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MCM2C06 : ADVANCED CORPORATE ACCOUNTING

MODULE |
GROUP FINANCIAL STATEMENTS

Group financial statements are financial statements
that include the financial information for more thane
component. A component is an entity or businessiagct
for which financial information is separately prepa, and
which is included in the group financial statemengs
component is most commonly a subsidiary, but it rabsp
be a function, process, product, service, or gguycal
location, or even an investment accounted for unither
equity method.

Group Accounts are the financial statements afoa
of companies. These are usually presented in the fof
consolidated accounts.They are an example of thistance
over form' principle in financial reporting. Somerde
businesses are organised as a single company. olipgr
accounts are not prepared, it would be very diffibt make
appropriate comparisons. The purpose of group atsds to
report the results and financial position of theibasses in a
way that makes them readily comparable, even thdbgh
have different legal structures.

Group Structures: arrangement, and articulatiothef
members of that group. The group’s formation isot®rall
“design” or “architecture,” meaning its general figaration
for unifying the constituent elements into a singieit-the
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MCM2C06 : ADVANCED CORPORATE ACCOUNTING

group’s basic shape. The structure is the undeylpittern of
stable relationships among the group members

IFRS 10/ Ind AS 110

IFRS 10 establishes principles for presenting and
preparing consolidated financial statements wheneatity
controls one or more other entities.The primary| duhind
this standard is to come up with a single model dontrol
which could be applied to all entities. In otherrdg IFRS 10
is required in order to have control over an ingesby an
investor, it must have all three of the followirdg: Power over
the investee; 2) Exposure or rights to variablerret from its
involvement  with the investee; and 3) The &piio use its
power over the investee to affect the amounhefinvestor's
returns. IFRS 10 provides guidance on applying tinésv
control model with a view to addressing some of there
complex areas that led to diversity in the pasisTincludes:
when holding a significant but less than a majoatyoting
rights can give power (i.e. “de facto power”), wheotential
voting rights should be considered in the assessnoén
control, what factors should be considered in assgsontrol
for entities not controlled by voting rights (ispecial purpose
entities or structured entities), when an entityagsing as an
agent on behalf of others and how this impactsagsessment
of control.

In simple, Ind AS 110 establishes principles foe t
presentation and preparation of consolidated finc
statements when an entity controls one or morer @hgties.
The standard defines the principles of control laow to apply
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the same and explains the accounting requiremeots f
preparing consolidated financial statements.

CONSOLIDATED FINANCIAL STATEMENT
Consolidated financial statements: [IFRS 10:B86]

= combine like items of assets, liabilities, equibgome,
expenses and cash flows of the parent with thoses of
subsidiaries

= offset (eliminate) the carrying amount of the pdgen
investment in each subsidiary and the parent'sgoort
of equity of each subsidiary

= eliminate in full intragroup assets and liabilitiegjuity,
income, expenses and cash flows relating to
transactions between entities of the group (pragits
losses resulting from intragroup transactions thrat
recognized in assets, such as inventory and fizedts,
are eliminated in full).

A reporting entity includes the income and expsnsfe
a subsidiary in the consolidated financial states@&@om the
date it gains control until the date when the rgpgrentity
ceases to control the subsidiary. Income and exgeatthe
subsidiary are based on the amounts of the asseigailities
recognized in the consolidated financial statemeattsthe
acquisition date.

The parent and subsidiaries are required to hage t
same reporting dates, or consolidation based oriticuial
financial information prepared by subsidiary, usles
impracticable. Where impracticable, the most redeancial
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statements of the subsidiary are used, adjustethéeffects
of significant transactions or events between téporting
dates of the subsidiary and consolidated finarstiailements.
The difference between the date of the subsididityancial
statements and that of the consolidated finandetesents
shall be no more than three months.

Non-controlling interests (NCI)

= A parent shall present non-controlling interestgha
consolidated balance sheet within equity, separatel
from the equity of the owners of the parent.

= Changes in a parent’s ownership interest in a didryi
that do not result in the parent losing controltlod
subsidiary are equity transactions (i.e. transastioith
owners in their capacity as owners).

Non-controlling interest is the equity in a subsidiary not
attributable, directly or indirectly, to a paremtor example,
when an investor acquires 100% share in a compiuay
there’s no non-controlling interest, because thestor owns
subsidiary’s equity in full. However, when an int@sacquires
less than 100%, let's say 80%, then there’s nortrolbing
interest of 20%, as the 20% of subsidiary’s ne¢@sselong to
someone else.

IFRS 3 permits 2 methods of measuring non-
controlling interest:

1. Fair value, or

2. The proportionate share in the recognized acquree’
net assets.
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Selection of method for measuring non-controlling
interest directly impacts the amount of goodwittagnized.

If a parent loses control of a subsidiary, theepar

(a) Derecognizes the assets and liabilities of thener
subsidiary from the consolidated balance sheet.

(b) Recognizes any investment retained in the forme
subsidiary at its fair value when control is loshda
subsequently accounts for it and for any amountsdolay or

to the former subsidiary in accordance with reléviad AS.
That fair value shall be regarded as the fair valoeinitial
recognition of a financial asset in accordance witth AS 39

or, when appropriate, the cost on initial recogmitiof an
investment in an associate or joint venture.

(c) Recognizes the gain or loss associated withldke of
control attributable to the former controlling irdet.

IFRS 3/ Ind AS 103 states that financial reporting for
Business Combinations should be done as per pwchas
method of accounting. Under purchase method of adtoay,

the acquirer identifiable assets and liabilitiesoidtd be
measured at their fair value on the acquisitiore datmethod
that requires significantly more effort than pogliof interests
method and will usually result in the recognitiohgoodwill

or negative goodwill on acquisition.

Ind AS 103 “Business Combinations” deals with the
accounting for business combinations in standatmevell as
consolidated financial statements. A set of assegsiired and
liabilities assumed are typically regarded as anass if they
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can together run independently as a going conceen i

consists of inputs and processes applied to thgaes, which
has the ability to create an output). If they dd constitute
business, the same shall be accounted as an asgsisit@on.

Ind AS 103 specifically provides for fair valuatiard assets,
liabilities and even non-controlling interest, whiwas earlier
described as minority interest and valued at theusrh of

equity attributable to minority shareholders. Oneeption to
such valuation is Common Control Business Comlonati
where the items are recorded at their carryingezalu

Consolidated financial statements: [IFRS 10:B86]
GOODWILL VALUATION (IFRS 3/ Ind AS 103)

Goodwill is an asset representing the future esvoo
benefits arising from other assets acquired in agin@ss
combination that are not individually identifiedcaseparately
recognized.

The acquirer shall recognize goodwill as of the

acquisition date measured as the excess of (a)loybelow:
(a) the aggregate of:

(i) the consideration transferred measured in @aace with
this Indian Accounting Standard, which generallguiees
acquisition-date fair value

(i) the amount of any non-controlling interesttire acquiree

measured in accordance with this Indian Accounting

Standard; and
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(i) in a business combination achieved in stagése
acquisition-date fair value of the acquirer's pomsly
held equity interest in the acquiree.

(b) the net of the acquisition-date amounts of itentifiable
assets acquired and the liabilities assumed mehsure
accordance with this Indian Accounting Standard. dn
business combination in which the acquirer andabguiree
(or its former owners) exchange only equity inteyeghe
acquisition-date fair value of the acquiree’s eguiiterests
may be more reliably measurable than the acquisdete fair
value of the acquirer’s equity interests. If s@ #tquirer shall
determine the amount of goodwill by using the asitjoin-
date fair value of the acquiree’s equity interestdead of the
acquisition-date fair value of the equity interestmnsferred.
To determine the amount of goodwill in a business
combination in which no consideration is transfésrehe
acquirer shall use the acquisition-date fair valofe the
acquirer’s interest in the acquiree determinedgiainvaluation
technique in place of the acquisition-date fairuealof the
consideration transferred.

The objective of IFRS 3 Business Combinationsois t
improve the relevance, reliability and comparapildf the
information that a reporting entity provides in fisancial
statements about a business combination and ésteff

More specifically, IFRS 3 establishes principles a
requirements for how the acquirer:
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+ Recognizes and measures the identifiable assets
acquired, the liabilities assumed and any non-
controlling interest in the acquiree;

« Recognizes and measures the goodwill acquireden th
business combination, or a gain from a bargain
purchase;

« Determines what information to disclose about the
business combination.

What is the difference between IFRS 3 and IFRS 107

Although it may seem that the IFRS 10 Consolidated
Financial Statements and IFRS 3 Business Combmmatieal
with the same thing, that’s not the whole truthtiBstandards
deal with business combinations and their finansialements.
But while IFRS 10 defines a control and prescribpscific
consolidation procedures, IFRS 3 is more about the
measurement of the items in the consolidated fia&nc
statements, such as goodwill, non-controlling edér etc. It
seeks to enhance the relevance, reliability andpemability of
information provided about business combinationsg. (e
acquisitions and mergers) and their effects. Is sait the
principles on the recognition and measurement ofuiaed
assets and liabilities, the determination of godidemd the
necessary disclosures.

INTRA — GROUP TRANSACTIONS

Intra-group transactions are transactions between
entities within a group of entities and that group
consolidated into one set of Consolidated Financial
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Statements. Intra-group transactions are not ittd parties
outside the scope of consolidation (this meansgtioeip of
companies consolidated to one unit). In the Codatéd
Financial Statements only balances and transactiemsin
with third parties outside the scope of consolmtati

In the consolidation process all company financial
statements of each reporting entity in the scope of
consolidation are first combined into a sub-cortilon, then
all intra-group transactions are eliminated, somes$ leaving
a small (not material) mismatch. Material mismagchave to
be investigated and corrected in close collabanatiith the
two entities involved. Also Intra-company transaot
(transactions with related companies outside thepescof
consolidation) may be netted, showing only the liemg
receivable or payable with that related company.

Any profits resulting from intra group transactioae
eliminated from the consolidated accounts. (Fomga this
would include fixed assets, stocks, investmentstedosferred
within the group). Any profits resulting from intrgroup
transactions are eliminated from the consolidatedoants.
(For example this would include fixed assets, stpck
investments etc. transferred within the group). The
consolidated financial statements are the statesmehtthe
group, i.e. an economic entity consisting of a pamnd its
subsidiaries. These consolidated financial statésnéren can
only contain revenues, expenses, profits, assetdiailities
that relate to parties external to the group. Atipents must
be made for intragroup transactions as these semal to the
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economic entity, and do not reflect the effectgrahsactions
with external parties. This is consistent with &émgity concept
of consolidation, which defines the group as theassets of
the parent, together with the net assets of thesidiaies.
Transactions between these parties internal taytbep must
be adjusted in full.

What is meant by ‘realisation of intragroup profits or
losses’?

Profits/losses are realised when an economic yentit
transacts with another external entity. For a groinis is
consistent with the concept that the consolidatedntial
statements show only the results of transactiornls @iternal
entities. The consolidated statement of profitazsland other
comprehensive income will thus show only realisedfi{s and
realised losses. Profits/losses recognised by gmempbers on
sale of assets within the group are unrealisedtpfiokses to
the extent that the assets are still within theugrdrealisation
of profits/losses on intragroup transactions inirgv assets
normally occurs when an external party gets invablwW/ith
intragroup sales of inventories, involvement of external
party, or realisation, occurs when the inventoason-sold to
an external entity. With intragroup sales of dejaigle assets,
realisation occurs as the asset is used up, abethefits are
received by the group as a result of use of theta3he
proportion of profits/losses realised in any oneiquk is
measured by reference to the depreciation chargedhe
transferred depreciable asset.
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ADJUSTMENT OF UNREALISED PROFIT

Another common adjustment is the removal of
unrealised profit. This arises when profits are enad intra-
group trading and the related inventories have not
subsequently been sold to customers outside thgpgtdntil
inventory is sold to entities out with the groupyaprofit is
unrealised and should be eliminated from the caosiad
accounts. In the consolidated statement of prafitogs we
must always consider two steps:

= Has there been any intra-group trading during e,y
irrespective of whether the goods are still inctlicie
inventory at the year end?

