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» THE PROCESS: Behind the Scenes

of Intercompany Reconciliation and Elimination(The
Global Corporate Matrix)

1. To Understand Intercompany Reconciliation and Elimination, One
Should Know:-
What Happens in a Corporate Group?
A business group usually consists of :
Parent Company — controls other companies.
Subsidiaries — companies owned or controlled by the parent.

Example : Parent Company
- Subsidiary A
- Subsidiary B
These companies often trade with each other.

But during consolidation:

(3 The group is treated as one single economic entity.

Therefore:

Internal transactions cannot be shown as external business activity .
Internal profits must be removed.

2. Behind the Scenes Logic
Think like a group accountant:
— Problem: Group companies trade with each other every day.
— |f these transactions remain in consolidated statements:
Revenue becomes overstated.
Expenses become overstated.

Assets and liabilities get duplicated.
Objective: Show only transactions with the outside world.

3. Step-by-Step Process
Step 1: Identify Intercompany Transactions




Examples:

Sale of goods.

Loans.

Asset transfers.

Internal services.

Dividends.

(3 Any transaction between group companies is an intercompany
transaction.

Step 2: Reconcile Both Sides

Company A records: Company B records:
Receivable X1,00,000 Payable X1,00,000

Both amounts must match.

(3 Debit of one company = Credit of another.

Step 3: Investigate Differences

Common reasons:

Missing invoices. Duplicate posting.
Wrong amount entered. Timing differences.
(3 Adjustments are passed before consolidation.

Step 4: Currency Conversion

Global subsidiaries may use:

USD. EUR.

INR. GBP.

All balances are converted into the reporting currency of the parent
company.

(3 Exchange differences may arise.

Step 5: Eliminate Intercompany Balances

Remove:
Receivables. Payables.
Loans. Interest.

Since the group cannot owe money to itself.




Step 6: Eliminate Intercompany Sales
If : Subsidiary A sells goods to Subsidiary B.

Then remove:
Internal Sales. Internal Purchases.
(7 No revenue is earned from outside customers.

Step 7: Remove Unrealized Profit

Suppose : Cost =380,000.
Internal Selling Price = X1,00,000.
Profit = X20,000.

If goods remain unsold externally.

(3 Profit is not real for the group.

Therefore:

Remove the 20,000 unrealized profit.

Step 8: Consolidate Financial Statements Combine:
Assets. Liabilities.
Income. Expenses.

of all subsidiaries. Then eliminate all internal transactions.

Step 9: Prepare Final Consolidated Statements
Prepare: Consolidated Balance Sheet.
Consolidated Profit & Loss Account.
Consolidated Cash Flow Statement.
(3 Group appears as one company.

Step 10: Audit Verification.

Auditors verify:

Correct eliminations. Accurate reconciliations.

No overstated profits. Compliance with accounting standards.
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4. Journal Entries
1. Elimination of Intercompany Receivable and Payable
Intercompany Payable A/c.............. Dr
To Intercompany Receivable A/c
(3 Internal balances cancelled.

2. Elimination of Intercompany Loan
Intercompany Loan A/c............ Dr
To Intercompany Loan Receivable A/c
(3 Group cannot lend money to itself.

3. Elimination of Intercompany Sales
Sales A/c.......... Dr
To Purchases / Cost of Sales A/c
(3 Internal sales removed.

4. Elimination of Unrealised Profit.
Retained Earnings / Profit A/c.......... Dr
To Inventory A/c
(3 Profit not yet earned from outside market.

5. Elimination of Internal Dividend.
Dividend Income A/c............ Dr
To Dividend Declared A/c

(7 Internal dividend removed.

6. Elimination of Internal Interest.
Interest Income A/c............ Dr
To Interest Expense A/c
(3 Internal financing effect removed.

7. Asset Transfer Adjustment.
Gain on Asset Transfer A/c............. Dr
To Asset A/c

(3 Internal gain eliminated.




5. Simple Example:

PARTICULAR AMOUNT
Intercompany Sale 1,00,000
Cost of Goods 80,000
Unrealised Profit 20,000
Consolidation Adjustment
Sales {, 1,00,000. Inventory J, 20,000.
Purchases {, 1,00,000. Profit {, 20,000.

(3 Only real external profit remains.

6. Key Concepts

a) Intercompany transactions - ldentify

b) Reconciliation - Match both sides

c) Elimination - Remove internal balances

d) Unrealised profit - Eliminate

e) Consolidation - Present group as one entity
Final Intuition

Intercompany Reconciliation and Elimination is like:

"Removing conversations between family members before
oresenting the family's income to outsiders. "The group may have
nundreds of internal transactions, but investors only need to see what
nappened with the outside world.

