtual certainty are satisfied at 
the time of amalgamation: 

  

a) As  
allocate
"fair val

 

cogni
cogni l 

sets and liabilities 
d on the basis of 
ues" 

a) DT
re
re

A should be 
sed. The 
tion wil

automatically affect the 
am
cap

ount of goodwill or 
ital reserve. 

b) As
re

ecogni

be 
recognised at the time of 
amalgamation 

sets and liabilities are 
corded at existing 

and liabilities 
recorded
existing
amounts
is not ap

carrying amounts. asset in the transferor 
books 

Not ap
DTA sh
r

plicable i.e. 
ould not be 

sed as assets 
are 

 only at 
 carrying 
 and the DTA 
pearing as an 

b) DTA should not 

2. Conditio
virtual c
only at
balance sheet date after 
amalgamation: 

 
 against 

revenue reserves. 

adjusting against goodwill or 
capital reserve. 
 

ns of reasonable / 
ertainty are satisfied 
 the time of  first 

DTA 
recogni
adjusting

should be 
sed by

DTA should be recognised by 

3. Conditions of reasonable / 
virtual certainty are satisfied 
only subsequent to the first 
balance sheet date after 
amalgamation : 

 
DTA should be recognised by adjusting against Profit 
and loss A/c 
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AS 14 : A diagrammatic representation 
 
 
 
 
 

The a
acquis

ccounting trea
ition of contro
 is not cover

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

tment for 
lling 
ed. interest

Merger – Five conditions 
1. Ass

liabilities of purchasing company 
. 90% of Fair value of equity shareholders become 

shareholders of purchasing company - exclusions 
. Consideration in shares – cash for fractional shares 
. Intention to continue the business 
. No adjustment to book values; but for uniformity in 

acc

ets / liabilities of selling company = Assets / 

2

3
4
5

ounting policies 

Purchase
If any one of 
these five 
conditions is 
not met 

Accounting
 

Pooling of interest method 

Difference in purchase consideration 
adjusted in Profit and loss account   

� Pro n
not 

� No d

 
� 

fit a d loss account balance does 
lose its identity 
goo will  

Accounting 
 

Purchase Method 
 

� Difference in purchase 
consideration  
Goodwill or Capital 
reserve 

 5 years 

� 

� Amortise =<

Pay attention to: 
a) Non-cash consideration – Fair values 
b) Considerations payable contingently 
c) Merger or Purchase, post-balance sheet date (AS 4) 
d) Conditions, if any, laid down by the Court while approving an amalgamation 

statutorily in respect of reserves, should be complied with. 

Disclosures 

Accounting for Amalgamations

 
For all 

amalgamations 

 
For mergers 

 

For purchase 



Accounting for Amalgamations and Corporate Restructuring 
 

 

AS 14 a
The Sta
the provi
394 pro
within the meaning of Companies Act, or not. 

No discl sures are specified under Schedule VI for financial statements, after amalgamation of 
two or more companies.  However, AS-14 prescribes disclosures in the areas of (a) name and 
general nature of business of amalgamating companies, (b) effective date of amalgamation, (c) 
method of accounting used to reflect the amalgamation, and (d) particulars of scheme 
sanctioned by statute. It also requires further disclosures based on the method followed for 
accounti g fo
 

AS 14 and I
 
(a)  Meanin
 

The term am
means m
two or more
merge being e amalgamating company or companies.  The company with 
which they 
amalgamate

• All the property of the amalgamating company or companies immediately before the 
ama a
amalga

• All the li
amalga
amalga

• Shareho
amalga ares already held therein 

a nominee for, the amalgamated company 
ecome shareholders of the amalgamated company by virtue of the 

ama am
com n
compan
the wind

 
(b)  Other areas

• Section 35DD implicitly recognises deferment of expenses of amalgamation and 
demerger for a period of five years, and provides for a deduction from income to the 
extent of 1/5th of such expenditure for each of the five succeeding years.  Writing off, 
for accounting purposes, such expenses in a single year (but gaining tax deduction 
thereon over a five year period) will give rise to timing differences. 

11

nd Companies Act  
ndard itself refers to the term “amalgamations” to mean an amalgamation pursuant to 
sions of the Companies Act. Section 394 of Companies Act, 1956 is relevant.  Section 

vides that a “transferor company” includes any body corporate, whether a company 

o

n r amalgamations. 

ncome Tax Act  

g   

 ‘ algamation’ is defined u/s 2(1B), only in relation to “companies”. The term 
the erger of one or more “companies” with another company, or the merger of 

 companies to form one company (The company or companies which so 
 referred to as th
merge or which is formed as a result of the merger is referred to as the 
d company), in such a manner that: 

lg mation, becomes the property of the amalgamated company by virtue of the 
mation. 

abilities of the amalgamating company or companies immediately before the 
mation, becomes the liabilities of the amalgamated company by virtue of the 
mation. 

lders holding not less than three-fourths in value of the shares in the 
mating company or companies (other than sh

immediately before the amalgamation by 
or its subsidiary) b

lg ation, otherwise than as a result of the acquisition of the property of one 
pa y by another company pursuant to the purchase of such property by the other 

y or as a result of the distribution of such property to the other company after 
ing up of the first mentioned company. 
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• Section implications and the manner in which cost of asset will be 
determin
as stock

• 

•  forward of unabsorbed depreciation 
algamating company in the books of amalgamated company 

Provisions under the above sections focus on  areas where tim
arise and AS 22 will b

 
Comparison of AS 14 with IAS &
   

 43C covers tax 
ed, in the area of transfer of properties of and by the amalgamated company 
 in trade 

Provisions under section 47(vi), (via), and (vii) elaborate the circumstances in which 
capital gains would, or would not arise, for transfer of shares, relatable to 
amalgamation. 

Section 72A cover the conditions governing carry
or losses of am

 potential ing differences can 
 compliance of e required. 

 US GAAP 

AS 14 IAS 22 US GAAP FAS 141 
Accoun
Amalga

e

ting for 
mations 

Busines
(origina
and r
effective
1995) 

s combinations 
lly issued in 1983 
vised in 1993, 
 from January 

Business Combinations 

Broadly
22, and prescribes 
inclusion of contingently 
payable consideration if 
the 
probab
amoun n

r
between
uniting f the 
combination is one of 

 cases in which 
r cannot be 

accounting for business 
combinations but not as an 
alternative for the same business 
combination. Prescribes attributes 

 in line with IAS IAS d

adjustment is 
le, and the 

exceptional
an acquire

t ca  be measured identified then it should be 
accounted for as a uniting 
of interests.  

of combining companies and also 
elucidates on manner of the 
combination. 

aws a distinction 
 acquisition and 
of interest. I

Both P
interest

urchase and Pooling of 
 methods are acceptable in 

 
Supple
1. Taking 

the nee
method.  The rationale appears to be that amalgamations that take place are seldom in 
the nature of merger.  Further pronouncements from ICAI in this regard are awaited. 

