ACCOUNTING FOR MUTUAL FUND
SEBI guidelines require every mutual fund to prepare and present financial statements compulsorily on 31 – mach of every year.

A mutual fund is require to prepared “revenue a/c” and “balance sheet” separately for each of its scheme.

Major portion of assets of mutual fund consist of investments. SEBI guidelines permit mutual fund to report investments in quoted securities in balance sheet at its market value.

Investments in unquoted securities shall be valued by asset Management Company in good faith. Auditor is required to examine the method adopted by mutual fund management for valuing unquoted investment and report on its reasonableness.

Following needs special consideration at the time of accounting of mutual fund: -

1. on balance sheet date if cost of investment is higher than its market value than difference is transfer to “PROVISION FOR APPECIATION A/C”
ACCOUNTING ENTRY: 

                          Revenue a/c                                Dr.

                                 To prov. For appreciation      a/c 

 In balance sheet balance in provision for depreciation a/c shall be deducted from cost of investments.

At the time of actual disposal of investment, if there is loss, than it shall be first adjusted with provision and additional loss shall be debited to Revenue A/c

At the time of actual disposal of investment, if there is gain than provision for depreciation recognized for investment sold shall be reversed and credited to Revenue A/c. Additional gain shall be credited to Revenue A/c.

2. on balance sheet date if market value of investment is higher than its cost than difference is unrealized gain.  It can not be transfer to Revenue a/c but shall be transfer to “UNREALISED APPRECIATION A/C”

ACCOUNTING ENTRY: 

                                  Investment A/c                                     Dr.

                                             To Unrealized Appre. Reserve  A/c

In the balance sheet balance in unrealized appreciation reserve a/c is shown as addition to investment reported at cost.

Unrealized appreciation reserve is reverse at beginning of next accounting year.
3. for quoted shares dividend is recognized as income on date of which share become ex-dividend.

For unquoted shares, dividend is recognized as income on date of declaration of dividend.

4. Underwriting commission should be recognized as income only if there is no devolvement on the scheme than full underwriting commission received (and not merely the portion applicable to devolvement) should be deducted from cost of investment.

5. DIVIDEND EQUALISATION: 
 
An open ended mutual fund distribute same annual dividend per unit to all unit holders irrespective of date of entry.

New entrance can not participate in income of fund up to date of their entry; the fund recovers along with sale price of units a sum representing the earning per unit of firm up to date of entry. This sum recovered is known as dividend equalization. Likewise, income accruing from units up to date of repurchase is also transferred to dividend equalization.