= Do any of the items remain in inventory at the end
the year?

REVALUATION OF ASSETS AND LIABILITIES

IFRS require fixed assets to be initially recordsd
cost, but there are two accounting models — therooslel and
the revaluation model.

In the revaluation model, an asset is initiallgaeled
at cost, but subsequently its carrying amount neinbreased
to account for appreciation in value. The differermetween
the cost model and revaluation model is that thaluation
model allows both downward and upward adjustmemaine
of an asset, while the cost model allows only doariv
adjustment due to impairment loss. This is thee@hodrrently
adopted by IFRS
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BONUS SHARES

The Subsidiary company may issue Bonus sharesreith
at the time of acquisition of shares by the holdiogpany or
after the acquisition of shares by the Holding camp For
issuing bonus shares, the accumulated profits inBtdance
Sheet of the subsidiary company are employed. Thesfés
may be capital or revenue in nature or a combinatioboth.
At the time of bonus issue the share of the Holdiogpany
as well as the minorities increases proportionatielyerms of
the ration of bonus issue) but the proportion efrtiownership
remains the same as before. If bonus shares aredissit of
capital profits are adjusted accordingly and bonhares
transferred to cost of control. If bonus sharesiadsout of
revenue profit of subsidiary company to that extevenue
profit stand capitalized and will affect capital eage or
goodwill as the case may be.

DIVIDEND ON EQUITY SHARES

The Subsidiary company may declare dividend on its
equity shares and the following are the possibsitiwith
respect to it.

a) Intention to propose dividend: In such a case sithee
proposal has not been approved in the meeting the
intention may be ignored and no adjustment is regujin
terms of calculation) with respect to this dividend
intention.

b) Proposed dividend: It is possible that dividend bagn
proposed in a meeting on the closing date of thantial
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year but no notification of this fact has been madéhe

books of the Holding company. In such a case, theuat

of dividend declared may be added to the profitshef

Subsidiary company (assuming this has been deduated

then the analysis of profits is performed in theuals

manner. No adjustment is needed in the books of the

Holding company.

c) Dividends Payable: In some cases, the dividendshinze
been declared by the Subsidiary firm may have been
adjusted for in both the books i.e. the Subsidiand
Holding company. In this case adjustment is madé@
books of the Subsidiary company. In the books @& th
Holding company the dividend that are receivabbenfthe
Subsidiary company will be credited to Profit ands&
Account of the Holding company (in terms of income
receivable on investments).lt is possible that dhes
dividends have been paid by the subsidiary firm ofut
Capital profit, revenue profit, combination of baiofit.

» If dividend of subsidiary company have been dedare
totally out of capital profit, then it is incorretttat this
capital income should stand credited to the revenue
P/L Account of the holding company. Therefore one
adjustment entry is made for remaining dividendrfro
the P/L Account of the holding company and they are
transferred to cost of control.

P/L Account (H Ltd.) Dr To Cost of control/
Investment Account

(With the amount of dividend receivable from the
Subsidiary firm)

School of Distance Education, University of Calicut 13
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>

If the dividend of the subsidiary firm have been
declared out of Revenue profit then they should be
credited to the P/L Alc. of the Holding Compamygla

of they are already included therein as per our
presumption, no adjustment is required.

The dividend receivable by Holding Company may be
partly out of capital profit or out of revenue ptadf
Subsidiary company. The portion paid out of capital
profit will be eliminated form P/L Account of Holaly
company and transferred to cost of control with
respect to the portion of the dividend receivahle af
revenue profit no adjustment is required. With es$p
to the minorities irrespective of the dividend @eet

by the Subsidiary company being payable out of
capital profit or revenue profit will be added to
minority interest.

d) Dividend paid: The Subsidiary company may have
declared a dividend in the course of the finangedr and
this fact has been adjusted for in both the bookkia fact
the cash liability has already been met by subsidiam
for the purpose of dividend payment. This impliesrée is
no liability outstanding with respect to payment of
dividends therefore no addition on account dividehds
to be made to minority interest.

>

the dividend must have been credited to P/L Account
out of capital profit, revenue profit are a combioa
from the subsidiary company’s books. The portioh ou
of capital profit stated earlier will be transfedrérom
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the P/L Account of the Holding company to the aufst
control.

» Share Premium: The share premium account may
appear in the Balance Sheet of the Holding company
at the time of consolidation. It will continue dsase
premium account. However if the holding company
has issued some of its own shares to the subsidiary
company the share premium due on this share will be
adjusted for in the cost of control. If share pnemi
appears in the books of subsidiary company, it bey
prior to the acquisition of shares by the holding
company in which case it is treated as capital profi
the analysis of profit. However, the share premium
arises after acquisition of share by a companyilit w
continue as share premium in the consolidated
Balance Sheet.

» Sale of Share: The holding company may sell some of
the share of the subsidiary company that it hokls a
investment. The P/L on such sale is transfer td abs
control. This changes the proportion of the Holding
company and minority interest and requires
adjustment in calculation of cost of control, miityr
interest and an analysis of profit will have to be
performed.

» Purchase of shares in instalments: The Holding
company may acquire shares in the subsidiary firm no
in once single instalment but in a number of
instalments. If the earlier dates of the acquisitioay
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be ignored. If however, shares have been acquired i
major instalments, a step by step analysis of profit
after taking into consideration the dates of adtjars

will have to be performed in the analysis of profit
between capital and revenue.
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MODULE II

ACCOUNTING FOR CORPORATE
RESTRUCTURING

Restructuring is the corporate management ternthfor
act of reorganizing the legal, ownership, operaticor other
structures of a company for the purpose of makinmare
profitable or better organized for its present meeklternate
reasons for restructuring include a change of osmpror
ownership structure, demerger or a response toisés apr
major change in the business such as bankruptogsiteoning
or buyout. Restructuring may also be describedaapocate
restructuring, debt restructuring and financiatneguring.

A merger is defined as the joining of two or more
companies to form a single legal entity. Generdhg, sets of
the smaller company are merged into those of tingeta
surviving company and shareholders of the target edther
bought out or become shareholders in the acquiring
corporation. A merger usually requires approval te
shareholders of both the acquiring corporation dredtarget
entity. An acquisition, on the other hand, is thechase of
more than 50% of the voting shares of one firm hygther.
Following the acquisition of two companies can o as
separate legal entities with the company referedsg the
parent company and the target as subsidiary. AmisitiQn
may be structured in one of the four forms: casfitipase of
assets, cash purchase of stock, issuance of stodss$ets, or
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issuance of stock for stock. In contrast to a merge an
acquisition the buyer can negotiate which assefsiithases
and which liabilities it assumes. Furthermorehd# transaction
is structured as an acquisition of the target'slstéhe buyer
negotiates only with the target shareholders ferddle of their
stock.

Acquisition accounting is a set of formal guidesne
describing how assets, liabilities, non-controllingterest
and goodwill of an acquired company must be replolte the
purchaser. The fair market value of the acquirechgany is
allocated between the net tangible and intangibéets portion
of the balance sheet of the buyer. Any resultirf(edince is
regarded as goodwill. All business combinations tmins
treated as acquisitions for accounting purposes.

When a company is suffering loss for several paaty
and suffering from financial difficulties, it may ogfor
reconstruction. In other words, when a companylanca
sheet shows huge accumulated losses, heavy fidtitand
intangible assets or is in financial difficulties i to over
capitalized, and then the process of reconstrudioastored.

Types of Reconstruction

Reconstruction may be external or internal whioh a
described below:

1. External reconstruction: When a company is suftgrin
losses for the past several years and facing fiakougsis,
the company can sell its business to another néwiged
company. Actually, the new company is formed toetak

School of Distance Education, University of Calicut 18



MCM2C06 : ADVANCED CORPORATE ACCOUNTING

over the assets and liabilities of the old compaRiyis
process is called external reconstruction. In otherds,
external reconstruction refers to the sale of theress of
existing company to another company formed for the
purposed. In external reconstruction, one compagy i
liquidated and another new company is formed. The
liquidated company is called "Vendor Company" ahd t
new company is called "Purchasing Company".
Shareholders of vendor company become the shaeaisold
of purchasing company.

2. Internal reconstruction: refers to the internal- re
organization of the financial structure of a compalt is
also termed as re-organization which permits thetieg
company to be continued. Generally, share capgal i
reduced to write off the past accumulated losseshef
company. The accounting procedure of internal
reconstruction is distinct from that of amalgamatio
absorption and external reconstruction.

ACCOUNTING FOR LIQUIDATION OF COMPANIES

A company comes into being through a legal process
and also comes to an end by the law. Liquidatiothéslegal
procedure by which the company comes to an ends Ehu
company being a creation of law, cannot die a ahtlgath. A
company, when found necessary, can be liquidated.tdrms
‘break-up basis’ and ‘liquidation basis’ are nofided terms
that are used in IFRS but are ones that are udedmally.
‘Break-up basis’ is used in some countries to $ygthat an
entity is at a stage where its assets are beirigedeaor are
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about to be realized as part of the process ofdajing the
entity. In other countries the terms ‘liquidatioasts’ or ‘an
orderly realisation basis’ are used and are broaglyvalent in
nature. An informative description of the prepamatibasis
adopted will often be more important than the ladd&libuted
to it. A second point is that each situation netedse assessed
on its own facts and circumstances as some eniiti@snon-
going concern situation will be closer to liquidetior ceasing
trading than others. The accounting will typicalgflect this.
For example, when an entity is in the process ahge
liquidated or will be liquidated imminently, thenéncial
statements might be prepared under what is sometieferred
to as a ‘break-up basis’ or ‘liquidation basis’.@tification of

the amount of any surplus that may be available for

distribution to the shareholders (i.e. what theugabf the
entity will be when it is ‘broken up’ into its sepde parts on
liquidation).

STATEMENT OF AFFAIRS

A Statement of Affairs is a document detailing a
company’s assets and liabilities. Generally prepaby a
liquidator or appointed professional during certaisolvency
proceedings, the document is later registered ahpaoies
House, where it becomes available for public view.

The Statement of Affairs includes details of aixed
or floating charges secured on company assetspanides
detailed information for interested parties — gattgrcreditors,
shareholders and the Insolvency Practitioner (I)t the
document could also prove to be of interest tomakbuyers.
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The Statement of Affair is a summary of Companysseds
and liabilities. It states a net book value and ami@xpected
to realize at the date of insolvency of the busnes
Accompanying the balance sheet is a list of creslitand
shareholders.

As per Section 454 of the Companies Act, the @ffic
or Directors of the Company under winding up ordegyst
make out and submit, within 21 days of the couotder, or
within such extended time, not exceeding three h®rtme,
as the liquidator or court may allow, a statememitaining the
following particulars.

(@) The assets of the company, stating separabalycash
balance in hand and at the bank, if any, and naigjeti
securities, if any, held by the company.

(b) Its debts and liabilities.

(c) The names, residences and occupations of dditors,
stating separately the amount of secured and uresgcebts;
and in the case of secured debts, particulars efsdturities
given, whether by the company or an officer therebéir
value and the dates on which they were given.

(d) The debts due to the company and the namdadenegs
and occupations of the persons from whom they aeeahd
the amount likely to be realised on account thereof

(e) Such further or other information as may besgnbed or
as the official liquidator may require.

