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PREFACE
_ This course deals with the .topics in -‘Company Accounts’ included in the syliabus for
the Third Year of the B.Com., Programme offered by Dr. B.R. Ambedkar Open

“University. These topics generally cover the ‘Core’ area of the subject to be studied in
the “Third Year’ of three Year Degree Course in Commerce (B.Com.). The syliabus

for the sake of convenience, .is divided into Blocks. each of which comprises a number -

of Units. The units are prepared by specialists in accordance with a format so designed
as to enable the student to study and understand without much difficulty. Each Unit
_ begins with aims and objectives followed by contents. At the end of each Unit, model

* of its subject matter. Technical terms with which the student may not be familiar are
given at the end of each Unit under the head “Glossary” besides summary of the Umit.

This course intends to record the business transactions with special reference to -

companies. It presents the student the whole range of company accounts and the
analysis of financial statements. The purpose of introducing this course is.to ensure

that . the student on graduating from _the University will have acquired adequate

familiarity in respect of recording the business transactions pertaining to companies.

With this background, the student- should be able to understand the method of

preparing the company final accounts and methods of analysis of financial statements
and adopt them to different situations, if necessary. ' e :

The course material of Company Accounts consists of 5 Blocks, which are divided into

shares and debentures. The second block-covers the preparation of final accounts of
companies. Block three deals . with the accounting tment in the case of
amalgamation and reconstruction. Blocks four _and&ar_e devoted to the analysis of
financiat statements. - : -

J§ Units. The first block deats with recording the trans:ctions relating to issue of

The University hopes that this material wij elp ihe student to get acquainted with the

methods of preparing company accounts “different situations, which make for its
distinctiveness and significance. ' o : . : _

examination questions are given with an intention to test the student’s comprehension

It
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"'-'-.”.}_UNIT 1: T COMPANY 'CCOUNTS .,AN

INTRODUC TION

-. Contents _' ' _ )
= 1.0 Alms and Objcclwes

oLz Characterlstlcs of a Company
' ]3 Klnds ofCompames

s

- 18 Check Your Progress Model Answers

19 _Model Examination Quostlo
'} IO ‘Recommiended Books

L 11 Glossary o

1. l_' lntroductlon .

14 Formatlon ofa Compan
'_Ra:smg the Cap:tal _'
__-Books to be Mamtained

!7 "Summmg Up

- 10 0 AIMS AND OBJECTIVE

' _'Aﬁer studymg thIS unit, you wtll be able'to

."Thas unit aims at dlscussmg the moanmg of a company, lt_" 'onn'at'ion_and.:"_tﬁ'_e 't')look_s;__j;o_be _

malmamed by, a company

s A

explam the meanmg of a company, c N
" recognize the kinds of compame'_w“-._" sl
s describe the procedure of ¢oy "any-- formallon and
.

|dent|fy the books to be mal idined .'by a company

RN | INTRODUCTION

You are acquain nted wnth the. method of rnamtammg the books of accounts of soie traders and'

partnerships. This unit discusses the accounts of another form of business ownerships, viz.,

~ - limited companies, generally referred to as: companles Durmg the nineteenth century thelet.' _

“was rapid growth of trade, commerce and mdustry resulting in an increase in the sizeé of .

business concerns. Owing to-an increase in the size of business undertakmgs sole trades and .

i parmershlps could not cope with -the . probtem of supplymg the-large amount of capital-

" required. This led to the evolution of 2 a new form of busnnoss orgamzatlon knowu as a ‘Jomt_
Stock Company or ‘Company S T

A company is a voluntary assoc1at|on of persons formed for the rcahzat:on of a common
- purpose, which may be either a business purpose or any other purposo It is-created by Law

for ach]evmg the objects “for which'it is formed. ~“Therefore, it is also called.an ‘artificial

.~ person’ (having no physical existence). The oompany has a legal personality of its own,
- which is distinct from that of its members. R:ght from formatlon to closure; alI its activities

are to ¢conform to the prowsmns of tho Compames Act.




L. Lindley defines a company as “an association of many persons who contribute money or

money’s worth to a common stock, and employ it in some common trade or business (i.e., -
for a common purpose), and who share the profit or loss (as the case may be) arising there

" from. The common stock so contributed is denoted in money and is the capital of the

company.  The persons who' confribute it or to whom it belongs, are members. ~The
iember is entitled is his share. ' Shares are always

‘proportion of capital to which each mem

transferable although the right to transfer them is often more or less restricted”.

" Section - 3 of the Companies Act 1956 defines a Company as “a company formed and
. registered under this Act or an existing company”. An existing company is referred to as a.

company formed and registered under any.of the former Companies Acts.

12 CHARACTERISTICS OF A COMPANY _

The charécter_isiics__of a company can be briefly listed as folloWs’:

" i) Itisa voluntary association of persons. No one can be compelled to form a company

" under the provisions of any Law.. Once a company is formed; its-activities are to
. conform to the provisions of the Companies-Act. Usually, a company is formed for

carrying on business with a view to making profits: they can aiso be formed for
promoting art, charity, research, religion, commerce or any other purpose.

i) Just as any.orgal1ization requires capital, the company also needs cap'ital.- The
capital contributed by the members is called ‘Share Capital’ which'is divided into

small units called ‘Shares’ and these shares can be transferred freely. -

iii) The liability of the members of a company is limited to_ the amount of capital -
p’@ue) agreed to be subscribed by each .

(number of shares multiplied by their
member. .

contracts with others in its wname. It is capable of owning, enjoying and

iv). A company has a separate Ie%}] _e’r@listinct from its members. It can enter _ihto :

disposing of property Qﬁ own name. - It can sue and be sued by others in its

_corporate name.

-v) It has a common @Even though it is an artificial person, it acts through natura
persons called directors. Its distinct existence is indicated by the common seal. In

addition to the signature of the Directors, the common seal is affixed on the
documents to signify that they are issued by the company. - :

vi) It has perpetual succession. Even though existing shareholders leave and _néw -

Sharehplders join the company, the continuity of its exi stence is not affected. -

1.3 KINDS OF COMPANIES
In the.begin_ni"ng cﬁmpanies 'we're.

there is no question of having Chartered Companies in our country. However, the

" Legislatures,” which are’ the bodies of the elected representatives of the people, viz.,

" Parliament ‘at the center and Legislatures at the state level, can permit formation of

companies through special legislation.: _
and they are not governed by the companies Act. Example of this type are Reserve Bank of

India, Life Insurance Corporation of India, etc.

]

formed in England through the Royal Charter gi‘atﬁed. 'by _
the King and such companies were called Chartered companies. As ours is-a democracy,

Such companies are called ‘Statutory Companies’

P o U



The hab111ty of the members of th

: Companles can be’ classnf’ed on the bas:s of certain eharactenstics Ilke (|) the manner m_-'-_
- wh:ch they are ’tormed (u) the. Ilabllil)’ ot members, and (m) membership :

) Classmcatlon of compames on the bas:s ot‘ formatlon _

" The. basns of this e]assﬂ'eatlon is the manner in whneh the. compames aré formed On this -
~ basis companles can be classnf‘ ed as (a) Slatutory Compames and (b) Regtstered Compames

: .:"a) Statutory Companles

" As already- ment:oned these eompanies are formed by the enactment of a spemal Act by the B
Parliament or ‘the. respective State Leg1slature For example State Bank of lndla State
-Fmanc:al Corporatton etc. : : .

-b) chlstered Comapnles

All ‘thosé . companies tncorporated under the lndian Compames Act 1956 or. any of the'
previous Acts, come under this catgegory. These companles are known as Jomt Stock
C .-Compames or merely compames e - : :

iy Class:f calton from the pomt of view of Ilablllty of members

. The bas1s for thls classification is the llabthty of the members of a company. From thls .

view-point, companies can be'classified as (a) Unhmlted compames (b) (,ompames Ilmlted

.- by Shares and ¢) Compames Itm:ted by Guarantee
. __'-a) Unllmlted Compames _

' ln the case of this category of compames, the hablllty of n@ers is unlnnlted In the event '
of company being unable to pay to its creditors, t@mbem are personally liable to the. -

" creditors and they have to contribute to such deficit
- no specn" ic advantage to the members i in this ty?f\compames they are very rarely tormed

| b) Compames Limited by Shares Q«w |

subscribed by them. For example, if aPerson subscribes to 100 shares of Rs, 10/~ "each, his.

- liability is limited fo Rs. 1,000/-. Once this amount is paid, he is not Iiable even if there
' _.were to be any deﬁmency in meetmg the clanns of i its: credltors :

c) Companles anted by Gurantee

In this. type of compames the {iability of the members wull be Inmted to that amount whlch R
- they undertake to contnbute towards the deﬁmeney of assets of the company at the time of o
- it wundmg up ' S : : . "'

~ While. in case of companles hm;ted by shares the Ilablltty is based on the amount of share-' R

capital subscribed, the liability in respect of the companies limited by guarantee is based on e

* the amount of guarantee given by the members. In some cases, if the guarantee is given in
~ - " addition to share capital, the habihty wnll be the sum total of share capltal subsenbed and the ;
. amount of guaramee glven : " : : '

heir private properties. As there is -

pames is Ilmnted to the extent of the share capltal- '




Ttisto be noted that both pnvate and pub ie
. unlimited companies, Limited companiesican be

~ limited by guarantee, Further, both i;rwat_

1

i) Classiﬁeation of comtlaliies from -the point of view of membersliip X

Under th:s ‘head with the scope of membershlp as the c!assnf’ catlon, compames can be

classified as (a) Private and (b) Public Compames ' _ _ _ S

" a) anate Company R E - L

A company with a minimum paid up capltal of Rs. 1 lakh or such a hagher paid-up capltal if

- prescribed under the Act and which has. the following Charactenstlcs is called a anate
_Company : : :

_ 't) Restnct the transfer of shares by its Artlcles of Assomatlon

i) Can have the minimum number of members as 2 and the ma\umum number of

members as.50 excludmg past or present employees; _
4ii) Prohibits any mwtatton to the public to subscrlbe 10 its shares or debentures

iv) Prohibits any invitation or acceptance of deposus from -persons other than its
members, dlrectors or their relatives; and - o

v). Has to add the words ‘Private lelted' in its- hame unIess the Ilablhty of the
members is unl:mlted -

_b)'PublicCompanies : A o

Al those compames, wblch are not private compames, are classified as publlc companies.
" Public companies must have a minimum pald-up capital of Rs. 5 lakhs or such higher paid-

up capltal as may be prescribed and'a minimum number of 7 members aithough there is no
maxlmurn limit. The members can transfer their shares freely. >

mp#nies may be formed either as limited or
formed either as those limited by shares or
and pubhc companies can be reglstered with
Iy, companies which are formed for carrying on

0

share capital or without share capital.

business with profit motive are”Tegistered with Share Capital. But those organizations,
which are formed for pursuing‘a/philanthropic cause, are registered as companies without -

Share 'Capital'

Prwate company deemed to be a Public Company o T

~ Some tlmes a company mlght have been reg:stered as Prlvate Company ! but from the pomt of
“view of Act it will be deemed to be a public company under certain conditions. A prwate '

company is deemed tobea publlc company, if

a) 25% or more of its paid up capital is held by one or more bodies corporate or

b) during the three preceding consecutive fi nanmal years its’ average tumover |s Rs '

. One crore or more; or
_.c) -it holds 25% or more of the pald up share capital of a publ:c company

It may be noted that in the above mentioned mrcumstances a company may be a prlvate'
company in form but it |s a publlc company from the legai wew—pol int, CoL e

L]

- In addmon to the above classﬁ' cation, compantes can be cIassnﬁed on the fotlowu ng bas:s

1) Area of operations of the business, i.e. lndran compames ‘and forelgn companles, '_ '

E . u) Ownershlp by the Government and by the publtc
6 L




. Those companies which were incorporated outside India and which established a place of . -

“business in india afier the commencement of the Companies Act, 1956 or those incorporated -

. outside India with a place of business established in India before the commencement of the
- above Act which have continued to have the sarne place of business are called “foreign
~gompanies’. ' B S S i S

& . ) W

i '_iii) Conurol exercised. by une company on another company, i.., Holding company and ~

Subsidiary company. '

" Classification of c(_mi panies ba.ée_d on t_he' area of opérgtipn ;

~ Under this classification, "coinpanic_s can be considered Indian or Foreign on the basis of the
- situation of its'_r"egistered-off'lce: in India or outside India. They are (a) Indian Companiesand .

.. (b) Foreign Companies. R
. .a_) l_ndian Coﬁ!pan'n_es_ s

~ Companies registered in India under the provisions of the Companies Act, 1956 and having’
. the principal place of business (registered office) in India are called ‘Indian Companies’,

d.b)_Fpl;eig:n_'Compani_es' L

i) Classification on.Ownership basis -

_The classitication is based on the iﬁvestﬁeni- made by the Government o by the pub]ié-_.f On )
this. basis, .companies can be classified. as .(a) Government ‘companies and (b) Non- . -

" Government comparies. - cL R T T

. a) GovernlliléntC(impaniéé'-'_ o o T \> L
. - . . X . : . - : . : , @

if a_hﬁajority'shzir'é in the cap'it_al of a company i‘s" coled.'by the 'Govemmém, sucha
company is called *Government Company”. In other wotds, if a company has 51 percentor -
te Government or both, itis calleda. =~ = -

more of its share capital held by the Central or an
*Government company”, .- S Q : o

P

b) Nor_n-G_ovemniehf Companies

_ Companies, which have majbrity of their'share capital contributed b)_f the general public are
- called *“Non-Government companies’. “These.companies are controlled and operated. by

“private individuals,

. _:iii) Classification bas_éd on control

‘Under this .classiﬁ(:alion, a:c'ompany _may“be'(a).ﬁ'hol_ding company or (b) a subsidiary o
. 'c'om_pany. R o : L . . DRI

Ca) Hold;ing"‘;(,‘o\m.pany

. -

The company, which acq.uire'_s_ the con't:"'ol'ling. interest in a_n(';_ther'-compan).(. (has control‘over
that company), is called a “Holding Company”. Sec. 4(4) of the Companies Act defines 2 )
. Holding Company as follows:-“A company shall be deemed to be the hoiding company of

another if, but only if that the other is its subsidiary”. ‘The holding company and its
subsidiary companies-put together are called a ‘Group’. L e




by Subsidiary Com'pa'ny

A company which is ‘under the’ control of a Holdlng Company is called a Submdtary
Company. Accordlng to the Compames Act. a cornpany is said to be a Subsndlary company,

_n“-

) B with the object of contmumg its management the other companv controls the

composition of the Board of Directors;

. iy . more than half of the nommal value of its share capllal is held by the other '

_company;

lii) " a company has equity and preference shares with the same voti‘ng rights and if
more than half of its total voting power is held by the other company;

iv) itisa subsrdlary of any other company, which in turn is a subsidiary of another | o

company, ‘e.g., If C is the subsidiary company of B, whnch is a subs:diary of A,

then C i is also called the subsndlary company of A.

It may be noted that a compauy whlch is controlled by another com pany is subsndlaty of that_

company

"The fol Iowmg chart glves an tdea of the dnfferent kmds of compames

_ _ COMPANIES
5 Co [ L
— ' T i - 1 .
STATUTORY ) L o REGISTERED PRIVATE COS
COMPANIES Lo COMPANIES
[ —— : I - INDIAN
- UNLIMITED L : LlMllll) COMPANIES
COMPANIES ) : OMPANILES
i ] : . Y . ] FOREHGN
HAVING SHARE nothaving | 0 % nm?rco By |- LIMITED BY COMPANIES
CAPITAL SHARE CAPITAL _ SAARES CLLGUARSNIELE 1 R
. % ' o l—_l—l - GOMIRNKIENT]
PRIVAT PRIVATE] PUBLIC WAVING| .| NOT T COMPANIES |
. COS. I cos €08 SHARE LAVING| - i .
; : CAMTAL SHARE
3 . ; o NONGOVY
o . ) CAPITAL COLPANIES
 [PrivaTH T IC

. . 0% c0s HOLDING

. ) COMPANILS

PRIVATL] FUBLIC | CSCHSIDIAKY
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- CHECK YOUR PROGRESS 1

: 1) What: do you mean by a pnvate company?

.......................................
................................................................................................

S B RS A

.............-........................._...................._.........................(.... ....

...................

.....................

n) Under what circumstances a prl vate company will be deemed obea pubhc company" .




