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Decoding Mergers and Amalgamations! 
Wake up call for Advisors and Investors!

Listing of shares of any company on the Stock 
Exchange gives market visibility and credibility 
to such company in the eyes of their investors. 
Listing promises an assurance to investors about 
the legal status, legal compliances and legal financial 
soundness of the company. While the Company’s 
Balance Sheet and Statement of Profit and Loss 

In today’s new era of stock market where almost every individual foresees revenue by dealing in 
shares of listed entities, one would be amazed to know that it is not enough to just be aware about 
the Credibility, Brand value and Quantitative ratios indicating strength of the Company, for the 
purpose of making investment with the objective of earning returns. Before you plough your hard 
earned money in stock market or suggest your client to invest in the listed Companies (majorly listed 
in Bombay Stock Exchange Limited and National Stock Exchange Limited), it is imperative for 
you as an investor as well as, as an advisor to acknowledge the existence of a rosy devise used by 
the Companies in preparing its financial statement generally to hide its financial weaknesses and 
misrepresent before the investors and advisors at large. One such perceptive device that is cleverly 
used by these companies with malafide intent to woo the readers of their financial statements is the 
“Scheme of Mergers and Amalgamations”.  Read on to know more…

CA. Jigar Shah
(The author is a member of the 
Institute. He can be reached at 
jigarshah5210@gmail.com.)
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Account shows the performance of the Company, it 
may not always be an authentic real position of the 
Company as it may appear like. Though such financial 
statements might have been prepared in conformity 
with the relevant accounting standards and policies, 
it is often observed that one can surely show a 
positive financial performance of the Company even 
though the actual position is somewhat otherwise. 
Here is where the role of a Chartered Accountant as 
an auditor of such companies becomes important 
and crucial for investors and advisors. And after 
going through a detailed reading of a lot of Audit 
Reports of such listed entities where there is massive 
difference between what its financial statement 
portrays and its real position, it is a matter of pride 
to be associated with our fellow auditors who are 
overall carrying on with the duties of the profession 
in a very responsible way.

“Amalgamation and Arrangement”: A 
Weapon Misused 
However, still there are many big brand listed 
entities that are suffering huge losses in the business 
but are still able to maintain its flow of profits in 
its financial statement. One of the healthy ways 
used by these entities to baffle its investors is 
“Business Restructuring”. “Business Restructuring” 
is the corporate tool used for reorganising the legal, 
ownership and operational structure of the company 
in order to make it more profitable and for smooth 
organisation. “Merger and Acquisition” is one of such 
Business Restructuring methods used by companies 
in crisis in order to strengthen its otherwise weak 
financial records.

Illustration
Take for example the Annual Report for financial year 
2015-16 of a reputed listed Company which specifies 
that the Company undertook restructuring of its 
ownership structure in a particular business segment 
so as to align the interest of the shareholders. Pursuant 
to such restructuring in the form of Amalgamation 
and Arrangement approved by Honorable High 
Court, certain revaluation in Investments were 
carried out and were added to the “Reserves” in 
the Company’s Balance Sheet. Such adjustments 
included Reserve for Business Restructuring 
representing the “unadjusted balance of revaluation 
of investment” in one of its subsidiaries to the tune 
of around R1,300 crore, which balance would be 
further used to meet the increased depreciation, 

costs, expenses and losses including on account of 
impairment of assets etc. However, such balance on 
account of revalued investment in subsidiary is not a 
real cash flow for the Company and hence same shall 
not be considered for the purpose of calculation of 
Book Value/Net worth of the Company. Similarly, 
the notes to the Balance Sheet depicts other such 
reserves that are added under the head “General 
Reserve” that have occurred under the scheme of 
amalgamation which are quite colossal to the tune 
of around R12,800/- crore in Standalone Statement 
and R12,300/- crore in Consolidated Financial 
Statements of the Company. Such reserves are not 
real and actual cash flows but are mere adjustments 
on account of unrealised fair value of its investment 
in subsidiaries. Hence, same shall not be taken into 
account for calculating real Book Value or Net Worth 
of the Company. 

