
A. Facts of the Case

1 A government company (within the meaning of section
617 of the Companies Act, 1956), inter alia, has been co-
ordinating the policies and activities of its subsidiaries as a
holding company.  In most cases, the company is holding
100% shares in its subsidiaries, which are also government
companies (within the meaning of section 617 of the
Companies Act, 1956), as investments.  The company’s
100% shareholding is in the name of the President of India.

2 The company has been receiving substantial funds year
after year by way of equity from the Government of India.
These funds are used by the company, on the instructions of
the Government of India, for investing in the shares of its sub-
sidiaries, which in turn invest such money in procuring assets,
which is also as per the directions of the Government of India.

3 Due to massive setback in the performance of the
subsidiaries, mass scale separation through Voluntary
Retirement Scheme/Voluntary Separation Scheme
(VRS/VSS) is under implementation.  Some of the sub-
sidiaries have been served with closure notices while in
some cases winding up, as recommended by BIFR, is in
process for decision by the Hon’ble Court.

4 Majority of the subsidiaries are incurring losses for the last
several years.  These subsidiaries have negative net worth.  As
per the querist, on account of continuing bad financial position
and the wiping out of the entire net worth, the auditors have
observed that most of the subsidiaries in which the company

had invested money as long-term investment have negative
net worth and as such, from accounting point of view as per
Accounting Standard (AS) 13, ‘Accounting for Investments’,
suitable provision should have been made in the annual
accounts for diminution in the value of investments.

5 According to the querist, the company has contended
that investments made by the company in its subsidiaries
are long term investments.  The company is making fresh
investments at par out of the funds released by the
Government of India for investing in specific subsidiaries
and in line with the BIFR approved revival scheme for
some subsidiaries.  Some of the subsidiaries are in the
process of disinvestment and realisable value of their
shares will be known at the time of disinvestment.
Incidentally, the querist has mentioned that the company
could obtain a price of Rs. 4000 per share for disinvestment
of 74% of equity shares in one subsidiary in July 2000.  The
par value of shares was Rs. 1000 each and intrinsic value was
also around the same level. As per the querist, the Board of
Directors is of the view that diminution in the value of
shares of the subsidiaries is not of permanent nature.

6 As per the querist, the company has made no provi-
sion for any diminution in the value of such investments,
in view of the foregoing contention.  The company’s
accounting policy, inter alia, discloses the accounting
treatment of investments as under:

“INVESTMENT:
3. Long-term investments in subsidiaries are val-

ued at cost and no provision is made for any
diminution in the value of such investments.

4. .........................”
7 The querist has stated that the assets of the subsidiaries
have not been revalued since their inception.  The statutory
auditors have qualified their report for the year 2000-01
regarding non-provision of diminution in the value of
investments while the Comptroller and Auditor General of
India have not made any comments on the accounts till date.

Valuation of Long-
Term Investment

The following is the brief version of an opinion given by the Expert Advisory Committee of the Institute in
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