B .So far we have drscussed ceriain general aspects reiatmg to a company Let us now consuder o
o the procedure mvolved in formmg a company \ . -

1.4 FORMATION OF A COMPANY

1. Memorandum of Associatlon

We have already noted that the company is an arttf' cral person created under the prowsrons o

of the Companies Act, 1956, For establishing a,company the persons formmg the company

(promoters) have to register it wnh the Regl strar of Compames of the State concemed

The promoters undertake the task of brmg,mg the company into exustence They get the

~necessary documents prepared and present the.same to the Reg,lstrar of Compames of the -
* State in which the registered office of the company (its place of business) is situated. They

take active part in the selection of Directors, the people who actually run the’ company, in the

: purchase of properties- for the company required for carrying on the. proposed business. g
After going through the documents presented by the promoters, lf the Registrar is satisfied " -

that the required formalities have. been complied with, he issues a’ ‘Certificate of

“Incorporation’. This certificate i is the conclusive evidence of the fact that the company has’ :

been registered and-that the company has actualty come into existence, For obtaining the -

‘Certificate of Incorporation, the promoters have to submit a number of documents to: the
L Reystrar of C ompames Let us cons:der them now : :

. .":' .

. Thls is the f'rst and the most tmportant documcnt to be filed with the Reglsnar This is
. -called “the Charter of the Company’. The conditions under which the compaiy exists and its

objects are defined by this document. It lays down'the relationship of the company with the

" outsiders, and the scope of its operatlons Its main purpose is to enable: the sharéholders,

creditors ancl others who deal with the company 10 klrsyhat its permttted range of
actwlt:es is. PR _ . . N e o

' .-.The Memorandum of Assc-uatton contams o ' Co

ited’, as its suffix in the case of a public

|) the-name of the company w1th-the word, _
", as its suffix, in the case of a_private .

P company and the words, pri_vate' Wtite
’ company : S —

i) the State in whnch its reglst ice is situated;. '
am, mmdental and others

i) the objectwes of the company:
iv) in'the case of a hmlted company the fact that the ltablhty ot |ts ‘members is 1|m|ted

v) the authorized capltal of the company and lts leISIOH into shares each of a hxed'
. amount; and S S ' '
i) the declarat:on that the mgnatortes to the memorandum are desrrous of tormmg
themselves into an association and the quahﬁdatl on shares ie., number of shares to
be taken by each of them ' - :

n the case of a company Ilmned by guarantee the memorandum should state that’ each
~“member undertakes to contribute to the assets of the company in the event of the winding up

of the company while he i is a member or wnhm one year after he ceases to be a member

- undertakes to contnbute

_ a) 0 the payment of. the debts of the company,




: Usua!ly, !he ‘Amcles prowde for the foilowmg

" 3. A certificate from the Securities Exchange B;;S'of India

- of Directors, it wili be pre

CE—

LS

"b) 10 the payment of llabllltles of !he company the costs charges and e‘{penses ot
wmdmg up, and . - . )

¢} for the adjustment of the rights of the contrlbulorles among. themselves such an
-~ amount as may be requlred not exceedmg a spec:f ed amount. '

— 2. Articles of Association

This is another important document to be filed with the Regist_rar of Companies. I contains
. the rules and bye-laws which regulate the internal management of the company and the
~ - rights and liabilities of its members. It may be noted that all private companies limited by

guarantee and unlimited companies, should have their own Articles of Association and file

“them with the Registrar of Companies. However, a public limited company need not

necessarily have its own Articles. In such a case, it will be presumed that it has adopted the

o model amcles provrded in Table A Schedule | of tl‘le Compames Act

C

. (I) Share capltal rights of shareholders vanatlons on the ri ghts of shareholders, paymem of .
commission, issue of sharecertificates; (2) Lein on shares; (3) Calls on Shares and forfeiture -

of shares; (4) Transfer and transmission of shares; (5) Conversion of shares into stock and

“alteration of share capital; (6) Share warrants; (7) General meeting and proceedings at those
“meetings; (8) Voting rights of members, voting, poll and proxies; (9) Directors, their

appointmerit, remuneration, quallf ications, powers and proceedlngs of Board of Directors;
(10) Manager and Secretary; (11) Dividends and reserves; (12) Accounts, audit and

o ~ borrowing powers; (13) Capitalization of_proﬁts and (14)_ Winding up of the company.

13

In the case of a company whose share capital excee
from the Securities Exchange Board of Indiapermitting the company to issue the capital.

4. A List of Persons who have consenitedto Act'as directors

The list indicating the full nam@s&persons who have given their consent to become
Directors, their addresses, ocgpatl s and age. If the company does not file a separate list

Directors.
5. ertlen consent of the l)lrectors to Act as such

In the case of Dlrectors appomted by the Amcles or named in the Prospectus their written
consent to act as Dlrectors must be ﬂled W|th the Reglstrar of Companles ' -

6. Undertakmg of the Dlrectors Regardmg Quallf cation Shams _

" This indicates the wﬂhngness of the. D'.rectors 1o take up. the minimum number of shares 10

qualify themselves as D:rectors

T

7. Notlce of Sltuahon of the Reglstered Off’ ice of the Company .

' 5Thls notice mdtcales the address of the Regnstered Off ice of the company. “This can also be
~ filed within 30 days of incorporation or on the date of Cemf‘ cate of Commencement of -

Busmess whlchever is earller

S. 50 Iekhs, it has tofile a Certiﬁcate.

that the subscrlbers to the Memorandum will be the hrst R

_'—J




-8 Sthtulofy Declara;tion_

requirements of the Companies Act have been complied with.

.~ " thecaseofa public company and 2 persons in the case of a private company.~ After paying

-the requisite fees, these documents are to be filed with the Registrar, On .going through the - '

. ~ documents, if the Registrar is satisfied that everything is in order; he issues the Certificate of
l .. - Incorporation. - e S C .

-are;

@) "the company becomes' a distinct’ legal entity, and. its life begms from the daic

! . o . -. L q T . . o
| _ . - indicated in the Certificate of Incorporation; _ R

; ~b) the company gets a per_[")étual suc _
: ' ‘members may join, but the company goes on till it is wound up:

') the properties acquired by the company are not the properties of the sharehoiders._
- The shareholders can only have a claim'in the profits of the company, ‘when they are

© “liability of shareholders. -~ IR B

oo

'CHECK YOUR PROGRESS —2

©incorporated. - -

B o

............... B I I T .

)

1.5 RAISING THE CAPITAL %

'+ " .a) Issue of prospects .
" b) Application for-shares
| . - t) Allotment of shares . C
' - d) Issue of shares to members = -

a) Issues of Prpspectus

'™ ‘the public orinvites offers from the public for sibscription of its shares or debentures. -

This is the declaration to be signed by a Chartered Accountant or an advocate or any other
-person” named . in ‘the Asticles as Director, Manager, or Secretary, stating that -the -

It may be noted that the Memorandum and. Articles are to be signed by at ieast 7 persons in.
P w_hen-'the_Regi_sn;ar issues the Cei__'tiﬁcate_p'fIncorpo_ratioh-, three consequences follow. _They '

cession i.e., old members may withdraw and new

realized, and divided. Correspondingly, the liability of the company will not be the o

List out the documents to be_' presented to the Registrar @Pahiﬁ;s to get the company -

©_As soon as the Certificate of [I‘ICdI'pO;lQ is issued, a private company or acompany having _
no share capital can commence business, But a public coimpany has to get the Certificate of * P
Commencement of Business. The first step in. the direction -is the raising of the capital’

~ required by the company. -For raising the capital, the steps to be taken by the company are:

A public compaiy ime__hdi'ng to raise capital by issue of shares or débcllt' €510 the public . -
L has to issue-an invitation to the public to subscribe to its capital, which'is called ‘prospectus™. -+
! In general terms. a prospectus-is a document through which a company -i.n_'\iii'ejé-'c_l_epo'si‘_ts-'from_' o




I

‘According to- Sec. 2(36) OF THE Companics Act, “Prospectus means, any document

described or issued as a Prospectus and includes any notice, 'fqr_the subscription or purchase

.of any shares.in, or debentures of a body corporate”.

The prospectus contains the details regarding the validity of the business propdsition and the

. desirability of the proposed investment by the public. In a way it specifies the terms of the |

_ issue and forms the basis for the contract between the company and the persons applying for
shares based on the information contained in the prospectus. If a company does not issue a
prospectus, it has to file a statement in lieu of prospectus with the Registrar.  ~

b) Application for Shares

After .'gding through the proépectus, the prospéctive shareholders submit heir ép’plicat’ion.s. .

offering subscription for shares invariably to the bankers of the Company. Along with each
- application, the prescribed - amount, called ‘application money’, which should not be less:
‘than 5 per cent of the nominal vaiue of each share should be remitted by the applicant. o

_ At this juncture, it is to be noted that the application for. shares is an offer made by the
_applicant.and it is left to the discretion of the Directors of the company whether to accept the
application or to reject it. When the company accepts the applications then the process of
allotment of shares commences. : P ' .

¢) Allotment of Shares o

" Afier the expiry of the date fixed for feceipt of app!ic__ationé, the applications are sent to the

* company by its Bankers. Then the Board of Directors scrutinizes the applications and allots
. the shares through a Resolution. It may, be noted that allotiment means the allocation of a

~ specitied number of shares o an applicant: i@onse to his application. Further, -the
“allotment of shares would be valid only when

shares are fulfilled. They are: L

i) Before the directors proceed he allotment of shares, at least 5 days must expire
from the date of issiie c@e prospectus; - S o

subscribed and the s

_ able on the application for the amount stated'as minimum
subseription must be rec o '

ed by-the company.

The amount stat% in the prospectus as the minimum ‘subscription _mu_.lst-bé _

_ i) The application money received should bé deposited in a schedule bank till the
_ Certificate to Commence the Business is issued. : ' .

~ If for any reason the allotment of shares is not made, the application money has to be .
returned to the applicants. If the application money is not returned within 130 days afier the

- issue of prospectus, the defaulting directors will be jointly and severaily liable to pay interest

~ at b per cent per annum from the date on which the stipulated period expires. '

" d) Tssue of Share Certificate of Members

" We have already noted that allotment of shares is the acceptance of the offer made by the
prospective shareholders. The acceptance is communicated to the allottee by sending-a -

*Letter of Atlotment’. On allotment of shares, the allottee has to pay a.part of the face value

of the share, or the balance amount after deducting the application money which is called «

‘Allatment Money’. After receiving the allotment money, the company issues the ‘Share
- Certificate’, which is an acknowledgment of haying received the share money. -~

)

provisions governing the. allotment of -'

L
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K ‘the most important Statutory book, it must be very care

2. Index ofMembers I :%

-3 Annu'al List of Meﬁlbei‘s and Summary A

Certlfcate of Commencemcnt of Buslness ’

Afler the provisions relatlng to allotmem of shares have been fulf" lted and a dec]aratlon by' '
~ one of the directors or the Secretary that the above mentioned provisions have been
complied with, the Registrar of Companies issues a ‘Certificate of Commencement of - -~
- Busmess On rece:pt of the sald ceruf' cate the public company comimernices 1ts busmess

16 BOOKS TO BE MAINTAINED

In dISCUbSmg the accounlmg, plocedures relatlng 10 sole traderand partnershlp organlzauons

- it has been stated that they are under no legal obligations to keep accounts. But in the case
of limited eompames it is legally compulsory for every company to maintain proper books
of account. 1t is further required that the accounts shall be kept according to the mercantile”

~ system, in conformity with the requirements of the Indian Companies Act, 1956. '

. The accounts of limited companies may be divided into three sections. Viz., (a) ordinary

trading transactions, (b} transactions connected with the formation of companies and raising
~ of capital, and (c) the final accounts and distribution of proﬁts The Lnits that fol]ow w1|l
: deal W|th sectlons (b) and (c) mentloned above : :

.

' As ail the actwlt:es ofa company are subject to the prowsmns of the Companles Act they
have to maintain certain Books and Regmters which are cailed ‘Statutory Books The, _
-_'follow:ng are the Staturory books 10 be mamtamed by every llmlted company ' '

L1 ReglsterofMembcrs T .' B
This regplster coittains the naries, addresses and occupatio s 0 he members, a statement oT o

shares held by each member, the date on which each pefsn’s name was entered in the .
geased 10 be a member As thls is’

Register as 2 member and the date on which any. perst
Jy maintained..

2

: This is mamtamed 50 that the accounts of i n wdual members inthe Reglster rnay be readlly ’

Iocalcd . 5 oo ._

ol

_-This Ilst gwes the pamculars of those persons who were members of the compaily on the day o
of the first ordinary general meeting of the year and pamcu[ars of those persons who ceased
to be members afterthe date of the precedlng, meeting. The list also gives a summary of the © -

share cap1ta] in respect of shales msued for, con51derat:on other than cash.

4. Mmutes Book

As per the prov:smns of the Act every company has to mamtam the lmnutes of atl E

proceedings of General Meetings and the Meetings. of the Broad of Directors. For this

- purpose, one Minutes Book_for the Board Meetings -and another Mlnutes Book for the R

Shareholders Meelmgs are mamta: ned

~

5. Reglster ofDlrectors and Managers T L -,r. =

. The law stlpulates that every (;ompany has to mamtam a reglstel giving partu:u!ars of its
- Directors and Managers.. A copy of the list of partlcu[ars of Directors and Managers hasto
~ - befiled with the Registrar of Compames

13




8. Register and Index of Debélituréholders '

6. Register of Contracts

_ This Register has to be maintained by every .c'c':omp'any giving the fult details of the c_c)ntraéts_

or agreements in which any of the Directors have either direct or indirect interest.

7. ‘Register of Mortgages and Charges .

This register gives the particulars of mortgages and charges affecting the undertaking or the

property of the company.- It should give a short description of the property mortgaged or -
charged, the amount of the charge or mortgage and the names of the persons who are entitled -
1o the charge. S ' ; . ' L

2

The particulars of the debentureholders of the company are entered: in this Register. The . - -

. index of debentureholders helps in-locating the accounts of Debenture holders.

9. Register of Investments ’in_Shares and Debentures of Body' Corporates of .the Same

Group

This register gives the particulars of investments made by the company in the companies -

belonging to the same group, i.e., in its hO{ding company and its subsidiary companies.

10, Register of Investments not held in th_.e" Company’s Name

' According_to law all the investments made by the company should be in. its own name .
except in certain cases like holding shares in a subsidiary in the name of a nominee for -
ensuring -that the number of members of the sﬁsidiary is not less than the minimum -~

stipulated. Particulars of such exceptional investmenits are maintained in this Register.

2

11. Proper Books of Accoums. s O

According to the Act every company ?ﬂd keep prope-.r books of accounts at its registé_red

- office. They should be maintain '1_1 stch a way that they disclose: .

2 . .
i) the sums of money seceived and expended by the company and the manner in which
©* the receipt and.ex@m have taken place; . - A
ii) all sales and purchasé§ of goods made by the company;

iii) all assets and liabilities of the company. L

_ A company has the following characteristics. .

1.7 SUMMINGUP T

- Modern bu_sinbss enterprises have a tendency to grow in size. Such growtl: in size involves
~ increase in fixed capital requirements. The problem of securing huge amounts of capital has

led to'the company form of organization. o

- A company is-a voluntéry association of persoﬁs formed for carrying on a particular purpose
“in common, which is generally business (and it can be for any other purpose also). A .
~company is an artificial person. - S :

i

i) itisa voluntary association of persons; o S
ii) its share capital is divided into smal! units refereed to as shares;

14




.- company has fo obtain ‘Certtﬁcate of C

i) the liabiity of its members is limited;
~ tv) it has separate legal entity; : e
v) it has a common seal and perpetua! succession.

_CIassnf catlon of compames can be done on the followmg bases
R (a) formatlon (b) members hablhty, and (c). membership

" . On the baSlS of format:on compames can be classuf ed as Statutory compames and 3 -
‘Registered companies. . N . _ e

Based on liability ot members they are classuf‘ ed a5 unlmuted compames Lompames o '
__Immed by shares and companles Imuled by guarantee. : -

Compames are class:f' od as Prwate and Publlc compames on the baS|s of theu‘ membershlp i

-Another type of classlf cation can . be done on the basns of (a) area of operanons

t)] ownershlp, and (c) control exercssed by one company on the other

| Based on the area. of operatlons compames are classified as Indian companies and Forelgn_._ o
" companies. On the basis of ownership, they are clasmﬁed as Government Compames and _

Non-govemmem compames

o On the basis of control exerclsed compames are classﬂ' ed as Holding Companies andi R
. Subsidiary eomparues The Holdmg company and it 5ubsndlarles put. together are referred to .

as a *Group’.