Consolidated Financial Statements 
One of the similar adjustments in the Consolidated 
Balance sheets of some misrepresenting companies 
is with regard to “Creation of Goodwill” on account 
of presentation in Consolidated Financial Statements 
of the Companies. Such “Goodwill” is nothing 
but the difference between Cost of Investment 
in the shares of the subsidiaries by the Holding 
Company over the parent’s portion of the equity of 
the subsidiary (difference between fair value of the 
assets and liabilities of such subsidiary to the extent 
of parent’s portion of equity of the subsidiary). 
Goodwill on consolidation in the Balance Sheet of 
Holding Company is merely again in the nature of 
revaluation of its investments in subsidiaries and not 
the actual cash inflow. As such, generally Goodwill 
appears to be not presenting the real picture of the 
Company’s “Fixed Assets”. Therefore, the fixed assets 
of the Company are overvalued to that extent. In 
the author’s view, “Notes to Accounts” in Financial 
Statements should include such clarification in order 

“Business Restructuring” is the corporate tool 
used for reorganising the legal, ownership and 

operational structure of the company in order to 
make it more profitable and for smooth organisation. 

“Merger and Acquisition” is one of such Business 
Restructuring methods used by companies in crisis 
in order to strengthen its otherwise weak financial 

records.
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to make investors aware about the real impact on 
profits if such Goodwill is subjected to impairment. 
As such, Goodwill sometimes under such scheme 
of Amalgamation and Arrangements runs into 
thousands of crores of rupees. 

Illustration
A reputed listed Company (with the market 
capitalisation of around R600 crore), has shown 
Goodwill at a huge value of around R6,000/- crore 
in its Consolidated Financial Statements for the 
year ending 2015-16 and hence, Book value of such 
company is overstated to that extent. In its books, 
the company appears to have stated that out of 
such Goodwill on Consolidation, Goodwill of the  
amount of R6,000/- crore relates to one of its 
subsidiaries whose future cash outflow cannot be 
assessed by the management of the company and 
pending such assessment the said Goodwill has not 
been subjected to impairment as on 31st March, 
2016. This makes it clear that such huge amount of 
Goodwill though forming part of the Balance Sheet 
(Fixed Assets) does not carry any actual value but 
just has its existence as a rosy picture in the books 
of the Company. 

Further, the company appears to have emphasised 
in its books that the carrying amount of investments 
that are “Other than temporary” in nature in its 
subsidiary to the tune of around R4,700/- crore are 
doubtful in character and hence, the same are not 
reliable though stated in the Standalone Financial 
Statements of the company and hence again the 
Book Value to that extent appears to have been 
over-stated. Ideally, it should also have stated its 
impact on the Financial Position of the company on 
a conservative basis. The investors should always be 
aware of such window dressings in their investment 
strategy.

Amalgamation in the nature of Purchase: A 
tool to strengthen the Balance Sheet
The other form of adjustment is the unique way 
of utilisation of “General Reserve” to meet various 
extraordinary losses and expenses in such a way  
that such losses and expenses do not impact “Profits” 
of the Company in its Profit and Loss Statement. 
Such General Reserves are the result of the  
scheme of Amalgamation and Arrangement and 
Demergers etc. carried out by the Company duly 
sanctioned by the relevant High Court. Such 
amalgamations are carried out by the method 
“Amalgamation in the nature of purchase”, where 
assets are taken over by the Company at fair value 
(market value) and the additional depreciation 
arising on such fair valued assets and loss due to 
foreign exchange rates are then charged directly 
from the General Reserves in the Balance Sheet and 
are not routed through the Profit and Loss Account 
of the Company. 

Schedule III of the Companies Act, 2013 
Needs a Reassessment
Yet another so perceived lacuna exists in the  
financial statements that are prepared as per  
Schedule III of the Companies Act, 2013 related 
to “Debts” and “Finance lease Obligations”. As per 
Schedule III of the Companies Act, 2013, “Long term 
maturities of finance Obligations” and “Long Term 
Debts” are to be shown under the head “Long Term 
Borrowings”, however on the contrary “Current 
maturities of Long Term Debts” and “Current 
maturities of finance lease obligations” are to be 
classified under the head “Other Current Liabilities”, 
which otherwise have the character of “Short term 
borrowings” in nature. Such classification gives 
the distorted position of the loans and debts of the 
company. The debts in any form are nothing but the 
borrowings of the company and shall be included 
either under the head “Long Term Borrowings” or 
“Short Term Borrowing” in the Balance Sheet of the 
Company. As per author’s analysis, such presentation 
may give an imperfect picture of overall debts of the 
Company pursuant to which the debt equity ratio 
of the Company would show a rosy figure which 
otherwise is completely unfavourable as far as 
investors' view is concerned. Such balances of debts/
obligations under other current liabilities run into 
crores of rupees and there exists a big uncertainty 
with regard to its repayments owing to the profits of 
the company. 

