AMALGAMATION OF COMPANIES

@ Category:-

of the Balance Sheet of the A Ltd as at 31st March, are as follows -

STUDENT
NOTES

! Liabilities z
Equity Share Capital (X 100 each) 15,00,000
12% Preference Share Capital (X 100 each) 8,00,000
 13% Debentures  3,00,000

On 31st March,@td agreed to take over@td on the following terms:

1. For each Preference Share in A Ltd, X 10 in Cash and one 9% Preference Share of X

100 in B Ltd.

2. For each Equity Share in A Ltd, X 20 in Cash and one Equity Share in B Ltd of ¥ 100
each. It was decided that the Share in B Ltd will be issued at Market Price X 140. per
Share.

|® 3. Liquidq_ti&n Expenses of A Ltd are to be reimbursed by B Ltd to the extent of X
10,000. Actual Expenses amounted to X 12,500.

You are required to compute the amount of Purchase Consideration.

Question 5 Category:-

Trimurthi Company Ltd was incorporated for the purpose of acquiring Brahma
Ltd, Vishnu Ltd and Shiva Ltd. The Balance Sheet of these Companies as on 31st
March is as follows:

Particulars Brahma Ltdg Vishnu Ltd Shiva Ltd

Tangible Fixed Assets at Cost Less Depreciation 5,00,000 4,00,000 3,00,000

i ------------------------------------------------------------------------------- i -------------------- ! -------------------- -} ------------------- {-
: Goodwill -1 60,000 i -
{ Other Assets t 200000} 280000 85000
{ Total Assets t 700000} 740000 385000

! Liabilities:

Elssued Ordinary Share Capital (Shares of X 10

4,00,000 i 500,000 § 250,000 }




Quesions (W Naotet)

| fayment  Mettund

\Y)

Veudor (o- kya kitna
o =

Ouoners (ESR) 1] 0eb-  NeA-

ESC(Tlo) (AP NA

Cotdotou  of  Amhase Cowtideralion

I~ To Equiy sk of Veudor Compauiet

a> 3] Pebonturet = Net  Pacets
. Rrtagae | Brabma__ i VRhnu_ ' ghila,
- Tangible xed  Aseels | 630000 | 430060 | 360000 !
| 2 (Gwodwilt ! ! " !
' 3. Other Assels | 30000 | 280000 | SSOOD |
| 4 less: (0. Debentured | (ooo): - 1 (40000) ;
' - less: Sunelny  Creditors ' (80000 Qsoooo): @sooo):
E Net Aseets | SbovD | 630000 | Z10000 |
) Debenturet o be fssued SDOOD 630000 sqo_ooo.
b- Equity shave Copitnd - Copitatited Averoge Profpts —
' Net Assefs
s 00 000 Invest » Return = Pt .
R x 10/. < SDOOOO
Coprtal : SD0o0oo % : SDOOCOO




@)

ParHudars Brahma  N&hny  Shive
\*  Merage  Pofie before Dsl- 90000 120000  SDOOD
2. - Debdtwe  Interent (7000) - (%000
3. Average  fofyts after Deb-Ind 83000 Q0000  4b0oO
4. Capitndisafon Pake S/ - 1S/- 107.
S- Copitod tnvested (top- - Fofgis) 830000 10000 4b0O0D
s less: Net  Assels ( 0o 000) (§.§oooo) (370000)

6
T Bty Shavet Copitad lsued 330000 S70000 90000

Tt Purhase  Conciderahion

1R7)- Oebembures  Issued SDDOO 630000 370000

L} Eqw'hj Shave Capitad tssued 330000 S10000 40000

$30000 1200000 460000




@)

Quethm 6 [ castbook)

Catudaiusu,  of

fuhate Coiderabivn  (Poyyment. )