" Promoters bring the company into existence by fulﬁll_i_ng thmiremehts stipulated by Law.
- For this purpose, they have 1o_prepare and submit a numbg
- important among them are the Mer'nor_andum of Assof
~ When the Registrar of Companies is satisfied that the

busmess

_ The ﬁrst step mvolved in gettmg the %cate of Commencement of- Busmess is ratsmg the
~ share capital required by the company. It involves the followmg {a) issue of a Prospectus
“inviting public to subscribe to its share capital; (b) receiving the .apphcatlons and thetr )

scrutlny, {c) allotment and issue of shares to the shareholders

: On completion of alﬁotment of shares, certain other formahtles are to be comphed wlth
‘After sallsfymg himself about the fulfillment of the required formalities, the Regtstrar of
. Companies issues a ‘Certificate of Commencement of Business’, on receipt of which a .
- _public company can commence its business, ‘A compaiy has to mamtam a num ber of books
and reglsters as stlpulated in the Compames Act. R :

1.8 CHECK YOUR PROGERSS MODEL ANSWERS

. i) A private company us-o_ne whleh, by its Articles of Assocaat;on: -

. a) Restricts the right of the members o transfer shares; :

Rt Lm\
s ﬁ%@o R

of documents. - The most -

fon and the Articles of Association. -

equired formalities are fulfilied, he

. issues ‘Certificate of Incorporal;on stgmfymg fact.that the company has come info -~ -

-existenice. - On receiving this, a private can: commence business. But a pubhc o
t@aﬂcement of Busmess before it commences .f:



© by limits the minimum pumber of members as two and 1w maximum number ol
members as 50 excluding past or present employees; and has atleast one, lakh

_ rupees paid up capital. _ o N . _
c) it is a private company in the form, but it is'a- public company from the legal
viewpoint. ' ' '

ii) It is a private company in the form, but it is a public company from the legal view-
point. A private company is deemed to be a public company in the following
circumstances: S _ : :

a) If 25% or more of its paid up capital is held by one or more corporate bodies; or
b) If its average annual turnover during the three preceeding consecutive financial

yeéars is rupees one crore or Imore; of : e '
¢} If it holds not less than 25% capital of a public company.

2. &) Memorandum of Association,
b) Articles of Association, _ : _ L
¢) A certificate from the Securities Exchange Board of India, -
-d) List of persons who have consented'to act as directors, :
e) Written consent of Directors to act as such, - T T
f) Undertaking of the Directors regarding qualification shares,
g) Notice of significance of the Registered office of the company,
h) Statutory Declaration. - ' e

1.9 MODEL EXAMINATION QUESTIONS ~ .~
1. Answer the following qﬁestions in about 30 lines each,
1. .Explain the characteristic of a company. 0
2.. What are the different types of compan ies?" _ :
3. Explain the procedure for incorporf a company.
4. Explain the procedure involve&%haising the capital of a company.
5. "Explain the following: QM ' o
- a) Public compan N
b) Private compa@
¢) . Government company _
6. Distinguish bet‘w_een Memorandum of Assqciation and Articles of Association.

HE _Ansﬁer the following questions in abm;t 15 lines each.

Explain the meaning of a company. _ B
What do you understand by statutory coi‘npany. and registered company?

- Diisti ﬁguish between company limited by shares and company limited by guarahtee.'
What is the difference between limited company and uhli_mitecl company?

_ Distinguish between Government Company and Non-Government Company. .

When will a priirate company be deemed to be a public 60mpany?

-

Distinguish between Certificate of Incorporation and Certificate of Commsn:cemen't
of Business. : ' ' - '

16



What is the difference bctween Holdm[, compan) and Subs:dnry company

9. Explain the following:

a)- Foreign Company; and

b). Indlan Company

10. Write a short note on: B

‘a) Prospectus; and

b) A!]otmcnt of shares
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"1.11 GLOSSARY

* Articles of Association

Government Compsany

3

;Ho_ldiﬁﬁ Company |

Join Stock po'm pany

= ‘Memorandum of Association.

. Private Company

Onc of the lmportant documents to be f‘led by'-thc . '
~promoters of a company with the Registrar of
- Companies, It contdins the rules and bye - Jaw

@ana ;,ement Of a compai

icha majorlty share in thc caplta!

::_ A company@
is cOntr@\t%%t%d v a State Government, Central e

~ regulating in inte

Govermt

ntor both

A ompany whlch acquarcs the controlling interest
anothcr company l.e., in its subsndlary company

Generally catled a company, isa volumary o -'
association of persons formed for carrying out a '
partlcular purpose-in common, which may be’
business purpose or any other purpose. . -

“The first and most Jimportant document to be ﬁ'lcd
* with the chlstrar -This is called the charter of -

“the company, in which the conditions under whach

the company exists" and lts objects are dcf' ned o

A company wh|ch testricts the transfer of shares

by its members, having the minimum numbcr of
g members as 2 and ma\unum number of members )
'_ as 50, and prohibits any invitation to the pub!tc to

subscnbe for ns shares or debentures BT




-Prospectlui

Public Comﬁny )

Subsidiary Company

“ 1 A document issued by the company:invitihg the

' publtc to subscribe to IlS shares or debentures

A company havmg mmlmum number of members
~ as seven and having no maximum limit, and which |
~al Iows its members 10 lransfer their shares freely.

e

1A company which is under lhe control of Hoidmg
company




. different. terms and conditions,

UNIT - 2 ISSUEOFSHARES R
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' Accoummg Treatment of Issue of Shares

o ka2

IssueofsharestoVendors I o .

I:>sue of shares to Promoters

1S bt
TN e N

Issue of shares to Publlc for Cash

2

Issue of Shares at Par

t2
S

- 210 Over Subscription |
2.1 Under S_ubscriptio_n-'

2.2 Calls in Arrears

2.13. C'\lls in Advance g

2;1:4 Issue of Shares at Premlurn
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2.19 Model Exammanon Questlons S ?‘ o _'
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1221 Glossary AU Q) _

2.0_ATMS AND OBJECTIVES T T e

12
=N

This unit alrns at explammg the accountmg procedure to record the issue of shares w:th

;Having gone through this uni't you should be'-able to:

. explam dlﬁenent types of shares and the1r issue;
. present mfonnatlon relatmg to share capltal in the. Bal ance Sheet and

. record the. transactlons relatm g to the issue of shares in different conditlons

2 l INTRODUCTION

- A prwale company, as it is already observed can commence its busmess |mmedlate!y aﬁer
- receiving the certificate of incorporation. It means, that it collects. the” capital from the
© prospective sharehoiders without i 1ssuing prospectus to the pubhc A publlc company has to .

TR EE R



 get the centificate 6f commencement of business to commence the busifiess. To get this, it

has to raise the required capital from the public subject to a minimum limit and one of the
directors or secretary has to submit a declaration with the Registrar of companies that all

__provisions governing the allotment of shares have been fulfilled. The capital of a public
company,; it is noted earlier, that is collected, by issuing an invitation to the public, known as

prospectus, to subscribe to the share capital offered. Hence, there is a need to know about
the different types of shares which can be offered to the pubtic for subscription and also to .

“acquire knowledge of recording the transactions relating to the col lection of share capital.

Assoctation. .

2.2 MEANING OF SHARES

Total capital of the company is divided into units of small denomination known as shares.
For example, a company has decided to have a capital of Rs. 4,00,000. This amount ‘id
divided into 40,000 units known as shares of the value of Rs. 10 each. Therefore, it is to be
noted that the face value of each. share is\Rs. 10.- According to section 2{46) of the -
companies Act, 1956, share has been defined as a share in the share capital of the company.
‘and includes stock except where a distinction between stock is expressed or implied, shares

must be serially numbered so that they may be identified and distinguished from each other.

They are moveable property anid are transferable in the manner provided by the Articles of

] .
P

A share.cannot be sub-divided and cannot be transferred in parts. - To overcome this

restriction, tully paid up shares may be converted, if permitted by the Articles, into stock in

“- which the ownership of capital is expressed. not in terms of shares, but in'terms of money.
_ A stock ¢an be transferred in parts.. o . o :

23 TYPES OF SHARES . %\ )

According to the companies'Act, shares -@n three types, viz., Preference shares, Equity
shares and Deferred shiares. Further prgferefice shares may be of four types. The following
chart explains different.types of-shareg{éﬁa are provided in the companies Act.

ey

o — = ShTres l . |
l’re_fcren:ce Shures <O _ .Equity Shares : Deferred Shares
o : . )
. I I o 1 - L
Cumulative = Participating Redeemable: © ~  Convertible
: or o Lor o or _ oor - .
Non-cumuiative N ‘Non-participating Irredeemable Non-convertible

. Now let us discuss these shares in detail.

1. Preference Shares

These shares. enjoy a preferential right in respect of paymém of dividend and repayment of
‘capital in the event of the winding up of the company. A fixed dividend is payable on these

- shares as promised at the time of issue. The rate.of dividend payable is indicated as a prefix

to the share. For example, a company offers 10,000 preferencé shares carrying a fixed
dividend of 8%. Hence they are designated as 8% Preferenice shares. B may be noted that

the preference shareholders have a right to get dividends before the Equity shareholders are

paid.  However, such a dividend must be declared by the Board of Directors. - As shown in
the_chart preference shares may be (a) Cumulative or Non-cumulative (b) Participating or

o Non-'palj_t'tcipatihg (c) Redeemable or Irredeemable and (d) Convertible or'Non-convertible.




buch of the ‘Preference shares which do not com ovision of redemption are called
‘Irredeemable Preference Shares’. Capital rais hrou;:,h lfredeemab]e Preferenee shares is K
_ nol refunded to the 5hareholders during the._ Itie e

- Now;let us discuss them'in detail..
- a) Cu mulat:ve or Non-enmulahve Preference Sha res

i lhe case of Cumulatwe Preference Shares, the arrears of dw:dend (dmdend unpald due 0

insufficient profits) get accumuiated and become payable out of the prof' its in subsequem
years before paymg any dividend to- Equny shareholders : . -

“In the case of Non-cumulatwe Preference shares the arrears of dividend do not accumulate
. and they get fixed rate of dividend only in the years in' which there are prof' ts avarlable for
' dlstr:bunon arnong shareholders. :

b} P.iruelpatmg or Non-Parnclpatmg Preferenee Sllares :

“These 5hales CAFrY the right to share out ol thc surplus left paymg, the preterence and Equny .
- dividends at a fixed rate. . :

'-_The Non P’lﬂlClpatmg Prefe1ence shares do not enjoy any ||ghl o share the surplus left aﬁer B
©paying the Equity dtv:ded y . _ . ’

.' .-e) Redeemable or Irredeemabl'e Preference'S'h'ares

/

Capital lalsed lrough the issues of either Equ:ty or Preference shares cannot be l'epald during.

the life time of the Company.” Sometimes, a cormpany may issue Preference shares with the

promise -that it will repay- o the shareholders after the expity. of a fixed period. Such’
Preference shares are called ‘Redeemablie Preference Shares’. The issue of such shares _
* should be permltted by the Articles and the conditions mentioned there in should be
tollowed. After the commencement of the Companics (Amehdment) Act 1988, no company B

limited by shaves can |ssue any preference share, wh;eh is Tredeemable.

e ol the compd ny.

. N
- d) Converhble or Non—Convemble Prel rence Sha res

S.omenm‘es a company may issue pre ce shares w:th a provision for 1hur conversion into
Equity shares. Such Przference shares are called Convertible Preference Shares. ‘Such of
‘those Preference shares which do not have the provision lor conversron into I quny 5h.nu, .
. are called Non-f orwemble Preference Sheets’. N

It should be noted that unless specafcally slated a P:etuenee share is always tdl\t.,l"l to ht. B

- cumulative, non- pmtncnpatmg, and non-convemblc

2. "_Equity_Shai'es

- Earlier these shares were called Ordinary or Risk shares. Sec. 85 of the Cempa'nies Act
*_ defines Equity shares {n a negative way, by stating that all those ‘'shares which are not.
Preference shares are Equity shares: The holders of these shares will get dividend only after -
the dividend on Preference shares is paid. Similarly, even. with. regard 1o-repayment of
~ capital the Equity sharcholders. get back their capital only after the Preference capital is. -
* returned. There is no fixed rate of dividend attached to these shares and it will be decided by

the Board of Directors from year to year depending on the volume of disposable profits.
_Equ;ty shareholders have voting rights whereas Preference shareholders do not have 'my

B votmg, rights except in the followm;, cwcumstances

21
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" a) in the case of Cumulative Preference Shares, when the dividend is in arrears f_on_-'
. more than five years, and_ B ' '

~ b) in the case of Non-Cumulative Preference Shares, when the dividend is in arrears for -

miore than three years.
3. Dé_fer.re,d Shares
Prior to the commencement of the Comp'aﬁies"Act, 1956 comparies here allowed to issue

Deferred Shares also in addition to Equity and preference Shares. Generally, these shares
were allotted to promoters in consideration of their services. They.are also-called *founders’

shares. These shares had a low nominal value but the same voting rights, . They used to o
carry the right to have a substantial part of residual profits left after paying dividend at

specified rates to other classes of shareholders as dividend,. and they enjoyed

. dis’p_roportionately excessive voting rights as their nominal value is very low. Accordingto
_ the ptovisions of the companies Act,-1956 a public company or a subsidiary to-a public.
) company Or a private company deemed to be a public company cannot issue Deferred shares. .

Generally these shares are not issued even by i‘ndependenl‘.private'_companies- which are
formed after the commencement of this Act. S : : R

" 2.4 PRESENTPATION OF SHARE CAPITAL IN

_contained the details of capital should be §

" has to present the informatior @
“following heads: '

- BALANCE SHEET _

- A company is a socio-economic entity incorporated under the taw. Hence it is noted earlier,
that it is a judicial person. 1t will also have certain responsibilities like a natural person, to .

the society, to the shareholders, to the creditors, customers, government eic. Hence a
disclosure of share capital in Balance sheet is essential to throw- light upon its authority to

 raise capital as to the amount how much financial\gower it has use to raise capital and how
that authority was honored by the public in resp t of share capital. This being an important -

objective, section 148 and 211 of the Gempanies Act have stipulated that a statement
as and when necessary. -~ = -

After raising the capital by issuing tl%hr‘es,-.the company at the end of the finaricial year,
ating to its share capital in the balance she

B a). | Authbﬁzéd 'Share%atai

b) Issued Capital

..} Subscribed Capital
-d) Called up Capital
e) ' Paid up Capital

“Let us k_riow the fnearii ng of eac_h head of c_apital@:- O
| a)'Au.tho'r'ized Share _C,Iapital

" The is also called Nominal or Regjstered Capital. This is the total amount of capital with
- which the company is_ intended to be registered and mentioned in the Memorandum of - J
‘Association. It-is the maximum amount of capital.which-the Company is empowered to. -
raise through public subscription. There is no legal limitation the extent of the amount of
- authorized capital. o s SR L

e . L M e e T

et under the .




., b) Issued Capital

 That part of authorized capital which is offered to. the'publi'c_for subISCr_ipti'on is called -
~ ‘Issued Capital’ and the rest of the authorized capital is called ‘Un-issued Capital’.” The un<..
- .1ssued capltal can be |ssued by the company at any time when it reqmres addrttonal capltal

c) Subscrlbed Capttal . R

Out of- the 1ssued capital, the portton whlch is subscnbed (applled for) by the publrc is called :_'
" ‘Subscribed Capital’. . In  other words, it is that_ part of the issued capital for which” .’
'apphcatr ons are received from the public indicating'their wil-lingness 't'o'purchase'the shar‘es.

If the publlc does not subscnbe the whole of the capital issued then it is said to: be under- | _. .
" subscribed, the balance of the issued capital not subscribed by the publrc is catled ‘un- -
subscribed capital’. If’ the amount of share capltal is. more than the lssued capttal 1t is saidto .~

be “over subscnbed” B

@ Called-up Capnal

C Generally, the total amount of each share is called in mstalments If the amount recewed on
o -apphcatton and allotment is less than the nominal value of the share, the balance amount is -
received in one or more mstallments The amount to be pald in such 1nstal|ments is called -

‘Call Money

_ -"..Called up capltal is the amount whlch the shareholders have been called upon by the .
- Directors to.pay. This mcludes the amount of share caprtal 1ssued to the vendors .

. Sometimes the company keeps a part of the subscnbed ital separately Wthh can be
calied only on the winding up of the company ‘Such caplﬂk&led ‘Reserve Cap:tal‘ The .
alle T :

remaining amount of the subscrlbed capttal is cal led @

apttal’ '

e) Paid-up Capttal

This is the amount actially recewed by coﬁg;y in re5pect of the Called up capnall

whlch mcludes the amount of value of sha gsued to the vendors

‘At time a few shareholders may faay 'the call ‘money- on the shares. Such onpaid'- '-
.. amount by shareholders agamst calls is o be shown as a deduction from called up'amount. . .

