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MEANING OF PROFIT/LOSS PRIOR TO
INCORPORATION

Running Business e taken over by eeeeew  Will take time for getting “Certificate of
company Incorporation”
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Is carried by Proprietor
Profit / Loss Between

1] Closure of Proprietor 2] Getting Certificate
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Profit or Loss Prior to Incorporation




HOW TO ACCOUNT FOR PROFIT/LOSS PRIOR
TO INCORPORATION ?

Account For
Profit (Cr) Loss (Dr)
Credited to Capital
Reserve : .
| Option | : Option i : .
. Shown as an asset in B/S
Shown as an asset in B/S , -
) ] as ‘Goodwill
as 'Loss Prior to
Not available for Incorporation'
distribution of dividend



METHOD OF COMPUTING PROFIT/LOSS
PRIOR TO INCORPORATION
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Close off old books and open new Split up the profit / loss between ‘pre' and
books at the date of incorporation 'post’ incorporation periods
Basis
""" i Te——a
Time basis Combination
Turnover basis



BASIS OF APPORTIONMENT

Turnover Pre Post Time




BASIS OF APPORTIONMENT

Turnover Basis
Gross ! Bad Debts i Advertisement i Commission to
Profit i i i Agent |
' ' ‘ {
Brokerage Carriage :
Sales Promotion Selling &
Outward Distribution
Expenses



BASIS OF APPORTIONMENT

Post Basis
Underwriting i . i . i Share Issue
Commission : Directors fees i Formation Expenses | Expenses
¥ i 1
Prelimina _ .
Expense;y Discount on Director’s
Issue of Shares Remuneration



BASIS OF APPORTIONMENT

Time Basis
Insurance i Printing & i Salary i Depreciation i Miscellaneous
Stationery i i i Expenses
i i ¢ ¢ i
Administration OH Rent & Taxes Telegram & Telephone Municipal
Postage Expenses Taxes



BASIS OF APPORTIONMENT

Interest on vendor’s capital

Date of

Acquisition Date of Incorporation Balance sheet Date
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Pre Post




BASIS OF APPORTIONMENT

Tax

Company Audit Income Tax

Post Basis Turnover Basis



USES OF PRE-INCORPORATION PROFITS & LOSSES

Pre-incorporation Profits

Post-incorporation Profits

It is transferred to Capital Reserve Account (i.e.
capitalized).

It can be used for:
Writing off Goodwill on acquisition
Writing off Preliminary Expenses

Writing down over-valued assets

Issuing of bonus shares

Itis treated as a part of business acquisition cost
(Goodwill).

It can be used for:

Setting off against Post-incorporation Profit

Addition to Goodwill on acquisition

Writing off Capital Profit

Paiini ui iartli iaid shares



EXAMPLE

Lion Ltd. was incorporated on 1.8.2020 to take over the running business of M/s Happy with assets from
1.4.2020. The accounts of the company were closed on 31.3.2021.

The average monthly sales during the first four months of the year (2020-21) were twice the average monthly
sales during each of the remaining eight months.

Calculate time ratio and sales ratio for pre and post incorporation periods.




SOLUTION :

Time ratio
1.4.2020 to 1.8.2020 1.8.2020 to 31.3.2021
=4 months = 8 months
Pre Post

Timeratio =4:80r1:2



SOLUTION :

Sales ratio
4 months * 2 8 months * 1
= 8 months = 8 months
Pre Post

Salesratio =1:1



THANK YOU




