
Chapter 5

Absorption 
Accounts



o In the previous chapter, we have seen accounts relating to amalgamation of

companies. In absorption, one of the existing companies, purchase the business

of another company and it includes the assets and liabilities of the vendor

company in its own assets and liabilities.

o In Amalgamation, two or more existing companies go into voluntary liquidation

and they form a new company to take over the business of existing companies.

Thus in amalgamation, the existing companies lose their existence and a newly

formed company comes into existence. Absorption is amalgamation of business

of two companies, in which only one company loses its existence. One of the

existing companies takes over the business of the other company.

oThe accounts are written in the same way, as those of amalgamation, except that

the books of vendor company are to be closed, while the books of purchasing

company are continued.



oThus, the accounts of absorption are divided into two parts: (1) Closing books of

one company whose business is taken over, (i.e., Vendor Company or Absorbed

Company), and (2) Making entries for purchase of business in the books to the

other company (i.e., Purchasing Company or Absorbing Company).

oThe main point to be noted in case of Absorption is that the Purchasing Company

is one of the old and existing companies whereas in case of Amalgamation, a

new company is formed to take over the business of two or more companies.

Thus in case of Absorption, the Purchasing Company will absorb the assets and

liabilities of Vendor Company into its own assets and liabilities.









• Solution: Step – 1: Net Assets = Total Assets – Total Liabilities

Total Assets ₹

Land & Building 70,000

Plant & Machinery 45,000

Stock 35,000

Debtors 35,000

- 10% B.D.R. 3,500 31,500

Bank Balance 15,000

Total Assets 1,96,500

Less: Total Liabilities

11% Debentures 40,000

+ 10% Premium 4,000 44,000

Provident Fund 10,000

Creditors 30,000

Bills Payable 20,000

1,04,000

Net Assets 92,500



Step – 2: Calculation of Purchase Consideration.

Particulars ₹

Equity Share Capital

Old New

5 4

10,000 (?) (8,000 shares of ₹ 10) 80,000

Security Premium (8,000 shares at ₹ 2) 16,000

Cash

For every 1 shares ₹ 5

so for 10,000 shares (?) 50,000

Total Purchase Consideration 1,46,000

Step – 3: Goodwill or Capital Reserve:

Goodwill = Purchase Consideration – Net Assets

= ₹ 1,46,000 – ₹ 92,500

= ₹ 53,500









• Solution: Step – 1: Net Assets = Total Assets – Total Liabilities

Total Assets ₹

Building 2,00,000

+ 50% more 1,00,000 3,00,000

Furniture 50,000

+ 50% more 25,000 75,000

Machinery 1,50,000

+ 50% more 75,000 2,25,000

Debtors 80,000

Cash & Bank Balance 40,000

Total Assets 7,20,000

Less: Total Liabilities

8% Debentures 1,50,000

- 5% Discount 7,500 1,42,500

Provident Fund 10,000

Creditors 20,000

1,72,500

Net Assets 5,47,500



Step – 2: Calculation of Purchase Consideration.

Particulars ₹

Equity Share Capital

Old New

1 12

4,000 (?) (48,000 shares of ₹ 10) 4,80,000

Security Premium (48,000 shares at ₹ 2) 96,000

Total Purchase Consideration 5,76,000

Step – 3: Goodwill or Capital Reserve:

Goodwill = Purchase Consideration – Net Assets

= ₹ 5,76,000 – ₹ 5,47,500

= ₹ 28,500







• Solution: Step – 1: Net Assets = Total Assets – Total Liabilities

Total Assets Anisa Ltd. ₹ Hamida Ltd. ₹

Fixed Assets

(9,60,000 × 100 / 80) 12,00,000 5,50,000

Non-Current Investment (M. V.) --- 1,50,000

Current Assets 3,90,000 ---

Current Assets other than stock --- (2,60,000 – 92,000) 1,68,000

Stock --- (92,000 × 100 / 115) 80,000

Total Assets 15,90,000 9,48,000

Less: Total Liabilities

12% Debentures 3,00,000 2,00,000

Creditors 2,50,000 1,00,000

Bills Payable 60,000 6,10,000 48,000 3,48,000

Net Assets 9,80,000 6,00,000

Intrinsic Value of Share =
𝑁𝑒𝑡 𝐴𝑠𝑠𝑒𝑡𝑠

𝑁𝑜. 𝑜𝑓𝐸𝑞𝑢𝑖𝑡𝑦 𝑆ℎ𝑎𝑟𝑒𝑠
=

9,80,000

7,000
=

6,00,000

10,000

= ₹ 140 = ₹ 60



Step – 2: Calculation of Purchase Consideration.

Hamida Ltd.’s Shares, 10,000 shares × ₹ 60 intrinsic value

= ₹ 6,00,000 total purchase consideration

Payment of Purchase Consideration:

Equity Share Capital

Old New

10 4

10,000 (?) (4,000 shares of ₹ 100) 4,00,000

Security Premium (4,000 shares at ₹ 40) 1,60,000

Cash (Balance amount) (6,00,000 – 5,60,000) 40,000

Total Purchase Consideration 6,00,000


