
 12 
Investment Accounts 

Learning Objectives 
After studying this chapter, you will be able to: 
♦ Understand the meaning of the term ‘investments’. 
♦ Learn the classification of investments. 
♦ Compute the acquisition cost and carrying amounts of investments. 
♦ Calculate the profit/loss on disposal of investments. 

1. Introduction 
Investments are assets held by an enterprise for earning income by way of dividends, 
interest and rentals, for capital appreciation, or for other benefits to the investing enterprise. 
Investment Accounting is done as per AS-13 which deals with all kind of investments 
except: 
(i) interest, dividends and rentals earned on investments 
(ii) operating or financial leases 
(iii) investment of retirement benefit plans and life insurance enterprises 
(iv) mutual funds 
(v) assets held as Stock-in-trade are not ‘Investments’. 

2. Classification of Investments 
The investments are classified into two categories as per AS 13, viz., Current Investments 
and Long-term Investments. 
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12.5  Accounting 

 

Interest accrued  Account Dr. (Accrued interest till the date of transaction)** 
 To Bank A/c  (With total amount paid) 

*  This amount will appear in Capital Column of ‘Investment A/c’. 
** This amount will appear in Income Column of ‘Investment A/c’. 

 When the interest amount is actually received, it is entered in the Income Column 
credit side. The net effect of these entries will be that the amount credited to the 
income will be only the interest arising between the date of purchase and the one 
on which it next falls due. 

 Note: 
(a) Interest amount is always calculated with respect to nominal value. 

(b) In case the quotation is not qualified, the same will be treated as ex-interest 
quotation. 

(ii)  Variable Income Bearing Securities: The investment in equity shares comes 
under this category. The following points should be noted with respect to 
investment in equity shares: 
(a) dividends from investments in shares are not recognised in the statement of 

profit and loss until a right to receive payment is established; 
(b) the amount of dividend accruing between the date of last dividend payment 

and the date of purchase cannot be immediately ascertained; 
(c) the dividend received for a particular period of time is assumed to be evenly 

distributed over the period. 
 In the following way the information is incorporated in the books of investor at the 

time of purchase:  

Investment Account Dr. (With the entire purchase price)* 
 To Bank A/c  (With total amount paid) 

*  This amount will appear in Capital Column of ‘Investment A/c’. 
 The adjustment with respect to dividend is made when the dividend is actually 

received as under:  

Bank A/c  Dr (with total dividend received) 
 To Investment A/c  (with the amount of dividend for the period for 

which the investor did not hold the share)* 
 To Investment A/c  (with the amount of dividend for the post – 

acquisition period)** 
*  This amount will appear in Capital Column of ‘Investment A/c’. 
**  This amount will appear in Income Column of ‘Investment A/c’. 
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  Investment Accounts  12.6 

 

• The important point with respect to investment in equity shares is that the 
amount of dividends for the period, for which the shares were not held by the 
investor, should not be treated as revenue receipt but they should be treated 
as capital receipt. 

• When dividends on equity shares are declared from pre-acquisition profits, 
similar treatment is done i.e., the amount of such dividend received by the 
investor is entered on the credit side in the capital column, so as to reduce 
the acquisition cost. 

• If it is difficult to make an allocation between pre and post acquisition periods 
except on an arbitrary basis, the cost of investment is normally reduced by 
dividends receivable, if they clearly represent recovery of part of cost. 

4. When right shares offered are subscribed for, the cost of the right shares is added to 
the carrying amount of the original holding.  

 If rights are not subscribed for but are sold in the market, the sale proceeds are taken 
to the profit and loss statement. 

 Where the investments are acquired on cum-right basis and the market value of 
investments immediately after their becoming ex-right is lower than the cost for which 
they were acquired, it may be appropriate to apply the sale proceeds of rights to 
reduce the carrying amount of such investments to the market value. 