I To Equly Swarekoldes of Bhokin fid-
J

79988 ES  : Cath :  T993C XS = 3999¢
Aduente Se€: 15997 X 10 < 154910
A B
| g
4 79938
Eoity S-- - 31944 x 1S = 419910
A Y8 ]
o S
2 T1998¢
= 31994
Remafiiug 1S shaver  Cashy :- (S x 65 = 2 1S
N — <
for eery S sh 2-(h = ExS = 2€
(:T‘l?%g'q/\') S = (xlo=10
Es - axig = 30
6
Totn) fiehate Consideradion - 1040000
e




=5
5%\5 =30
AMALGAMA TION OF COMPANIES
tPS X1 - 40 S -
= IS Cay
E ™ a5 el | +h
= a2
The Consideration was agreed to be paid as follows: 1 PSS
% A payment of X 5 per Share in Bhakta Ltd, and
¢+ The issue of X 10 each in Avinashi Ltd on the basis of 2 Equity Shares (valued at @
and one 10% Cumulative Preference Share (valued at X 10) for every 5 Shares held’in
Bhakta Ltd. The whole of the Share Capital consists of Smreholding in exact multiple

of five except the following holdings - [ z
(i) Ananthu - 116 Shares, ~—» \ ™ QES
(ii) Bindu - 76 Shares, - | @) 1PS
Carla

(iii) Chandru - 72 Shares, = )

(iv) Dandu - 28 Shares, -3

(v) Other Individuals — 8 Shares (efght members holding one Share each). —» 8§
Total of such fractional holding = 300 Shares. =

It was agreed that Avinashi Ltd will gg @B forﬁtractlonal shares Lqu:valent at agreed
value of Shares in Bhakta Ltd i.e. X @ 0 B hares of X 50 paid. =
ar==SSN

=

Prepare a statement showing the Purchase Consideration receivable in Shares and Cash.

ACCOUNTING FOR AMALGAMATION

Question 7 Category:-

Super Express Ltd. and Fast Express Ltd. were in competing business. They decided
to form a new company named Superfast Express Ltd. The summarized balance
sheets of both the companies were as under:

Super Express Ltd.
Balance Sheet as at 31st December, 2014

? : T:
20000 Equ,ty Sh a res of ...... revranrennanrannnnnnnna e B u,/d, n g 5 ........................... ,. .......... 10 00 000 i
i ¥100 each .......................... ....... 20 00000 2 Mach,n e ,«y ......................... . ............ 4 OO 000 :
pro v ,dentfund .................... . ......... 1, 00/ 000 : /nve n t Ory .......................... .. ............ 3/00,000 :
Tra d ep ayab/es ................... ............ 50000-dee rece, Vab/es .............. . ............ 2 40 000.
|/n$urance . reserve ............... | ......... 100000 Cash a t b a n k ..................... ,. ............ 2 20 000
............................................. _Cash,nhand-lgoooo-
ITota/ ................. . ....... 2260000 ................. Toml ................. 1. .......... 2250000

.
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Solution

Particulars (4
Equity Shares (42,000 x 10) 4,20,000
15% Preference Share Capital 1,70,000
Add: Premium on Redemption 17,000
Purchase Consideration A.07,000

Note: As per AS 14, consideration for the amalgamation means the aggregate of

the shares and other securities issued and the payment made in the form of cash
or other assets by the transferee company to the shareholders of the transferor

company. Thus, payment to debenture holders are not covered by the term

‘consideration’.

