"Amalgamation" is Dissolution of one or more Companies and Transfer of Business to Another Entity. Companies which come together are Known as "Amalgamating companies" or" Transferor Companies" , Companies which the Transferor companies get amalgamated into is "Amalgamated Company"

Amalagamation includes Absorbtion.Absorbtion is Aquisition of business of Existing company. 

AS 14 doesn't Cover parent subsidiary relationship where one company Acquires control over other without impinging the Legal independent Status of other company.It is Dealt with under AS21.

AS 14  brings Concept of Amalgamation under two broad categories.

· First Amalgamation in nature of “Merger” , Under this category there is Genuine pooling of    

· Not merely Assets and Liabilities of the Amalgamating companies 

· But also the interest of Shareholders and business of the companies.

· Second is Amalgamation in Nature of “Purchase” .

· A mode by which one company acquires another company and

· As a consequence the shareholders of company which acquired normally do not continue to possess interest in equity of the combined company in an identical proportion to that held by them in liquidated company. Also the business of company which acquired is not necessarily intended to be continued.

AS 14 gives 5 Specific conditions on fulfillment of which  Amalgamation is treated as merger.

Five Conditions 

1. All  the ASSETS and liabilities of transferor company  become assets and liabilities of transferee company.
2. Shareholders of SC holding not less than 90 % of “Face value” of equity shares become shareholders of  PC by virtue of “Amalgamation”  . For purpose of computing 90%  , Following shares are not be considered 
a. Shares held by PC in SC
b. Shares held by One or more subsidiaries of PC in SC
c. Nominees of PC in SC
3. The Consideration Paid to Equity shareholders of SC is in form of Equity shares of PC , Except cash may be paid for Partial shares.
4. Business  of  is intended to be continued on after amalgamation by PC and
5. Assets and liabilities of SC are incorporated in financial statements of the PC at book  values  except to ensure uniform accounting policies.
AS 14 provides two methods of accounting for AS 14 ,Which are 

· Pooling of Interest method for  Amalgamation in nature of Merger

· Purchase method of Amalgamation in nature of purchase.

Salient features of Pooling of interest method.

1. In preparing the financial statements of PC the Assets and Liabilities of SC should be recorded at their existing values and in the same form as on date of amalgamation. The balance of  P&L account should be aggregated with corresponding balance of PC .

2. If at time of amalgamation , transferee and transferor company were to have conflict of accounting policies , Such conflict is resolved and brought in line with policy adopted by PC .

3. The Difference between amount recorded as Share capital issued and amount of capital of SC  should be adjusted in reserves . Accordingly No goodwill or Capital reserve will Arise.
Salient features of Purchase method.

1. The Assets and Liabilities of SC are incorporated in financial statements of PC at existing values . Alternatively the purchase consideration should be allocated to individual indentifiable assets  and liabilities on basis of fair values.

2. Identity of Non statutory reserves of SC is not preserved . Hence such reserves should not be included in financial statements of PC

3. If purchase consideration is more than net assets of PC , then the difference is credited to goodwill, Alternatively if Purchase consideration is less than Net assets of PC the difference is credited to Capital reserve.
4. Goodwill arising out of Amalgamation should be amortized over its useful life not exceeding period of Five years.

5. Where the requirements of relevant statute demands  “Statutory reserve” of SC to be recorded in financial statements of PC . While crediting the statutory reserve the debit needs to be given to “Amalgamation adjustment A/c” . The Account should be disclosed under “Misc expenditure .

Impact on AS 4 – Amalgamation after balance sheet date.

Where Amalgamation happens after Balance sheet date , the Impact cannot be shown as part of Financial statements and hence  needs to be disclosed in directors report.

Accounting for amalgamations 


A. Computation of Purchase consideration 
Net assets Method 

Assets taken over at fair values  


- XXXX

Less : Liabilities taken over at agreed amounts 
-XXXX







_____

Net Assets / Purchase Consideration

XXXX







=====

Payments 

Aggregate of  shares paid to various shareholders.