2. For a better appreciation of AS-14, readers may also refer to AS-1 (Disclosure of 
Accounting Policies), Guidance Note on treatment of reserve created on revaluation of 
fixed assets and the prescriptions under AS 10 in respect of Goodwill, i.e. not to be 
recognised unless paid for.  

 

mental information 
note of practical situations and possibilities, ICAI has taken on hand a review of 
d for continuation of “merger”, and accounting thereof under pooling of interest 
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Accounting For Amalgamations 
 

Section 1 :   
 
A.  Computation of Purchase consideration 
 
 
 
 
 
 
 
 
 

 
 
  

       
  
 
 

B. Tra fe
 
1. AS - 
 

2. Ac untin is independent of nature ation (AS-14) and metho of ac ing 
in transferee company books. 

 

3. Accounting  d ts a d simultaneous
determination of profit/loss on closing of books of account. 

 

1. Transfer t Re
 

 Credit 
Rs

 

Refer Problems 
1 to 18 

Computation 

 

  
 
 
 
 

ns ror Company Accounting 

-14 Not applicable 

co g of amalgam d count

 is one with the objective of closing books of accoun n  

o alisation A/c. 

Particulars  Debit 
Rs. . 

a. Assets taken over by purchasing company at book 
values. 

     

 Rea sation A
To Assets A/c 

 

Dr. XXX  
XXX 

li /c  

b. Liabilities taken over by purchasing company at 
balance sheet value. 

   

 Liabilities A/c Dr. XXX  
 To Realisation A/c   XXX 

 
Net Assets 

Method 

    
Payments  
Method 

Aggregate of assets  
ta o
 

Less: Liabilities taken  
ov

Aggregate of consideration paid to 
reholders (equity and preference) 
arious forms (i.e) shares, securities 

and cash.

ken ver at fair values      xxx sha
in v

er at agreed amounts         xxx
                                               xxx 
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2. Purchase ns
 

Purchase consideration represents consideration paid by transferee company to 
shareholders (equity and preference) in any form viz., cash, shares, debentures etc. 
 

  t t 

Co ideration 

Particulars Debi
Rs. 

Credi
Rs. 

a. Du  entry fo      e r consideration 
 Transferee company A/c  

 

Dr. XXX  
XXX To Realisation A/c 

b. Receipt of consideration    
 Shares / securities of transferee company A/c 

Ba
Dr. 
Dr. 

XXX 
X 

 
nk A/c XX

   To Transferee company A/c XXX 
 

3.  Sale of assets rofits) 
 

 it 
Rs. 

Credit 
. 

 not taken over (Assuming P

Particulars  Deb
Rs

Bank A/c (sale proceeds) Dr. XX  X
To
To

   
 

 Asset A/c (Book value) 
 Realisation A/c (Profits) 

XXX
XXX

 
4  Settlement of liabilities not taken ov
 

 ulars  Debit 
Rs. 

Credit 
. 

er (Assuming at a discount)  

Partic
Rs

Liabilities A/c (book value)  Dr. XXX  
To B nk
To a

  XXX a
e

 A/c (amount paid)  
ount) R lisation A/c (disc XXX 

 
5. Realisation expens
 

  ebit 
Rs. 

Credit 
Rs. 

es 

Particulars D

a. Inc ed      urr  by transferor company 
 Rea ati Dr. XXX  lis on A/c 
 To

 
  XXX  Ba  A/c nk

b. Incurred by    transf y eree compan
 No Entry    

     

c. Incurred by transferor company reimbursed by 
transferee compa

   
ny 

 i. 

To Bank A/c 

 
Dr. 

 
XXX 

 
 

XXX 
 

On incurring the expenses 
Transferee company A/c 

 ii. On reimbursement 
Bank A/c 

To Transferee company A/c 

 
Dr. 

 
XXX 

 
 

XXX 
6. Amount due to equity Shareholders 
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  Debit Credit 

Rs. 
Particulars 

Rs. 
a. Transfer of share capital and reserves to 

sh reh
     

a olders account 
 Eq ty share

Re rves A/c
To Shareholders A/c 

Dr. 
Dr. 

XXX 
XXX 

 
 

XXX 

ui  capital A/c  
se  

 

b T
Profit / loss (assuming profit) 

  . ransfer of balance in realisation account -   

 Realisation A/c Dr. XX  X
 To Shareholders A/c   XXX 
     

 
7. Settlement to Shareholders by transfer of consideration received: 
 

  Debit 
Rs. 

Credit 
Rs. 

Particulars 

Share e r. XXX  hold rs A/c D
T h
To Bank A/c

XXX 
XXX 

o S ares / securities of transferee company A/c   
 

 
C. Transferee Company Accounting 
 

1. Ac n
 

2. AS-14 classifies amalgamation for the purpose of accounting as: 
 

a. Am
b. Amalgamation in the nature of purchase. 

 
3. The nature o

five tests or conditions.  The five conditions being: 
 

a. All asse o
transferee company. 

 

b. Th
the same values at which they appeared in the books of transferor company. 

 
Note:   

 
c. Atleast rs become 

shareholders of the transferee company. 
 
d. The consideration to equity share holders of the transferor company shall be 

paid only in the form of equity shares of transferee company. 
 

Note: Cash may however be paid for fractions of shares. 

cou ting should be done as provided in AS-14. 

algamation in the nature of merger. 

f amalgamation is determined by putting the scheme of amalgamation to 

ts and utside liabilities of transferor company are transferred to 

e assets taken over should be recorded in the transferee company books at 

The assets may however be restated for purpose of ensuring 
uniformity of  accounting policies. eg: Stock, Depreciation 

90% in terms of nominal value of the outside shareholde



First Lessons in Advanced Accounting 
 

 

16

e. 

 
A satisfying all th  above conditions is referred as 
"Amalgamation in the nature of 
 
A Scheme of amalgamation, which does not satisfy any or all of the above Conditions, is 
referred as "Amalgamation in the nature of Purchase." 

 
4. Method of accounting: 

     Method of accounting 
 
 
 
 
 For amalgamation in the nature   For amalgamation in the nature 

      of purchase 
 
 
 

 
Purchase Method: 
 
1. Due entry for ich purchase onsideration s 

pay  
 

 Particulars  Debit 
Rs. 

dit 
. 

satisfying all th  above conditions is referred as 
"Amalgamation in the nature of 
 
A Scheme of amalgamation, which does not satisfy any or all of the above Conditions, is 
referred as "Amalgamation in the nature of Purchase." 