As per Schedule III of the Companies Act, 2013, 
“Long term maturities of finance Obligations” and 
“Long Term Debts” are to be shown under the head 
“Long Term Borrowings”, however on the contrary 

“Current maturities of Long Term Debts” and “Current 
maturities of finance lease obligations” are to be 

classified under the head “Other Current Liabilities”, 
which otherwise have the character of “Short term 

borrowings” in nature.

1011



Mergers and Acquisitions

www.icai.orgTHE CHARTERED ACCOUNTANT    JANUARY 2017124

method of amalgamation. One of the conditions is 
that no adjustments should be made in the book 
values of the assets and liabilities taken over. The 
transferee company may advertently breach this 
condition and thereby become eligible to adopt 
“Purchase method” for the purpose of stating assets 
and liabilities at their fair values in its balance sheet. 

Under the purchase method of amalgamation, the 
transferor company tends to transfer its assets and 
liabilities at its fair value (market value) and thereby 
revaluing their fixed assets in the balance sheet of 
transferee Company at a very high value (present 
market value). The difference between the fair value 
of the net assets of Transferor Company transferred 
to transferee company and face value of the shares 
issued as consideration to the shareholders of the 
transferor company is thereby adjusted as “Capital 
Reserve”. This bolstered figure of Capital Reserve 
not only improves the Company’s net worth and 
strengthens its balance sheet but it also boosts 
its image and goodwill. This inflated amount of 
“Capital Reserve” created under purchase method 
of amalgamation is in no way the result of actual 
cash inflow but represents only the artificial figure 
in the form of market value of the tangible assets so 
transferred with an assumption to fetch such value 
in the market. 

Illustration
A reputed listed company entered in the scheme 
of amalgamation and arrangement under Section 
391 and 394 of the Companies Act, 1956 with 
its three subsidiary companies. The scheme was 
duly approved by the High Court. The company 
effectively used this scheme to strengthen its balance 
sheet by  transferring a colossal amount of around 
R900 crore to “Capital Reserve” account. On such an 
exercise, the company also gained its value on the 
Sensex platform. On a brief analysis of the value of 
its shares on Stock Exchange, the market price of its 
shares were at 52 week low which on carrying the 
amalgamation arrangement rose to 52 week high 
price. 

Taking it further, the said scheme of amalgamation 
was modified by the Company by order of the 
Honorable High Court which provided for recording 
of equity shares issued by Company under said 
scheme at fair value. Due to such modification in 
the scheme, the Company then transferred around 
R700/- crore to the “Security Premium Account” of 
its Reserves and Surplus from its Capital Reserve 

Illustration
One of the reputed listed companies in its financial 
statements for the year 2015-16 has classified Non-
Convertible debentures of R700/- crore and current 
maturities of Long Term Borrowings of around R800 
crore under the head “Other Current Liabilities” in 
its consolidated financial statements due to which 
its debt equity ratio should have been negative 2.55 
(the goodwill should have been deducted from net 
worth) which otherwise is showing only 0.55 as per 
current financial statement. Further, the company 
is making losses and does not have a good business 
scenario and hence, its repayment capacity of such 
debentures and Lease Finance Obligation appears 
to be questionable. Therefore, in author’s view, 
in such scenario what is required is to explain the 
worst scenario for the Company that could be the 
possibility in order to make investors aware.