 For e.g., Mr. X acquires 200 shares of a company on cum-right basis for ` 50,000. He 
subsequently receives an offer of right to acquire fresh shares in the company in the 
proportion of 1:1 at ` 110 each. X subscribes for the right issue. Thus, the total cost of 
X’s holding of 400 shares would amount to ` 72,000 ( 50,000 + 22,000). 

 Suppose, he does not subscribe but sells the rights for ` 15,000. The ex-right market 
value of 200 shares bought by X immediately after the rights falls to ` 40,000. In this 
case out of sale proceeds of ` 15,000, ` 10,000 may be applied to reduce the carrying 
amount to the market value `  40,000 and ` 5,000 would be credited to the profit and 
loss account. 

5.  Where an investment is acquired by way of issue of bonus shares, no amount is 
entered in the capital column of investment account since the investor has not to pay 
anything. 

4.  Disposal of Investments 
• On disposal of an investment, the difference between the carrying amount and the 

disposal proceeds, net of expenses is recognised in the profit and loss statement.  
• When a part of the holding of an individual investment is disposed, the carrying 

amount is required to be allocated to that part on the basis of the average carrying 
amount of the total holding of the investment. 

© The Institute of Chartered Accountants of India



12.7  Acc

• In resp
of stoc
(e.g. fi
specifi

(i) Fixed I
last paymen
proceeds, ne
In case the 
capital colum
of sale, sepa
column of inv
(ii) Variabl
sale proceed
amount of ac
The entries i
entries passe

Illustration 1
On 1.4.2012,
(Face value 
16 per share
payable on th
Bonus basis 
Rights basis 
Due date for 

Instrument F
→Ascertain 
→Ascertain 
if (i) > (ii) : c

L
(i) = (ii) : N
(i) < (iii) : C

ounting 

pect of share
cks disposed
rst-in, first-ou
ed in AS 2, ‘V
Income Bear
t to the date

et of accrued 
transaction i

mn and the am
arately receiv
vestment acco
le Income Be

ds should be 
ccrued dividen
in the books 
ed for their ac

1 
, Sundar had 
` 10). On 20
. The director
hese issues. 
 1:6 (Date 16.
 3:7 (Date 31.
 payment 30.

Fully sold 
 carrying amoun
 net disposal pr
change differenc
Loss account 

No further action
Credit differenc
Loss Account

s, debentures
d of may be 
ut, average co
Valuation of I
ring Securiti
e of sale is 
interest, is cr
is on ‘Ex-inte

mount of accr
ved from the 
ount. 
earing Secur
 credited in t
nd can be spe
 at the time o
cquisition.  

d 25,000 equit
0.6.2012, he p
rs of ‘X’ Ltd. a
The terms of 
.8.2012). 
.8.2012) Price
9.2012. 

Dis

nt                 (i)
roceeds       (ii) 
ce to Profit   & 

n required 
ce to Profit & 

 

s and other s
determined b
ost, etc.). The
nventories’.  
ies: The amo
 credited in 
redited in the 
erest’ basis, 
rued interest f
 buyer will be

rities: In case
the capital co
ecifically esta
of sale of inv

ty shares of ‘X
purchased an
announced a 

f the issue are

e ` 15 per sh

sposal of Inves

securities hel
by applying a
ese cost form

ount of accru
the income 
capital colum
entire sale 

from the date
e taken to th

e of these sec
olumn of inve
ablished. 
vestments wi

‘X’ Ltd. at a b
nother 5,000 
 bonus and ri

e as follows: 

hare. 

tment

Instrument Pa
Ascertain Prop
(through FIFO
Ascertain Net 
if (i) > (ii) : cha

Los
(i) = (ii) : No 
(i) < (iii) : Cr

Ac

d as stock-in
an appropriat

mulae are the 

ed interest fr
column and

mn of investme
proceeds is 
e of last paym
he credit side

curities, the e
estment acco

ll be just the

book value of 
 shares of the
ights issue. N

artly sold 
pertionate carry

O, Average, LIFO
 disposal proce
ange difference
ss account 
 further action r
redit difference 
count