 
4. Method of accounting: 

     Method of accounting 
 
 
 
 
 For amalgamation in the nature   For amalgamation in the nature 

      of purchase 
 
 
 

 
Purchase Method: 
 
1. Due entry for ich purchase onsideration s 

pay  
 

 Particulars  Debit 
Rs. 

dit 
. 

The transferee company intends to carry on the business hitherto carried on by 
Transferor company. 

scheme of amalgamation malgamation ee
Merger." Merger." 

  

of merger   of merger   

 business purchased or acquired for wh business purchased or acquired for wh  c c  i i
able to liquidator of transferor companyable to liquidator of transferor company

Cre
s

Cre
sRR

Busines Dr. X  s purchase A/c XX
To Liquidator of transferor company A/c    XXX

 
2. Incorporation 
 

  Debit 
Rs. 

Credit 
Rs. 

of assets and liabilities take  over n

Particulars 

Assets
Goodw Dr. XXX 

 A/c  (Agreed value) 
ill A/c (Balancing figure) 

Dr. XXX  

T (Ag
T
To Capital reserve A/c (Balancing figure) 

X 

XXX 

o Liabilities A/c reed values)   XX
XXX o Business purchase A/c (Consideration) 

 
The incorporation of assets and liabilities taken over results in either Goodwill or Capital 
Reserve determined as balancing figure. 

 

� Goodwill   –  excess of consideration over net assets taken over 
� Capital Reserve –  excess of net assets over consideration. 

Pooling of Interest Purchase
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3. Discharge of C
 
 

 Particulars  Debit 
Rs. 

Credit 
Rs. 

17

onsideration 

Liquidator of transferor company A Dr. XX  /c X
To Share capital A/c 
To S cu
To B nk

  XX 

XXX 
e
a

rities premium A/c 
 A/c 

X
XXX 

 
 

4. Others 
 

 ebit 
Rs. 

Credit 
Rs. 

Particulars  D

a. Cancellation of inter company owings  
(E  De

     
g) btors / Creditors 

 Cr itors A/c
To Debtors A/c 

Dr. XXX  
XXX 

ed  

 

b. Elimination of unrealised profits on goods sold by 
on com
the dat

   
e pany to the other and remaining unsold on 

e of amalgamation 
 Goodwill / Capital reserve A/c Dr. XXX  
 To Stock reserve / Stock A/c  XXX  
     
c. Realisat    ion expenses 
 Alternative 1 : Incurred by purchasing company 

Goodwill / Capital reserve A/c 
To B

  
XXX 

 
 

XXX ank A/c 
Dr. 

     
 Alternative 2 : Realisation expenses incurred by 

selling 
No ntr

   
company  

E y 
  

tive 3 : Realisation expenses incurred by 

c
Goodwill / Capital reserve A/c 

To Bank A/c 

 
 

 
Dr. 

 
 

 
XXX 

 
 

 
 

XX 

Alterna
selling company but reimbursed by purchasing 
ompany. 

   

X
     

  
 

5. Contra Entry pearing in selling company oks for which 
obligations are yet to be fulfilled. 
 

 Particulars  Debit 
Rs. 

Credit 
Rs. 

for Statutory reserve ap bo

Amalgamation adjustment A/c Dr. XXX  
To Statutory reserve A/c   XXX 
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Note:  a. Statutory reserve should be shown as part of reserves and surplus in 
ny balance sheet. 

  b. Balance in amalgamation adjustment account shown on the asset side 
t not written off”. 

 
  . This entry is reversed as and when the obligations are fulfilled. 

 
Pooling of In
 
1. Due entry for business acquired (for purchase consideration) 
 

 Particulars  Debit Credit 

amalgamating compa

under the head  “Miscellaneous expenditure to the exten

c

terest Method: 

Rs. Rs. 
Business p XX  urchase A/c Dr. X

T qo Li uidator of selling company A/c   XXX 
 
2.  Incorporation of assets and liabilities taken ov
 

a. Assets rded at same 
valu s a i

b. The reserves  to be incorporated subject to adjustments 
given below. 

c. The differenc ity and 
preference) of selling company is to be adjusted as under: 

 

(i) Excess 
is to be 
¾ 

¾ Secondly against free reserves of purchasing company 
Lastly, debit Profit and loss A/c. 

Note : The sequence is usually specified in the "Scheme of Amalgamation" 

re e c sid rati  pa ss t ita the iffe nce

 
Illustrati

er 

and liabilities of selling company taken over are to be reco
e t wh ch they appeared in selling company’s books. 

of selling company are also

e between purchase consideration and paid up capital (equ

of consideration paid over paid up share capital (equity and preference) 
adjusted against: 

Free reserves of selling company 

¾ 

 

(ii) Whe th on e on id is le han paid up share cap l,  d re  
is to be credited to capital reserves of selling company while incorporation. 

on:
 

pany Balance sheet of selling com
Liabilitie    Rs     Rss   . Assets                      . 
Share c pital        50  Total assets      150 
Reserves   
   Free reserves  45 
   Statutory reserve           5

a

     50  
Outstanding liabilities    50  
Total                   150  Total          150 
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Consideration 
                     (Rs  

II III  
 .)

I IV
50 90 110 40 

 
Treatmen f rese

(Rs.) 
  I I

t o rves 

I III IV 
1. nside  11  Co ration 50 90 0 40
2. id up

(equity 
50 50 50 

3. Excess -  (10) 
4.   
 Free reserves of transferor company - (40) (45) 
 (15) - 
5. 

es 
 

45 
5

 
 

5 
5 

 
 

- 
5 

 
 

45 
5 

 - - - 0 

Pa  share capital of transferor company 
& preference) 

50

of 1 over 2 40 60 
Adjustment of above excess (3) against 
a. 

 
- 

b. Free reserves of transferee company  - - 
Balance of selling company reserves to be  
incorporated . 
a.  Free reserv
b.  Statutory reserves 
c.  Capital reserve* 1

*  Expert Advisory Committee Opinion - 2004. [Refer Problem 5] 
 
Alternative - 1
 
 rs  Debit 

Rs. 
Credit 

Rs. 

: 

Particula

Assets Dr. 150   A/c 
To Liabilities A/c 
To Free reserves A/c 
To Statutory reserves A/c 
To Business purchase A/c 

  
 

50 
5 
5 
 

4

50
 
Alternative - 2
 
 rs  Debit 

Rs. 
Credit 

Rs. 

: 

Particula

Assets A/c Dr. 150  
To Liabilities A/c 
To Free reserves A/c 
To Statutory reserves A/c 
To Business purchase A/c 

  
 

50 
5 
5 

90 
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Alternative - 3
 
 rs  Debit 

Rs. 
Credit 

Rs. 