The statement must be in the prescribed form aogeply
verified by an affidavit. It should be open for pestion by a
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creditor, or contributory of the company, on paymeh a
prescribed fee. The concerned creditor or contoityutan also
have an extract from it.

DEFICIENCY/SURPLUS ACCOUNT

An account supplementing the balance sheet of a
financially weak enterprise showing estimated pedion
values of assets and their insufficiency to meedditors'
claims and occasionally indicating the causes efdifficulty
is called as deficiency account. On the other harglrplus is
the residual amount of resources remaining aftperéod of
usage. In the accounting area, a surplus refdrgetamount of
retained earnings recorded on an entity's balaheets a
surplus is considered to be good, since it imphes there are
excess resources available that can be used ifutime. An
account supplementing the surplus fund is knowrswaplus
account.

LIQUIDATOR’S FINAL STATEMENT OF ACCOUNT

The liquidator's task is to realize the assets and
disburse the amounts among those who have a righdim to
it; in every case the liquidator has to preparetaement
showing how much he realized and how the amount was
distributed.

The following is the order in which disbursements vl be
made by the liquidator:—

(a) Secured creditors up to their claim or up te #mount
realized by sale of securities held by them, whiehas less.
The creditors themselves may sell the securitiesy will pay
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to the liquidator any surplus after meeting théaims. Only
the surplus is shown as a receipt; the paymentetwursd
creditors is not shown in the liquidator’'s finahtgment of
account. The balance left unsatisfied—that is wihenclaims
of the creditors are more than the amount reallaedale of
securities—will be added to unsecured creditors.

(b) Legal charges.

(c) Remuneration to the liquidator.
(d) Costs of winding up.

(e) Preferential creditors.

() Debenture holders or other creditors havingl@ating
charge on the assets of the company. (While pregpathe
Ligquidator's Statement of Account, payment to prefdial
creditors is shown, however, after the payment @bedture
holders having a floating charge.)

(g9) Unsecured creditors. (This may include liapiiih respect
of dividend or amounts due to shareholders on atcof
profits. In this case, the amount in respect ofd#imds, etc.,
shall be paid only after the outsiders are satisfie

(h) Preference shareholders,

(i) Equity shareholders. Unless the articles confaovisions
to the effect that preference shareholders aretleshtito
participate in the surplus left after meeting th&nss of the
equity shareholders in full, the whole of the anoleft after
payment to preference shareholders will go to theite
shareholders.
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The various claims have priority in the order menéd
above. Hence, if the amount available is exhaustidr
paying, say, the preferential creditors, paymennhoabe made
to unsecured creditors or anybody else coming dafier
preferential creditors. The form prescribed by apreme
Court is given later. While preparing the Liquiddgo
Statement of Account, it should be noted that thsreno
double entry involved. It is only a statement alihlo
presented in the form of an account. (It is reallsjummary of
the Cash Book after the start of liquidation).

Liguidator's Remuneration. In case of compulsory
winding up, the remuneration is fixed by the Coand the
amount is payable to the Court since the offiaguitator is a
salaried employee of the Government. In case ofintaly
winding up, the remuneration is fixed by the megtimhich
appoints the liquidator. The remuneration oncedigannot be
increased. Usually, the remuneration consists ajramission
on assets realized plus a commission on the amumaidt to
unsecured creditors. Unsecured creditors includdepential
creditors unless otherwise stated. The commission o
unsecured creditors is on the amount paid and heace
should be exercised in calculating the commission.

RECEIVER'S STATEMENT OF ACCOUNTS

A receiver is generally appointed by the Courtatke
possession of certain property for protective psegsoor for
receiving income and profits from the property afat
applying it as directed. Sometimes, a mortgagesdsis given
the power to appoint a receiver in certain circamses. The

School of Distance Education, University of Calicut 24



MCM2C06 : ADVANCED CORPORATE ACCOUNTING

debenture-holders may have the power under the ribetee
Deed. The Receiver will have the duty of duly actmg for
the sums received by him. In case the companyimnglveound
up, the Receiver (if appointed) will have to obsetiie rule
regarding preferential payments and after paying th
mortgagee by whom he is appointed (or paying th@ssons
for whose protection he is appointed by the Ccuetyvill have
to hand over the surplus to the Liquidator. Ther thus be
two accounts: (1) the Receiver’s Statement of Aat@und (2)
Liquidator's Final Statement of Account. The Reeeius
entitled to recover his expenses and remuneratimm sums
collected by him.

Problems

1. The following is the draft Balance Sheet of Divekse
having an authorized capital of Rs. 1,000 croresras
31% March, 2017:

(Rs. in crores)

[. Equity and Liabilities
1. Shareholders’ fund
a) Share Capital

Equity shares of 10 each fully 250
paid up

7501 1,000
b) Reserves and Surplus
(Revenue)
2. Non-current Liabilities
Long term borrowings
400

Secured against: (a) Fixed assets
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Rs.300 Cr. 600| 1,000
(b) Working Capital 2,000
Rs. 100 Cr. 4,000
Unsecured
3. Current Liabilities
Il. Assets

1. Non — Current Assets
a) Fixed assets

(i) Tangible Assets 800
Gross Block (200) 600
Less: Depreciation 400
b) Investment at Cost (Market 3,000

Value Rs. 1,000 Cr.)

4,000
2. Current Assets

Capital Commitments: Rs.700 Crores
The company consists of 2 divisions:

i. Established division whose gross block was Rs. 200
Crores and net block was Rs.30 Crores; currentsasse
were Rs. 1,500 Crores And working capital Rs. 1,200
Crores; the entire amount being financed by
shareholders’ funds.

ii. New project divisions to which remaining fixed asse
current assets and current liabilities related.

The following scheme of reconstruction was agregsahu
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a) Two companies, Sunrise Ltd. And Khajana Ltd. Are to
be formed. The authorized capital of Sunrise L$dRs.
1,000 Crores. The authorized capital of Khajana itd
Rs. 500 Crores.

b) Khajana Ltd. Is to take over investments at Rs. 800
Crores and unsecured loans at balance sheet Walsi#o
allot equity shares of Rs. 10 each at par to thelees
of Diverse Ltd. In satisfaction of the amount duedler
agreement.

c) Sunrise Ltd. is to take over the fixed assets amd N
working capital of the new project division alongthw
the secured loans and obligation of capital commitis
for which Diverse Ltd. is to continue stand guaeanat
book values. It is to allot one crore equity sharefs.

10 each as consideration to Diverse Ltd. Sunrisg Lt
made an issue of unsecured convertible debentudres o
Rs.500 crores carrying interest at 15% per annuch an
having right to convert into equity shares of RseHeh

at par on 31.3. 2019. The issue was made to theberasm

of Sunrise Ltd. as a right who grabbed the oppdsun
and subscribed in full.

d) Diverse Ltd. is to guarantee all liabilities tragséd to
the 2 companies.

e) Diverse Ltd. is to make a bonus issue of equityeshan
the ratio of one equity share for every equity shaeld
by making use of the revenue reserves.
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Assume that the above scheme was duly approvedchéy t
Honourable High Court and that there are no other
transactions. Ignore taxation.

You are asked to:

I. Pass journal entries in the books of Diverse Ltd. ,
and

ii. Prepare the balance sheet of the three companies
and the scheme of arrangement.

Ans:
Journal of Diverse Ltd.

Transactions with Khajana Ltd.
(Rs. in crores)

1 | Khajana Ltd. A/c 200
Dr. 600
Unsecured Loans A/c 400

Dr. 400
To Investment A/c

To Members Alc

(Being transfer to investments at
agreed value of Rs. 800 crores,
unsecured loans at Rs.600 crores) N.1

2 Members Alc 200

Dr. 200
To Khajana Ltd. A/c

(Being consideration received from
Khajana Ltd.)
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3 Members Alc
Dr.

To Capital Reserve Alc

(Being balance in members Alc
transferred)

Transactions with Sunrise Ltd.
(Rs. in crores)

1 | Sunrise Ltd. A/c (1 cr. Equity shares 4.0

Rs.10 each) Dr. 30
Provision for depreciation A/c (N.2) | 300
Dr. 100

gfcured loans against fixed asset A 1,700

Secured loans against working capital 600
Alc Dr. 1,500
Current Liabilities A/c (N.2) 40
Dr.

To Fixed Assets A/c (N.2

To Current Assets Alc
(N.2)

To Capital Reserve A/c

(Being assets and liabilities of new
project division transferred to Sunrise
Ltd. along with capital commitments
of Rs.700 crores, the differences
between consideration and the baok
values at which transferred assets and
liabilities appeared being credited |to
capital reserve.)
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Equity shares of Sunrise Ltd. 10

Dr. 10
To Khajana Ltd. A/c

(Being the receipt of one crore equijty

shares at Rs.10 each from Sunrise Ltd.

in full discharge of consideration on

transfer of assets and liabilities of new

project division)

Investment in Debentures A/c 500

Dr. 500
To Bank Alc

(Being issue of unsecured convertible

debentures by Sunrise Ltd., subscribed

in full)

Revenue Reserves A/c 250

Dr. 250

To Equity Share capital A/c

(Being allotment of 25 crores equity

shares of Rs.10 each as fully ps
bonus shares to the members of
company by using revenue reserves
the ratio of one equity share for eve
equity share held.

aid
the
5 in
ry
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Diverse Ltd.

Balance Sheet after the scheme of arrangement

Note (Rs. in
No. crores)
I Equity and liabilities
(1) Share holders’ funds 1 500

(a) Share Capital
(b) Reserves and surplus 2 740 1,240

(2) Current liabilities 300
Total 1,540
. Assets
(1) Non-current Assets
(a) Fixed assets: 3 30
(b) Non-current 4 510
investments
(2) Current assets (1,500 — 1,000
500)
Total 1,540
1. Capital commitments Nil

2. Contingent Liability
Guarantee given in respect of:

Capital commitments by 700
Sunrise Ltd.
Liabilities transferred to 2100
Sunrise Ltd.
Liabilities transferred to 600

Khajana Ltd.
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Notes to Accounts

(Rs. in crores)

1| Share capital:
Authorized capital:
100 crores Equity Shares of Rs.10 eagh 1,00(

Issued, subscribed and paid up capa
crores Equity Shares of Rs.10 each
paid-up

500

Of the above shares, 25 crores fully
Equity Shares of Rs.10 each have
issued as bonus shares by cation o
revenue reserves.

2| Reserves and Surplus:
1. Capital Reserve on transfer of:
Investments to Khajana Ltd. 200

Business of new project division 40| 240
Sunrise Ltd.

2. Surpluses (profit and loss Account):
As per last balance sheet 750

Less: Used for issue of fully pa 250| 500
bonus shares

3| Fixed assets: 740
Gross block:
As per last balance sheet 800
Less:Transfer to Sunrise Ltd. (600)200
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Provision for depreciation:
As per last balance sheet

Less: In respect of assets transfe
to Sunrise Ltd.

Investments (at cost):

Investment in Equity Instruments

In wholly owned subsidiary Sunr
Ltd.

1 crore equity shares of "10 each

15% unsecured convertible debent

200
(30)

Investment in Debentures and bonds

ures

(170)

30

10

500
510

Balance Sheet of Sunrise Ltd. after the schemerahgement

Note No.|(Rs. in crores)

| [Equity and liabilities

(1) Shareholders’ funds:

(a) Share Capital 1 10

(2) Non-current liabili ties:

(a) Long term borrowings

Secured loans 2 400

Unsecured loans 3 500 | 900
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(3) Current liabilities
Total

Assets

1. Non-current asset
(@) Fixed assets

(1 Tangible assets

(i) Intangible assets
(Goodwill)

(2) Current asset
(a) Cash and Cash equivalents
(b) Other current Asset
Total

Capital commitments

Guarantee given by Diverse L
in respect of :

Capital Commitments

Liabilities

U7

570
40

500
1,50

700

1700
2,610

610

Q2,000
2,610

2,100
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Notes to Accounts

(Rs. in crores)

1| Share Capital
Authorized Capital
100 crores Equity Shares of Rs.10 each 1,000
Issued, Subscribed and Paid-up capital 1 crore
Equity Shares of Rs.10 each fully paid-up 10

(All the above shares havbeen issued f
consideration other than cash, on takeov(
new project division from Diverse Ltd.