-trade, the co
te cost formu
 same as tho

rom the date 
d only the sa
ent account. 
credited in t

ment to the da
e of the incom

entire amount
ount, unless t

e reverse of t

f ` 15 per sha
e company at

No dividend w

ying amount 
O cost etc.) (i) 
eds            (ii) 

e to Profit   &

required 
to Profit & Loss

ost 
ula 

ose 

 of 
ale 

the 
ate 
me 

t of 
the 

the 

 

are 
t ` 

was 

s

© The Institute of Chartered Accountants of India
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Shareholders can transfer their rights in full or in part. Accordingly Sundar sold 33.33% of 
his entitlement to Sekhar for a consideration of ` 2 per share. 
Dividends: Dividends for the year ended 31.3.2012 at the rate of 20% were declared by X 
Ltd. and received by Sundar on 31.10.2012. Dividends for shares acquired by him on 
20.6.2012 are to be adjusted against the cost of purchase. 
On 15.11.2012, Sundar sold 25,000 equity shares at a premium of ` 5 per share. 
You are required to prepare in the books of Sundar. 
(1) Investment Account 
(2) Profit & Loss Account. 
For your exercise, assume that the books are closed on 31.12.2012 and shares are valued 
at average cost.  
Solution 

Books of Sundar 
Investment Account 

(Scrip: Equity Shares in X Ltd.) 
  No.  Amount   No. Amount 

   `     `  

1.4.2012    To Bal b/d 25,000 3,75,000 30.9.2012 By Bank 
(Sale of 
Rights) 

— 10,000 

20.6.2012  To Bank 5,000 80,000 31.10.2012 By Bank 
(dividend 

— 10,000 

16.8.2012 To Bonus 5,000 —  on shares 
acquired on 
20/6/2010) 

  

30.9.2012  To Bank (Rights 
Shares) 

10,000 1,50,000 15.11.2012   By Bank 
(Sale of 
shares) 

25,000 3,75,000 

15.11.2012 To Profit (on sale 
of shares) 

  50,000 31.12.2012 By Bal. c/d 20,000 2,60,000 

  45,000 6,55,000   45,000 6,55,000 

Profit and Loss Account 

To Balance c/d 1,00,000 By Profit transferred 50,000 
   By Dividend    50,000 
 1,00,000  1,00,000 

Working Notes: 

(1) Bonus Shares = ( )
6

000,5000,25 +  = 5,000 shares 
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(2) Right Shares = (25,000 5,000 5,000) 3
7

+ +
×  = 15,000 shares 

(3) Rights shares renounced = 15,000×1/3 = 5,000 shares 
(4) Dividend received = 25,000×10×20% = `  50,000 

Dividend on shares purchased on 20.6.2012 = 5,000×10×20% = ` 10,000 is adjusted  
to Investment A/c 

(5)  Profit on sale of  25,000 shares  
=  Sales proceeds – Average cost 

               Sales proceeds  = ` 3,75,000  

     Average cost = 
(3,75,000 80,000 1,50,000 10,000 10,000) 25,000

45,000
+ + − −

×  = ` 3,25,000 

              Profit = ` 3,75,000 – ` 3,25,000= ` 50,000. 
(6) Cost of shares on 31.12.2012 

 ( )3,75,000 80,000 1,50,000 10,000 10,000
20,000

45,000
+ + − −

× = `   2,60,000 

Illustration 2 
On 1.4.2012, Mr. Krishna Murty purchased 1,000 equity shares of ` 100 each in TELCO Ltd. @ ` 120 
each from a Broker, who charged 2% brokerage.  He incurred 50 paise per ` 100 as cost of shares 
transfer stamps.  On 31.1.2013 Bonus was declared in the ratio of 1 : 2.  Before and after the record date 
of bonus shares, the shares were quoted at ` 175 per share and ` 90 per share respectively.  On 
31.3.2013 Mr. Krishna Murty sold bonus shares to a Broker, who charged 2% brokerage. 
Show the Investment Account in the books of Mr. Krishna Murty, who held the shares as Current 
assets and closing value of investments shall be made at Cost or Market value whichever is lower.  
Solution 

In the books of Mr. Krishna Murty 
Investment Account 

for the year ended 31st March, 2013 
(Scrip: Equity Shares of TELCO Ltd.)  