:  

Particula

Assets A/c 
Reserves or Profit and loss A/c 

Dr. 
Dr. 

150 
15 

 

To Liabilities A/c 
To Free reserves A/c 
To Statutory reserves A/c 
To Business purchase A/c 

  
 

50 
il 
5 
 

N

110
 
Alternative - 4
 
 rs  Debit 

Rs. 
Credit 

Rs. 

:  

Particula

Assets A/c Dr. 150  
To b
To Free reserves A/c 
To Statutory reserves A/c 
To Capital reserve A/c 
To Busine

  
 

50 
45 
5 
0 
 

 Lia ilities A/c 

ss purchase A/c 
1
40

 
3. Discharge of co
 

Particulars  Debit Credit 
Rs. 

nsideration 

 
Rs. 

Liquidator of selling company A/c Dr. XXX  
To Share capital A/c (Paid up value) 
To Securities premium A/c 

  XXX 

To Bank A/c (fractions) 
 XXX 

XXX 
 
 

4. Cancellation of inter company owings – Same as in purchase method 
 
 

5. Creation of re  profit on unsold goods part o inter compa y 
transactions 

 
 Particulars  Debit 

Rs. 
Credit 

. 

serves for unrealised f n

Rs
Reserves or Profit and loss A/c  Dr. XX  X

To     Stock reserve A/c XXX
 
6. Realisation ex rred by purchasing company or reimburs  by purchasing 

company 
 

 Particulars  Debit 
Rs. 

Credit 
Rs. 

penses – Incu ed

Reserves or Profit and loss A/c  Dr. XXX  
To Bank A/c   XXX 
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Note: (Gene
 
a. In this 

acc nt
 

b. Statutory reserves are incorporated at the time of recording assets and liabilities taken 
over and consequently no contra entry is passed as in purchase method.  Hence 
amalgamation adjustment account does not arise. 

 
c. Th

value of equity share capital and preference capital. 
 

Section II : 
 

Inter Company Holdings - Purchasing Company in Selling 
Company 
 
 
 
 

 

 
 
 
 
 
 
 
 
 
 
 
� Extent of purchasing company (P Ltd.) interest  - 20% 

in selling company (S Ltd.) 

� Fair value of net assets of S Ltd.    - Rs. 40 Lakhs 

� Exchange ratio        - 2 for every 1 share of S Ltd. 

� Issue price of P Ltd. shares     - Rs. 20/- 
 

ral) 

method, ordinarily neither Goodwill A/c nor Capital Reserve A/c will arise on 
ou  of business being taken over. 

e paid up capital against which consideration is compared is the aggregate of paid up 

 

Refer Problems 
19 to 25 

Balance Sheet of P
 
Liabilities Rs. Assets 

. 

 Ltd. 

Rs

Balance Sheet of S Ltd. 
 
Liabilities Rs. Assets Rs. 
Share capital 
1,00,000 shares 

e h 

 
 

  
 
 
 
 

 
    

 
Investment 
20,000 shares  
of S Ltd. 
 

of Rs. 10 ac
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A. Computation of consideration 
 
Conside olders since purchasing 
compan
 
Net ass
 

Step -
 
Compute net assets of business as a whole - Rs. 40 Lakhs 
 
Step -
 
Ascerta
consideration  on  the  basis  of  which  entries  are  recorded.  (Net  purchase  consideration) - 
Rs. 32 L
 
Step -
 
Determi Lakhs share @ Rs. 20/- 
 
Payments method: 
 
Step -
 
Ascertain number of outside shareholders - 80,000 shares 
 
Step -2:  
 
Conside various forms to the outside 
shareholders at agreed exchange ratios 2:1 
 

80,000 x 

ration is to be calculated only with reference to outside shareh
 already holds some shares of selling company. y

ets method: 

1:    

2:  

in proportion of net assets belonging to outside shareholders, which represents the 

akhs 

3:  
ne mode of discharge of above consideration (Step 2) - 1.6 

1:  

ration is arrived as the aggregate of payments in 

1
2 = 1,6

 
B. Accoun g
 

1. Transfer to realisation account. 
a. All assets taken over at book value. 
b. Liabilities taken over at balance sheet value. 

 
2. Purchase consideration – for outsiders only 

a. Due entry 
b. Receipt entry 

 

0,000 x Rs. 20/- = Rs. 32,00,000/- 

tin  - Books of transferor company 
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Particulars  Debit 
Rs. 

Credit 
Rs. 

Sh re capia tal A/c (Paid up) Dr. XXX  
To Realisation A/c   XXX 

 
4. Amount due
 

a. Sh c ter cancellation) and reserves in full. 
 

ded in 
olders 

is transferred to realisation 
ame amount. 

 
b. 

 
5. Se

 
C. Accounting - Books of transferee company 
 

1. Due entry for consideration to outside shareholders of transferor company. 
 

2. Incorporation of assets and liabilities taken over including cancellation of 
investme any in selling company

 
 Purchase met
 

Debit 
Rs. 

Credit 
Rs. 

 to outside shareholders 

are apital (remaining capital af

Note: Reserves to the extent of purchasing company interest is also inclu
the above reserves since the impact on amount due to outside share h
remains the same even if prorata share of reserves 
a/c since realisation profit will increase by the s

Realisation Profit or Loss 

ttlement to shareholders by transfer of consideration received. 

nts held by purchasing comp . 

hod (excluding inter company investments) 

Particulars  

Assets A/c (
Goodwill A/c ( Dr. 

XXX 
XXX 

 Agreed value) Dr. 
Balancing figure) 

T lue) 
To  Business purchase A/c 
T In
      (
To  Capita s

  XXX o  Liabilities A/c (Agreed va
(Consideration) 

o  vestment in selling company A/c     
Book value) 

l re erve A/c (Balancing Figure) 

XXX 

 
XXX 

XXX 

 
 Pooling f Interes e
 

a. Ascertain difference between paid up capital of selling company (Equity and 
preference) and aggregate of: 

i. Purchase consideration – Outsiders interest 
ii. Investments held by purchasing company in selling company 

 

 o t M thod 
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b. Above xcess or shortfall to  as discussed earlier ains
i. Free reserves of selling company 
ii. Fr
iii. P

 
 rs  ebit 

Rs. 
Credit 

Rs. 

 xcess or shortfall to  as discussed earlier ains
i. Free reserves of selling company 
ii. Fr
iii. P

 
 rs  ebit 

Rs. 
Credit 

Rs. 

ee be adjustedbe adjusted agag t: t: 

ee reserves of purchasing company ee reserves of purchasing company 
rofit and loss A/c rofit and loss A/c 

ParticulaParticula DD

Assets A/c (
        (Book 

 
 
Dr. 