Yet another Gimmick w.r.t. the Scheme of 
Merger and Amalgamation
Yet another so perceived gimmick adopted by the 
Companies in order to strengthen their Balance 
Sheets is by taking up the Scheme of Amalgamation 
and Arrangement whereby company performs 
the merger process as per the purchase method 
in accordance with Accounting Standard (AS)-14 
notified under Companies Accounting Standard 
Rules, 2006. AS–14 prescribes two methods of 
accounting of amalgamation. (1) Pooling of interest 
method, wherein the transferee records the assets 
and liabilities take over at their respective Book Value 
as they stood in the books of transferor company, 
and (2) Purchase method, wherein the transferee has 
an option to record all the assets and liabilities taken 
over either at their respective carrying value, or fair 
value. AS–14 further mandated the use of Pooling 
of interest method in case if all the conditions as 
prescribed in AS–14 are fulfilled. The breach of any 
one of the conditions would allow the transferee 
company to use the later method, the purchase 

The inflated amount of “Capital Reserve” created 
under purchase method of amalgamation is in no 

way the result of actual cash inflow but represents 
only the artificial figure in the form of market 

value of the tangible assets so transferred with an 
assumption to fetch such value in the market.

1012



Mergers and Acquisitions

www.icai.org 125THE CHARTERED ACCOUNTANT    JANUARY 2017

account stating it as a part of the Scheme of 
Arrangement. Such amount transferred to “Security 
Premium” account is not on account of actual 
cash flow to the company on issue of shares under 
such scheme, but it is the amount of the difference 
between the fair value of the net assets of transfer 
or company transferred to transferee company and 
face value of the shares issued as consideration to  
the shareholders of the transferor company. 

In author’s view, such seemingly distorted 
schemes of Mergers and Amalgamations give the 
promoters of the Company, a liberty to cash in 
the business funds in the form of Bonus shares or 
Buyback of shares by utilising such Security Premium 
Account as per Section 52 of the Companies Act, 
2013 which otherwise would not have been possible. 

Responsibility towards Investors
Such hidden facts in the instances as stated above 
can help the genuine investors to take a wise decision 
while investing his/her money in the company. Thus, 
it will be welcome to all if the company gives a brief 
note on effects of such schemes of arrangement on 
the financial position of the company as a part of the 
“Notes to Accounts” in the Audit Report. 

MAT Benefit to Transferee Companies
In order to reduce Minimum Alternate Tax (MAT) 
liability under section 115JB of the Income-tax 
Act, 1961, the transferee Company many a time 
may tend to adopt scheme of Amalgamation in the 
nature of Purchase as per Accounting Standard-14. 
Where according to this method, all the fixed assets 
including brands of the transferor company are 
acquired at fair value (market price) in the books of 
the transferee company. As a result, the depreciation 
on such fair value of fixed assets and amortisation of 
brands stands on a higher side to the extent of the 
increase brought to the cost of such assets to bring 
the same to its fair value. Such higher depreciation 
and amortisation will reduce the Book Profits of the 
transferee company and as a consequence the MAT 
Liability shall reduce. 

However, a big question still remains unanswered 
as to, “whether such accounting method to state 
assets at fair values in the books of transferee 
company be considered as revaluation of assets?”. If 
the same is considered as “revaluation of assets”, then 
the amortisation and depreciation on such revalued 
amount would be disallowed for MAT purpose and 
thereby the company would end up paying MAT on 

such higher depreciation and amortisation as per 
Clause (iia) to Explanation 1 of sub-Section (2) of 
Section 115JB of Income-tax Act, 1961. 

Adoption of Indian Accounting Standard 
(Ind AS) in line with IFRS
Ministry of Corporate Affairs has provided a 
systematic phase wise adoption of Indian Accounting 
Standard with effect from 1st April, 2016. Ind AS 
103 on Business Combinations provides that the 
company shall mandatorily use Pooling of interest 
method for business combination. However, the use 
of this method is restricted only for common control 
business combinations which include transactions 
such as transfer of subsidiaries or businesses, 
between entities within a group. The Ind AS 103 
specifically states that “No adjustments are made 
to reflect fair values, or recognise any new assets or 
liabilities. The only adjustments that are made are to 
harmonise accounting policies.” 

This can be considered as a huge revolution 
in the field of amalgamation as it would change 
the strategies of mergers by various sizeable listed 
companies. Further, it would be inevitable for the 
High Courts to only approve such schemes that are 
in line with Ind AS 103 as applicable to companies. 

The Ind AS 103 specifically states that “No 
adjustments are made to reflect fair values, or 

recognise any new assets or liabilities. The only 
adjustments that are made are to harmonise 

accounting policies.”

1013

The true source of rights is duty. - Mahatma Gandhi 