Date  Particulars Nominal 
Value (`) 

Cost 
(` ) 

Date Particulars Nominal 
Value (`) 

Cost 
(`) 

1.4.2012 To Bank A/c 1,00,000 1,23,000 31.3.2013 By Bank A/c 50,000 44,100 
31.1.2013 To Bonus shares 50,000 − 31.3.2013 By Balance c/d 1,00,000 82,000 
31.3.2013 To Profit & loss 

A/c (W.N.(iii) 
 

          − 
 

    3,100 
    

   
 

  
   1,50,000 1,26,100    1,50,000 1,26,100 
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  Investment Accounts  12.10 

 

Working Notes: 
(i) Cost of equity shares purchased on 1.4.2012  = 1,000 × ` 120 + 2% of ` 1,20,000 + 

½% of ` 1,20,000 = ` 1,23,000 
(ii) Sale proceeds of equity shares(bonus) sold on 31st March, 2013 = 500 × ` 90 – 2% of 

` 45,000 = ` 44,100. 
(iii) Profit on sale of  bonus shares on 31st March, 2013  

=  Sales proceeds – Average cost 
               Sales proceeds  = ` 44,100  
               Average cost   = ` (1,23,000 × 50,000)/1,50,000 = ` 41,000 
             Profit    = ` 44,100 – ` 41,000 = ` 3,100. 
(iv) Valuation of equity shares on 31st March, 2013 

Cost = (` 1,23,000 × 1,00,000)/1,50,000 = ` 82,000) 
Market Value = 1,000 shares × ` 90 = ` 90,000 
Closing balance has been valued at ` 82,000 being lower than the market value. 

Illustration 3 
Mr. X purchased 500 equity shares of ` 100 each in Omega Co. Ltd. for `  62,500 inclusive 
of brokerage and stamp duty. Some years later the company resolved to capitalize its profits 
and to issue to the holders of equity shares, one equity bonus share for every share held by 
them. Prior to capitalisation, the shares of Omega Co. Ltd. were quoted at ` 175 per share. 
After the capitalisation, the shares were quoted at ` 92.50 per share. Mr. X. sold the bonus 
shares and received at ` 90 per share. 
Prepare the Investment Account in X’s books on average cost basis. 
Solution 

In the books of A 
Investment Account 

[Scrip: Equity shares in Omega Co. Ltd.] 

 Nominal 
Value Cost  Nominal 

Value Cost 

 `  `   `  `  
To Cash 50,000 62,500 By Cash Sale 50,000 45,000 
To Bonus shares 50,000 - By Balance c/d (W.N. 3) 50,000 31,250 
To P & L A/c (W.N 2) - 13,750    
 1,00,000 76,250  1,00,000 76,250 
To Balance b/d 50,000 31,250    

Working Notes: 
1. Bonus shares do not have any cost. 
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2. Profit on sale of  bonus shares  
=  Sales proceeds – Average cost 

               Sales proceeds  = ` 45,000  

               Average cost   = 
000,1

500  × 62,500 = `   31,250, 

             Profit    = ` 45,000 – ` 31,250 = ` 13,750. 
3. The total cost of 1,000 share including bonus is `   62,500 