XXX 
 

XXX 

 excluding inter company investments)  Dr.
 value of selling company) 

Reserves or Profit and loss A/c of purchasing 
company  

To Liabilities A/c 
To Reserves of selling company A/c 

  

To Business purchase (consideration) A/c 

XXX 
XXX 
XXX 
XXX To Investment in selling company A/c 

 
Discharge of consideration  3. 

 
4. o  
 

Other 
1. Ca ellation
2. Creation of r
3. Realisation expenses incurred by purchasing company  earlier 

 
Note  : ady held by purchasing company in selling company 
 
 Revaluation is to be done only when specified.  It is normally done where the 

vestments were acquired as current investment or non trade investment.  The Profit 
or Loss on revaluation is recognised in Profit and loss A/c as a pre amalgamation 

 
Journal entry (assuming profit) 
 
 

Rs. 
edit 

Rs. 

C ntra entry for Statutory reserves - Purchase method only

adjustments – Common for both methods 
nc  of inter company owings      Same 

eserve for unrealised profit      as 

Revaluation of investments alre

in

event. 

Particulars  Debit Cr

Investment in selling company A/c Dr. XXX  
To Profit and loss A/c   XXX 

 
Where investments are revalued, such revalued amounts should be considered while 
cancelling the investments at the time of incorporation of assets and liabilities. 
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Section III :  
 

Inter Company Holdings - Selling Company in Purchasing 
Company 
 
 
 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
• Net s

inter company investment   -  Rs. 38,00,000 

• Fair value of P Ltd. Shares    - Rs. 20/- 

• Exchange ratio       - 2 for every 1 share of S Ltd. 

• Issue price of P Ltd. shares    - Rs. 20/-   
 

A. Pu
 
Net assets method: 
 

Step -1:  
 

Calculate net asset of business as a whole by considering the agreed values or fair values; 
including investment of selling company in purchasing company at fair value  
 
   Rs. 38,00,000 + (10,000  shares x Rs. 20) = Rs. 40,00,000 
 

 

Refer Problems 
26 to 28 

 as ets of S Ltd. excluding  
  

rchase consideration: 

Balance sheet of P Ltd. 
 
Liabilities Rs. Assets Rs. 
Share
capital 
1,00,000 
shares of 
Rs. 10 each 

 
 
10,00,000 

 
 
 
 
 

  

 
 
 

 

Balance sheet of S Lt
 

Liabilities Rs. Assets s. 

d. 

R
Share 
capital   

1,00,000  
 
 
Investments 
10,000 
shares in  

d. 

 

P  Lt
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Step -
 
Determi

cash = 

2:  

ne the mode of discharge for above net assets viz., number of shares / securities and 

20
000,00,40 = 2,00,000 shares of P Ltd. 

 

Step -3:  
 
Deduct ny.  (Since 
purchasing company cannot take over shares in its own company - Sec. 77) = shares. 
 

Step -
 
Purchase consideration is the aggregate of: 
             
a. Net number of shares arrived above (Step 2-3)      

at agreed price (1,90,000 x 20)      38,00,000 
b. Se             - 
c. Ca             - 

 -------------- 
Payments method: 
 

Step -
 
Calcula
compan
 

0,000 x

number of shares already held by selling company in purchasing compa
10,000 

4:  

Rs. 

curities  
sh.   

 -------------- 
 38,00,000 

1:  
te number of shares to be issued by purchasing company to shareholders of selling 
y at the agreed exchange ratio  

 
1
2= 1,0  = 2,00,000 shares of P Ltd. 

Step -2:  
 
Deduct ompany = 10,000 
shares 
 
Step -3:
 
Purchas
  
a) Net number of shares arrived above  

(St 38,00,000  
b) Securities                 - 
c) Cash                  -    

 ------------- 
 38,00,000 
 -------------  

Accounting - Books of transferor company 

number of shares already held by selling company in purchasing c

  

e consideration is the aggregate of: 
             Rs. 

ep 2-3) at agreed price (1,90,000 x 20)     
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1. Transfe  r
 

a. vestments held by selling company in purchasing 
com n

 
b. Liabilities taken over 

 
2. Pu s

a. 

b. Receipt entry  
 
3. Realisation of assets not taken over 
 
4. Settlement of liabilities not taken ov
 
5. Am t

a. Sh c

b. Re e

c. Realisation Profit or loss 

6. Settlement to shareholders by trans

a. Purchase consideration received 

b. Shares a  company 
 

 Particulars  Debit 
Rs. 

Credit 
Rs. 

27

r to ealisation account 

All assets taken over except in
pa y  

rcha e consideration 

Due entry  

er 

oun  due to shareholders 

are apital 

serv s and surplus 

fer of: 

lready held by selling company in purchasing

S are /h holders A c Dr. XXX  
To Equity s
To Bank A/ XXX 

hare of transferee company A/c 
c  

  XXX 

 

 Note :  Inter company investments should be revalued only if required in the problem.  
The revaluation is usually done where investment is acquired as a current / 
non-trade investment. 
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Accounting - Books of transferee company 
 

1. Due entry for purchase consideration – same 
 

2. Incorporation of assets and liabilities taken over 
 

Purchase me
 

  Debit 
Rs. 

Credit 
Rs. 

thod: 

Particulars 

As ets
Goodw /

Dr. XXX  s  A/c (Agreed value) 
ill A c (Balancing figure) Dr. XXX 

To Liabilities A/c 
To Bu
To Ca l 

XXX 
XXX 

(Agreed value) 
siness purchase (Consideration) 

  XXX 

pita reserve (Balancing figure) 
 
 Poolin  

a. Ascertain difference between paid up capital of selling company and aggregate of: 
i. Pu s
ii. Investments held by selling company in purchasing company. 

 
b. The excess or shortfall in above step is to be adjusted against: 

i. Free reserves of selling company 
ii. Free reserves of purchasing company 
iii. Profit a

 
  Debit 

Rs. 
Credit 

Rs. 

g of interest method 

rcha e consideration 

nd loss A/c 

Particulars 

Assets A/c (Book Value) 
Reserves A/c 

Dr. 
Dr. 

XXX 
XXX 

 

To Liabilities A/c  
To Reserves of selling company A/c 

 XXX 
XXX 
XXX To Business purchase A/c 

 
3. Dis r
 
4. Co   - o ly p ch e m
 
Other Items – Common to both 
 
1. Cancellation of inter company owings  Same as 
2. Creation of stock reserve    earlier 
3. Realisation expenses 
 

cha ge of consideration  

ntra entry for statutory reserves n ur s ethod a
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Section IV :     
(Purch s any sel pan old sh
in each
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
A. Pu
 
Net assets method 
  
Step -1
  
Compute net assets of selling company: 
 

 Particulars  Rs. 

rch s any sel pan old sh
in each
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
A. Pu
 
Net assets method 
  
Step -1
  
Compute net assets of selling company: 
 

 Particulars  Rs. 