Real-World Example:
@ APPLE GROUP

The parent company and subsidiaries located in different countries
regularly: Transfer inventory
Provide internal services
Share technology
Transfer funds
Thousands of intercompany transactions occur every year.




Before publishing consolidated financial statements:
V' Internal sales are removed

V' Internal loans are eliminated

v Unrealized profits are adjusted

v/ Financial statements are consolidated

Result: Investors see one unified global company, not separate
internal transactions.

IAS / IFRS Objective:

Intercompany Reconciliation and Elimination
ensures that consolidated financial statements present the
economic reality of the group as a single economic entity, free
from internal duplication and artificial profits.

- By Karan Upadhyay — TYBAF
Kashmi Nair — SYBAF




» ARTICLE

Inflation and Its Impact on the Everyday Life of a Middle-
Class Family.

Inflation is one of the most common economic challenges
that directly affects the daily lives of people, especially middle-class
families. It refers to the continuous rise in the prices of goods and
services over time, reducing the purchasing power of money. While
inflation may seem like a topic discussed only by economists, its effects
are felt in every household through higher grocery bills, transport costs,
school fees, medical expenses, and utility charges.

For a middle-class
family, managing a monthly
budget becomes increasingly
difficult during periods of high
inflation. Families often have
fixed incomes, while the prices
of essential items continue to

rise. As a result, they are
forced to cut down on non-essential spending such as dining out,

entertainment, vacations, and shopping. Even small increases in the
prices of everyday necessities can place a significant burden on
household finances.

Education and healthcare are also greatly affected by
inflation. Rising tuition fees, the cost of books, uniforms, and coaching
classes make quality education more expensive. Similarly, increasing
medical costs, medicines, and health insurance premiums add financial
pressure, especially for families with elderly members or young
children.

Inflation also impacts savings and future financial goals. When
prices rise faster than income, families find it difficult to save money.
The value of existing savings also decreases because money can
buy fewer goods and services than before. This may delay important




goals such as buying a home, funding higher education, or planning for
retirement.

Despite these challenges, middle-class families can reduce the
impact of inflation by following smart financial habits. Preparing a
monthly budget, avoiding unnecessary expenses, comparing prices
before making purchases, and investing wisely can help protect their
financial stability. Building an emergency fund and improving financial
awareness are equally important.

In conclusion, inflation is more than just an economic
concept; it is a reality that influences every aspect of a middle-class
family's life. Careful planning, disciplined spending, and informed
financial decisions can help families cope with rising prices and
maintain a balanced lifestyle even during difficult economic times

- By Rishika Poonja — SYBAF C




» BOOK REVIEW : Coffee Can Investing

Coffee Can Investing by Saurabh Mukherjea, Rakshit
Ranjan, and Pranab Uniyal is an insightful book that introduces
readers to a disciplined and long-term approach to investing in the
Indian stock market. Unlike many books that focus on short-term
trading strategies or market predictions, this book encourages
investors to build wealth through patience, consistency, and
informed decision-making. The title is inspired by the old American
practice of storing valuable possessions in a coffee can and leaving
them untouched for years, symbolising the importance of investing
with a long-term perspective.

The authors explain that successful investing is not about
constantly buying and selling stocks or trying to predict market
fluctuations. Instead, they emphasise selecting companies with
strong financial performance, ethical management, sustainable
growth, and competitive advantages. Once these companies are
carefully chosen, investors are encouraged to remain invested for
several years, allowing the power of compounding to create long-
term wealth.

One of the book's greatest strengths ©
is its focus on the Indian stock COFFEE CAN
market. Through real-life examples I Nv ESTI N G
of successful Indian businesses, the| THE LOW-RISK ROAD

authors demonstrate how high-| 0 STUPENDOUS WEALTH

: : : SAURABH MUKHERJEA
qguality companies have consistently )

RAKSHIT RANJAN

delivered impressive returns over| ... :s unival W‘
time. These examples make the | | -~
concepts relatable and practical,
especially for readers interested in |
understanding the Indian financial| =
landscape. The |language used
throughout the book is simple,




engaging, and free from unnecessary technical jargon, making it
suitable for beginners as well as experienced investors. The authors
also challenge common misconceptions about investing, such as the
belief that frequent trading always leads to higher profits. Instead,
they highlight the value of discipline, patience, and rational decision-
making over emotional reactions to market movements.

Overall, Coffee Can Investing is an excellent read for
students, young professionals, and anyone interested in personal
finance and wealth creation. It teaches that successful investing is
not about finding shortcuts but about making thoughtful decisions
and allowing time to work in your favour. The book offers timeless
lessons that are relevant in today's fast-changing financial world and
inspires readers to develop a responsible and long-term investment
mindset

- By Megha Karande — SYBAF B
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