This unpald ca!l amount is known as Calls tn Arrears whtch will be dtscussed Iater

o Sometrmes a few sharcholders may pay lhe entire share mone‘y earl:er to the company\' - '

callmg for money wlnch is shown as ‘Calls in Advance in Balance Sheet

_ The method of presentmg share cap:tal ina classrf' ed manner in Balance Sheet is explamed "
~ with the help offollowmg :llustratlons e : SRR 3

- lllustratton - !

A Company has an- authorized capital of Rs. lO 00,000 dwldend tnto 1,00, 000 shares Rs. -
- 10/- each. it has issued 80,000 shares of Rs. 10/ each for public subscription. The public

* has subscribed for 60,000 shares. The company has’ called Rs. 8/- per share. On 500 shares - N
one shareholder has not paid Rs, 2/« per share and another shareholder’ ha\nng 1,000 shares ..

“has paid the full amount of Rs lOf- per share Show how the share capltal is presemed in

. Balance Shect
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Solution - c I -

Balance Sheet

Llabllltres .| Rs. Rs E I -Asseté 1 Rs.~ Rs. .
. Authorlzed Capital | 1 o ' )
1,00,000 shares of - ;
Rs. 10 each . 110,00,000
issued Capital 80,000 |
shares of Rs. 10'each o .
issued - $,00,000
’ ) . coe ’ : . .
Subscribed  Capital _
60,000 share of Rs..| N .
10 each R I 6,00,000
Called up capital |
- 60,000 share of Rs.10 _ _
each Rs. Spershare- ' N
~called - - o} 4,80,000
-Paid'—up--capital ca_ll_ed
up Capital - . 4,80,000
_Less: Calls in Arrears | -
@ Rs. 2 on: SOO R I
shares - . : 1,000 | 4,79,000
‘Calls in Advance| - |- | '
1,000 shares @Rs. 2 | ; \> |
. paid in advance - L 22(%2.. . i
From the above example it can be obse hat only the amount under the head of paid up '

capitat is included in total. Othe@re tal heads are barred by drawing a horlzemal line
. / euny . .

underneath each item.

-

Poan

- CHECK YOUR PROGRESS - 1

i) What i the dlfference between Preference shares and Equlty shares‘?' .

.........-....................................-.....,............-......................,...-...........-....,w
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2 5 ACCOUNTING TREATMENT OF ISSUE OF SHARES

., Itis learnt earl ier that a public Irmlted company, Will issue shares to raise capltai to acquire
asseéts required to conduct the busmess Hence the money received should be accounted\

4




~ properly in the books accounts as per the provision of companies Act. A public com'pany.

may issue shares to the various parties in settlement of its obligations arising on account of

availing services and a few assets, Hence issue of shares may be to (i) Vendors and (ii)
Promoters. Further a company may offer shares to the public for cash so as to improve its
liquidity position.

The students ‘are no_w reminded of writing journal entries when capital is introduced in the
_business. In a sole trader concern when capital is introduced one simple journal entry is
passed by debiting cash accouiit and crediting capital account. In parinership firms separate
capital accounts are opened by debiting cash or asset whichever is brought and the
concerned partners capital account is credited. Debit cash/assets/good will whichever is
received and credited share capital account in a more detailed manner depending upon the
way how the amount is received. In the following paragraphs the method of recordmg of
share capital transactions is explained in a detailed manner.

2.6 ISSUES OF SHARES TO VENDO__RS

Sometimes a company may allot shares to vendors from whom it buys assets. Such .an issue

is called Issue of Shares to Vendors for consideration other than cash. When such an issue is

‘made, it must be specifically stated in the Balance Sheet and should be shown separately =
from the shares.for cash. The following journal entries are to be made when shares are

allotted to vendors for the purchase of assets.

i) For purchase of assets: - :
- Assets Account (mdmdual assets) Dr.
To Vendors Account . : '

' ii) For the shares aljotted to vendors:
- ¥Vendors Account Dr.
To Share Capital Account '

Towards the purchase consideration the company mt fﬁlly paid shares to Vendors
either at par va[ue or at premium or at discount ASSSE upon. _

2.7 ISSUE OF SHARES TO PR@do‘rERs

A company may sometimes allot shar@romoters or any other party for maklng available
the technical expertise or for renderiflg technical services like providing drawings,
specifications, etc. Such an issue of shares without receiving cash from them is called ‘Issue
of Shares for consideration other than cash’. In the event of such an issue, the following
 journal entry is to be made:’ i '

1 GDOdWl” Account  Dr.
To Share Capital Afc.
(Being the allotment of shares to promotes for the Serwces rendered by them)

The shares issue to promoters also shoutd be dlstmctly shown in the Balance Sheet llke the
shares issued to vendors

Further it is to be understood that the cost of services is capitalized and for that reason only
good wiil account is created and debited. '
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: Illustratmn 2 o . '- L
Bright limited was mcorporated with a Share Capltal of Rs 10 00,000 comprlsmg Equity -
Shares of Rs. 10 each.  The company acqulred the assets of Mr. Santhosh for Rs. 2,50, 000 by
allotting 25,000 Equity Shares as fully paid. The Directors also allottéd:1,000 Equity Shares
as fully paid to the promoters for their services. 50,000 Equny Shares were ‘issued for cash
which were taken up by the pubhc and they were. fully pald B

Give the necessary Journal entries for these 1ssues Also show the above partlculars in the
-company’s Balance Sheet. : -

Sol_utlon : .
o . Journal T :
Date S Particulars - | LF Dr. - Cr.
L o ' 2 Rs. I Rs.
-+ - | Sundry Assets Afc : - Dr]| .| 250000 '
. - To Santhosh’s As’c B ' - 2,50,600
(Being the purchase of assets from Mr ' : N
: 'Snathosh as per agreement dated.-....}
+ | Bank Account - - 'Dn | 5.00,000 | :
- | To Equity Share Capital A/c : - |75,00,000
- | (Being the 4ssue of 50,000 eqmty shares for | S .
cash to the public) -
- Santhosh s Account .. Drn} '2_:50>000 T "
| To Equ:ty Share Capital A’/e. = | ] 2,56,000.
(Being the issue of 25,000 equnty shares to '
| vendors of assets) .
S ‘Goodwill Account - O - Dr. 10,000 '
| = To Equity Share Capital Ale,, ' N 10,000
(Being the issue of 1, equity shares to
promoters for the sepvices{rendered by them as
per director’s Reso&mN dated ...... y -
~S ,
- @ . ._Balance Sheet - _
Liabilities | Rs. ] Assets “Rs. -
Share Capital: . -1 | Sundry Assets 2,50,000
Authorised Capital: . ' Good will = I 10,000
E 1,00,000 Equity Share of Rs. 10 | - Cash at Bank - . | 500,000
each _ 10,00,0001 S ’
Issued, Subscribed and Called | : : _
~up Capital: ~ . . : o S u
76,000 Equity Shares of Rs. 10 - o :
_ each fully paid 7,60,000 |
_ {of the above 25,000 shares have .
been allotted to Vendors “and,
1,000 shares to Promoters for'|
consideration-other thancash) | | = : ' PR
260,000 . . . 160,000




L CHECK YOUR PROGRESS 2

Write the qurnal entries for commcncmg the business w1th Rs. 30 000 aSSummg that |t is (|)

- asole tradmg organization, and (ii) show the entry. when capltal of Rs. 10,000 is contrlbuted
by Shankar Vishnu and Nanda each to firm. : : :

BRI . ..................... PP P RT PRSP EPPRPRPRPIRPY R P L ORI
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E 2. 8 ISSUE OF SHARES TO PUBLIC FOR CASH

- In the prcccdmg unit, we have Icamt that when a company oﬁ'crs its shares applicant submit -

the applicant for-shares along with the ‘application money’ (the amount prescribed by the

. company to be paid along with the application} to'be company’s-bankers-appointed for this -
‘purpose.-It has also been noted that the application money on each share should be at least 5 __
- per cent of the. nominal value of the share. The application money received thus must. be.
~deposited in a Scheduied Bank till the ccmpany gets the Certiftcate of commencement of
" Business or’in the even of its inability to comply with the provisions of the Act within 120. -
days after the date of first issue of prospectus till it returns the money to the applications. No

allotment can be made or any action can be taken on the appllcatlons till the time of the
opening of the subscription lists, which may be e1thcr specnf‘ ed in thc prospectus or the fi fth -
day after thc date of ﬁrst issue of the prospectus : .

'Aﬁcr the subscrlptlon Ilsts are opcncd the - apphcatlons are placed before the Board of .
Directors, who on scrutiny decide . who among the applicants are to receive the letters of ..

allotment or letters of regret. The-amount payable on allotment is called “Atlotment Money.”

- The balance amount due on shares can be called in insta]l%\ﬁz-, “first call’ ‘second call”
re

etc, and the last i_n__sténllment- is called “final call’. Thc'- monn: ived on allotment, first call,

etc., will be deposited in the Bank. Sometimes, a separate acéBunt is opened for the purpose.

~ The applications rccei'vcd are numbered consecutive _- i eritered in Share Application and. .

‘Allotment Book, ' From this book allotment shéet§ are ptepared’ for scrutiny ‘and
consideration by thc Dlrectors ‘For 'the money%ﬂved on atlotment the necessary entries

" . ‘are made in the Share Apphcatlon & Allo ok. When calls are made, ‘call notice’ is o '-
© sent to the members informing them ofth miBunt payable on call made; If a'member fails -
‘1o pay-the: caII money, the Directors t the shares held by such a member. Forfeiture of

share will be chplalncd in detail at adatgr stage. You are'a]ready aware that sometimes a.«.°

" member may pay the full amount of the¥share even before a call is made. Such an amount is .
~ treated as an advance received from the member and is cafled “Calls in Advance’. The issue -

" of shares to. public for cash can be made by the ccmpany with any one of the tol]owmﬂl .
' COt‘idIth]'IS : S :

a) [ssue of shares at par'
-b) [ssue of shares at- premium -
) Issuc of sharcs at dnscoupt

‘ Lct us, know-what cntrlcs are to bc madc in thc books of accounts under each circumstances.

2.9 ISSUE OF SHARESATPAR '_ '-

. Gcncrally anew company w1th moderate ‘business pctcntldls will issue shares 1o the publlc at .
the price on par with the nominal vaiuc or face value of share. For.instance a company has b

~an. authorized capital of Rs. 4,00,000 divided into:40,000 Equity shares of Rs. 10 éach. -

mearis that the face value. of the Share is Rs.’ 10/-. If the company offers the shares to thc _. S

publlc for sa]e at thc face valuc L&, Rs 10 it is said 1o be tssued that par

)
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" comprehensive understanding of the. stud

o There might be more than one call, in wh'ich_case-they- would be called share first call,

~ Before learning the journal entries to be passed for the transactions relating to the issue of

shares, it is necessary to know the sequence of transactions involved. The following is the

- sequence of such transactions. -

i) The prospective sharcholder sends 'hi.s 'applicatioh to the company along with the

_ application money. On receipt of this amount an entry is’ made in the books of the

company debiting the bank account and crediting the Share Application Account.
ii) The directors after scrutinizing the applications, allot the shares to the respective
" applicants. ' : ' - o

iii) After the scrutiny of applications, share'application' amount is transferred to share
capital account. ' T : '

" iv) On sending the letter of allotment an enu_fy is made debiting the share allotment -

‘account and crediting the share ¢apital account with allotment money.

v) Within the sﬁpulated period, Company receives the allotment money. Then an\ehtry
is made debiting the Bank account and crediting the Share Allotment account.

vi) Similarly, whenever a call'is made, an éntry is made debiting the Share Call account -

and crediting the Share Capital account. After receiving the call money anothér

entry is made debiting the Bank account and crediting the Share Call account.

Capital account shows credits with the amount of the Share capital received.

practical system of Accounting is-that the efittiesjconnected with. Bank (Cash) are made -

The “accounting procedure is to record _abo$ﬁsactions by journal entries. But the

through the Cash Book and the remaining-entries are made in Journal proper. Hence for a
h'e above transactions are shown in profroma

entries. . s T
R e Y ?(;nrma Entries 5
- " Transactio?(“ o Entry
1 1. When Share ApP“Ci@noney'is received: | Bank Account = Dr.
o . S To Share Application Afc -
. 2. On Allotment of shares: T

a) For transfetring Share  Application | Share Application A’,c o
money in respect of applicatiens accepted | - To Share Capital Afc. s

"b) For Allotment money due on Allotment | Share Allotment Alc . Dr.
- of Shares ' _ : - To Share Capital Alc
3. On receipt of Allotment money ' _ B Bank Al o " Dr, |
. - - ' ~ To Share Allotment A/c

4. On making calls: . - . :
“a) For Call money due on cali o ‘Share Call Alc S  Dr.
: : To Share Capital A/c- = o

b) Onreceiptofcallmoney =~ | BankA/c - - Dr.
_ o ' To Share Calls Afc

“second call, etc. -

28

- It may be noted that-the Share Appli_éation account, Share Allbtmenf account and Share Call
' accounts are intermediary accounts and when the money due on these is received, these
accounts get closed automatically and only the bank account shows debits and the Share




- " Note: Cash book is joumal and ledger. Hence when cash book entries are asked cash"book" -
- istobe prepared with bank transactlons and Journal entries relates bank transact:on ar nol be
_passed ' - L . L
: Now let us cons:der some 1llustratron§ relatmg to the precess of recordmg the entrles

' lllustratlon 3

payable as follows

o 'On appllcatlon Rs. 2:‘- On allotmem Rs. 2!-
On Flrst Call—Rs 3/- On Second and Fmal Cail Rs. 3:‘-

' Assummg that all the shares were issue and all the amounts. are recetved show the necessary i
entnes, ledger accounts and opemng Ba!ance sheet of the company : Sk

- Solntlon >

- Before mal(mg the Joumal entrles 1t is adwsable to analyse the problem in the followmg

"+ No. of_shares_issued&subscfitied;_ " 10,000 S
-Application money received - - Rs. 2x10,000 = Rs. 20, 000!-' .
* Allotment money received. - . - -+ Rs, 2x10,000 = Rs. 20,000/~ -_
- Second & Final Call money rece:ved - Rs 3x10000 Rs \3300«'-- . -

The followmg Joumal entnes are to be made :

- __Date NE '- L Partwulars

° .

On January 1, 1999 K Co Ltd makes an issue. of 10, 000 Equsty Shares of Rs 10!- each

First Call money'received - - -- Rs, 3x10,000 = Rs. 30,000/~ * -

- Journal

. 2
- Share Apphcatlon Alc - Q
- : .To Share Capital Al ’ _
' (Bemg the transfer of shz apphcatton amount o
to share capltal as per Board Resolutron dated ) o

N Share Aliotment Alc - S Dr R
: . To Share Capital A/c e ST
| (Being amount due on al lotmeﬁt of shares as. per S

_ Board Resolutlon dated .. ) : S

R Share FtrstCall Ar’c AT '.D_r.-: SO I O P
o 2|7 To'Share Capital Afc O &

L (Bemg amount due on making the ﬂrst call as

- | pet Board Resolutlon daled Z ) SR

_ - To Share Caprtal Afc _ : N A
o (Bemg amount due on makmg the. second and R
| final call as Board Resolutlon datod S '

R




Fa

Posting of the above Jou._l_rﬁal entries
pr. o : : BankAccoilnf‘ o AR Cr.

Date  Particulars . Rs. [ Date | = Particulars - Rs.
-1 To Share Application A/c | 20,000 [ - [ By Balance ¢/d’ 1,00,000
- | To Share Allotment. A/c | 20,0001 S -
- | ToShare First Calt A/lc - | 30,000). - B
- | ToShare Secondand | - : L

g ~, Final Call A/c . |30,000 _ _ _

- [Lo0000] - . 100,000

ToBalanceb/d | 1,00000]

Dr. __ o - o Sli;;re Capital Accoun_t _ ' o Cr
- Date.| ~ Particulars. Rs. |Date{ Particulars | Rs,
- | To Balance c/d [ 1.00.,000 | - | By Share Application A/c | 20,000 -

' S : | .- | By Share Allotment Afc 20,000
-. | By Share First Call A/c . | - 30,000
- | By Share Secondand =~ | :
: Final-Call A/c _ 30,000

100000 | -1 180,000

| By -Baiance"c!d ' o 1,00,000'

c@cc_ﬁnnt- _ Cr;___
ate |, Particulars ‘Rs..
. |ByBankA/c | 20,000

- Dr - o - Share Appli
Date | . Particulars ‘Rs.
- - | To Share Capital A/c

26,0'00

Dr. = - <b Share Capital Account . T Cr.
- Date |- Particulars | ~ Rs. {Date _ Particulars L Rs.
| To Share Capital Alc | 20,000 | - |ByBankA/c [ 20,000

e | T 220,000

‘b ShareFirstCall Accont = -~ . Cr
" Date | . Particulars _' Rs. [Datej = Particulars Rs.
- - | To Share Capital A/c - |- 30,000 T ‘ByBank A/ - . 30,000

Sego) b 30,000




Dr o Sllare Second and Final Call Account . B o '_-:Cr.'_ o

Date |- " Particulars | Rs. | Date | Particulars . [ Rs.