Cross Holdings  

Refer Pr  oblems
29 toaa ing comping comp and and ling comling com y hy h ares ares    3  0

 o other) ther) 
Balance sheet of P Ltd

 
Liabilities Rs. Assets s

. 

R
. 

Balance sheet of S Ltd
 

Liabilities Rs. Assets 

. 

Rs. 
Share 
capital 

1,00,000  
 
 
Investments 
10,000 
shares in  
P  Ltd. 
 

 

rchase consideration rchase consideration 

:  :  
  

a.  Ag  gregate of all assets at fair or agreed value  XXX
b.  Less : Liabilities taken over  XXX
c.  Net assets of selling company  XXX 

 
Step -
 
Determi tion of net assets pertaining to outside shareholders. 
 
Step -3:  
 
Determine the mode of consideration: Number of Shares, other securities and cash payable to 
the outside shareholders (amount in step-2). 
 

Step -4:  
 
Deduct number of shares already held by selling company in purchasing company. 

2:  

ne the propor

Share 
capital

5,00,000  
 
Investment 

8,000 
s 

 

 
 

of shares in 
S Ltd. 

share
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Step -
 
The net of S
other se
 
Payments Method  
 

Step -1:  
 
Determine on the basis of exchange ratio agreed, the number of shares to be issued by 
purchasing company to the outside shareholders of selling company. 
 
 

Step -
 
Deduct r of
 
Step -3:  
 
The net number o
securities and cas  co
 
Note:  In the fo i

compute pur
 

a. Consideration calculated in net 
con e

 
b. Where consideration is discharged by the purchasing company at its intrinsic 

elling company. 
 

c. 

 
Accounting - Books of transferor company 
 
1. Transfer to realisation A/c 

a. All ents held by selling company in purchasing company. 
b. Transfer of liabilities 

 
2. Purchase consideration  

a. Due entry 
b. Receipt entry 

5:  

tep-4 and Step-5 i.e., net number of shares at agreed price per share together with 
curities and cash constitutes the value of consideration to be recorded. 

2:  

numbe  shares already held by selling company in purchasing company. 

f shares arrived at (Step-1 & Step-2) at the agreed price together with other 
nstitutes Purchase consideration to be recorded. h

llow ng situations, simultaneous linear equations are to be constructed to 
chase consideration. 

assets method since one of the assets to be 
sid red is investments held by selling company in purchasing company. 

value since the value of its to be arrived at after considering purchasing 
company's investment in s

If investment held is to be revalued on the basis of intrinsic value before 
amalgamation. 

 assets except investm
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3. Ca l terest in selling company) 
 

  Debit 
Rs. 

Credit 
Rs. 

31

ncel ation of paid up share capital (purchasing company's in

Particulars 

Share it Dr. XXX   cap al A/c (paid up) 
T e   XXX o R alisation A/c 

 
4.  Amount due to remaining shareholders (Outsiders) 

a. Share capital after cancellation as above 
b. Re e
c. 

 

5. Se
a. 
b. Inv

 

Accounting - Books of Transferee Company 
 
1. Due entry for purchase consideration
 

2. Incorporation of assets and liabilities including cancellation of inve nts 
purchasi

 

 Purchase me
 

  Debit 
Rs. 

Credit 
Rs. 

serv s and surplus 
Realisation profit or loss 

ttlement to shareholders by transfer of: 
Consideration received 

estments already held 

  
stme held by 

ng company in selling company. 

thod: 

Particulars 

Assets A/c (
Goodwill A/c (Balancing figure) 

Dr. 
Dr. 

XXX 
XXX 

 Agreed value) 

To er) 
To s
To ve
     sell e) 
To Cap  r

  XXX  Liabilities A/c (Amounts taken ov
 Bu iness purchase A/c (Consideration) 
 In stments of purchasing company in  

ing company (Book valu
ital eserve (Balancing figure) 

XXX 

XXX 
XXX 

 

 
 Pooling of interest method: 
 

a. Ascerta if elling company and aggregate of ;  
i) Co e
ii) Investments by  and 
iii) Inv urchasing company  

 

b. he excess or shortfall arrived at in "a" above should be adjusted against: 
i) Free reserves of selling company 
ii) Free reserves of purchasing company 
iii) Profit and loss A/c – Debit 

 
 

in d ference between paid up capital of s
nsid ration, 

 in selling company purchasing company
estments by selling company in p

T
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  Debit 
Rs. 

Credit 
Rs. 

Particulars 

Assets A/c (
Reserves / P r. 

XXX 
XXX 

 Book Value) 
rofit and loss of purchasing company A/c  

Dr. 
D

To Liab

  
To
To v ing
   

  XXX 
XXX 
XXX 

 
XXX 
XXX 

ilities A/c 
To Statutory reserve of selling company A/c 
To Free reserves of selling company A/c  
   (Subject to adjustments) 

 Business purchase A/c (Consideration) 
 In estment of purchasing company in sell   

  company A/c (Book value) 
 

3. Dis har
 

4. Other items – Common to both 
a. 
b. 
c. 

 
Payme
 
Illustration : 
 
a. No. of shares in S Ltd. 1,00,000 
b. No. of shares in P Ltd. 10,00,000 
c. No. of shares held by S Ltd. in P Ltd. 30,00
d. No.
e. P Lt
 
Conside

c ge of consideration 

Cancellation of inter company owings 
Creation of stock reserve 
Realisation expenses 

nt method 

0 
 of shares held by P Ltd. in S Ltd.  20,000
d. agreed to issue 2 shares for every 1 share in S Ltd. 

ration  
 
a. No.
b. Les
 ------------ 
c. No.
d. No. of shares agreed to be issued 2 shares for every 1 share 

i.e. 80,000 x 2 1,60,000 
e. Les (30,00
 ------------- 
f. No.
 ------------- 
No. of s
 
a. No. of shares before Amalgamation 10,00,000 
b. Add : Shares issued to S Ltd. 1,30,000 
 ------------- 
c. Total no. of shares after amalgamation 11,30,000  
 -------------  
    

Same as 
earlier

 of shares in S Ltd.  1,00,000
s : Shares held by P Ltd. (20,000) 

 
 of shares held by outsider 80,000 

s : Shares already held by S Ltd. 0) 

 of shares to be issued 1,30,000 

hares in P Ltd. after amalgamation  
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Enterprises which run into sickness (losses) fall in either of the following categories. 
 
a. Category I - Future i

 
b. Category II - Future 

change 
 

  

m 

ferred to as reconstruction. 
 