Illustration 2

A Ltd. and B Ltd. were amalgamated on and from 1st April, 20X1. A new company C

Ltd. was formed to take over the business of the existing companies. A Ltd. and
B Ltd. have the following ledger balances as on 31st March, 20X1:

A Ltd. B Ltd.
(Tin lakhs) | (¥ in lakhs)
Land and Building 550 400
Plant and Machinery 350 250
Investments (Non-current) 150 50
Inventory 350 250
Trade Receivables 300 350
Cash and Bank 300 200
Share Capital:
Equity Shares of ¥ 100 each 800 750
12% Preference shares of ¢ 7% each 3=00 200
Reserves and Surplus:
Revaluation Reserve 150 100
General Reserve 170 150
Investment Allowance Reserve 50 50

© The Institute of Chartered Accountants of India



Profit and Loss Account 50 30
Secured Loans:

10% Debentures (¥ 100 each) 60 30
Trade Payables 420 190

Additional Information:

(1)  10% Debenture holders oi A Ltd. and B Ltd. are discharged bz C Ltd. issuing
- — f— = — —
such number of its 15% Debentures of & 100 each so as to maintain the same
— r—
amount of interest.

(2)  Preference shareholders of the two companies are issued equivalent number
of 15% preference shares of C Ltd. at a price of ¥ 150 per share (face value of
T100).

(3) C Ltd. will issue 5 equity shares for each equity share of A Ltd. and 4 equity
shares for each equity share of B Ltd. The shares are to be issued @ ¥ 30 each,
having a face value of ¥ 10 per share.

(4) Investment allowance reserve is to be maintained for 4 more years.

Prepare the Balance—Sheet of C Ltd. as on 1st April, 20X1 after the amalgamation
has been carried out on the basis of Amalgamation in the nature of purchase.

Calulabdu of Pt and e number of debenturet

Solution
, fscued ba tid-
Balance Sheet of C Ltd. as at 1st April, 20X1
Particulars Note No. (X in lakhs)
l. Equity and Liabilities
(1)  Shareholder's Funds
(@)  Share Capital 1 1,200
(b) Reserves and Surplus 2 1,650
(2) Non-Current Liabilities
Long-term borrowings 3 60
(3) Current Liabilities
Trade payables 8 610
Total 3,520

© The Institute of Chartered Accountants of India



@)

| Tuushofiow 2 [ poge no - 9:34 - ILAI SM)

~ A"

Coledation of  Rirnaze (onsiderstion [ @Amem metod))
To sharewoldere  of A Iide

l* Preforemce 8-C- of ¢ ltd = 300000 XISD = ASDOOGOO
30000000 = 300000 P-S
100
2. Egmby dhove ¢ of clide = 4000000 %30 = 120000000
elid-  awd-
S |
:\t 800000 16 O 00, 000
4000000 E-S-

To. Shartmoldas of Bid:

I* Prefremee 8-C of ¢ltd: = 200000%ID = 30000000
20000000 = 300000 P--
100
Q- E—clﬂ 8-t- of ¢lid~ . 3000000 X 30 = 90000000
cid- Bid-
4 t
Y 750000 |00 00 000
- -—
= 3000000
Toted  Runmose (onsideration = BDoLOD

Number of  debeuttres 4o be {lssued by elide

T debaureMoldes of A lde

10]- Debentureholdere = 6000000
inferedt  Mmeome = 10/
Infereat  Amowld ~ 600000

600000 —— Isf.




x® — 00/

ABDODOO @ o

Debeutred +o  be tssued o waintadn  Some amount of  fteve

@ s Infeett Rate = 600000 %100 1S

= ¥ 4000000 |-

s

T debewurewoldes of B ide

10]- Debentureholdes = 3000000
infevadt  Meome = 107
injerest  Amound * 300000

Debeutvel fo  be  tssued to wainttin  Same amount of  intever

(@ 1s;- Infett Rate = 300000 %100 his

= 2000000 |-

Number of  Debentuyet

A lid. -  hoo0OOO = A000D Deb.
100
B I - 2000000 : 20000 Peb:

100




AMALGAMATION OF COMPANIES _

Hlustration 1

®S. Ltd. is absorbed by P. Ltd. S ltd. gives the following information on the date of
absorption:

&

Sundry Assets 13,00,000
Share capital:

2,000 7% Preference shares of ¥ 100 each (fully paid-up) 2,00,000
5,000 Equity shares of € 100 each (fully paid-up) 5,00,000
Reserves 3,00,000
6% Debentures 2,00,000
Trade payables 1,00,000

Additional information: s‘w
P. Ltd. has agreed:
()  to issue 9% Preference shares of & 100 each, in the ratio of ;?_ shares of P. Ltd.

for 4 preference shares in S. Ltd. =» fneluded i BC:

(ii)  to issue to the debenture-holders in S Ltd. 8% Mortgage Debentures at ¥ 96 in
lieu of 6% Debentures in S. Ltd. which are to be redeemed at a premium of

20%; % = nol mduded fn Pt
(ii) to pay < 20 per share in cash and to issue six equity shares of ¢ 100 each
issued at the market value in lieu of every five shares held in S. Ltd.;
——

and = muunded W P.Le Sl kba na

(iv) to assume the liability to trade payables.

. N Psu e v

You are required to calculate the purchase consideration.

. v
Solution Estt ESC

Cashn -/
The purchase consideration will be l Ei!mw mdw,d.'
¢ Form

Preference shareholders: 2,000 x 3/4 x 100 1,50,000 9% Pref. shares
Equity shareholders: 5,000 x 20 1,00,000 Cash

5,000 x 6/5 x 125 7,50,000 Equity shares

10,00,000
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Note:

1. According to AS 14, ‘consideration’ excludes the any amount payable to
debenture-holders. The liability in respect of debentures of S Ltd. will be
taken by P Ltd., which will then be settled by issuing new 8% debentures.

2.  The issue of the equity shares is done at ¥ 125 (market value) as it has been
mentioned in the question. The face value shall not be considered for this
purpose.

Hlustration 2

Following is the balance sheet of A Ltd. as on 31st March, 20X1

Particulars Notes < (000)
Equity and Liabilities
1 Shareholders’ funds
A Share capital 1 22,50
B Reserves and Surplus 2 9,00
2 Non-current liabilities
A Long-term borrowings 3 7,00
3 Current liabilities
A Trade Payables 5,00
Total 43,50
Assets
1 Non-current assets
Property, Plant and Equipment 4 32,50
B | Non-current investments 5 6,00
2 Current assets
Inventories 2,00
Trade receivables 2,00
C Cash and Cash equivalents 1,00
Total 43,50

© The Institute of Chartered Accountants of India



AMALGAMATION OF COMPANIES _

Notes to accounts

1 | Share Capital <in (000)

Equity share capital
1,50,000 Equity Shares of ¥ 10 each 15,00
7,500 14% Preference Shares of & 100 each 50
22,50

2 | Reserves and Surplus
General reserve 9,00

3 | Long-term borrowings

Secured
15% Debentures 7.00
4 | Property, plant and Equipment
Land and Building 32,50

5 | Non-current investments

Investments at cost 6,00

) .
B Ltd a;rged to take over the assets and liabilities on the following terms and
conditions: - =

(a) Discharge 75‘7 debentures at a premtum of 70% by tssumg 15% debentures

Oflggd = Nol mu.ude& m e

—
(b) PPE at 10% above the book value and investments at par value.

(c) Current assets at a discount of 10% and Current liabilities at book value.

(d) Preference shareholders are discharged at a premium of 10% by issuing 15%
preference shares of Rs.100 each. 835000 /IOD = 83¢D P -

(e) Issue fequu‘y shares of € 10 each for every 2 equity shares in B Ltd. and pay

the balance in cash. x

Calculate Purchase consideration.