 Therefore, cost of 500 shares (carried forward) is 
000,1

500  × 62,500 = ` 31,250 

 Market price of 500 shares = 92.50 x 500 = ` 46,250 
 Cost being lower than the market price, therefore shares is carried forward at cost. 
Illustration 4 
On 1st January 2012, Singh had 20,000 equity shares in X Ltd. Face value of the shares 
was ` 10 each but their book value was ` 16 per share. On 1st June 2012, Singh purchased 
5,000 more equity shares in the company at a premium of `   4 per share. 
On 30th June, 2012, the directors of X Ltd. announced a bonus and rights issue. Bonus was 
declared at the rate of one equity share for every five shares held and these shares were 
received on 2nd August, 2012. 
The terms of the rights issue were: 
(a) Rights shares to be issued to the existing holders on 10th August, 2012. 
(b) Rights issue would entitle the holders to subscribe to additional equity shares in the 

Company at the rate of one share per every three held at ` 15 per share-the whole 
sum being payable by 30th September, 2012. 

(c) Existing shareholders may, to the extent of their entitlement, either wholly in part, 
transfer their rights to outsiders. 

(d) Singh exercised his option under the issue for 50% of his entitlements and the balance 
of rights he sold to Ananth for a consideration of ` 1.50 per share. 

(e) Dividends for the year ended 31st March, 2012, at the rate of 15% were declared by 
the Company and received by Singh on 20th October, 2012. 

(f) On 1st November, 2012, Singh sold 20,000 equity shares at a premium of ` 3 per share. 
The market price of share on 31-12-2012 was ` 13. Show the Investment Account as it 
would appear in Singh’s books on 31-12-2012 and the value of shares held on that date. 
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Solution 
Investment Account-Equity Shares in X Ltd. 

Date 
 

No. of 
shares 

Income Amount Date 
 

No. of 
shares 

Income Amount 

   ` ` 
   

` ` 

2012     2012     
Jan. 1  To Balance 

b/d 
20,000     - 3,20,000 Sep. 30 By Bank 

(Sale of 
rights) 

  7,500 

      5,000 @ ` 
1.5    

June 1 To Bank 5,000       - 70,000 Oct. 20 By Bank 
(dividend)   

 30,000 7,500 

Aug. 2 To Bonus 
Issue 

5,000  — Nov. 1  By Bank 20,000   2,60,000 

Sep. 30  To Bank 
(Right) 

5,000  - 75,000 Dec. 31 By Balance 
c/d 

15,000 
 

1,92,857 

Nov. 1 To Profit & 
Loss A/c 
(Profit on 
sale) 

- - 2,857      

Nov. 1 To Profit & 
Loss A/c 
(Dividend 
income) 

 
 
 
  

30,000 
 
 

  

 
 
 

  

   
 
 
  

 
 
 

  

 
 
 

  
  35,000 30,000 4,67,857 

  
35,000 30,000 4,67,857 

Jan. 1, 
2013 

To Balance 
b/d 

15,000  1,92,857      

Working Notes: 
1. Cost of shares sold — Amount paid for 35,000 shares 

 `  
(`3,20,000 + ` 70,000 + ` 75,000) 4,65,000 
Less: Dividend on shares purchased on June 1 & sale of rights(7,500 + 7,500)    15,000 
Cost of 35,000 shares 4,50,000 
Cost of 20,000 shares (Average cost basis) 2,57,143 
 Sale proceeds 2,60,000 
 Profit     2,857 
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2.  Value of investment at the end of the year 
Assuming investment as current investment, closing balance will be valued based on 
lower of cost or net realizable value. 
Here, Net realizable value is ` 13 per share i.e. 15,000 shares x ` 13= ` 1,95,000 and 

cost = 4,50,000 15,000
35,000

× = ` 1,92,857. Therefore, value of investment at the end of the 

year will be ` 1,92,857. 
Illustration 5 

The following transactions of Nidhi took place during the year ended 31st March 2012: 

1st April   Purchased ` 12,00,000, 8% bonds at ` 80.50 cum-interest. Interest is 
payable on 1st November and 1st May. 

12th April Purchased 1,00,000 equity shares of ` 10 each in X Ltd. for  
` 40,00,000 

1st May Received half-year's interest on 8% bonds. 
15th May X Ltd. made a bonus issue of three equity shares for every two held. 