Financia c f r t
a. generate surplus (profits) to write off accum
b. raise cash to facilitate turnaround ( adding

usa
Alternat  
1. External reconstruction 

Topic 2  : Reconstruction 

s bleak.  Remedy - Wind up the entity 

prospects are good due to change in government policy, 
in market demand etc.   

   The appropriate action is to continue business, capitalise on future 
prospects and recover all past losses.  However, continuing business 
would require support from all stakeholders, in particular, fro
creditors and lenders.  Such support would come only if the financial 
position looks healthy and is cleaned of all sickness (wiping off 
losses).  This exercise is re

l re onstruction is an exercise o esta ing assets and liabilities with a view to: 
ulated losses / abnormal losses 
 balancing equipment., upgrading assets to 

ble condition, modernisation etc.,) 
ives for reconstruction  : 

  :  Closing
liabilities to another entity (usually new entity) 

mation. The 
Accounting is same as amalgamation.  

   38]  
2. Internal reconstruction

 the entity and transferring assets and 

pursuant to a scheme of amalga

      [Refer problem
   :  Reoganisation within the entity by restating assets 

ties and using the surplus for writing off 
losses.  

       [Re s 32 to 36] 
 

Internal reconstruction – Journal entries 
 

1. Assets: 
 

a. Re
 

 Particulars  ebit 
Rs. 

t 
. 

and liabili

 fer problem

valuation (Assuming profit) 

D Credi
Rs

Assets Dr. X A/c XX  
To    Reconstruction A/c XXX 

 
b. Sale of unpro ) 
 

 Particulars  Debit 
Rs. 

Credit 
Rs. 

ductive assets (Assuming profit

Bank A/c (Sale proceeds) Dr. XXX  
To Assets A/c (Book value) 
To Reconstruction A/c (Profit) 

  XXX 
XXX 



First Lessons in Advanced Accounting 
 

 

34

c. Transfer of asset to creditors in disc ssuming liability discharged 
is greater than t) 

 

Particulars  Debit 
Rs. 

Credit 
Rs. 

harge of liabilities (A
 book value of the asse

 

L Dr. XXX  iability A/c  
To Assets A/c  
To Reconstruction A/c  

  XXX 
 XXX

 
2. Outside liabili
 

a. Waiv
 
 Particulars  Debit 

Rs. . 

ties 

er 

Credit 
Rs

Liability A/c Dr.  XXX 
To Reconstruction A/c   XXX 

 
b. Settlement at 

 

. Rs. 

discount 

Particulars  Debit 
Rs

Credit 

Liability A/c  Dr. XXX  
To Bank A/c  
To Reconstruction A/c  (Discount) 

   
XXX 
XXX

 
c. Conversion o another class (Assuming unsecure  

creditors conv ntures at a lower value) 
 

Particulars  Debit 
Rs. 

Credit 
Rs. 

f one class of liability into d
erted into secured debe

U Dr. XXX  nsecured creditors A/c 
To Secured debentures A/c 
To Reconstruction A/c 

  XXX 
XXX 

 
3. Shareholders  
 

a.  Reduction of capital 
 

 Particulars  Debit 
Rs. 

Credit 
Rs. 

  

i. Reduction in number of shares    
 Share capital A/c Dr. XXX  
 To Reconstruction A/c 

     (to the extent of reduction) 
 

  XXX 
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 Particulars  Debit 

Rs. 
Credit 

Rs. 
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ii. Reduction in paid up value    
 Share capital A/c (Old face value) Dr. XXX  
 To Share capital A/c (New face value)   XXX 
 To Reconstruction A/c   XXX 

 
   
  Note : Another alternative of reduction is surrender of shares - discussed later.  
      

b.  Fre is
 
4. Utilisation of reconstruction surplus 
 

a. Writing off accumulated losses 
 
b. Writing off intangible assets and other assets which are overstated 

 

Rs. 
Credit 

Rs. 

sh sue of shares – normal share issue entries. 

for: 

Particulars  Debit 

Reconstruction A/c Dr. XX  X
To Profit and loss A/c   XXX 
To Assets A/c XXX 

 
5. Unutilized reconstruction surplus if any – transferred to capital reserve 

 
Particulars  Debit Credit 

Rs. Rs. 
Recon Dr. XXX  struction A/c 

To Capital reserve   XXX 
 

Presentati
 
1. Th a

rec nst
 

2. Name of the company after capital reduction (Particularly in cases where the capital is 
reduced because of accumulated losses to end with the words “and reduced”). 

 
3. The balance sheet prepared after reconstruction should contain the information regarding 

assets and liabilities restated, extent of adjustment and authority of the scheme. 
 

on/Disclosure requirements: 

e n rration for the journal entries should specify the authority for scheme of 
ruction. o
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Surrender of Shares (alternative to capital reduction) 
 
 
1. Shares surren
 

 
 Debit 

Rs. 
Credit 

Rs. 

hares surren
 

 
 Debit 

Rs. 
Credit 

Rs. 

dered:  dered:  

Particulars Particulars 

Sh  Dr. XXX  are capital A/c 
To Share surrendered A/c   XXX 

 
Note :  Only fully  paid share can be surrendered.  The shares surrendered could be 

 or preference sh res. 
 
2. Reissue of Surrendered shares: 
 
    
 
 
       
 
 
 
 
 
 
 
 
 
For discharge
 
a. Transfer of shares surrendered in the name of creditors 

 
Particulars  Debit 

Rs. 
Credit 

. 

either equity shares a

 of liability 

Rs
Share surrendered A/c Dr. XXX  

To Share capital A/c   XXX 
 

b. Cancellation of liability discharged pursuant to issue of above shares 
 

Particulars  Debit 
Rs. 

Credit 
Rs. 

Liability A/c Dr. XXX  
To Reconstruction A/c   XXX 

 

Reissue of 
ed shares surrender

For discharge 
of liability 

For cash
 

 

Ref robleer P m 
39 
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For cash 
 
a. Transfer of shares surrendered in the name of applicant 
 

Particulars  Debit 
Rs. 

Credit 
Rs. 

Share surrendered A/c Dr.  XXX 
To Share capital A/c    XXX

 
b. Cash re esents entirely profit and henc nsfer  

Reconstruction 
 

Debit 
Rs. 

Credit 
Rs. 

ceived from applicants repr e tra red to

Particulars  

Bank A/c Dr. XXX  
To Reconstruction A/c   XXX 

 
 No  either: 

a. Shares of the same class (original)   OR 

 
3. Cancellation of shares surrendered not reissued 
 

Particulars  Debit 
Rs. 

Credit 
Rs. 

te:  The shares surrendered when reissued could be

b. Shares of a different class 

Share surrendered A/c Dr. XXX  
To Reconstruction A/c   XXX 
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Topic 3 : Demerger / HIVING OFF / SPIN OFF 
 

Demerger refers to hiving off of a part of a business to another entity. 
 