All the above shares are held by the hol
company Diverse Ltd.)

2| Secured Loans

(a) Against fixed assets 300

(b) Against working capital 100

3| Unsecured Loans 400
15% Unsecured convertible Debentures 500

- Convertible into equity shares of Rs.10 ¢
at par on 31.3.2019
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Balance Sheet of Khanjana Ltd. after the scheme of
arrangement

Notg (Rs. in
No.| crores)

[. Equity and liabilities
(1) Share holders’ funds:

(a) Share Capital 1 200
(2) Non-current liabilities:

(a) Long term borrowings
Unsecured loans 600
Total 800

Il. Assets

Non-current investments 800
Total 800

Guarantee given by Diverse Ltd.
respect of unsecured loans
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Notes to Accounts

(Rs.in
crores)

1 | Share Capital

Authorized
50 crores Equity Shares of Rs.10 each 500

Issued, Subscribed and Paid-up

20 crores Equity Shares of Rs.10 ¢ 200
fully paid-up

(All the above shares haveeen issued
members of Diverse Ltd. for considera
other than cash, on acquisition of investm
and taking over of liability for unsecut
loans from Diverse Ltd.)

Working Notes:
1. Amount Due from Khajana Ltd.
Investments 800
Less: Unsecured Loans  (600)

Net Consideration 200
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2. Segregation of Assets &Liabilities between
Established and New Division

As per information in point (i)

Establishe| o
Particulars | Total (A) Division | 28
(B) Division
(A-B)
1 Gross Block 800(Given)| 200(Given) |600(A-B)
Net Block 600(Given)| 30(Given) | 570(A-B)
Provision for 200 170 30

Depreciation
2 Current Assets 3,000 | 1,500 (Given) | 1,500 (A

(Given) B)
Working Capital| 1,000 1,200(Given) | (200)(A-

(Given) B)
Current 2,000 300 1,700

Liabilities

(Rs.in crores)

New

Establishec Project | Total

division division

1.| Fixed assets:

Gross block 200 600 800
Less:Depreciation (170) (30) (200
30 570 600
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Current assets 1,500 1,500 | 3,000

Less: Current liabilities (300) (2,700) (2,000)

Employment of funds 1,200 (200) 1,000
2.| Guarantee by Diverse

Ltd. against:

@ @ Capital 700

commitments

(i) Liabilities
transferred to Sunriseg
Ltd.

Secured loans against 300
fixed assets

Secured loans against 100
working capital
Current liabilities 1,700 2,100
(b) Liabilities 600
transferred to Khajana
Ltd.

2. Enterprise Ltd. has 2 divisions Laptops and Nésbi
Division Laptops has been making constant profitdev
division Mobiles has been invariably suffering less
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On 31st March, 2017, the division-wise draft Baknc

Sheet was:
(Rs. in crores)
Lap Mobiles|Total
tops
Fixed assets cost 250 500 | 750
Depreciation (225)] (400)| (625%)
Net Assets 25 100 |125
Current assets: 200 500 | 700
Less: Current liabilities (25)| (400) (42b)
(B) 175 | 100 |275
Total (A+B) 200 | 200 (400
Financed by:
Loan funds - 300 |300
Capital : Equity Rs.10 each 25 - 25
Surplus 175 | (100) | 75
200 | 200 (400

Division Mobiles along with its assets and liatiés
was sold for Rs.25 crores to Turnaround Ltd. a new
company, who allotted 1 crore equity shares of Redch at
a premium of Rs.15 per share to the members ofrfnse
Ltd. in full settlement of the consideration, iroportion to
their shareholding in the company.

Assuming that there are no other transactions, am@u
asked to:
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(ii)

(iii)
Ans.

Pass journal entries in the books of Enterprise Ltd

Prepare the Balance Sheet of Enterprise Ltd. after
the entries in (i).

Prepare the Balance Sheet of Turn around Ltd.

Journal of Enterprise Ltd.
(Rs. in crores)

Dr. Cr.
Rs. | Rs.

1)

(2)

Turnaround Ltd. Dr 25
Loan Funds Dr| 300
Current Liabilities Dr.| 400
Provision for Depreciation Dr. 400
To Fixed Assets 500
To Current Assets 500
To Capital Reserve 125

(Being division Mobiles alor
with its assets and

liabilities sold to Turnarour
Ltd. for Rs.25 crores)

Capital Reserve Dr. 25
To Turnaround Ltd. 25

(Being allotment of 1 cro
equity shares of Rs. 10 each
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at a premum of = 15 per sha
to the members of

Enterprise  Ltd. in fu
settlement of the consideration)

Notes:

@)

2

Any other alternative set of entries, with the
same net effect on various accounts, may be
given by the students.

Profitonsaleofdivisionmay,alternatively,becredit
edtoProfitandLossAccountinsteadofCapital
Reserve,inaccordancewiththerequirementsofAS5
(Revised)onNetProfitorLossforthePeriod, Prior
Period Items and changes in Accounting
Policies.

Enterprise Ltd.
Balance Sheet after reconstruction
(Rs. in crores)

Note
No.
[. | Equity and liabilities
(1) Share holders’funds
(a) Share Capital 25
(b) Reserves and surplus 1 1290
(2) Current Liabilities 25
Total 225
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Il.| Assets
(1) Non-current assets

(a) Fixed assets 25
(2) Current assets 200
Total 225

Notes to Accounts

(Rs. in
crores)

1. Reserves and Surplus 75
Add: Capital Reserve on reconstructipn 100
175

Note to Accounts: Consequent on transfer of Divisio
Mobiles to newly incorporated company Turn around
Ltd., the members of the company have been allatted
crore equity shares of Rs.10 each at a premiunRsofl5
per share of Turnaround Ltd., in full settlementtbé
consideration in proportion to their shareholdimgthe
company.
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Balance Sheet of Turnaround Ltd.

(Rs. in crores)

Note
No.
[. | Equity and liabilities
(1) Share holders’Vfunds
(a) Share Capital 1 10
(b) Reserves
and surplus: 15 o5
Securities
Premium
(2) Non-current liabilities
Long term 300
borrowings
(3) Current liabilities 400
Total 725
.| Assets
(1) Non-current asset:
Fixed assets
(i) Tangible assets 100
(i) Intangible 2 125| 225
assets
(2) Current asset 500
Total 725
School of Distance Education, University of Calicut 44



MCM2C06 : ADVANCED CORPORATE ACCOUNTING

Notes to Accounts

(Rs. in crores)

Share Capital:
Issued and Paid-up capital

1 crore Equity shares of 10 eac
fully paid up

10

(All the above shares have been
issued for consideration other than
cash, to the members of Enterprise

Ltd. on takeover of Division
Mobiles from Enterprise Ltd.)

Intangibles Assets:
Goodwill (N.1)

125

Working Note

Calculation of Goodwill/Capital Reserve for
Turnaround Ltd. Assets taken over

1.

Non-Current Assets

Current Assets
Total Assets (A)

Loan Funds

Current Liabilities
Total Liabilities (B)

100

500
600

300
400
700
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Net Assets C= (A-B)

Purchase Consideration (given) (D)
Goodwill (D-C)

(100)
25

125

3. Kuber Ltd. a non-listed company, furnishgsu with
the following draft Balance Sheet as at 3Match,2017:

(Rs.in
crores)
Equity and liabilities
(1) Share holders’ funds
(a) Share Capital:
Authorized capital
10C
Issued, subscribed and paid
capital
12% Redeemable preference 75 100
shares of Rs.100 each fully
paid
Equity shares of * 10 each fully paid 25
(b) Reserves and surplus:
Capital reserve 15
Securities premium 25
Surplus (profit and loss account) 260 300
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(2) Current liabilities

Assets
1. Non-current assets
Fixed assets: Cost
Less: Provision for depreciation

2. Non-current Investments at c@starke
value Rs. 400Cr.)

3. Current assets

100

(100

40
440

Nil

100

340
440

The company redeemed preference shares on 14t Apri
2017. It also bought back 50 lakh equity shareR®fil0 each
at Rs. 50 per share. The payments for the above made out
of the huge bank balances, which appeared as parrent

assets.

You are asked to:

() Pass journal entries to record the above

(i) Prepare balance sheet

(i) Value equity share on net asset basis.
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Ans.
Journal of Kuber Ltd.
(Rs. in crores)

Dr. Cr.
Rs. | Rs.

Redeemable preference share ceDr. 75

Account
To Bank Account 75

(Being redemption of 12% preference

shares pursuant to capital re-

organisation)

Revenue reserves Account Dr. 75
To Capital redemption reserve 75
Account

(Being amount equal to par value of
preference shares redeemed out of profits
transferred to capital redemption reserve)

Equity share capital Account Dr. 5
Securities Premium Account Dr. 20
To Bank Account 25

(Being buy-back of 50 lakh equity
sharesof Rs.10 each from the members
at a price of © 50 per share, premium
paid transferred to Securities Premium
Account)

Revenue reserves Dr.

To Capital redemptic
reserve

(Being transfer tacapital redemption reser
on buy-back out of reserves)
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Kuber Ltd.
Balance Sheet (after reconstruction)

Note
No.

(Rs.
crores)

Equity and liabilities
(1) Shareholdersfunds
(a) Share Capital

(b) Reserves a
Surplus

(2) Current liabilities
Total

Assets

(1) Non-current Asset:

(a) Fixed Asset
(100-100)

(b) Non-current
investments (mark
value: Rs. 400 crore

(2) Current asset

Total

20
280

300

40
340

100

240
340
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Notes to Accounts

(Rs. in crores)

1. Share Capital

1. Authorised Capital

2. Issued, Subscribed and

Paid-up
200 lakhs Equity Shares ¢
10 each fully paid up

(50 lakhs Equity Shares of ~ 10
each have been bought back put
of Securities Premium account
at ~ 50 per share and 12% [7/5
lakhs Redeemable Preferernce
Shares of * 100 each fully paid
up, have been redeemed on |1st
April, 2017)

2. Reserves and Surplus
(1) Capital Reserve

(2) Capital Redemption
Reserve

As per last account

Add Transfer fron
Revenue Reserves (75 + b)

(3) Securities Premiu

100

20

15

80
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Reserve (25 -20)

(4) Surplus (Profit and Loss
Alc)

As per last account 260

Less Transfer to Capit (80 180
Redemption Reserve (75

5)
280

Net asset value of an equity share

(Rs.in

crores)
Investments (at market value) 400
Net current assets 200
Net assets available to equity shareholders 600

No. of equity shares : 2 crores

Value of equity shares = 600 crores =
Rs. 300 crores

2 @or

Note: As regards treatment of loss (profit) on buy-back,
there is no authoritative pronouncement as to wdrethe
difference between the nominal value and the amgpard
should be treated as capital or revenue in natarhe given
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case, the debit has been given to Securities pramiu
account. Also, in the absence of any other inforomatit
may be assumed that shares have been bought back ou
free reserves. However, the securities premium wadcbas
restrictive use. Therefore, the companies may onpttilize
the securities premium account for buy back, ifilade,
rather to use the free reserves which can be usedther

purposes infuture.

