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TOPIC 5: INTRINSIC VALUE METHOD

Intrinsic Yelue
(Vw‘,ah'oq D\f Net A58d5 MQTHOd)

No- »f Shares Intrinsic valoe No- of Shares Tntrinsic valve
%wao- Q{N(uoo. o %rou(ao- ngQd.oo.

No- Qf Shares \y' — Na \zf Shares X Iv ?f 04d (0.
New (0. gf 0L . I""Qf New (0.

Wheve
Intrinsic Veloe = Net Assets @Qvaifahle @v ESH

No- Qf 67«\17 shares

CA NITIN GOEL (PW) QUESTION BANK -
https://drive.google.com/file/d/1zZB7cVsxPhfc2mERNtI EWXbNX1MAa Gv /view?usp=drive link

GROOMING EDUCATION QUESTION BANK -
https://drive.google.com/file/d/1woAFol1541cl4BZ -ZIUIYFZMTzJQZze/view?usp=drive link

PYQS, RTPS , MTPS - https://t. me/CAINTERBYSHU/4/38
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ssue 12% preference shares of X 10 each fully paid up at par to provide income
quivalent to 8% return on net assets in the business as on 31.3.2020 after
revaluation of assets of Neel Ltd. and Gagan Ltd. respectively.

The Debentures of Glory Ltd. are to be discharged, by the issue of 8'% Debentures of
Glorious Ltd. at a premium of 10%.

HERE , WE CAN TAKE3 AJUMPTION -  i. DISCHARGE AT PREMIUM AND ISSUE AT PAR
ii. DISCHARGE AT PAR AND ISSUE AT PREMIUM
iii. DISCHARGE AT PREMIUM AND ISSUE AT PRIMIUM

Intrlnsu: value per share of X Ltd. is ¥ 20 & that of Y Ltd. X 30. Y Ltd. will issue equity shares
of X Ltd. on the basis of intrinsic value. However,
e nominal value of each equity share of Y Ltd. is ¥ 10.

LET’S , ASSUME — NET ASSETS SHARE OF X LTD. 75000

20
NO OF SHARE OF NEW COMPANY = 75000 X S0 50000 SHARES

AMT. OF ISSUE EQUITY SHARE — 50000 X 30 ("IN GENERAL CASE)
BUT HERE ,QUES. SPECIFICALLY SAYS, “ ISSUE AT PAR VALUE ONLY”. = 50000 X 10

14|Page Shubhan jain



(RTP Nov 2019) / (RTP Nov 2023)

The followini is the summarized Balance Sheet of X Ltd. as at 31st Marchl 2023:

4,000 Equity shares of X 100each | 4,00,000 | Patent 65,000
10% debentures 2,00,000 | Buildings 1,70,000
Loans 80,000 Machinery 3,20,000
Trade Payables 1,60,000 | Stock ~— 1,10,000
General Reserve 40,000 | Trade Receivables 1,30,000
Cash at bank 68,000

Share Issue Expenses 17,000
8,80,000 8,80,000

(1) Y Ltd. woul_ except bank balance & Patent at their book values|less
Goodwill is to be valued at 4 year’s purchase of super profits, assuming that the

normal rate of return be 8% on the combined amount of share capital and general reserve.

(2) Y Ltd. is to take over trade payables at book value.

(3) The purchase consideration is to be paid in cash to the extent of ¥ 3,00,000 and the balance

in fully paid equity shares of ¥ 100 each at X 125 per share.

The average profit is ¥ 62,200. The liguidation expenses amounted to X 8,000. Y Ltd. sold

prior to 31st March, 2023 goods costing X 60,000 to X Ltd. for X 80,000.

*on 31st March, 2023. Trade Payables of X Ltd. include
% 20,000 still due to Y Ltd.

15|Page Shabhan Jan



Truth Limited would issue 12% debentures to discharge the claim of the debenture holders of
Myth Limited so as to maintain their present annual interest income. Non-trade investment,
which constitute 80% of their respective total investments yielded income of 20% to Truth
Limited and 15% to Myth Limited. This income is to be deducted from profits while computing
average profit for the purpose of calculating goodwill.

Profit before tax of both the companies during the last 3 years were as follows:

Truth Limited (%) Myth Limited ()
2018-2019 8,20,000 2,55,000
2019-2020 7,45,000 2,15,000
2020-2021 6,04,000 2,14,000

Goodwill is to be calculated on the basis of simple average of three years profit by using
Capitalization method taking 18% as normal rate of return. Ignore taxation. Purchase
consideration is to be discharged by Truth Limited on the basis of intrinsic value per share.
Prepare Balance Sheet of Truth Limited after the amalgamation.

GOODWILL FROM AVG. PROFIT METHOD = (SAME AS PARTNERSHIP A/C IN CA FOUNDATION OR CLASS 12)
100
CAPITALIZED VALUE (AVG. PROFIT X ﬁ ) — CAPITAL EMPLOYED (ASSETS-OUTSIDER LIABLITY)

NOTE - WHILE CALCULATING CAPTIAL EMPOLYED YOU HAVE TO IGNORE
NON -TRADE INVESTMENT IN TOTAL INVESTMENT

(iv) Inventory in Trade and Debtors are taken over at 5% lesser than their book value.
(v) X 60,000 is to be paid by VT Ltd. to MG Ltd. for Liquidation expenses.
(vi) Sundry Debtors of MG Ltd. includes X 20,000 due from VT Ltd.

AS PER THE ASSUMPTION OF ICAI, (Inter MAY 2019 , RTP MAY23)
FIRST , ELIMINATE INTER COMPANY OWING .

THEN, INVENTORY ARE TAKE OVER AT 5% LESSER THAN THEIR BOOK VALUE.
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IMPORTANT THEORY QUESTION

Briefly describe the disclosure requirements for amalgamation including additional
disclosure, if any, for different methods of amalgamation as per AS 14. Or
What disclosures should be made in first financial statements following the amalgamation?

Solution

The disclosure requirements for amalgamations have been prescribed in paragraphs 43 to
46 of AS 14 on Accounting for Amalgamation.

For all amalgamations, the following disclosures should be made in the first financial
statements following the amalgamation

a. names and general nature of business of the amalgamating companies;

b. the effective date of amalgamation for accounting purpose;

c. the method of accounting used to reflect the amalgamation; and

d. particulars of the scheme sanctioned under a statute.

For amalgamations accounted under the pooling of interests method, the following additional

disclosures should be made in the first financial statements following the amalgamation:

a. description and number of shares issued, together with the percentage of each company’s
equity shares exchanged to effect the amalgamation; and

b. the amount of any difference between the consideration and the value of net identifiable
assets acquired, and the treatment thereof.

For amalgamations, accounted under the purchase method, the following additional

disclosures should be made in the first financial statements following the amalgamation;

a. consideration for the amalgamation and a description of the consideration paid or
contingently payable; and

b. the amount of any difference between the consideration and the value of net identifiable
assets acquired, and the treatment thereof including the period of amortization of any
goodwill arising on amalgamation.
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(1 TOPIC 1 QUESTION)

To be uploaded soon.:..