B. Transferor Company accounting.

Tranfer to realization account : 

Realization A/C             Dr 


To    Assets 

Liabilities   A/C            Dr

 
To Realization 

Purchase consideration .

Due entry : 

Transferee Company          Dr 


To Realisation 

Payment entry 

Shares in transferee company  
Dr

Bank 



Dr 


To transferee company

Sale of Assets Not taken over

Bank 



Dr

To Assets (Book value)


To Realisation ( Profit)


Settlement of Liabilities Not taken over


Liabilities 


Dr



To Bank



To Realisation 


Realisation Expenses

a. Incurred by transferor company
Realisation A/C 

Dr

To Bank

b. Incurred by transferor company and reimbursed by transferee company 

Transferee Company A/C 
Dr


To Bank

Bank 


Dr


To Transferee company

c. Incurred by Transferee company

No Entries 
Amount Due to equity share holders.

Equity share capital  
Dr

Reserves


Dr


To Shareholders

Transfer of Balance of realization 

Realsisation A/C

Dr


To Shareholders

Settlement to Shareholders by transfer of Consideration received.

Share holders  A/C 

Dr


T o Shares in Purchasing company 


To Bank 

Transferee Company Accounting

1. Accounting should  be done as per AS 14

2. Accounting should be done as per Mode of Amalgamation.

Purchase method

Due Entry for Business Consideration
Business Purchase 

Dr 


To Liquidator of transferor company

Incorporation of Assets and liabilities taken over

Assets 

Assets A/C 


Dr

Goodwill 


Dr


To Liabilities 


To Business Purchase


To Capital reserve

Discharge of Purchase consideration 

Liquidator  of transferor company A/C
Dr


To Share capital


To Securities premium 


To Bank

Others

Cancellation of Intercompany Owings.

Creditors 


Dr


To Debtors

Elimination of Unrealized Profits on goods sold by one company to another  and remaining unsold as of date of amalgamation 

Goodwill /Capital reserve 
Dr


To Stock Reserve

Realisation Expenses

Goodwill/Capital reserve 
Dr


To bank

Contra entry for statutory reserve  of which liability is not yet fulfilled

Amalgamation adjustment 
Dr


To Statutory reserve

Pooling of interest method

All entries are Same – But No Good will or capital reserve arises.
Adjust them to 

· Free reserves of Selling co

· Free reserves of  Purchasing co.

· And Lastly Debit P&L

Other Concepts


Intercompany Holdings – Purchasing company in Selling Company
A. Computation of Consideration 

Net Assets Method :

Step 1

Compute Net assets of Business as whole

Step 2 


Ascertain the portion of net assets belonging net assets belonging to outside share holders and it represents purchase consideration.
Step 3 

Determine mode of discharge of purchase consideration 

Payments Method :

Step 1 

Ascertain number of outside shareholders 

Step 2

Consideration is arrived at aggregate of payments in various forms to outside shareholders at agreed exchange value 

B Accounting – Books of transferor company 

Usual Entries – Additional entries . Cancellation of Share capital to the extent of Purchasing company interest
Share capital 
Dr


To realization 

C – Accounting – Books of transferee company

Purchase Method :

Assets 


Dr

Goodwill 

Dr


To Liabilities


To Business Purchase ( Consideration )


To Investment in selling co


To Capital reserve

Pooling of interest Method :

Assets 


Dr


To Liabilities


To Business Purchase ( Consideration )


To Investment in selling co

Intercompany Holdings – Selling Company in purchasing company 

A : Purchase Consideration 

Net Assets method:

Step 1

Compuate Net assets of Business as a whole by considering the agreed values including investment by selling company in purchasing company 

Step 2 

Determine the mode of discharge for above net assets (AKA Number of shares to be issued = Assets /Value of Shares )