4. Maxi Mini Ltd. has 2 divisions - Maxi and
Mini.The draft Balance Sheet as at 31st October,

2017 was asunder:

Maxi Mini Total
division |division|(in crores
Rs. Rs. Rs.

Fixed assets:
Cost 600 300 900
Depreciation (500) (200) | (600)
W.D.V. (A) [100 200 300
Net current asse
Current assets 400 300 700
Less: Current liabilities (100) (200) | (200)
(B) 300 200 500
Total (A+B) 400 400 800
Financed by :
Loanfunds (A) 100 100
(secured by a charge
fixed assets)
Own funds:
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Equity capital 50
(fully paid up " 10 shares)

Reserves and surplus 650
(B) 700
Total (A+B) 400 400 800

It is decided to form a new company Mini Ltd. tedaver the
assets and liabilities of Mini division. AccordiggMini Ltd.
was incorporated to take over at Balance Sheetdiyihe
assets and liabilities of that division. Mini Lt to allot 5
crores equity shares of ~ 10 each in the companyh&
members of Maxi Mini Ltd. in full settlement of the
consideration. The members of Maxi Mini Ltd. arertifore to
become members of Mini Ltd. as well without haviognake
any further investment.

(@ You are asked to pass journal entries in relation
to the above in the books of Maxi Mini Ltd. and
Mini Ltd. Also show the Balance Sheets of the 2
companies as on the morning of 1st November,
2017, showing corresponding previous year’'s
figures.

(b) The directors of the 2 companies ask you to find
out the net asset value of equity shares pre and
post demerger.

(¢ Comment on the impact of demerger on
“shareholders wealth”.
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Ans.
Demerged Company: Mini Division of “Maxi Mini
Ltd.”
Resulting Company: “Mini Ltd.”
(@ Journal of Maxi Mini Ltd. (Demerged Company)
(Rs.in crores)

Dr. Cr.
Rs. Rs.

Current liabilities A/c Dr. 100

Loan fund (secured) A/c Dr. 100

Provision for depreciation A/c  Dr. 100

Loss on reconstruction (BalancDr. 300

figure) 300

To Fixed Assets Alc

To Current assets Alc 300

(Being the assets and liabilities of M

division taken out of the books on transfe

the division to Mini Ltd., the considerati

being allotment to the members of

company of one equity share of * 10 eacl

that company at par for every share he|

the company vide scheme of reorganizatjon)
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Journal of Mini Ltd.

(Rs.
crores)

in

Dr.
Rs.

Cr.
Rs.

Fixed assets (300-100) A/c Dr.
Current assets A/c Dr.
To Current liabilities Alc

To Secured loan funds
Alc

To Equity share capital
Alc

To Capital reserve

(Being the assets and liabilities of
Mini division of Maxi Mini Ltd.
taken over and allotment of 5
croresequity shares of Rs.10 each at
part as fully paid up to the members
of Maxi Mini Ltd.)

200
300

100
100

50

250
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Maxi Mini Ltd.

Balance Sheet as at 1st November, 2017

(Rs. in crores)
Notg  After Before
e reconstructioReconstructign
[.  |[Equity and liabilities
(2) Shareholder’s
funds
(a) Share Capital 1 50 50
g)arpluseserves a 350 650
iobiitis 400 700
Secured loan - 100
(3) Current liabilities 100 200
Total -
500 1,000
II. |Assets
(1) Non-
CurrentAssets 2
Fixed assets : 100 300
(2) Current asset 400 700
Total 500 1,000
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Notes to Accounts

After Before
reconstructiorreconstructiorn
1. | Reserves and Surplus 650 650
Less: Loss on (300) -
reconstruction
350 650
2. | Fixed Assets 600 900
Less: Depreciation (500) (600)
100 300

Note to Accounts: Consequent on reconstruction of the

company and transfer

of Mini

division

to newly

incorporated company Mini Ltd., the members of the
company have been allotted 5 crores equity shdré&so

10 each at part of Mini Ltd.
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Mini Ltd.
Balance Sheet as at 1 November, 2017
Note (Rs. in crores
No.
[. | Equity and liabilities
(1) Shareholder’s funds
(a) Share Capital 1 50
(b) Reserves and 250
Surplus 300
(2) Non-current
liabilities
Secured loans 100
(3) Current iabilities 100
Total 500
Il. | Assets
(1) Non-current asset
(a) Fixed assets 200
(2) Current asset: 300
Total 500
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Notes to Account

(Rs.
in
crores)

1. Share Capital:
Issued and paid up :
5 crores Equity shares of ~ 10 each fully |

up 50
(All the above shares have been issued for
consideration other than cash, to the
members of Maxi Mini Ltd., on takeover of
Mini division from Maxi MiniLtd.)

(b) Net asset value of an equity share

Pre-demerger
Post- demerger

Maxi Mini Ltd.: Rs.700 crores = Rs. 140
Rs.400 crores = Rs. 80

S crores S crores

Mini Ltd.: Rs.300 crores = Rs.80 5 crores

(c) Demerger into two companies has had no
impact on “net asset value” of shareholding.
Pre- demerger, it was Rs. 140 per share. After
demerger, it is Rs.80 plus Rs.60 i.e. Rs.140 per
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original share. It is only yield valuation that is
expected to change because of separate focusing
on two distinct businesses whereby profitability

is likely to improve on account of deme

rger.

A Ltd. agreed to absorb B Ltd. on 31st March 20dfFipse

summarized balance sheet stood as follows:

Current Liabilities &
Provisions

Trade payables 1,00,000

Equity and Liabilities [Rs. Assets Rs.
Share Capital
80,000 shares of Fixed Assets  7,00,(

" 10 each fully paid 8,00,000 Investments —

Reserves & Surplus Current Assets

General Reserve 1,00,00Q.0ans &
Advances

Secured Loan — Inventory  in1,00,000
trade

Unsecured Loan — Trade 2,00,000

receivables

10,00,000

10,00,000

D00

The consideration was agreed to be paid as follows:

(@ A payment in cash of Rs.5 per share in B Ltd. and
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(b) The issue of shares of Rs.10 each in A Ltd., on
the basis of 2 Equity Shares (valued at Rs.15)
and one 10% cumulative preference share
(valued at Rs.10) for every five shares held in B
Ltd.

The whole of the share capital consists of
shareholdings in exact multiple of five except the
following holding.

Chopra 116

Karki 76

Amar Singh 72

Malhotra 28

Other individuals 8 (eightmembers holding o
shareeach)
300

It was agreed that A Ltd. will pay in cash for fiaoal shares
equivalent at agreed value of shares in B Ltd. i&b for five
shares of ~ 50 paid.

Prepare a statement showing the purchase conswterat
receivable in shares and cash.
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Ans.

(@) Schedule of Fraction

chang
HoldingExchangeab in. Preference Non
of | innearest |€quityExchangeab -
Shareg multiple of | (C)=| (D)= | (a)_
(A) | five(B) |B)/5 (B)/5X1| (B)
X2
Chopra 116 115 46 23 1
Karki 76 75 30 15 1
Amarsingh 72 70 28 14 2
Malhotra | 28 25 10 5 3
Others 8 - - - 8
300 285 114 57 15
Shares Exchangeable: Equity Shares in ALtd.
No. No.
(i) 80,000-300 (Total 479,700 |2/5 there 031,880
above)
300-15 (Total E Above)| 285 |2/5there of 114
79,985 31,994
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Shares Exchangeable: Preference Shares in A Ltd.

Shares held
asinb (i) 79,700 | 1/5 there of 15,940
as in b (i) 285 | 1/5 there of 57
79,985 15,997
(b) There are 15 shares in B Ltd. which are not
capable of exchange into equity and
preference shares of A Ltd. they will be paid
150 x 65 = Rs.195
50
Purchase Consideration Rs.
31,994 Equity Shares @ Rs.15 each 4,79,910
15,997 Preference shares @ Rs.10 each 1,59,970
Cash on 79,985 @ Rs.5 each 3,99,925
10,39,805
Add: Cash for 15 shares 195
10,40,000
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MODULE Il
ACCOUNTING FOR TAXATION

It is important to understand how to account for
taxation, because it has an impact on the incoateraent (in
the tax expense account) and the balance shette(imcome
tax and deferred tax accounts). The tax expensheoincome
statement has three components: the tax chargbdagreriod,;
any under- or over-provision of tax for the prewwoperiod;
and the increase or decrease in the deferred taxspn.

CURRENT TAX EXPENSE

Current tax is defined as the amount of incomegax
payable/ (recoverable) in respect of the taxablitpr(tax
loss) for a period. It is the tax that the entiigpects to pay/
(recover) in respect of a financial period

DEFFERED TAX

The tax effect on the timing differences is ternasd
deferred tax which literally means taxes which dederred.
Deferred tax is recognized on all timing difference
Temporary and Permanent.

These deferred taxes are given effect to in thaniial
statements through Deferred Tax Asset and Liakaktyinder:

Sl. Entity — | Entity—

NoO Entity Profit Statu Current | Euture Effect

[92)

1 [Book profit highePay less tépay moriCreates
than the Taxabnow tax inDeferred Ta
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profit future |Liability
(DTL)
Book profit is IesPa morPay lesCreates
2 [than the Taxabtaxynow tax inDeferred Ta
profit future |Asset (DTA)

With respect to timing differences related to
unabsorbed depreciation or carry forward lossesA D3
recognized only if there is future virtual certgintt means
DTA can be realized only when the company reliably
estimates sufficient future taxable income. Thg fer virtual
certainty has to be done every year on balance dagzand if
the condition is not fulfilled, such DTA/DTL shoulzk written
off.

While computing future taxable income, only prefit
pertaining Business and Professional should beideresl and
not the income from other sources.

A deferred tax liability as being the amount ofame
tax payable in future periods in respect of taxdblaporary
differences. So, in simple terms, deferred taxais that is
payable in the future. However, to understand ti@Bnition
more fully, it is necessary to explain the termxdhale
temporary differences’.

Temporary differences are defined as being diffess
between the carrying amount of an asset (or ligilvithin
the Statement of Financial Position and its taxebas. the
amount at which the asset (or liability) is valutmt tax
purposes by the relevant tax authority.Taxable teany
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differences are those on which tax will be changetthe future
when the asset (or liability) is recovered (or lsdit
A deferred tax liability is recorded in respect af taxable
temporary differences that exist at the year-endhis is
sometimes known as the full provision method.

Within financial statements, non-current asset \ai
limited economic life are subject to depreciatittowever,
within tax computations, non-current assets arejestbto
capital allowances (also known as tax deprecia@mates set
within the relevant tax legislation. Where at treasend the
cumulative depreciation charged and the cumulatizpital
allowances claimed are different, the carrying gabf the
asset (cost less accumulated depreciation) wil beedifferent
to its tax base (cost less accumulated capitalvalhaes) and
hence a taxable temporary difference arises.

Assets

Financial statement basis > tax basis = TTD
Financial statement basis <tax basis = DTD

Liabilities :

Financial statement basis > tax basis = DTD
Financial statement basis <tax basis = TTD

Taxable Temporary Differences(TTD)

« These will result intaxable amounts when an asset is
recovered or a liability is settled.
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+ Hence, these result in deferred tax liabilitiesisTineans
the company will pay more tax in the future.

Items that give rise to taxable temporary diffeenare:
« Receivables resulting from sales.
« Prepaid expenses.
- Tax depreciation rates > accounting rates.
+ Development costs capitalized and amortized.
Deductible Temporary Differences(DTD)

« These will result ideductibleamounts when an asset is
recovered or a liability is settled.

« Hence, these result in deferred tax assets. Thamsnihe
company will pay less tax in the future.