- --'To_-S'hare Capital A/c’ 30.000 | - |By Bank Alc . | 30,000 -
o0 | - - 0 [T30000
(e : _—

The particulars relating to these transactions will appear in the Balance Sheet as follows:

" Balance Sheet
o _ -OfK Co. Ltd. Ason ... _ o
| Ciabilities “Rs. . - Ases | Rs. ..
ShareCapltal. - S A oo T I
Authorised Capital o . Bank S lrooe00
lqu:ty shans of Rs. IO»’— each XXX S

._lssur.d subscrlbed and _
~“called up capital 10.000 equity |
shares of Rs. 10/~ each fully paid ; _t,00,000

00000 . . |1,00000

CHFCK YOUR PROGRESS 3

' Stale xhe sequence of the transactions relaung to lhe issiie of shares at par

‘......................'..........;.__.._...-.-...o..-o.o-.--.-- .......................................................

P T T L N T T R TR AR PR |

TR T T O

2 10 OVER SUBSCRIPTION

Sometlmes the pubhc may apply for more m’the number of shares issued for subscr:pnon

~

Then there is said to be over-subsc f the members of the public apply for a farger

-number of shares than have been iss . he Directors have to rejecl some apphcauons ln
g such case the Directors may adopt any of the followmg meihods :

J) Rejeclmb the appl icallons for excess number of shares _ _
i) A!Iottmg the shares on a pro-rata basis on all the appllcallons recewed

- ul) Rejecting some apphcatlons comph.te!y and allomng to the remamlng appllcat;ons o

on a pro-rata basis;

'|v) Rejecting some applicallons al!omng the nuinber ‘of shares asked for by some
applications and allotting the remalnmg shares to lhe remalmng apphcatlons on a_ '

' pro-rata basis.

Whatever the method, the directors may adopt for the rejectlon of €XCESS apphcatlons the o

following journal emry for the refund of excess applucatlons amount is passed in the books

Share Apphcatlon Af.c e D
To Bank A/c ! Lo e T
- {Being the refund of appllcatlons amount
. rcjected as per the Board Resolunon No dated)

3N




i For example fet us assume that ‘a company -issues only 10,000 shares but is receives. -

S F applications for lS 000 shares. Then the Directors allot shares to applications for 10,000

- shares and-the remaining applications for 5,000 shares will be rejected (the first method, the
" company has to return the application money on applications for 5,000 shares which are’
- rejected. Let us assume that the directors decide to allot shares on pro-rata basis to all the.-
- applicants. In such case no applications will be. rejected and all the applicants get some
" allotment. Each applicant will get shares in the proportion of shares applied for and the
~ number of shares issued (No. of shares issiied/No. of shares applied for). For example; if the
" number of shares issued are 10,000 and the number of shares applied for are 20,000 each
A appl icant. gets allotment of one share for every two shares he has applied for (10,000/20,000
“oocorin ihe ratio of 1:2). It may be noted that generally the excess application money received
. on-extra shares’ apphed for will be adjusted.on allotment or in subsequent Calls If the

R company so decides, lt may return the same 1mmedlately also.

B Lei us' conSIder another case. If the directors declde to reject some applicatlons and allot the -
.- remaining of them after rejectmg a few applicants outright, the shares will be allotted to the
. remaining’ appl:cattons on a pro rata bams
- understand thls '

_"SOI_II_ﬁOII "

: No of shares |ssued

lllustratlon 4 |

Ltd Has 1ssued 10, 000 Eqmty Shares of Rs. 10!- each payable as follows

- on appllcatlon Rs 2!- per share On allotment Rs. 3{- per share and on Flrst and Fmal CaII
- 'Rs Sf- per: share '

_ Appllcatlons were recewed for 25 0{}0 shares and the directors rejected apphcatlons for
- 5,000 shares and aflotted the shares to the remaining- apphcants ona pro-rata bas:s Show
- the necessary ]oumal entries in the books of the cO any : S ,

s;?wor ng

The followmg 1llustratmn wlll help us to L

-3

_. 10,000 ' _ S
Application money receive on 000 shares at Rs. 2!— per share  Rs.50,000 -
Amount due on applicatio ey (Rs. 2x10 000) . -Rs.20,000
* Excess appltcatlon money réeéived ~ o7 30,0000
Amount to be refunded o rejected appllcatlons (Rs 2x5,000y 10,000
Surpl us appl 1cat|on money 1o beé adj usted on. allotment ' 20,000
' Amoum due on allotment - (Rs 3x10 000) 30,000
- Excess applications money to be adj usted 20,000 .
_Amount recewed on allotmem o 10,000
First and Final call amount (Rs. 5x10,000) 50,000 -




Jbﬁmal

Particulars | — [LE.| bDr_ Cr.

" Date : o Rs, Rs.
- |BankAccount - - pr| - | s0000 | -
To Share Application A/c o : 50,000
(Being apphcatlon money on 25,000 shares ] '
recelved) .
_ - : E.q'uity Shar‘e'AppIication Alc D - .20,000_ ' .
To Equity Share Capital A/c : o 20,000

(Being transfer to Share Capital Account as per
Board Resolutlon dated Jo : |

Eqwty Share Appllcatlon Ale S Dr.} .--10,-0.0_0

. | (Being refund of apphcat:on meney on rejected' '
' | applications) :

B Equity Share Application A/c . D \ 30,000 B Y
To Equity Share Capital A/c ' : ' + 30,000 .-

{Being .the amount due on allotment as per'- : '
Board Resolutlon dated....)" .

L Eqmty Share APpltcatlon Al . Dt .'20’000 20 000 o

' To Equity Share: Allotment N S e

(Being the excess appl:canon money Adjusted
on allotment) - o PN >

- ‘Bank Account : ' Of-' ' 10,000 o

| To Equity Share Altotment Afc ' _ © 10,000

{Being amount due on allotment re@rgzg)

- Equutv Share Flrst and Final € Dr. 50,000 S
To Equity Share Capital A/ ' ' 1 50,000
(Being amount due 0&5%]@ first and Fmal .

call as per Board Resolutiw'dated ....) -

- Bank Account - ' Dr| 50,000 |

(Being amount due on 1% and final call
received) . '

To Bank Account : ' - _ -'05000‘, i

To Equity Share First and Final Call Alc - - ~ | 50,000

 Dlustration -5

~ Beta Ltd issued 10,000 Equny Shares of Rs. ]O;’- each, the terms of paynwnt being;

On apphcat:on Rs 3/— per share On atlotment Rs. 3/- per share and on First and Fmal Call

Rs 4f- per share

Appllcatton were received for 18 000 shares Appllcatlons for. 3,000 shares were rejected_

applications for 5,000 shares were allolted in full and the ba[ance ofapphcants were al]otted



\

o " the remammg shares ona pro -rata basis. Show the necessary ]ournal entries in the books of
"~ the company assummg that ail the moneys due were recewed :

, S_olu-tl_on : | |

' _Worlkilig. _ : i

~ No. of Share issued 10,000 i

" No. of Shares applied for - 18,000

. No. of Shares for which appllcatlons are rejected 3,000 - !

"No. of Shares applied for which full allotment is made 5,000 :

~ No. of Shares applied for whlch pro—rata al lotmem is made 10,000 '

Basis of allotment— ' - Lo -

' _One Share fo_r'every two shares applied for - }

“No. of shares reméi@g after full allotment 5000 = 1 |

' ' No of Shares applied for: 10,000 2 ;

. '!

Appllcatlon money received (Rs. 3x13 000) R5. 54,000 !

’ Amount due on appllcatlon (Rs. 3x10, 000) " Rs. 30,000 o

o Excrcnse apphcatlon money recewed | Rs 24,000'. B |

. Amount to be refunded on rejected applicatlons (Rs 3x3,000) 9,000 ll

_ - |

'Surpl us apphcatmn money to be adj usted _ - 15,000 - |

o '_.-'_'Amount due on. allotment (Rs 3x10 000) _ B 30,000 ‘

Surplus appl ication money to be adj usted . 15,000 1

Amount received on al!otment | -. ._ | '. .. e 15 000_. " ‘

First and Fmal Cali Amount (Rs 4}{1{% _40 000 ;

o ’ o Jouma! | T I

PR \< }Pamculars LF. [ -Dr- - Cr. ‘;
. Date | Rs.  Rs. ;

' e BankAccount ' ' D ' 54,000 . S : i

- . | "~ To Share Application A:‘c s o | S4,000

(Being apphcatzon money on 18, 000 shares - o - ‘

recewed) . ‘

- | Bquity Share Appllcatlon Ale . o Dr. | 30,000 ' _|:

'}, To Equity Share Capital A/c - : 30,000 |

: .(Bemg transfer to. Share Capital Account as per i

.| Board Resolutlon dated ) : |

- ' 'Equ:ty Share Appl:catlon Afc o Dr. ' 9,000 L |

. To Bank Account C g ' 9,000

(Being refund of apphcatlon money on re_]ected -

apphcatlons) N B

/;I

)



- Et]uity-Share Applicotion"j&fc ' . Dr.| - 30'_,000",

_ To Equity Share Capital A/c oo 30,000 0
(Being the amount due on allotment as per_ &% IURRE Co
Board Resolutlon dated ..... ) . '
- Equ:ty Share Appltcatton A/c . D | 15000
%! Bank Account ' AR Dr. | as000 S
1. To Equity Share Allotment T I 30,(}00 o

(Being adjustment- of excess appltcatton money S
and the receipt of allotment money) i

' .Equtty Share First and Fmal call Account Dr AR 40’090

- | (Being amount due on making first and fi nal. ‘
call as per Board Resoiutton dated) A S

. Bank Account o = . Dr ) .. I T I
~ To Equity Share. Fll‘Sl and- Fmal Call Al B . 40’_000 S
(Belng the ﬁrst and final call’ amount recewed) L

To Equity Share Capital A/c -~ | ) I .40,00_0'--'_.'- -

- CHECK YOURPROGRESS-“—4 __ _;;-'}_.-:_' e

' -.State the decmons that the Board of Dlrectors can take n case of over-subscrl ptton

PET! UNDE’R': SUBSCRIPTION_

- issued. . Then there is said to be unider-su

~will be allotting 8,000 shares only
'subscnptton o

number of shares allotted will be equaldo
a company issues 10,000 shares and public applies only for 8,000 shares; the company

To prevent: 'tlie possibility of under-subscription, an. agreement is entered into by the.
company with underwriters who guarantee to subscribe to an agreed number of shares if the -
~ public does not subscribe for them. For’ undertakmg this risk they are paid some commission -
- which is called ‘underwriting commission’. It should also be noted that the underwriting
~ commission can be paid only if the Articles of Association authorizes such a payment and if -
~ the commission can be paid or agreed to be paid does not exceed 5 per cent of the priceat -
. which the shares are |ssued or the amount authorized by the Amcles whlchever is less '

2.12 CALLS IN ARREARS

on. -In the event of under-subscription the o
mber of shares appliéd for. For example, if - ..~

not- requtred to make any Journal entry for under-

. Aﬁer maktng calls agalnst the subscnbed capltal for payment of cash the company may -
- find, at times, that a few shareholders have not paid the amount such defaulters, no- doubt
‘will continue fo be the sharcholders but. the unpaid amount: is transferred to “Calls_in
. Arrears” Account. For instance, the amount due on first call is Rs. 40,000 only an amount of
' Rs 39 000 is recewed The ba!ance amount of Rs. I ,000 in the- Flrst call’ amount 1s

40000

| In.certain cases, the number of shares a;@i ' may t')o' 'lo"s's than: the ﬁumber of shares -
th

& -




E ]ournal entry to be made for Calts in Adyance as ‘under:
_ D{? e

' transferred to Calls in Arrears Account at end of the accounnng year. ln other words, on

receipt of all money, the Bank Account is debited and the Share Call. -Account is crcdlted

o Ifall the call money is received the Share Call Account gets, closed automatically. 1fsome

shareholders do not pay the call amount, theré will be a debit balance in the Share Call
Account. Such a balance of called up amount is called ‘Unpaid Calls’ or “Calis-in-arrears

the general practice is to transfer this balance. to calls-in- arrears account’ at the end of the = °
' accountmg year. The Journal entry to be mada for this purpose is: .

“Calls in ArrearS'A.fc. D
To Share Calls A/c. ' :
(Whichever is due)

* As this is the amount called up bv the chciors whlch the shareholders' have failed to pay, -

the amount of calls in arrears is to be deducted from the called-up capital 10 arrive at the

- pald-up-capltal On calls in arrears the company can charge interest at 5 per cent per annum

for the period for which the amount has remained in arrears, if there is a prowsmn in the
rllcles of ASSOClatIOI‘I and if the D1rectors demde to collect the same. ;

2 13 CALLS IN ADVANCE

Somctlmes even though the company has not yet called up all the amount of the nommai ;

value of the share, some shareholders may pay all the calls (including the calis not made).

~ Such an amount. received by the company .is called “Calls in Advance”. For instance a

company has issued 10,000 shares of Rs. 100° each payable: on appllcanon Rs. 30/- on
allotment Rs. 30/-'and on first and final call Rs. 40, The-company has received application

. money of Rs. 30/- each on all shares 1ssued and allotted to atl the shares applied for. The

* company has received allotment money on all shar and a sharcholder holding 100 shares
~ has paid the caII money along with allotment mo ence “Calls in Advance” amount in

"~ this case. is Rs. 4,000 (Rs. 40x100 shares) * amount should be considered as Calls in

Advance account and shown separately on iabilities side of the Balance Sheel The '

. - Bank Account ' ' .
. ToCallin Advance Accounit
(With the unca!ied am :

In may be noted that Calls in advance can be accepted by a company ‘only when it is
authorized by its Articles. If the company adopts Table A, then it has to pay interest on such

" Calls in-Advance at 6 per cent per annum from the date of receipt’ up to the date when the |
- calls become due. B e S . - '

.Now iet us work out an i.ll'ust_ration with "cal-ls in.arrcars’- and ‘c.al Is m ad.\'rance".'
I."lllustratlon 6 _ _ o o
o On I 1-2000 A- Ltd lssued lO 000 Equ1ty Shares of Rs 10!- each payable as fol lows:
- On apphcatlon Rs 3!- On allotment Rs 3/ and On Fnrst and Fmal call - Rs 4;’- S
. Apphcatons were recelved for 12 000 shares Apphcatrons for 2 000 shares were’ rejcctc;l
- The Directors allotted the Shares, to the remaining applicants in full. Ramu, who was

- allotted 40 shares, paid the First and Final Calls also an allotment and Somu who was
‘allotted 60 shares did not pay the allotment and first and final call amount. The remaining

amounts where recelved in full. Show the necessary entries in the books of the company

ol -
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Solation '
Working

- "No. of shares issued . < < 10,000
No. ofsh:;res applied for N - - 12,000 .
- No. of shares whose applications were rejected . 2,000
Share application money received © - Rs.3x)2,000 = Rs. 36,000
Applicat_ioh money due on shares allotted . = Rs. 3x10,000 = Rs. 30,000
Application money to be refunded on account of _ : E
rejected applications (Rs. 3x2,000) - - - 6,000

Allotment money due : S o 30;000'

Amount received from Ramu on allotment —

Allotment money on 40 shares - -Rs.3x40=120 .
First & Final Call money paid in advance - Rs. 4x40 =160 (calls in advance)

' ' ' Rs. 280

====

Amount received from other shareholderé.
-Rs. 30,000 - Rs. 300 [@ Rs. 3 on 100 shares

. =40 of Ramu and 60 of Somu] .~ Rs.29,700 :
First and Final Call amount due - Rs. 4x10,000 ,_ - Rs. 40,000
Amount already recewed from Ramu as - _ | _ | Q
Calls —in-advance : - : 7»Rs. 1 : :
-Amount not paid by Somu (Rs. 4x60) L . 240 400
Amount received on account of first and finalLeall E ' _ _
Calls in arrears on account of shares allotted@mnﬁ: S _ 39.600
On account of allotment - . - =Rs. 180 '
On account of first and final call _ =Rs. 240
' ' Rs. 420
. Journal . :
Date - Particulars L.F. Dr. - Cr.
L ' Rs. ‘Rs,
..-_ Bank Accourt R pr.| _ 36,000
To Equity Share Appllcatlon Alc . 36,000
(Being apphcatlon money. recewed on 12 000 :
shares) .
- Equity Share Application A/c ~ Dr. 36,000 | .
: To Bank Account A/c . ' _' 6,000
To Equity Share Capital A/c. 30,000

| (Being return of application money on rejected |
applications and transfer to Share Capital
Account)