Nidhi sold 1,25,000 bonus shares for ` 20 each. 
1st October Sold ` 3,00,000, 8% bonds at ` 81 ex-interest.  
1st November Received half-year's bond interest.  
1st December Received 18% dividend on equity shares in X Ltd. 

Prepare the relevant investment account in the books of Nidhi for the year ended  
31st March, 2012. 

Solution: 

In the books of Nidhi 
8% Bonds Account 

[Interest Payable: 1st November & 1st May] 
Date  Particulars  Nominal  Interest  Cost  Date  Particulars  Nominal  Interest  Cost  

  Value (`)  (`)  (`)    Value (`)  (`)  (`)  

1.4.12 To Bank 
A/c 
(W.N.1)  

12,00,000  40,000  9,26,000  1.5.12  By Bank 
A/c  

-  48,000  -  

31.3.13  To Profit & 
Loss A/c 
(W.N 6) 

  
84,000  

 
11,500  

1.10.12  By Bank 
A/c (W.N 
2)  

 
3,00,000  

 
10,000  

 
2,43,000  

     1.11.12  By Bank 
A/c (W.N 
3)  

 
-  

 
36,000  

 
-  
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      31.3.13  By 
Balance 
c/d 
(W.N.4) 

9,00,000  30,000  6,94,500  

  12,00,000  1,24,000  9,37,500    12,00,000  1,24,000  9,37,500  

Investment in Equity Shares of X Ltd. Account 
Date  Particulars  No.  Dividend  Cost  Date  Particulars  No.  Dividend  Cost  

   (`)  (`)     (`)  (`)  
12.4.12  To Bank 1,00,000   40,00,000  15.5.12  By Bank 1,25,000   25,00,000  
15.5.12  To Bonus 1,50,000    1.12.12  By Bank  2,25,000   
31.3.13 To Profit & 

Loss A/c 
(W.N 5) 

 
  

 
2,25,000 

 
5,00,000 

31.3.13 By Balance 
c/d 

 
1,25,000 

 
  

 
20,00,000 

  2,50,000 2,25,000 45,00,000   2,50,000 2,25,000 45,00,000 

Working Notes: 
1.  On 1st April, 2012, 12,000, 8% bonds were purchased @ ` 80.50 cum- interest. Total 

amount paid 12,000 bonds x ` 80.50 = 9,66,000 which includes accured interest for 5 
months. i.e. 1st November, 2011 to 31st March, 2012. Accrued interest will be ` 
12,00,000 x 8/100 x 5/12 = ` 40,000.  Therefore, cost of investment purchased = ` 
9,66,000 – 40,000 = ` 9,26,000. 

2.   On 1st October, 2012, 3,000 bonds were sold @ ` 81 ex-interest.  Total amount 
received = 3,000 x 81 + accrued interest for 5 months = ` 2,43,000 + `10,000  
( 3,00,000 x 8/100 x5/12) 

3.  On 1st November, 2012, interest will be received for 9,000 bonds @ 8% for 6 months, 
i.e., ` 9,00,000 x 8/100x1/2 = ` 36,000. 

4.  Cost of bonds on 31.3.2012 will be `  9,26,000/12,000 x 9,000 = `  6,94,500. 
 Interest accrued on bonds on 31.3.2012 = 9,00,000 x 8% x 5/12 = ` 30,000 
5. Profit on sale of bonus shares: 
       Cost per share after bonus = `  40,00,000/2,50,000 = `  16 
       Profit per share sold (`  20 – `  16) = `  4. 
       Therefore, total profit on sale of 1,25,000 shares = `  4 x 1,25,000 = `  5,00,000. 
6. Profit on sale of bonds           ` 
 Sale value            = 2,43,000 
 Cost of ` 3,00,000 8% bonds = 9,26,000/12,00,000 x 3,00,000 = 2,31,500 
 Profit            =    11,500 
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