Items that give rise to deductible temporary ddfeses are:
« Accrued expenses.
« Unearned revenue.
« Tax depreciation rates < accounting rates.
« Tax losses.

Deferred Tax Liability (DTL) or Deferred Tax Asset
(DTA) item forms an important part of your Finarcia
Statements.

The basic difference between deferred tax asset an
deferred tax liability is the difference in incontbat is
computed as per the provisions of different lawem8g
differences that arise due to application of déferprovisions
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of law are temporary differences i.e. the diffees¢hat get
eliminated over a period of time. These temporaffgmrnces
are accounted for, recognized and carried forwartié books
of accounts and accordingly Deferred tax asset aud
Deferred tax liability A/c are created. The followgi table

shows the major differences between Deferred TasetAand

Deferred Tax Liability: -

Deferred Ta

Deferred Tax Liability

X

Asset
1 | When profits as per tgxl | When profits as per ta
laws is more than profifs | laws is less than profits @s
as per books of accounts, | per books of accounts,
Deferred tax asset |s | Deferred tax liability i
required to be created. required to be created.
2 | Deferred Tax Asset] 2 | Deferred Tax liability
journal entry journal entry
Deferred Tax Assdgt | Profit & Loss A/C .......
AlC....... Dr Dr
To Profit & Loss Alc To Deferred  Ta
Liability A/c
3 | It is shown under thg3 | It is shown under the hea
head of Non- Currerft |of Non- Current Liability
Assets in the balande [ inthe balance sheet.
sheet.

.d
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It is important to mention that both the deferted
asset and deferred tax liability are created fer tdhmporary
differences only. These differences are temporanature and
with the time the impact of these differences gditsinated.
Deferred tax asset items as well as deferred &pility items
are a prominent aspect of every company’s financial
statements. This difference in timings of both,egivise to
certain variance in the company’s accounting. Thestm
generic forms of deferred tax are Deferred Tax Assel
Deferred Tax Liability. Deferred tax assets origenahen the
amount of tax has either been paid or has beereddarward
but it has still not been acknowledged in the statet of
income. The actual value of the deferred tax assg¢nerated
by comparing the book income with the taxable ineoifihe
biggest benefit of the deferred tax asset is thaduses the
company'’s tax liability to go down tremendousltie future.

The conditions that cause origin of deferred tax &®t are as
follows:

= The taxing authority takes the expenses into adcoun
much before time.

= A tax on the revenue earned is levied before time.
= There is a difference in tax rules for asset and
liabilities.
Deferred tax liabilities, on the other hand oramm
when a company underpays the amount of taxes duehw

would eventually pay in the future. It should benesmbered,
however, that underpaid does not mean that they Hmnt
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fulfilled their tax-duties, it's just that the taxevould be paid
on a different timescale. It is a tax to be paidfuture. In
simple words, deferred tax liabilities are the ogf® of
deferred tax asset, which occur when the taxabteme is
lesser as compared to the income mentioned in ribenie
statements of the company.

The conditions that cause origin of deferred tax &bility
are as follows:

* In order to showcase great profits to the sharets|d
the companies often push their profits.

= When companies keep more than one copies of the
financial statement, for their own personal useaor
furnishing the same to tax authorities. This idechl
dual accounting.

= Sometimes companies also push the current praofibs |
future, this gives them the opportunity to decreihse
tax amount. By doing this instead of paying theesav
money as taxes, they use that extra money for rgakin
investments.

Deferred Tax Expense” refers to the income taxceften a
balance sheet arising out of difference taxableorme
calculated on the basis of the company’s accountiethod
and the accounting income calculated on the bdgmxdaws.
Further, it can also be termed as the income tiectefiue to
timing differences — temporary or permanent, whiish
basically taxes that are deferred. Deferred taa method of
accounting for tax on an accruals basis. Deferagdekpense
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(income) is the amount of tax expense (incomelohet in the
determination of profit or loss for the period iaspect of
changes in deferred tax assets and deferred téxities
during the period.
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MODULE IV
ACCOUNTING FOR REVENUE AND LEASES

IFRS 15/ Ind AS 115

IFRS 15 Revenue from contracts with customers
applies to all contracts with customers except ieases,
financial instruments and other contractual rights
obligations within the scope of IFRS 9. A contragth a
customer may be partially within the scope of IFES and
partially within the scope of another standard. Téwme
principle of IFRS 15 is that an entity will recogairevenue to
depict the transfer of promised goods or servioesustomers
in an amount that reflects the consideration toctvithe entity
expects to be entitled in exchange for those gaadsservices.
The core principle is delivered in a five step mddamework,
ie.

a. ldentify the contracts with a customer.
b. Identify the performance obligations in the contrac
c. Determine the transaction price.

d. Allocate the transaction price to the performance
obligations in the contract.

e. Recognize the revenue when (or as) the entityfiatis
a performance obligation.

Contracts with customers will be presented in an
entity’s statement of financial position as a caatrliability,
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contract asset or a receivable depending on tregigeship
between the entity’s performance and the custonpaysnent.
A contract liability is presented in the statemehtfinancial
position where a customer has paid an amount cfideration
prior to the entity performing by transferring tredated good
or service to the customer. Where the entity hatopeed by
transferring a good or service to the customerthacustomer
has not yet paid the related consideration, a aohtsset or a
receivable is presented in the statement of firrmosition,
depending on the nature of the entity’'s right tastderation.
A contract asset is recognized when the entityghtrito
consideration is conditional on something otherntthae
passage of time, for example future performandé®f entity.
A receivable is recognized when the entity’s rigtd
consideration is unconditional except for the pgss# time.

IFRS 15 establishes the principles that an eafiplies
when reporting information about the nature, amptinting
and uncertainty of revenue and cash flows fromrdraot with
a customer. Applying IFRS 15, an entity recognizz&nue to
depict the transfer of promised goods or servicesthe
customer in an amount that reflects the considerat which
the entity expects to be entitled in exchangelios¢ goods or
services.

To recognize revenue under IFRS 15, an entityieppl
the following five steps:

« ldentify the contract(s) with a customer.

- Identify the performance obligations in the contrac
Performance obligations are promises in a contact
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transfer to a customer goods or services that are
distinct.

« Determine the transaction price. The transactiocepr
is the amount of consideration to which an entity
expects to be entitled in exchange for transferring
promised goods or services to a customer. If the
consideration promised in a contract includes &b
amount, an entity must estimate the amount of
consideration to which it expects to be entitled in
exchange for transferring the promised goods or
services to a customer.

« Allocate the transaction price to each performance
obligation on the basis of the relative stand-alone
selling prices of each distinct good or servicenpiszd
in the contract.

« Recognize revenue when a performance obligation is
satisfied by transferring a promised good or sertica
customer (which is when the customer obtains cbntro
of that good or service). A performance obligatioay
be satisfied at a point in time (typically for priz@s to
transfer goods to a customer) or over time (typydalr
promises to transfer services to a customer). For a
performance obligation satisfied over time, an tgnti
would select an appropriate measure of progress to
determine how much revenue should be recognized.

Under Ind AS 115, entities are required to allediie
transaction price to each performance obligationdjstinct
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good or service) in proportion to its stand-aloe#irsy price
i.e. the price at which an entity would sell themrsed good
or service separately to a customer.

VARIABLE CONSIDERATION

If a transaction includes a variable amount, atityen
should estimate the amount of consideration to viwill be
entitled in exchange for transferring the promiggmbds or
services to a customer. Items such as discourddjtgr price
concessions, returns and performance bonuses rsait e
variable consideration.

LONG TERM CONTRACTS

In the construction industry, it is very common &
customer to be required to pay a deposit or portibrihe
contract price upfront. There can also be cashiptcérom
customers which do not correspond with the timirigtiee
recognition of revenue. IFRS 15 requires the entitgonsider
if this represents a financing arrangement. Ifirsarfcing
component is significant, IFRS 15 requires an ddjest to be
made for the effect of implicit financing. Similgylaerospace
and defence industry absorb long term contracts.

REVENUE RECOGNITION FROM CONSTRUCTION
CONTRACTS

IFRS 15 contains specific, and more precise guean
to be applied in determining whether revenue iogeazed
over time (often referred to as ‘percentage of detrgm’
under existing standards) or at a point in time.
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The general principle is that revenue is recogniaiedpoint
in time. However, if any of the criteria in IFRS 15, aretm
revenue should be recognizeder time.

If revenue is recognized at a point in time, tierall
principle is that revenue should be recognizechatpoint in
time at which it transfers control of the good ervice to the
customer.

The following indicators should be considered to
determine whether control of an asset or service heen
transferred:

« Does the customer have a present right to paynoerlté
asset?

- Does the customer have legal title to the asset?

« Has the entity transferred physical possessioh@fsset
to the customer?

« Does the customer have significant risks and resvafd
ownership of the asset?

« Has the customer accepted the asset?

If revenue is recognized over time, the overahgple is
that revenue is recognized to the extent that e&the vendor’'s
performance obligations has been satisfied. IFRSpésnits
either output or input methods to be used to calculate the
amount of revenue to be recognized. dutput method results
in revenue being recognized on the basis of dmezdsurement
of the value of goods or services transferred te,dahileinput
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methods result in revenue being recognized based on messur
such as resources consumed, costs incurred or meglcburs.

It is noted explicitly that when input methods ased, there
may not be a direct relationship between the infamg
used, and the transfer of goods or services to a
customer. Consequently, any inputs that do noateel
directly to the vendor’'s performance in transfegrithose
goods and services are excluded when measuringgsop
date.

ACCOUNTING FOR LEASES (IAS 17/Ind AS 17)

Leases prescribes the accounting policies and
disclosures applicable to leases, both for less@éslessors.
Leases are required to be classified as eithendmdeases
(which transfer substantially all the risks and aeds of
ownership, and give rise to asset and liabilityoggttion by
the lessee and a receivable by the lessor) anctipgteases
(which result in expense recognition by the lesseé) the
asset remaining recognized by the lessor).The tigeof IAS
17 is to prescribe, for lessees and lessors, tipeoppate
accounting policies and disclosures to apply iratreh to
finance and operating leases.

IAS 17 applies to all leases other than leaseeageats
for minerals, oil, natural gas, and similar regatige
resources and licensing agreements for films, ddedays,
manuscripts, patents, copyrights, and similar items

However, IAS 17 does not apply as the basis of
measurement for the following leased assets:
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« property held by lessees that is accounted for as
investment property for which the lessee uses dire f
value model set out in IAS 40

« investment property provided by lessors under
operating leases (IAS 40)

+ biological assets held by lessees under financgesea
(IAS 41)

+ biological assets provided by lessors under opwgati
leases (IAS 41)

Classification of leases

A lease is classified as a finance lease if ihgfars
substantially all the risks and rewards incidenwenership.
All other leases are classified as operating leases
Classification is made at the inception of the éed&hether a
lease is a finance lease or an operating leasendsp the
substance of the transaction rather than the f@ituations
that would normally lead to a lease being classifes a
finance lease include the following:

- the lease transfers ownership of the asset toettaeé
by the end of the lease term

+ the lessee has the option to purchase the assqirite
which is expected to be sufficiently lower thanr fai
value at the date the option becomes exercisaatedh
the inception of the lease, it is reasonably certhat
the option will be exercised
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+ the lease term is for the major part of the econdifa
of the asset, even if title is not transferred

« at the inception of the lease, the present valuthef
minimum lease payments amounts to at least
substantially all of the fair value of the leasedet

- the lease assets are of a specialised nature kath t
only the lessee can use them without major
modifications being made

When a lease includes both land and buildings
elements, an entity assesses the classificati@act element
as a finance or an operating lease separatelyeterrdining
whether the land element is an operating or a iedease, an
important consideration is that land normally hasralefinite
economic life. However, separate measurement oftieand
buildings elements is not required if the lesseégest in both
land and buildings is classified as an investmenpgrty in
accordance with IAS 40 and the fair value modeldspted.