_ | Equity Share Allotment A/c Dr.- 30000
To Equity Share Capital Alc : : : 30,000
{Being the allotmept money due. as p_e_r_'Board .
Resolution dated ....) L R
- Bank Account o ' Dr. o
Calls in Arrears Account - . Dr. 29_,980
" To Equity Share Allotment Alc ' 130 | o
To Calls in Advanced Alc ) : 30,000 .
| (Being the amount received -on allotment 160
including calls in advance from Ramu on 40
shares allotted to him) o
- Equity Share Firsi and Final Call A/c Dr. _.
. To Equity Share Capital A/c ) 40,000 .
(Being the share first and-final call amount due : -40,900
as per Board Resolution dated ve) '
/ Bank Account | Dr. _ '
N Calls in Advance Account o Dr. 39??28 :
Calls in Arrears Account - . Dr. _'2 407 _ _
- To Equity Share First and Final Call A/c _ 40,000 -
- | (Being the amount received of First and Final | - b
'} calls) - : o ) '
 LEDGER\ -
Dr. _ Batik\Account Cr. .
 Date Particulars \Rsf\"_’)_Date Particulars Rs.
- !"To Equity Share ' ?\ - | By Equity Share’ . -
Application Alc,”y 6,000 ' Application Afc 6,000
- To Equity Share Q‘f* .| - | ByBalance c/d 99,580
- AllotmentAfe £29,980 0 '
- -| ToEquity SharedFipst S
- | . and Final Call A/c | 39,600 :
o - 105,580 1,05,580
_ To Balance b/d _ 99,580
. Dr. _ | _ _Equi_ty Share App_lii:a"'tidn.Account - Cr.
Date Particulars " Rs. Daie ~ Particulars Rs.
-~ | ToBank Alc 6,000 | -- | ByBankcid | 736,000
To Equity Share o ' . I—
Capital Alc 1300001 _36,000 .
: . c 36,000 ) - -
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Equlty Share Allotment Account

: Cr. |

' Date |

Particulars®

. Rs. | Date

Partlcu{ars

.
" “Date

To Equity Share
-~ Capital Alc

1-

30,000 | . -
30,000 .

By Bank Alc

729,830 -

By Calls in Arrears A/c 180

30,000 :

e

Equlty Share Flrst

and Final Call Account’ _

Cr. - .

e Pamculars

'Rs;'_ .| Date |

Panicul'ars :

Rs.

739,600

To Equ:ty Share-

Capital Alc

1. .4(_],000 -

_ .”40;000 |

By Bank Afc : :
By Calls in Advance Afc
* | By Calls in Arrears A/c

160
240

40,000 B

Eq uity Share Appllcatlon Account R

Cr.

. Date

Particulars .

Rs. Datc :

Pamculars

“Rs.

To-_Ba‘taoce c/d.

—1T1,00,000| -

R

| By Equity Share

| Application Alc
By Equity Share

- Allotment Afc

Final Call Afc !

1 30000 o

_ nt Alc 130,000
By Equity Share Firstand | -~

40,000

. Calis in Advance Ac.cht\ B

Date -

" Particulars

Rs Date /,,.\ "Prticulars

" Rs..

| :T'oi-lé,qtqity Shares Final

- Call Alc -

T8y Bank Alc

' 60

" Dr,

P N
\

C% Arrea

160 . E e .

TS Account '

" Rs.. -

Date

Particulars *

Date C Partlculars

To Eouify Share”
Allotment Afc

and Final Call Alc

5

To Equity Share Fifst

_'_-_l-ﬁo'_'

240
40

- By Balancc efd . .

a0




.'lllustfaﬁbn—? T Q«w

Balance bheet

o '.Liabilities Rs. o Assets - | Rs.
" Share Capital ' o ' _
Authorised, Issued & o .- . | Bank A/c - ' - 99,580
Subscribed Capital ' - : '
. 10,000 Equity Shares of .
Rs. 10/-each - : 1,00,000
_* Called up Capital
10,000 equity shares of Rs. 10/~
each fully calledup  1,00,000 '
Less: Calls in arrears 420 99,580 . : - :
' o 99,580 | o 99,580
- CHECK YOUR PROGRESS - §

Explain the following terms.
" a) Under subscription
b) Callsiin arrears -
¢} Calls in advance

J e N R R R R R e LR EEE

....................................................................................................................

R T

T T TP

When both Preference and Equity Shares a’re@l

A compaﬁy may i.ssu_e Preference Share Clong with Equity Share Capital. Insucha
he

and calls. Let us consider the followin tration:

-case we have to make separate entries §or t wo-types of shares on application, aliotment ;

X Lid., issued 5,000 Equi@m of Rs. 10 each and 1,000 9% Preference Shares of Rs.
100 each, payable as follows: ' _ : - : o :

- Equity Shares 9% Preference Shares

Onapplication " Rs3 . Rs.25.
Onallotment =~ . - - Rs3  Rs.25
0ii 1% and final call o R4 " . Rs.50
All the shares were subscribed and the moneys due were recelved Joumahse the above _
~ mentioned transactions. _
- Solution I'
Working - B | ‘Equity | 9% Prefernece
No. of shares subscribed = 5000 o L000
Share application money received . 15,000 - 25000



 Share allotment money - o 15,000
Share 1" and final call money 20,000

Jourpal - .

25000
150000

“Cr.

R - BankAccount o o Dr. |

Date | IR Psrt'icul'ars'

To Equity Share Appllcatlon Afc L

To 9% Pref. Share Apphcat:on A./c .
(Being application money received on 5,000{
-~ { Equity shares @ Rs. 3 and 1000 Pref Shares @ L
S Rs. 25 per share) R :

: equty Share Apphcatxon A:’c o " De |
| 9% Pref. Share Application A/c.. . Dr.|

| . ToEquity Share Capital Al .~

K To 9% Pref. Share Capital A/c -~ - 1
- | (Being the .transfer of application money
received on’ Equity shares and pref Shares to
. thelr capltal accounts respectlvely) :

o 'equty Share Allotment Afc_ S |
= | 9% Pref. Share Capital A/c™ ": e D
' To Equity Share Capital A/c - R
To 9% Pref. Share Capital A/c -

'.@Rs 25!— per share) TN
o Bank Account L \M[;’r S
* | ToEquity Share Allotment A;’c :% R

|- To 9% Pref: Share AllothQ:[g SR S
(Being the cash received op alldtment of Equtty -
shares and pref Shares) I
Equnty Share First and F inal Call Ale . ..Dr
‘9% Pref. Share Allotment A/e =~ . Dr. .
* To Equity Share Capital A/c ~ . |

~To 9% Pref. Share Capital A/c

- | (Being first and final call amount due on 5000
L Equ:ty shares at Rs 50 pcr share) A

Bank Account Dr. |
~ To Equity Share Fi 1rst and. Fmal Call Afc
To 9% Pref. Share 1% and Final Call A/c -

(chg the call amount recewed on 5,000 equity :

shares and 1000 pref Sharcs) '

)

- Rs,

S asee0

: -'1"5,000':
25000 |
-] 1s000
o Sl 25,000
'(Bemg the; allotmcnt money due on” 5000 SR A
| Equity shares at Rs. 3 per share and 1,000 Preb ) b

Taoo0 |
25000 -

20,000

C1S0,000 {0 L
17 20000

.| 50,000 -

15,000 |-
25000 o
1 15000
25,000

K .
L
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_ Another pomt to be noted is- that the set of entries Wthh we havc con51dercd are all made in.
- the journal. As stated earller the actual practlcc is that all cash transactlons are fo be passed




;

" _in the Cash Book and only. non-cash transactions are to be passed in the journal. The |
- following illustration will help us to understand procedure in this regard:

lustration -8

" The Sun Ltd., has an authorized capital of Rs. 25,00,000 comprising 10,000 8% Preference -
Shares of Rs. 100/- each and 1,50,000 Equity Shares, of Rs..10/- each. The company has -
made an issue of 10,000 Preference shares and 50,000 Equity Shares. The terms of payment

are as follows:

" 8% Preferénce Shares . Equity Shares

~ On application : - Rs.20 " Rs.3
‘Onallotment =~ .~ Rs. 30 -+ Rs.4
COn1*and finalcall” = - Rs. 20 - Rs.3 -
On second call ' _ ) ~ Rs.20 . - .

" While all the Preference shares have been subscribed, only 40,000 Equity Shares hﬁve been

- “subscribed. Except the First and Second calls on 100 Preference shares and call money on
* 500 Equity Shares, all the moneys were received. s

- Show the joﬁrh?‘l :‘C_.‘nd Cash Book aﬂd prepare the Balance Sheet,

| So_lu_tion‘.__" v
.Wbrk‘iﬁg c
S T 8% Preference Sheets -~ Equity Shares .
No. of Shares issued ~ S Moo _ 50,000
- No. of Shares subscribed ; E NO 00 . L 40,000
* Application money recéived o 0 Ja00000 0 T 1,20,000
_, - o RS20x10,000) - (Rs: 3% 40,000)
' .'A'Ilotment hmnéy due and rece',,; o 3,00_,000 e : '.:1,_60,0_00
T ™ (Rs. 30x10,000) . (Rs. 4x40,000)
_1* Call money due <2> 300000 120000
O (Rs.30x10,000) © .~ (Rs. 3x40,000) -
© 1* Call money received o _ .2,97,000 '. o 1,18,500
R s (Rs.30x9,000) - (Rs.3x39,500)
Call moneydue 200000 - -
e . (Rs. 20x10,000) - S :
2™ Call.money received . B 1,98_,000_ -
' . (Rs. 20x9,900) : .
e S




‘Cash Book (Bank Column only).
(Recordmg only Cash Transactlons)

‘ Date

Part1culars

- - R&s D__ate

Partlculars

; Rs

| | To Equity Share First

| To 8% Pref, Share 2™

S To 8% Pref. Share

Appllcatlon Al’c.

| To Equity Share

| 'Appl_ieat'ion-Afc'. _
To Preference Share -
Allotment A/c

-Te Equity Share

“Allotment Alc. -

| To 8% Preference. .

" Share First Call Afc
Call A/lc’

.. and final call A/c

3,00,000
£'1,60,000
©2,97,000

11,18,500

'2,‘_00,000

198,000 ]

- _' By Ba]ance cd: - :_'

13.93.500 .

oA

13,93,500 '113,93,500

. P S Journal 0
~Date | Partlculars - |LFE
- 8% Pref Share Appllcation Afc S -I__)r. o
S . To Pref.-Share Capital A/c. - - |-
| (Being transfer of Pref. Appllcatlon money o |
:_._._Pref Share Capltal A;’c) . - \> e
Sl s ,20,000

Dr.Rs. | Cr. Rs
2,00,000:{

- -_Equny Share-Appllcanon Alc
| o - 2.1 ToEquity Share Capital A/¢ ~ - 8, J~ | . |
b " | (Being the transfer of Equity shargsapplication’ |~} -

: © 0 f. i moneyto Equrty share’ capltal Alc w B

i - = 18% Pref Share Allotmen A DD |
T ToS%PrefSharelAfc I
ST (Being the allotment morie due on 10,000 Pref : 2
R T Shares) . , S R
Co e T -Eqmty Share Allotment Aa’c S ..Dr.- C :]’60’000' 60,000
!. S = . 7|. ToEquity Share Capital Alc ' R 1’6'0-’?90 .'
| (Being allotment money due on 40,000 Eqmty S IR
_ E o shares) . : et

'_.-32'00',0_0'0 o

1 3,00,000 |

| 8% Pref. ShareFirstand Final Call Alc ~ Dr. | SR
- 1 3,00,000

.. = ] To8%Pref Share Capital Alc | -
Co ' (Being first and- f‘nal call amount due on 10, 000 P
I o R Pref Shares) e o S
Sl Equlty Share Flrst and Fmal Calls Ale o b oo | 120,000 1

|- To Equity Share Capital ‘Ale T T

| (Being the first- and final- call money due on. o
.| 40,000 Equity:Shares) RS :

300000

120000



- 8% Pret' bnare second call: A:‘c 7 D " 2,00,000:

- To 8% Pref. Share Capital Alc - L | 200,000
.- | (Being the amount due on 2"" callon ]00008% = -
L Pref Shares) :
- | Pref. Shares Callsin Airears A/e D] - | 5000
“To 8% Pref. Share 1* Call A/c - 3,000

| To 8% Pref. Share 2* and Final Call Alc - _ N
{(Being transfer of First call money at Rs. 30and | - | : g

| Second call money at Rs. 20 on 100 Preference

' shares to calls in arredrs A/c) :

- .Equ:ty Share Calls in Arrears Alc Dr. 1 1,500 S
| . To Equity.Share First and Final Call Ac : - 1,500
. '_-(Bemg transfer. of First call money at Rs. 500 _ o -

o _Equlty Shares to Calls in Arrears Amount) B

o '-'Ba'lan'ce Sheet o
~of SunLtd.,ason. ..

- Liabilities T Rs. | T Assets T Rs
' Authorlzed Capltal T R T 1.
© 10,000 8% Pref Shares of | . . |Bank y _ 113,93,500
o Rs 100 each S f1o00000) - E :

: 150000 Equlty Shares of _ N o _
Rs. 10!- each 1500000 N
L o 2500000 | N )
Issued, Subscribed and- L () U
cailedup capital: - = |- _ A o
10,000 8% Pref. Shares - N Y
.of Rs. 100 each 10,00,000 - s A

Less: Calls in arrears ___S5, ooo_‘%?s,’ooo

- 40,000' Equny Share_s- 2 @
Y ofRs.10each 4,00,000 | : g - .
_ Less Capjtal-in arrears - 1,500 |°_3,98,500 ' : ' L

13,93,500 o 13,93,500 °

2 14 ISSUE OF SHARES AT PREMIUM

companies may issue shares at a price which is more than the face value. The excess amount
* collected over and above the face value is called ‘Share Premium” and the issue is called

_ ‘Issue of Shares at a Premium’. There are no restrictions rcgardmg the issue of shares as a
o premxum But the Companles Act lays down that the company should credit the amount of
* premium received to a separate ‘Share Premium Account’. This amount will be shown as a

separate item on the liabilities side of the Balance Sheet under the head, ‘Reserves and

Surplus’.. If a company issues shares at a premium, even though the consideration is other -

~ than cash a sum equal to ‘the amount of the - premlum must be 1ransferred to the Share
Premlum Accoum a : : :
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_ .-’-_.Some compames en_]oy good reputatlon in the share market and people will be wnlhng 10 buy
_ shares of such companies even at a price higher than the nominai vatue of the shares. Such '



~"i) 'When share premiu_m‘_is received with appi ieatiohs':. 3

: ,_Secnon 78 lays down that Share Prem:um Account can be ut:hzed only for the rollowmg L

purposes

a

i) in paymg up un- lssued shares of ‘the company to. be 1ssued to members of the L

_ company as fully paid bonus shares; _
_ 11) in writing off the prehmmary expenses of; the company, _ '

m) in writing off the expenses of, or the commission pald or dzscount allowed on’ any of L _'

“shares. or debentures of the company, or

iv) in prowdmg for the premmm payable on the redemptlon of Redeemable Preference o

- shares or of any debentures of the company.

The share prem!um can be recewed elther with the apphcatlon money, allotment money or
) call money. Generally, the practlce is to collect the share premium along with the allotment B
_money The followmg are the entnes to be made when the shares are :ssued ata premlum

_ P_rol‘orma Journ__a_l Entnw

~ Bank Account D e _' o
To Share Applicatlon Al -
(lnc]udlng the premmm amount)

i) When share premlum is called along with al lotment money or. call money, any one: of the'

following two sets of entrtes maybemade T
a) When premlum 1s recorded along with the allotme@ney or call money BEERE
| For allotmem money/caﬂ moneydue o O SR |
. S_hare Allotment (or share call ace__ount) ¢ - Dr )
To Share Capital Account: b o
' To Share Premlum Account .