     
 
 
 
 
 
 
 
Sale of ra sfe
  
  
 
 
 
Conside o side
by trans ur has
        to m m
 
 
 
Profit/Lo
underta
profit or

 
 
 
  
        simultaneous reduction of  
       ca
 
Accounting in books of transferor company 
 
1. Sale of un ert ming Consideration is greater than net ass an  
 

  ebit redit 
Rs. 

 

Refer Problems 
40 to 44 Alternatives 

for demerger 

part of business    n r of part of business   T
      pursuant to scheme of 
      arrangement 

ration received directly  C n ration discharged by 
  pferor company  c ing company directly 

e bers of selling company 

ss on sale of part of   Selling Company to cancel the  
king represents capital  value of net assets transferred for 

as been  capital loss     which consideration h
 paid directly to members. 

      Scheme usually provides for  

 pital. 

d aking – Assu ets tr sferred

Particulars D
Rs. 

C

a. Due      
 Pur has Dr.  c ing company A/c (Consideration) XXX  
 Liability A/c Dr. XX  X
 To Assets A/c   XX X
 To Capital reserve A/c   XXX 
     
b. Receipt of consideration    
 Bank / Shares in purchasing company A/c Dr. XXX  
 To Purchasing company A/c   XXX 
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2. Scheme of arra
 

  t dit 
. 

ngement - Transfer of business 

Particulars Debi
Rs. 

Cre
Rs

 
a. 

 
Ne assets urchasing company – 
assuming consideration greater than net assets 
tran err

  
t taken over by P

sf ed 

   

 Purchas XXX  ing company A/c (Consideration) Dr. 
 Liability A XXX  /c Dr. 
 To Assets A/c   XXX 
 To Members A/c   XXX 
     
b. Cancella purchasing 

company since the purchasing company discharges 
conside n favour of members of selling 
compan
 
The amount receivable is cancelled against balance in 
me er

   tion of amount receivable from 

ration directly i
y. 

mb s A/c (as per (a.) above)  
 Member

Reserves A/c 
Dr. 
Dr. 
Dr. 

XXX 
XXX 
XXX 

 s A/c 

Reconstruction A/c 
   XXX To Purchasing company A/c 
     
c. Balance in member A/c, if any, representing capital 

profit is to be transferred to capital reserve. 
   

 
Accounting in books of transferee Company 
 
The accounting is similar to accoun uiring business on amalg matio  
provisions of AS 14 are however 
 
1. Due entry for 
 

Particulars  Debit 
Rs. 

Credit 
Rs. 

ting for acq a n. The
not applicable. 

consideration 

Business purchase A/c Dr. XXX  
To    Transferor company / Members of transferor 

company A/c 
   

XXX 
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2. Incorpora
 

 Debit 
Rs. 

Credit 
Rs. 

tion of assets and liabilities taken over 

Particulars 

As
Goodwill A/c (Balancing figure) 

Dr. XXX 
XXX 

 sets A/c (Agreed values) 

To Liabilities A/c (Amounts 
To Business purchase A/c ion) 
To

   
 

taken over) 
(Considerat

 Capital reserve A/c (Balancing figure) 

XXX
XXX
XXX 

 
3.   Dis harge of 
 

Particulars  Debit 
Rs. 

Credit 
Rs. 

c consideration 

Transf  a  A/c  erer company / Member of transferor comp Dr. XXX ny
To  XXX  Share Equity / Debentures A/c   

 
  
4. Other Items  

a. 
b. 
c. 

 
 

Accoun
 
Caveat :
to quanti
Act, 1956) and accounting treatment.  It is to be noted that there 
technical pronouncement on accounting for buy back. 
 
Determination of quantum for buy back - Section 77A 
 
The ma u be bought back is determined as the least of 'number of 
shares' arrived by performing the following tests : 
 
1. Share outstanding test 

2. Resource test 

3. Debt equity ratio test. 

 

Cancellation of Inter company owing 
Against Goodwill or 

 

Creation of stock reserve  
Realisation expenses 

ing for Buy back of shares 

Capital reserve as the 
case may be  

t
Refer Problems 
47 to 49  This explanatory note is limited to the extent of explanation 

tative restriction of buy back. (Section 77A of the Companies 
is no 

xim m number of shares to 
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1. Share outstanding test : 
 
 a. Ascertain the number of shares (Paid up share capital) 
 
 b. 25% of the number of shares is eligible for buy back with the approval of share 

holders
 
2. Resource test : 
 
 a. Ascertain shareholders funds (Paid up capital + free reserves) 

 b. s  as follows  
 

  = 

1. 

A certain number of shares

funds holders Share
price backBuy 

 

 
3. Debt equity r
 
 Aft  bu c tio2 of 2:1 
 
 a. Co t

 b. As a rs funds) 

 c. nt equity (share olders funds) 

 d. aximum possible dilution in equity i.e Step b - Step c 

 e. Calculate the number of shares  

  

atio test : 

er y ba k, the company has to maintain a debt equity ra

mpu e total borrowed funds 

cert in the minimum equity (shareholde

Ascertain prese  h

Compute m

=  
price backBuy 

d Step in Amount  

ck : 
 

Buy ba
 
 On determination of quantum of buy back, the shares are bought from public at the 
buyback price.  The shares bought back has to be cancelled within 7 days from the buy back.  
The amount paid in excess of the cost of the share will be debited to reserves after adjusting 
against u
reserve ui
 

                                                     

sec rities premium, if any available.  A transfer is to be made to capital redemption 
eq valent to capital redeemed. 

 
1. As per the companies (Amendment) Act, 2001, the Board of directors can buy back 10% 

of the number of shares without the approval of share holders. 
2 . However, with the central government approval, the ratio may be relaxed. 
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Accounting - Buy back of shares 
 

 Particulars  ebit 
Rs. 

Cred  
R  

D it
s.

a. O c
 
Shares 

 
 
Dr. 

 
 
 

n pur hase of shares : 

bought back A/c XXX

 

 To    Bank A/c XXX 
 [Being purchase of shares from public]    
     

b. Cancellation of shares bought back : 
 
Share c
Reserves A/c 

 

Dr. 
Dr. 

 
 

XX 
XX 

apital A/c 
 

X
X

 

 To Shares bought back   XXX 
 [Being cancellation of shares bought on buy back]    
     

c. Transfe t share capital is 
edeeme

Reserves A/c 

 
 
 
Dr. 

 
 
 

XXX 

 rring the reserves to the exten
d r

 

 To Capital redemption reserve A/c   XXX 
 [Being transfer of reserves to capital redemption reserve to 

the extent capital is redeemed] 
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