Finance lease is often used to buy equipmentHer t
major part of its useful life. The goods are finatheex GST
and have a balloon at the end of the term. Hertheaend of
the lease term, the lessee will obtain ownership thef
equipment upon a successful 'offer to buy' the mgent.
Traditionally this 'offer' is the balloon amountn@he other
hand, an operating lease agreement to finance mguipfor
less than its useful life, and the lessee cannmetguipment to
the lessor at the end of the lease period withowyt farther
obligation.
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The major differences between Operating and Fimgnci
Leases are:

1. Title: In a finance lease agreement, ownership of the
property is transferred to the lessee at the enihef
lease term. But, in operating lease agreement, the
ownership of the property is retained during artdraf
the lease term by the lessor.

2. Balloon/residual amount: In finance lease agreement,
there is a balloon/residual option for the lessee t
purchase the property or equipment at a specifoepr
But, under an operating lease, the lessee dodsanet
this option.

3. Running costs & administration: Under an operating
lease all running costs (servicing, registratiomeg,
insurance etc) are included in the lease within the
designated term and usage km with one set monthly
repayment amount. Under a finance lease these are
generally not included meaning there can be greater
administration and price fluctuation for the lessee

4. Account treatment: Operating lease are treated as
expenses (i.e. off balance sheet items) where as a
finance lease is included as an asset for thedesse

Accounting by lessees

The following principles should be applied in the
financial statements of lessees:

« At commencement of the lease term, finance leases
should be recorded as an asset and a liabilitheat t
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lower of the fair value of the asset and the pregalue

of the minimum lease payments (discounted at the
interest rate implicit in the lease, if practicalde else

at the entity's incremental borrowing rate).

Finance lease payments should be apportioned betwee
the finance charge and the reduction of the outigtgn
liability (the finance charge to be allocated sotas
produce a constant periodic rate of interest on the
remaining balance of the liability).

The depreciation policy for assets held under foean
leases should be consistent with that for ownedtgss

If there is no reasonable certainty that the lesgile
obtain ownership at the end of the lease — thet asse
should be depreciated over the shorter of the lease

or the life of the asset.

For operating leases, the lease payments should be
recognised as an expense in the income statement ov
the lease term on a straight-line basis, unlesshano
systematic basis is more representative of the time
pattern of the user's benefit.

Incentives for the agreement of a new or renewed

operating lease should be recognised by the lessea
reduction of the rental expense over the lease, ter@spective
of the incentive's nature or form, or the timingpafyments.

Accounting by lessors

The following principles should be applied in the

financial statements of lessors:
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At commencement of the lease term, the lessor dhoul
record a finance lease in the balance sheet as a
receivable, at an amount equal to the net invedtimen
the lease.

The lessor should recognise finance income basea on
pattern reflecting a constant periodic rate of nreton
the lessor's net investment outstanding in respleitte
finance lease.

Assets held for operating leases should be pregémte
the balance sheet of the lessor according to theea

of the asset. Lease income should be recognised ove
the lease term on a straight-line basis, unlesshano
systematic basis is more representative of the time
pattern in which use benefit is derived from thaeskd
asset is diminished.

Incentives for the agreement of a new or renewed

operating lease should be recognised by the leasomla

reduction of the rental income over the lease témespective

of the incentive's nature or form, or the timingpaEfyments.

Initial direct and incremental costs incurred bgskars in

negotiating leases must be recognised over thee leasn.

They may no longer be charged to expense when raggtur
This treatment does not apply to manufacturer atesldessors
where such cost recognition is as an expense wWiesdlling

profit is recognised.

NEW STANDARD ON LEASE (IFRS 16/ Ind AS 116)

Leasing is an important and widely used financing

solution. It enables companies to access and ugeepy and
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equipment without incurring large cash outflowshes start. It

also provides flexibility and enables lessees tdresk the

issue of obsolescence and residual value risk. dat f
sometimes, leasing is the only way to obtain the af a

physical asset that is not available for purchase.

Under existing rules, lessees account forlease

transactions either as operating or as financesakpending

on complex rules and tests which, in practice, lngght-lines’
resulting in all or nothing being recognized onaae sheet
for sometimes economically similar lease transastibhe
impact on a lessee’s financial reporting, assednfomg, IT,
systems, processes and controls is expected tolstastial.
Many companies lease a vast number of big-tickemnst
including cars, offices, power plants, retail sgreell towers
and aircratft.

MAJOR CHANGES IN THE LEASE ACCOUNTING

» The distinction between operating and finance kease
eliminated for lessees, and a new lease asseeg@ming
the right to use the leased item for the lease)tard lease
liability (representing the obligation to pay resjaare
recognised for all leases.

» Lessees should initially recognise a right-of-useea and
lease liability based on the discounted paymensired
under the lease, taking into account the lease tasm
determined under the new standard. Determiningethse
term will require judgment which was often not need
before for an operating lease as this did not chahg
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expense recognition. Initial direct costs and negion
costs are also included.

» Lessor accounting does not change and lessorsnaerntio
reflect the underlying asset subject to the leasmgement
on the balance sheet for leases classified as topgr&or
financing arrangements or sales, the balance sbietts
a lease receivable and the lessor’s residual sttafeany.

» The key elements of the new standard and the effiect
financial statements are as follows:

0 A ‘right-of-use’ model replaces the ‘risks and redsi
model. Lessees are required to recognise an asdet a
liability at the inception of a lease. All leasabilities
are to be measured with reference to an estimatieeof
lease term, which includes optional lease periodsnw
an entity is reasonably certain to exercise anooptd
extend (or not to terminate) a lease.

o Contingent rentals or variable lease payments ea#d

to be included in the measurement of lease assets a
liabilities when these depend on an index or a oate
where in substance they are fixed payments. A desse
should reassess variable lease payments that depend
an index or a rate when the lessee remeasuresdbe |
liability for other reasons (for example, becau$eao
reassessment of the lease term) and when there is a
change in the cash flows resulting from a changgen
reference index or rate (that is, when an adjustrteen
the lease payments takes effect). « Lessees should
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reassess the lease term only upon the occurrenee of
significant event or a significant change in
circumstances that are within the control of treséee.

The new standard will gross up balance sheets and
change income statement and cash flow presentaient
expense will be replaced by depreciation and istezgpense
in the income statement (similar to finance ledsday). This
results in a front-loaded lease expense, whictséone might
decrease earnings and equity immediately afteriagtento a
lease compared to an operating lease today.
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MODULE V:
MODERN CONCEPTS IN ACCOUNTING

HUMAN RESOURCE ACCOUNTING

Human resources are considered as important assets

and are different from the physical assets. Phiysissets do
not have feelings and emotions, whereas human sasset
subjected to various types of feelings and emotidnsthe
same way, unlike physical assets human assets mmier
depreciated. Therefore, the valuations of humamuregs
along with other assets are also required in aaénd out the
total cost of an organization. In 1960s, Rensisttikéong with
other social researchers made an attempt to défeneoncept
of human resource accounting (HRA).

Flamhoitz defines HRA as ‘accounting for peopleias
organizational resource. It involves measuring thests
incurred by organizations to recruit, select, himain, and
develop human assets. It also involves measurimgtbnomic
value of people to the organization’.

According to Stephen Knauf, ‘ HRA is the
measurement and quantification of human organizatio
inputs such as recruiting, training, experience and
commitment’.

Since the beginning of globalization of business a
services, the human resources are becoming morertam
and decisional input for the success of any cotpora
enterprise. Human resource accounting (HRA) inwlve
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accounting for expenditures related to human ressuras
assets. All the processes of the organisation pezated by
human resources, thereby the changes in the HR asubt
benefits must be considered. Though it has beespéat that
HR is capital resource thereby the valuation o tiesource is
very necessary and information about the valuastoould be
given to the investors, the management and otheugh
financial statements. Human resources accountitgsecally
an information system that tells management whahgés are
occurring over time to the human resources of thgrness.
Human resources accounting (HRA) is one of thestate
concept adopted by few corporations in our coungst of
the corporations have realised that human resowaesheir
most precious resources. So it is required thatesor@asures
to develop their human resources but also takersunes to
accelerate their values.

Human Resources are invaluable asset in an
organization. It is a live asset of any businessem but their
value cannot be measured accurately. The valueaopower,
present and potential, to the management is conaiiyptvell
established. From a macroeconomic view point, gmwiges
which people can potentially provide constitute canf of
capital. Recently Indian Corporate Sector has shgmmwing
interest in the accounting for human resourcescdmeept of
human resource accounting has been defined byothenitee
on Human Resource Accounting of the American Actiogn
Association as “the process of identifying and meag data

School of Distance Education, University of Calicut 87



MCM2C06 : ADVANCED CORPORATE ACCOUNTING

about human resources and communication this irstbom to
interested parties.”

Need for HRA

The need for human asset valuation arose as i oésu
growing concern for human relations management hia t
industry.

Objectives of HRA

RensisLikert described the following objectives of
HRA:

1. Providing cost value information about acqurin
developing, allocating and maintaining human resesir

2. Enabling management to monitor the use of human
resources.

3. Finding depreciation or appreciation among huma
resources.

4. Assisting in developing effective managemeatpces.

Increasing managerial awareness of the valubuofan
resources.

For better human resource planning.

For better decisions about people, based orrowed
information system.

8. Assisting in effective utilization of manpower.
Methods of Valuation of Human Resources

There are certain methods advocated for valuation
human resources. These methods include historiedhad,
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replacement cost method, present value method, riaky
cost method and standard cost method. All methams h
certain benefits as well as limitations.

Benefits of HRA

1. The system of HRA discloses the value of human
resources, which helps in proper interpretatiorredéirn
on capital employed.

2. Managerial decision-making can be improved witik
help of HRA.

3. The implementation of human resource accourdiearly
identifies human resources as valuable assetshwieips
in preventing misuse of human resources by thersupe
as well as the management.

4. It helps in efficient utilization of human resoes and
understanding the evil effects of labour unresttbe
guality of human resources.

5. This system can increase productivity becalisehtiman
talent, devotion, and skills are considered valeassets,
which can boost the morale of the employees.

6. It can assist the management for implementiegt b
methods of wages and salary administration.

Limitations of HRA

1. The valuation methods have certain disadvastagewell
as advantages; therefore, there is always a bone of
contention among the firms that which method isdsal
one.
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2. There are no standardized procedures devekipéat. So,
firms are providing only as additional information.

All the processes of the organisation are operated
human resources, thereby the changes in the HR asubt
benefits must be considered. Though it has beespéat that
HR is capital resource thereby the valuation o tiesource is
very necessary and information about the valuastoould be
given to the investors, the management and othemugh
financial statements. Human resources accountitgsecally
an information system that tells management whahgés are
occurring over time to the human resources of tigress.

The basic objectives of human resource accountingeaas
under:

(1) HRA facilitates managing the people as one tlué
resources of the organization.

(2) To help the management for making decisionugbo
acquiring, allocating, developing and maintainingran
resources in order to keep control on human resocwst
as one of the organizational objective.

(3) To provide information to the management rdoay
human resource cost and value.

(4) To see whether the human resources are e®écti
utilized or not

(5) To see whether the human resources are prrogiuei
return on investment of the persons interestedhim t
organization or not.
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(6) Provide human resources accounting detail utsiders
like financers such as bankers, financial instigi and
creditors etc.

Methods of Accounting Valuation of Human Resources:

The different approaches invariably denotes the
methods or techniques for evaluation of the hunesources.