" For _lhe rece_:pr of allo;me_m@y/ call mon@z

_ 'Bank Account Dr.
To Share Allotment (or Share Call A!c) Afe

_ h)' When the premlum is reeorded only when !t is actually rece:ved along wnh

s allotment money or call money:.
F or the aflormen'r mOney/caH money due- =

* - Share Allotment (or Share Call Afc) Dr. - o
To Share Caprtal Alc - _ R

For the rece:pt of afl'o!mem money/ca;'! money m'o;lg wuh .share premmm:. o
Bank Accoum o D . T

“ To Share Allotment (or Share Call A!c)
To Share Prermum A!c :




- The following ilustration w1l| explam the entries relatmg to the transactlons of the issue of.
. shares at prermurn :

' 'Illustratmn 9

- X Ltd issued 1 00 000 equ1ty shares of Rs. 10/ each at Rs 12/~ per share. The amoum:
'payable is Rs 2/- on application; Rs. 3 on allotment; Rs: 3 on First calt and Rs. 2 on ‘Second "

and Final calls. Show the necessary journal entries up to the recelpt of allotment money

~ when (a) the premium is collected with-Share Appl:cation meney and (b) the premlum is
_ collected w1th Share Allotmem money. :

' . Solutlon :

“Journal

| a} When prer_nirlm is collected alon’g'with_application-'money. :

Dr. Cr.

Date o Particulars ' | |LE Rs. _ "Rs.
- Bank Account . - ' " Dr, 4,00,000 | R

" To Equity Share Appllcatlon Ale.- I - | 4,00,000

| (Béing the Equlty Share appllcanon money | " : ' ’

recelved)
- ' Equity Share Application Ale. " Dr. .. - 4,00,000 _-

| © To Equity Share Capital A/c. o g - { 2,00,000

To Equity Share Premium A/c. . ° ' - | 2.00,060

(Being transfer of share appli¢dtion money to
‘Share Capit_al and Share Premitm account)

| (Being the sharg.@]lot t money due)

"..Bank Account T o] _3’00,000
“To Equity Share Allotment Alc. ol SR

_ 3,00,000
5 (Bemg the share ailotment recelved) _ '

b) When premlum amount is collected w1th allotment money. This may be recorded in any
one of the followmg two melhods : .

i When premmm is recorded along with al lotment money due.
i) When premaum is recorded when it is received along with allotment money.

The fol lowmg entnes wrll explam the drfference between the above two methods

s i

B EQUlty Share Allotme AIE o ~ Dr. 3,00,000 B
i . To Equity Share%dzl Ale. _ o 3’00""000 o




) W_hen 'pl'emiom-is recorded along wi_th.allotment money due..

200000 . -

Date |- Particulars LF.| Rs. _Rs.
- | Bank Account o Y - Dr.| | _2,Q0;0(_l0 ‘
| ToEquity Share Appllcatwn Alc. S
: (Belng Share appllcatron money recewecl) _
T _Eqwty Share Appllcatlon Ale- - Dnl| 2';00,000_-

|'(Being transfer of share appllcatlon money to

To Equity Share Capital A/c.

L Share Capttal account)

'Equlty Share Allotment A!c. o - Dr.

- To Equity Share Capital Alc.
To Share Premium A/c.

1 (Being the share allotment money due 1nc|udmg -
_ prermurn) o

' (Bel_ng share allotment money received) . |

Bank Account B . ._Dr.
- To Equity Share Allotment Aa’c :

5,00,000

| 5,00,000

I 200000

1:3,00,000
_2,00_,_000 8

-.'_.S.,OO',GOO. i

' 11) When premmm is recorded when lt is recewed along Wlth allotment money:_ '

© Date . Particulars " . )F . Rs. Rs. - '
- | Bank Account . R N - | 200000} - .
I . .To Equity Share Application A/ ' ST 12,00,000
| (Bemg Share appllcatlon morne rec ) IR
- .thIt}’ Share Appllcatlon Alc. N\ - Dr. - 2,000000 - -
. Te Equity Share Ca fital e, | - 7|2,00,000
‘| (Being transfer of share % pllcanon money to e
Share Capital account) ' _
- EClmty Share Allotment A%¢. - - .. Dr. -]+ 3,00,000 § - L
- “To Equity Share Capital A/c. ' ' _3900’0_00- _
v | (Being thc allotmen_t_ money due) - _ '
f 3 ,Bank Account D) o 5’00’000
. To Equity Share Capnal Af'c gk
To Share Préemium A/c. N

‘(Being the allotrnent money recewed along wnh o

premlum)

Aﬁer posnng the above entries mto ledger accounts Balance Sheet is prepared as under wsth |

the balanoes avallablc n the accounts whlch are not closed..
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Balance Sheet

Llablhtles | Rs. _ Assets I. Rs.
Share Capital: o T _ - R
1,00,000 Equity Shares of Rs. 10 _ Cash at Bank .| 700,000

‘each, Rs. 5 per share calied up | 5,00,000

‘Reserved and Surplus: -,

. Share Premium 2,00,000 - - S
R . -1 7,00,000 o .| 7,00,000
lllustratlon 10 N : _ E ' .

Beta Ltd., issued 50 000 Equity Shares of Rs. 10 each ata prermum of Rs 2 per share. - The .

amount is payable as follows

On appltc_atlon *° < Rs. 2
On allotment - < Rs. 6(mcludmg premlum)
On First call _‘ -Rs.2

- On Final call LT Rs 2

: Apphcatlons were recewed for 75,000 shares. Appllcatlons for 15,000 shares were rejected.

The rest of the applications were allotted shares and the excess apphcatlon money was .

. retained and adjusted towards allotment money. Only the First call was made and all money
" due on allotment and First call were recewed except the First call amount on 1 000 shares -

allotted to. Mr., X

_Gwe the JOUI’IlEl| entrles and the Balance Sheet@e company relating to the above
o 1ransactlons _ o . _' o o

S'olut-mn' . O
. No. of Shares issued = - Qw o - _ : e _50,000 S
No. of Shares applied for _ @ SR 750000
N Shares Apphcatlon money received (Rs. 2 X ?5 000) L 1,50,000
 Share Appllcatlon money due (Rs. 2 x 50 000) - - 1,00,000
“Excess application money received = - o 50,000 __

B _Application money returned towards. rej jected apphcatlons (Rs 2 x15; 000) 30',000

App_hcatlon money to be‘ adjusted towards allotment money o 20,000

.- Amount due on allotment

" Towards allotment money (Rs. 4 x50 000) I _ 2,00,00@" .

© Towards shares premium (Rs. 2 x 50,000) 100000
L 300,000
- Excess application money adjusted '. - .:_ S - 20,000
_'Amog_mt 'recéived on _a_ll_qtment. f S _\ o S 2.80,000

o
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' ~ “Amount due on 1 SI'(:zlilII(R's' 2x 50,000) .

150000 <

200000 .

30000

2000

-~ 1,00,000
: Ca]ls inarrears (Rs. 2 x 1 000) _ ' 2,000
“Call money recewed ' 98,000
~ Journal EREE -
o I T b Cr.
Date . Particulars ‘LF.| . Rs. . Rs. -
- | Bank Accoumt - -+ D 1,50,000 |
' -To Equity Share Appllcatlon Alc. ) S
_ (Bemg application money- on 75, UOO shares at |,
: Rs 2 per share. recewed) N
- Share Appllcatlon Afc B ~ Dr :\'1,00,000.- S
| To Equity Share Capital A/c. - ' -7 100,000
: (Bemg transfer of Share apphcat;on money is R
Share Capltal Account) N
T Share Allotment A!c. S ' - Dr. 3-'_’.00’90_0
To Equity Share Capital Alc. RE _ _
- To Equity Share Premium Afc.- . I’OQ=000_
'(Bemg the amount'due on allotment mcludmg S o
' | premium (@ Rs. 2 per share) - o)
. Equity Share Application Alc. - . Dk | se000 | o
- To Equity Share Allotment A/c. S1ONG 20,000
“To Bank Afe. "« y
' _(Being the return of - appllcatlon money } '
| rejected  application * and ~adjustment’ ( of > '
|, application money on 10, 000 shares gowards
allotment) L _ " %’”

) Bank Accoi.mt' Alc. N _M' - .Dr. _' - |.2800007) . -
. To Equity Share Allotm e, R ¢ © | 2,80,000 -
(Being the amount due on all nt recewed) _ '

. Equity Share First Call A/c. .' _ Dr. ,. S1,00000( -

' To Equity Share Capital A/c. s ' 1,00,000 .
“(Being the share call- amount due on making the N

S cal[) :

- _Bank Accownt - . Dri | oegoo0| . -

~ To Equity Share First Call Alc ' L 198,000
_ (Bemg the receipt of first cafl amount with the { . ; SRR
- exceptlon of amount on [ 000 shares ailotted to B
| MroX) :

- Equsty Share Call Arrears Ale. I Dr. 2,0_00 ]
To Equity Share First Call- Afc e | o
{Being the unpaid amount on 1,000 share of 1"t
C '1I] transferred to shares arrears account)

a9




Balance Sheet

T Liabilities RS Asses | Rs.
" Share Capital: N 1
50,000 Equ:ty Shares - - Cash_ at Bank B _4,98,_000

of Rs. 10 each, Rs. 8
per share paid 400,000 - L
Less: Calls in arrears 2,000 | 3,98,000

Reserves and Surplus: - ;
‘Share Premium Afe. -4 1,00,000

USSR - Al

i 17498000 . . 4,98000

CHECK YOUR PROGRESS — 6.

State.the meaning of issue of shares at premium. S

R R e R R R e Ll L L L L R R L R LN R T

.2.15 ISSUE OF SHARES AT DISCOU.NT

' Somet1mes a company may find that the demand for its shares is not encouraglng To induce
* the investors to by its shares, the company may issue its shares at price which is below its

nominal valug. The difference between the nominal value and the price at which the shares
are issued is called ‘Discount’ and such an issue is‘ealled ‘Issue of Share at a Discount’. The
loss on account of issue of shares at a discountjs debited to “Discount on Issue of Shares

Account’. The balance in this account showldyappear in the Balance Sheet on the Assets side
under the head, “Miscellaneous Expendit @ it is written off. _ :

A company issuing shares at a discou%nst fulﬁll the following conditions-_as laid down'in

already issued

Section 79 of the Companies 1’{2
- i) The Sha'res cont%te to be issued at a_dlscount must be of a class of shares

i) Such an issue must be authonzed by a resolutlon passed in General body meelln‘g of
. the company.

-m) Sanction for.such an lssue must be 'obtained from’ the Court

iv) The resolution authonz:ng such an issue must specn"y the maximum rate of dnscoum
" which should not exceed 10%, or a higher percentage whlch is permltted by the
.Central Govemment as a special case.

“'v) At Jeast one year should have elapsed at the time of i |ssue from the date on wlueh -

the company was entitled to commence the business.

v1) The issue must be made wathm two months from the 'date on whlch the Court’s
sanction is obtained or within such an extended time as the Court may allow.

o The discount on issue of shares can be recorded along with allotmem or calls The entries

that may be passed are gwen below




'a) When dlscount is rccorded at the tlme of allotment or call money

: Proforma Journal Entnes

- 1) For the Allotment moneyicall money due aﬂer adjustmg d|scount on. lssue of shares

Shar_e.AlIotment!Share_ Call A_ccount o Dr -
~ Discount on Issue of Shares Account ~ Dr.-
- .+ To Share Capital Account- = .~ ‘
L ii)' 'oa receipt"'ol' allot'ment_fcallv_rnon'ey:

Bank Account . Dri-
' To Share Allotment!Share Call Afc

) When dtscount is recorded only when the allotment moneyleall money IS recewed
|) For the al lotment moneyfcall money due w1thout deductmg dlscount

\-_Share. _AIIo_tm_entz’S_hare Call Account . - Dr.
. To Share Capital Account e S
\ :-,_ ii) ' On rec.e'ip_t-o'f allotmentfcall money' aﬂer adj'usting‘discoi.mt; e

‘Bank Account e

Discount o issue of Shares Account . Dr.- _

. To Share Allotmenl/Share Call Account: N
made. 0

Generally the set of enmea\as gn ven m (a) above are

Co The followmg two illustratlons w1l| explaln the proces@cordmg the transactrons relahng”
. to, the* lssue of Shares ata Dlscount ' s _ S _ -

- Illustratlon ST | .- T Q“‘“" S

Des: Ltd lssued lO 000 shares of Rs ach ata dtSCOLll‘lt of . 10% The ferms of payment : .

_ a_re:

o _. On Apphcation Rs. 2!- On allotment Rs 2 (aﬂer adjustmg dlscount) Rs 3 on. First Call and E
.Rs 2 Second and Fmal Call o o o R

| All thev,C all were made and all the amounts were recewed wnth the exceptlon of Second and'
o Fmal Calls amount on 500 sharcs held by Rao s -

L Pass the necessary joumal entrles to record the above h




Solution "

L

"Jou.r_ﬁ_al' ' :
. . _ Dr. - - Cr.
Date Particulars LF. | -Rs. Rs.
- Bank Account o ' B Dr. 20,000 .
To Equity Share Appllcallon Alc. . - 20,000
(Bemg appllcatlon money on 10,000 shares o
received) . -
- Share Application Afc. ~ Dr. 20,060 .
To Share Capital A/c. - : 1 20,000
(Being transfer of application money to Share S
Capital Account)
" | Share A[Iotm_em Account _ Dr. . 20,000 -
Discount on Issue of Shares Afc. Dr. 10,000
~ To Share Capital Account _ - -30,000
(Beipg the allotment money due.on 10,000
shares at Rs. 2/- per share, Rs.3-1 discount)
N Bank Account - - - . Dr 20,000 | _
- To Share Allotment Account - 20,000
{Being the allotment money received)
o 'S_hare Ftrst Ca[l Account - 0 Dr. . 30000 -
To Share Capital Account Afc. 30,600
(Being the first call amount e)
" | Bank Account - . Dr. 30,000 | |
‘| = To Share First C ' 30,000
(Being the First C unl recewed) ' :
- Share Secon inal Cali-Afc. - D 20_’000
To Share Capital Account 20,000 _
{ Bem g the Second and Final Call amount due)
- .Bank Account _ E Dr. | __19,00_0. :
' Call in Arrears Account Dr. L0001 B
I~ To Share Second and Fina! Call A!c . - | 20,000
(Being Second and Final Calb money received | g
on 9,500 shares)
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© Balance Sheet

Llablhtles _ :. - Rs. L Assels e L.

Share Capllal

10,000 Sharesof -~ | - lCashatBamk = 89,000

Rs.10each, ~ ~ -1,00,000 | o
o ' MisceHaneous Expenditure:

© Lesst - ._ S Discount on Issue of Shares - s 10,000
- Callinarrears - . 1,000 | . 99,000 . R SR
Cs T 1799000 | 99000

Mustration—12

GoodLuck Ltd., isstied 25,000 shares of Rs. 10 each paja_ble as follows:

S B T _ - Equity Shares -
‘Onapplication. - -~ Rs.2
Onallotment .. .~ - - Rs. 3 (including d:scount)
'On 1 ahd'fnal call' L L Rs 4 . _

Appllcanons for 22, 500 shares were recewed and aliotment was made on these apphcatlons -

All moneys due were received except the first and final call money on 500 shares. Shows:

the Journal emrles and the paruculars relating to the issue in the Balance Sheet of the -

Company

e Working

L _:No ofShares issued | | o 2_5-,900': |
- No. of Shares applied for .~~~ o 25,500

" Application money received (Rs. 2x225 - Rs.45000
.. Allotment money due: (Rs. 3 x 22, @M Yoo Re.67,500 .
~ . ‘Discount on shares (Rs. | x 22 ' Rs.22.500
- First and Final Call- money due: .4x22,500) - .. ‘Rs.90,000 .
* LessiCall inamears (Rs. 4x500). .~ Rs. 2,000

- “Amount received on account of first and final call  Rs, 88,000 -

| _Joiirnhi

Rs. | Rs.

Date. | - : .. .Particulars

-
R 5L

‘ Bank Ac.cou'n't S o prl 45,000

' (Being application morney received on 22, 500 '
7 shares recetved) b

Share Appllcation ac. -~ - pri 45000

= (Being transfer of apphcatlon amount to Shares .
Capital A!c) S . e
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" To Share Application Account e Tl 45,006_

To Share Capital A/c. B ' I . 4_5',000 L




—

- | Share Allotment A/, | pr.| | 67500
| Discount on Issue of Shares Alc. Dr. 22,500 | © .
To Share Capital Account '- 90,000
(Being the share allotment money due -on -
| 22,500 shares @ Rs. 3-and discount @ Rs: 1.per
share brought into A/c.) IR
- | Bank Account . o Dr. |- © 67,500 | '
To Share Allotment A/c. _ - 67,500
(Being the receipt of -allotment. money on S
22,500 shares) : o ' -
Share First-and Final Call Alc. Dr} 90,000
- “To Share Capital Alc. - .| 90.000
| (Being the First and Final Call amount due on
22,500 shares @ Rs. 4 per share) - '
i ‘Bank Account Dr. o 8"8,000
- Call Arrears A/c, ' Dr. | - 2,000 :
To Share First.and Final Call Afc. ~90,000.
(Being the first and final money received with' -
the exception of call amount on 500 shares)
A Bala.l_i_ce Sheet
Liabilities "Rs. - Assets Rs.