Step 3 

Deduct number of shares to be issued to Selling company share holders by shares already held

Step 4 

Purchase consideration would be Net shares arrived from Above + other consideration 

Payments Method :

 Step 1 
Calculate Number of shares to be issued 

Step 2 

Deduct number of shares to be issued to Selling company share holders by shares already held

Step 3 

Purchase consideration would be Net shares arrived from Above + other consideration 

B . Accounting – Books of Transferor Company 
Additional entries : 
Transfer of Investments in to Equity shares from buying company A.c


Equity shares of transferee company 

Dr


To investments

C .Accounting - transferee Company books 

No Changes 
Intercompany Holdings – Cross Holdings 

A. Purchase consideration 
Net assets Method

Step 1

Compute net assets of selling company

Step 2

Determine portion of net assets pertaining to outside shareholders.

Step 3

Determine mode of consideration 

Step 4 

Deduct number of  shares already held by selling company in purchasing company. The Balance would be purchase consideration.

Payments Method 

Step 1
Determine Exchange ratio

Step 2 

Deduct Shares already held 

Step 3

Number of shares arrived in Step 1 & 2 at agreed price togetherwith other securities will constitute purchase consideration .

Accounting Entries – Transferor Books 

1.Transfer Investments to Shares of Purchasing company 

Shares of Purchasing company  

Dr


To investments

2.Cancel paid-up capital 

Share capital  


Dr


To Realisation .

Accounting entries – Transferee Books 
1. C ancel investments ( To business Purchase account)

Reconstruction


[image: image1]
Internal reconstruction – Accounting Entries 
1. ASSETS  
a. Revalutaion 

Assets 


Dr 



To Reconstruction 

b.  Sale of Unproductive Assets  

Bank  A/c 

Dr


To Assets 




To Reconstruction 
Transfer of Assets to Creditors


Liability 

Dr




 
To Assets











To  Reconstruction .
2. Outside Liabilities 

Waiver

Liability 
Dr










To  Reconstruction 

Settlement at discount

Liability 
Dr 










To Bank 










To reconstruction 

Conversion of One class of Liability into another class of Liability 

Unsecured Creditors 
Dr









To  Secured Debentures 









To Reconstruction 

3. Shareholders 

a. Reduction of Share Capital

Share Capital 
Dr









To Reconstruction 

b. Reduction in Paid up value
Share Capital (old face value) 
Dr







To Share capital (New Face value)






To Reconstruction 

4. Utilization of Reconstruction Surplus 
Writing off accumulated Losses (P&L balance)

Reconstruction 
A/C 
Dr 









To P&L A/C










To Assets 

5. Unutilized Amount

Reconstruction 

Dr 









To Capital reserve

Demerger
Accounting in books of Transferor Company  - Sale of part of undertaking
1. Due 

Purchase consideration 


Dr






                                  Liability 



Dr 



To Assets 




To Purchase Consideration
2. Recancellation of ceipt of Consideration 

Bank /Shares in Purchasing company  Dr


To purchasing company


Accounting in books of Transferor Company  - Transfer of Business 

Purchasing company 

Dr 

Liability 


Dr


To 
Assets


To Members 

Cancellation of amount receivable  from purchasing company 
Members 
Dr

Reserves 
Dr

Reconstruction Dr


To Purchasing company .

Accounting in transferee company books 

Similar to  AS 14 – Purchase method. – However AS 14 is not applicable 
Accounting for  Buy back of Shares 
On Purchase of shares

Shares Bought Back 
Dr 

To Bank 

Cancellation of Shares Bought back

Share capital 

Dr 

Reserves 

Dr


To Shares Bought back.

Transfer of reserves to extent of share capital redeemed 

Reserves 

Dr 


To  Capital redemption reserve.

.

.
Reconstruction





Internal reconstruction 


Reorganizing books





External reconstruction ( As good as Amalgamation)