In order to measure the value of HR, there aredeuwisional
aspects to be considered, are as given here:

i. Performance evaluation part for human resouyrces

ii. Present value of salary/wages payments;

iii. Real capital cost;

iv. Matching the cost of HR with the revenue ojamisation.

Generally the methods for HR Accounting with its
valuation are:

1. Historical Cost Approach:

This approach was developed by Wililam C. Pyle,
which is based on the concept that there are pextast
incurred by the organisation with regard to humesources.
Cost is a sacrifice aspect incurred to obtain samtecipated
benefits or services. In this approach the actoat mcurred
on recruiting, selecting, hiring, training and deyenent of
human resources, of the organisation is maintaiaed a
proportion of it is written off to the income ofd@mext and
expected useful life of human resources.The appraddche
cost of human resources is very similar to the boalke of
the other physical assets. This method is simplentterstand
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and easy to work out. It is based on traditionatoaating
concept of matching cost with revenue.

2. Replacement Cost Approach:

This approach was first opined by RensisLikert and
was developed by Eric G. Flamholthz. Human resoofcan
organisation are to be values on the assumption ahaew
similar organisation has to be created from cutrdewd what
would be the cost to the firm if the existing resms were
required to be replaced with other persons of exjent talents
and experience. According to this model the valuenaployee
is estimated as the cost of replacement with aereployee of
equivalent ability and efficiency. There are two st
individual replacement cost and positional replaeetncost.
The cost of recruiting, selecting, training and elepment and
familiarisation cost are account in individual r@@ment cost.

When an employee change the present position to
another or leave the organisation then the cosmoving,
vacancy, carrying and other relevant costs refleatdividual
replacement cost. Positional replacement costgetethe cost
of filling different position in an organisation.

3. Opportunity Cost Approach:

This approach analyse the alternative earningcesur
from the productive capacity of human resourcespbiting
some alternative use. Opportunity cost is the valuan asset
(HR) when there is an alternative use of it. Thespective
chances of opportunity cost are declined for thesployees
that are not scarce. But the alternative use ofvHtRin the
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organisation is restricted and at the same montkeatuse of
HR with finding out their alternative cost may nbe
incorporated properly.

4. Standard Cost Approach:

This approach is based on the line and staff dsase
functional relationship of employees in an orgatnga The
employees of an organisation are categorized andedi into
different groups with hierarchical levels or pasits. Standard
cost is fixed for each category of employees andirth
worthwhile role may be calculated. Due to somehef $tatic
position of employees on account of their statub @osition, it
does not take any differences of them put in tineesgroup.

Human resources accounting (HRA) is one of thestat
concept adopted by few corporations in our courifgst of
the corporations have realised that human resoumeesheir
most precious resources. So it is required to takeme
measures to develop their human resources but talsn
measures to accelerate their values.

FORENSIC ACCOUNTING

Forensic accounting is the assistance of finance
professionals to settle disputes concerning aliegst
fraudulence, suspicion of fraud and misconductlsitess.

What does Forensic Accounting cover?

The two major aspects within forensic accounting
practices are:

1. Litigation support services.A forensic accounting expert
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measures the damages experienced by the partiésated in
legal disputes and can aid in settling conflicisgrebefore it
reaches the courtroom. In the event that a coniiiathes the
courtroom, the forensic accounting professionallcagive
evidence as an expert witness.

2. Investigative/fact-finding services.A forensic accountant
must determine whether illegal matters such as eyepl

felony, securities embezzlement (including tamperiand

distortion of financial accounts), identity thefchinsurance
racket have taken place.

Relevance of forensic accounting in an organisation

» Assessing working transactions for compliance wisic
operating processes and agreement.

» Performing thorough scrutiny and examination ofaficial
payment dealings in the accounting system to deifiteey
are standard or beyond company policy.

» Assessing standard ledger and financial reporipstem
transactions for likely unlawful tampering or fdication of
information or accounts and its consequences oretiseing
financial accounts.

*Analysing warranty requests or returns for prastiaef
fraudulence or misuse.

» Assisting in estimating the economic damages drel t
ensuing insurance demands that arise from catéstsopuch
as fires or other natural setbacks.

* Assessing or affirming business rating in constlahs and
accomplishments.
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Forensic accounting is the investigation of fraud
financial manipulation Top Accounting Scandals. Témt two
decades saw some of the worst accounting scandalstory.
Billions of dollars were lost as a result of thessancial
disasters. Many of these scandals were a restheaéxcessive
greed of the by performing extremely detailed reseand
analysis of financial information.

SOCIAL RESPONSIBILITY ACCOUNTING

Business is a socio-economic activity and it dréaws
inputs from the society, hence its objective shohél the
welfare of the society. It should owe a respongjbtbwards
solving many of the social problems. In the presage of
growing technological, economic, cultural and sbcia
awareness, the accounting has not only to fulfi$ i
stewardship function for the owners of the entsmrbut also
accomplish its social function. Changing environtseand
social parameters have compelled business entesptis
account and report information with regard to dasge of
their social responsibilities. The boundaries @ frinciples,
practices and skills of conventional accounting ehdxeen
extended to such areas for social disclosure atabtation
with regard to the measures of social programmes.

The concept of ‘Social Accounting’ has gained
importance as a result of high level industrial@atwhich has
brought prosperity as well as many problems tosthaety. It
has necessitated the corporate sector, with hugmiras of
funds at their disposal, to invest substantial am®uin social
activites so as to nullify the adverse effects of
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industrialization. “In modern times, accounting cefé have
been extended to the assessment of the state ietysaad of
the social programmes not for the satisfactionnyfiadividual
or group but for the application of evaluative mdares in the
allocation of resources towards better social Wwelkg as a
whole.” Social accounting is concerned with thedgtand
analysis of accounting practice of those activitiels an
organisation. The concept of socialistic pattersatfiety, civil
rights movements, environmental protection and agodl
conservation groups, increasing awareness of someatards
corporate social contribution, etc. Have contributewards
the growing importance of Social accounting. Social
Accounting, also known as Social Responsibility dwating,
Socio-Economic Accounting, Social Reporting and i&oc
Audit, aims to measure and inform the general jouddbout the
social welfare activities undertaken by the enisgrand their
effects on the society

Features of Social Accounting:

(i) Social accounting is an expression of a corngfgasocial
responsibilities.

(i) Social accounting is related to the use afialresources.

(i) Social accounting emphasize on relationshigtween
firm and society.

(iv) Social accounting determines desirabilitytbé firm in
society.

(v) Social accounting is application of accountmmy social
sciences.
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(vi) Social accounting emphasizes on social castsvell as

social benefits.

Need/Benefits of Social Accounting:

1)

(@)

3)

(4)

()

(6)
(7)

(8)
9)

A firm fulfills its social obligations and iofms its
members, the government and the general public to
enables everybody to form correct opinion.

It counters the adverse publicity or criticisaveled by
hostile media and voluntary social organizations.

It assists management in formulating apprépnlicies
and programmes.

Through social accounting the firm proves titas not
socially unethical in view of moral cultures and
environmental degradation.

It acts as an evidence of social commitment.
It improves employee motivation.

Social accounting is necessary from the viesntpof
public interest groups, social organisations inmesand
government.

It improves the image of the organization.

Through social accounting, the management gets
feedback on its policies aimed at the welfare o th
society.

(10) It helps in marketing through greater custosupport.

(11) It improves the confidence of shareholdertheffirm.
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ENVIRONMENTAL ACCOUNTING

Environmental accounting, also called green
accounting, refers to modification of the SystemNaitional
Accounts to incorporate the use or depletion ofurst
resources. Environmental accounting is a vital tochssist in
the management of environmental and operationals cos
natural resources. Environmental accounting priasipand
practices are mainly used by organizations to nagirately
trace environmental costs back to specific actsiti
Government agencies, private businesses, local corties
and individuals all take responsibility for consergy natural
resources and operating sustainably in most degedlogtions.
Governmental agencies and businesses are accaumntatiie
public for setting environmentally related efficogngoals that
lead to cost reductions and improved operationatgsses.
These organizations are more likely to implementhogs
from environmental accounting which is a growindpset of
traditional accounting. While environmental accaumtcan
focus on environmental management accounting @néial
accounting, the most prominent benefits come frdm t
application of environmental management accounting
methods. This type of accounting focuses on gatgeri
estimating and analyzing costs associated with ube of
energy and physical materials like timber, metal coal.
Standard accounting practices tended to place tusds in the
catch all category of overhead, but environmentahagement
accounting allows accountants to apply activity eobgost
principles to more accurately associate these dost&rious
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projects or events. Decision makers who can seetlgxahere
these natural resources are used across variojectsrc¢an
locate areas of synergy that allow them to redheeamount
of wasted materials at the program or enterprigel le

Businesses use three generally accepted methods to
implement environment accounting: financial accougt
managerial accounting and national income accogntin
Financial accounting is the process of preparingarfcial
reports, such as earning statements, for presemtatd
investors, lenders, governing bodies and other neesntf the
public. In this instance, environmental accountegjimates
are presented as part of the financial accoungpgrts.

INVESTMENT ACCOUNTING

The accounting for investments occurs when fumds a
paid for an investment instrument. If the invesiwends to
hold an investment to its maturity date (which etfifeely
limits this accounting method to debt instrumeitsdl has the
ability to do so, the investment is classified akllio maturity.
Investment means to spend money outside the bgsimes
order to earn some income which are non-tradingature.
Usually, money is invested in Government Bonds,ugtes,
Shares and Debentures of companies etc.

PROACTIVE ACCOUNTING

Proactive accounting manages business finances
effectively, make the right decisions and maximigeur
profits. Most businesses do reactive accounting, they
produce a set of accounts and financial recordg when they
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are legally required to do so. It is important o dgeper into
the accounts so as to identify trends and booditprahile

avoiding losses. Proactive accounting allows tg statop of
business finances and the take decisions quidklgllows to

identify where money is leaking out of your busmesdlt

allows you to see who has been paid, how much drehvas
well as who has paid, how much and when.

INFLATION ACCOUNTING

Inflation accounting refers to the process of stiifg
the financial statements of a company to show thkal r
financial position of the company during the infaary
period. Inflation accounting is a special techniqused to
factor in the impact soaring or plummeting costgyobds in
some regions of the world have on the reportedréiguof
international companies. Financial statements atgisted
according to price indexes, rather than relyinglgobn a cost
accounting basis, to paint a clearer picture afra’$ financial
position in inflationary environments. This metha also
sometimes referred to as price level accounting.eiVia
company operates in a country where there is aificignt
amount of price inflation or deflation, historigaformation on
financial statements is no longer relevant. To ¢ewurhis
issue, in certain cases companies are permittedeanflation-
adjusted figures, restating numbers to reflectentreconomic
values.

Techniques of Inflation Accounting:

1. Current Purchasing Power Method: It involves aaesit

School of Distance Education, University of Calicut 100



MCM2C06 : ADVANCED CORPORATE ACCOUNTING

of financial accounts to price changes. A generalep
index is used to convert the values of various steih
takes into account the purchasing power of money an
ignores the rise and fall in the price of an item.

Conversion factor = Price Index at time of conimis
Price Index at the date of conversion

CPP Value = Conversion Amount or Historical Value
Conversion Factor

2. Current Cost Accounting: Under this method assets a
shown at current costs and profits are determimethe
basis of costs at the date of sale rather thaadhel cost.

3. Current Value: Under this method all assets artulliii@s
are measured at current value at which they coelldadid
or settled at the current price.

4. Replacement Cost Accounting: Under this method all
assets and liabilities are recorded on a balaneetsh
according to the cost of replacing them rather thaim
historical costs
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