© The Institute of Chartered Accountants of India
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Solution

Calculation of Purchase Consideration (Net Asset value Method)

PARTICULARS

(Zin ‘000’s)

Value of assets taken over:
Property, Plant and Equipment
Non-Current Investments
Current Assets
am
Total Assets (A) (N
Less: Liabilities taken over:

21241 = SOOOOD - 10/ ~ ADO0O
£400 000 -10/.= 3600004 I

35,75
6,00
4,50

Db 000 = A60000 -

15% Debentures 7,70
Current Liabilities 5,00
Total Liabilities (B) 12,70
Purchase consideration (A -B) 33,55

Mode of Purchase Consideration
In the form of 15% Preference shares 8,25
In the form of Equity shares 22,50
In the form of Cash (Balance) 2,80
Total 33,55

llustration 3 = Inhitic Vore Metlode
— | — —
Let us consider the Balance Sheet of X Ltd. as at 31st March, 20X1:
Particulars Notes & (000)
Equity and Liabilities
1 Shareholders’ funds
A Share capital 1 100,00
B Reserves and Surplus 2 12,50
2 Non-current liabilities
A Long-term borrowings 3 40,00
3 Current liabilities

A Trade Payables 20,00
Total 172,50
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Other Information:

v
(i) f Y Ltd. takes over X Ltd. on 10th April, 20X1. 4400000 /100 = 44000 Deb
¢ . ———»

(i)  Debenture holders of X _Ed. are discharged by Y Ltd. at 10% _Eremium by
issuing 15% own debentures of Y Ltd. =» Not Iniuded in P-Ls

(i) 14% Preference Shareholders of X Ltd. are discharged at a premium of 20% by
— = — —— i —
{ssuing necessary number of 15% Preference Shares of Y Ltd. (Face value ¢ 100
each). ASPOOOD +SDOOOD = 3000000 Jipp = 30000 FS°
‘ =

7
(iv) Intrinsic value per share o is ¥20 and that of Y Ltd. Y Ltd. will
- - -—
issue equity shares to satisfy the equity shareholders of X Ltd. on the basis of
- —

(ntrinsic value. ﬂwvever, the entry should be made at par value only. The
e —
nominal value of each equity share of Y Ltd. is ¥ 10.

Compute the purchase consideration. TSDo0o% 20 = LSB'SD.—?E-
Solution = gDOOOVD E-L
e _
Computation of Purchase consideration (T in '000) Form
For Preference Shareholders of X Ltd. 3,000 30,000
15% Preference
shares in Y Ltd.
For equity shareholders of X Ltd. 5,000 5,00,000 Equity
(20/30 x 7,50,000) x ¥ 10 shares of Y Ltd.
of ¥ 10 each -
Total Purchase consideration 8,000

Note: According to AS 14, amount paid to the debenture holders should not be
included in the purchase consideration calculation. Such debentures will be taken
over by Y Ltd. and then discharged by them later.

lllustration 4

Neel Ltd. and Gagan Ltd. amalgamated to form a new company on 1.04.20X1.
Following is the Balance Sheet of Neel Ltd. and Gagan Ltd. as at 31.3.20X1:

© The Institute of Chartered Accountants of India
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AMALGAMATION OF COMPANIES m

Particulars Notes Neel Gagan
Equity and Liabilities
1 Shareholders’ funds
A Share capital 7,75,000 8,55,000
2 Current liabilities 6.23,500 5,57,600
Total 13,98,500 14,12,600
Assets
1 Non-current assets
A Property, Plant and Equipment 1 12,35,000 12,54,000
2 Current assets 1,63,500 1,58,600
Total 13,98,500 14,12,600

Notes to accounts:

1 | Property, plant and Equipment
Land and Building 7,50,000 6,40,000

Plant and machinery 4,85,000 6,174,000

12,35,000 | 12,54,000

Following is the additional information:

() The assets of Neel Ltd. and Gagan Ltd. are to be revalued as under:

Neel Gagan

q q

o Plant and machinery 5.£5,_OQ_0 zg',OOO
Building 7,75,000| 6,48,000

(i)  The purchase consideration is to be discharged as under:

(a) Issue 24,000 equity shares of 25 each fully paid up in the proportion
of their profitability in the preceding 2 years.
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