- Share Capitai: I ~ e
22,500 Shares of | - @t'Bank 2,00,500
Rs. 10 each, .2,25,000 - o | )

S . o Qj[\;liscellaneous_E’xpénditure;
~ Less: Call inarrears 2,000 | - 2,23,0 iscount on Issue of Shares | _ 22,500
. | 2@0 | - © 1 2,23,000
3
CHECK YOUR PROGRESS >7
. State the meaning of “Issue of Shares at a Discount;‘._

.......................................................................................................

U e AL L AL L LAk

' 2.16 RIGHTS ISSUE

., existing shareholders of Equity Shares i
calted ‘Right Issue’. Such shares are cal

proposes to increase its subscribed cap
two years from the date of incorporat

allotment of shares in that company,

- legal right.
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Section 81 of the Companies Act stipulates that whenever a public limited' company
ital by allotment of fuuther shares, after completion of -
ion or afier completion of one year from the date of
which ever is earlier, should offer those shares to the
n the proportion of paid up capital. Such an issue is
lied ‘Rights Shares’ as they are offered as a matter of




‘Unless the articles provide otherwise, the existing Equity shareholders to whom the rights'

shares are offered must be given the right to renounce the whole or a part of the offer in

favour of a third party. At least 15 days time must be given for the acceptance, rejection or
renunciation of the offer. Afterwards, shares not taken up or-not renounced by the Equity

Shareholders can be disposed off by the Directors in such a manner as {hey consider most

beneficial 10 the company. . :

~ The rights shares can be issued either at par or at a premium payable in one lump sum or by
installments. Usually, they rank for dividend from the date on which the Final call is paid.
Generally, the rights shares are issued at a premium, but at'a price whicliis fess than the-

price quoted for-the shares of the company on the Stock Exchange. The accounting -

procedure for recording rights issue is similar to the procedure already discussed.

2.17 SUMMING UP

Unlike private limited company, a public company coliects its capital from the public by
issuing invitation to subscribe:to the share capital offered. Total capital of the company
being divided into units of small denominations are known as shares. As per the companies
Act, a public company issue equity shares and preference shares of a specific value to the
public for the collection of capital. Further preference shares can also be redeemable,
convertible and participating depending upon their nature. . Information about the share
capital is presented in the Balance Sheet in a classified manner as per the legally prescribed

" manner. These details arc important in the interest of disclosure of information to the issue

of accounting data.

A company can also issue shares to the vendors of the assets and promoters in satisfaction of

the consideration due to thent, When company issues share$\o the general public for cash, it.
generally collects the share value from them in instaintents, i.c., at the time of receiving -

applications for shares, allotment, and at subsequerit intervals.- The transactions relating o
the issue of shares are recorded in the books of a8

writing cash transactions in cash book (pra%method)_ - However,.the company must

* comply with all the legal stipulations for issuigg s ares to public. When shares are issued
for cash, it is also possible at times, that alfew shareholders may fail to pay the instalments

~on time in which case, the due amount is ansferred to “Calls in Arrears Account” at the end -

“of the year. There might be a fe cholders who may pay the entire normal value even
before the instaliments are called fomdn such case, “Calls in Advance Account” is prepared
and shown in the Balange Sheet at the end of the financial year: o '

Depending upon the financial stdtus and business image of the company, shares are also-

issued to the public at premium or at discount. For issuing shares at discount the company
must comply with certain jegal stipulations. L o

iis by passing journal entries and by

2.18 CHECK YOUR PROGRESS: MODEL ANSWERS

LD Preference shares enjoy the preferential rights in respect of div-ideﬁ-d,' ata _ﬁiéﬁ“r&t& T

and repayment of capital in thie event of liquidation whereas the rate of dividend on

equity shares is decided by the Board depending upon the volume of disposable
surplus and capi_tzal is refunded only after the preference shareholders are satisfied. -

ii) Authorised capital is the maximum amount of capital which the company.is

empowered to raise through public subscription. It is called Registered capital as it
is registered and mentioned in Memorandum of Association. N
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| ¢) The amount received by the co ny fro

7. Issue of shares by the_ company at a lower price than the nominal valie. o

2. i) Cash Ale. | Dr. 30,000

To Capital Afc. - 30,000
(Bemg thé commencement of the busmess) -

ii) Bank Ade. * Dr. 30,000

To Shankar’s Capnal Alc. S | o 1_0,000'
. To Vlshnu s Capital A/c. ; N - 16,000
“To Nanda’s Capital Alc. SRR 10,000

(Bemg a partnership firm is started with a’
capital contrlbuted by the partners)

3. The followmg is the sequence of transacttons relatl ng to the issue of shares at par

) Recelpt of Applscation money

ii) Allotment after the Board scrutinizing the applications

iii) Transfer of application account to share capital account

iv) Sending the allotment letters and to show allotment money due
v) Receipt of Allotment money

vi) Calls to be made subsequently for whlch call money due entry and- receipt of.

account entries are to be. passed

i) Re_gectmg the applicatjon for excess namber of shares'

ii) Alloting the shares on pro-rata basis

iif) Rejecting a few applications completely and allotting to the remaining apphcants on |

' pro- -rata baS|s

..a) Recemng lesser number of appllcatlons for shares-than the numb'er of shares issued

to the public for subscription.

b) The amount unpaid by the shareholder o the company on the calls made. Arrears of
. amount under any share cal! is “Call Arrears”,

m the shareholder even before the calls are
made. '

6. The excess pnce collected b@ company on each share over and above the nominal
value. C : I '

-

219 MODEL EXAMINATION QUESTIONS

|
J
I
1.

I. Answer the followmg qnestlons m about 30 lmes each.

1. How the mformanon about’ the issue of share Capltal is shown in Baiance Sheet‘?
- 2. Explain the- diffefence between preference shares, and equity shares.

.e—f——ﬁ“"_“—f “State the proforma entries for the issue of shares to vendors promoters for

. considération other than cash o N

4, - Differentiate between issue of shares at premium ; and at dISCOIJnt
il Answer the following questlons in about 15 Iinos each.

- 1. Why public compames issue shares to the publlc‘?
2. What s Issued Capital?

3. W_hat is a Deferred share?
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State the features of preference shares?

4.

5. What do you mean by over subscription?
6. What is the meamng of calls in arrears?
7. What do you mean by Righis Issue?

_Problems _

X Ltd., has been registered with an authorized capital of Rs. 2,00,000 divided into
20,000 Equity Shares of Rs. 10 each. The company has issued 10,000 equity shares at

par, payable as under:

. Onapplication - = Rs.2; Onallotment Rs. 2;

On fiest call _ Rs.3;  Onsecond & final call Rs. 3.

The public subscribed for all the shares and all moneys due were received. Show the
necessary journal entries and ledger accounts. Also prepare the Balance Sheet of the
Company after the issue. :

(Ans:; Balance Sheet Total Rs, 1,00,000)

" A Lid., has an authorized capital of Rs. 5,00,000 divided into 50,000 equity shares of

Rs.10 each. The company issued all the shares which were subscribed in full.

On application - Rs.3;  Onallotment Rs. 3;
On first call Rs. 2; - Onsecond & final call Rs. 2.

All the calls were made and all the moneys due were received except the second and
final call money on 250 shares allotted to Ravi. " :
Show the necessary journal entries and ledger accounts _tcgrd the transactions given
above. )

(Ans: Calls in arrears: Rs. 500} -

Good Luck Ltd., has issued lO,UOUICQL@hﬂ(\SS of Rs. 10 each, the amount payable

being: . _ L
On application ; Rs. S@n allotment Rs. 2;

On first call . . Rs. 3;  Onsecond & final call Rs. 2.

_ Applications were received for 8,500 shares ‘and morieys were duly allotted. All the

calls were made and the moneys due were received with the exception of the first call
money on 200 shares and the second and final call money on 250 shares.

Show the necessary journal entries to record the transactions given above:

(Ans: Calls in arrears: Rs. 1,100)

.' Y Lid., was registered with an authorized capital of Rs. 10,00,000 divided into 1,00,000

Equity Shares of Rs. 10 each. The Company issued 50,000 shares payable as under:

.On application - Rs.2; On alfotment Rs. 2 _
On first call Rs.3; .Onsecond & final call Rs. 3.

Applications were received for 75,000 shares.
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- shares were offered to the public.. T

The allotment was made to all the applicants on pro-rata basis. All the calls were made

and the moneys due was also received.

- Show the journal entries in the books of the company.

~ (Ans: App]icatidn money adjusted on allotment: Rs. 50,000)

XYZ_Ltd.; issued 1,00,000 equit')r shares of Rs. 10 each, payable as follows:

On application \  Rs.2:  Onallotment Rs. 2.50;

On first call . " Rs.3; Onsecond & final call Rs. 2:50. -

Applications were received for 1,60,000 shares and ailotment was made as follows:

To applicants of 80,000 shares — full
To applicants of 40,000 shares — 50%.

* To the remaining applicants — nil

Excess application money was adjusted against allotment money. 'One shareholder to
whom 400 shares were allotted on 100% basis paid the total amount due from him on

allotinent. . Both the calls were made and the amounts due were received.

Shiow the journal entries and ledger éccounts in the books of the conﬁpany. |

(Ans:' Excess application money adjusted on allotment — Rs. 40,000; calls in advan\ce:

_ Rs. 2,200)

A Lad., was 'registeréd' with an authoriz&kbpital._ of Rs. 10,00,000 colnprising 50,000 .
% preference shares of Rs. 100 each and ali the .

equity shares of Rs. 10 each and 5,000
amounts payable being:

Q Equity Shares Preference Shares

© Onapplication 'QM RS2 Rs. 30/~

On allotment Rs. 4/- Rs. 30/~ -

On first call-and @“' - " Rs. 4/- - Rs. 40/-

“ Applications were received for 60,000 equity shares and 4,000 Preference shares.
Preference shares were allotted to all the applicants. Applicants for 5,000 équity shares
were rejected and the remaining appiicants were allotted on pro-rata basis..

All t_hé money due was received except the call money on 1,000 equity shares and 100 -
* Preference shares. Show the journal entries in the books of the company. '

. (Ans: ExCess'appl-ication money adjusted on allotment of equity shares Rs. 10,000;
calls in arrears on Equity shares Rs. 4,000: on Preference shares Rs. 4,000; Balance -
~ Sheet Total Rs. 8,92,000) - ' ’

7. Z Ltd., has an authorized capital of Rs. 5,00,000 divided int_o 50,000 equity shares o.f
‘Rs:10 each. It has issued 20,000 equity shares payable as follows: ' '

Onapplicaion . Rs.2; Onallotment Rs. 2/-

- On first call L Rs. 3; On-second & final call Rs. 3/-

'Ap'plicatioh's were réceived for 5{_};000 shares. The allotmnent was made as here L;n_'dér:
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Show the necessary Journal entries to 1ecord the transactnons g: ven above o

. Rs. 2 000 returned as it is m excess of total amount due on these shares.

© . lothe applicants LU, UUU shares— Tull

To'the applicants for 10,000 shares (20%) o | 12,000 :

To the applicants for 20,000 shares (10%) - - 2,000
To the appltcants for 10 000 shares (60%) 6, 000

_AII the calls were made and all the moneys due were received exeept ‘from one”
shareholder holdmg 300 shares allotted under 60% category who could not pay the final
.call B :

(Ans Appllcatlon money adJusted towards allotment etc,):

- .On 20% allotment_ B Rs..4,000 on allotment and Rs. 4 000 on. hrst call
On 10% allotment™ . - * - Rs. 4,000 on atlotment’ _

. Rs.-6,000 on first call; an'd_-' .
Rs. 8,000 on second and final call;

‘on 60% allotment " . Rs.'4,000 on allotment;
_ Calls in arrears -

Rs I 200

-'-A Ltd., lssued 25 000 equlty shares of Rs 10 each payable

“On appllcatlon L _ '. - Rs.3/- On allotment Rs. 3!— S
On first call e Rs 2!- On second & f'nal call Rs. 2;’-. :
Appllcatlons were recewed for 45, 000 shares The directors made the allotment as here . '
. under . . . . .
On apphcatlons for 22, 500 shares—tull R
" On applications for 10,000 (25%) o o @00'
On apphcatlons for the balance of shares '

On shareholder to whom l 000 shares were allotte@lOO% basis the full amount on

Lo aliotment. “The company made the first call an the moneys due were received except
s on 200 shares (allotiment made on’ 100%@15) :

.
Show the necessary journal entries 2: N

Coom o

{(Ans: Calls in arrears Rs. 400;

' Ad Jjustiment of share apphcatlon money on, allotment made. .

On24%basis - - Rs. 7,500 towards allotment
’ ‘ ‘Rs. 5,000 towards first call -
Rs. 5, 000 towards seeond call.

Ca!ls_m advance - i Rs. 2,000 on 1,000 shares and _
c "Rs. 50000n25005hares) /_-_-

Alpha Ltd has an authorrzed capltal of Rs. 60 00,000 chvrded into 6,00, 000 equ:ty

shares of 10 each. It has™ issued 4, 00 000 shares ata premium of Rs /- and. the amounts _ |

are payable as follows -

: On appllcatton Rs. 3;’- on allotment Rs 4!- (1ncludmg premlum) and on f'rst and ﬁnal'
: call Rs. 4!’- : : . ;
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Applications were received for 7,20,000 shares and allotment was made as here under: -

To applicants 3,00,000 shares — full
To applicants. of 50,000 shares — nil

" To the applicants of 3,70,000 shares — 1,00, 000 shares

10.

" Excess appllcation money was adjusted against sums due. All the.mdneys were .

_received. Show the journal entries and Balance Sheet in the books of the Company.

{Ans: Amount refunded to applicants of 3,70,000 shares '
. Rs. 10,000 after adjusting towards allotment and final call amounts. -
Amount refunded to applicants of 50, 000 shares Rs. 1,50,000
Balance Sheet Total Rs. 44,00,000).

Beta Ltd., issued 6,000 shares of Rs. 10 eachata premlum of Rs. 1/- per share, payable

as here under: -

On appllcatlon Rs 3!- on allotment Rs. 4/- (mcludmg premlum), on first call Rs. 3/-

- and on second ﬁnal call Rs. 2.

The company received applucatlon for 7, 50{) shares and allotment was made as hele

- ounder. _ _ . o

B

To applicants for 300 share — nil
To applicants for 1,200 shares — full
To the applicants for 6,000 shares — pro-rata:

“ Show the necessary journal entries in the@ of the company ‘assuming that aII cal!s _
were made and the moneys due were e _ ) _
(Ans:  Share appiication money '@ed towards allotment money in respect of

- applicants for 6,000 shares — Rs. 0; Share premium amount: 12,000).

Delta Ltd., issued 5,000 @N}f'Rs 100 each at a discount of 5% the amount payable _
is as under: Rs. 20 %ph tion; Rs. 20 on allotment (including discount); Rs.. 25 on

first ca!] and Rs. 30 al call.

Al the calls were made and amounts due were recewed with the excepuon of fmal call

- 0on 600 shares held by X.

: Show lhe necessary journal entries and the Balance Sheet.

* The company received application for 1,40,000 shares. After making pro-rata allotment

(Ans Calls in arrears Rs. 15,000; Discount on issue of shares Rs 25,000; Balance Sheet
Total Rs. 4,85,000) - ' . . _

: Zebra Ltd issued, I ,00,000 shares of Rs. 10 each payabie as here un'der'

On apphcatlon Rs. 3/-; On allotment Rs. 2!- (including dlscount) and on first and f' nal

call Rs. 4/-,

on applications for. 1,25,000 shares, the share apphcatlon money on 15,000 shares were
returned. The final call was made and all moneys due were received except allotment
and first and final call money on 100 shares. Show the journal entries. =

._60.




(Ans: Call in arrears on aliotment

Allotment money due (Rs. 2x100) = : ' __ Rs. 200
Less: Apliication money to be adjusted bcmg excess appllcation

Money 25 shares x Rs. 3/~ -
- Calls in arrears on first call =

75
" 'Rs.400 - Rs.275
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221 GLOSSARY _

Allotment -

~ Application Money

_ Called up Capital

" Calls in Advance

. Allocation of shares/debentures to Applicants -

in response to their apphcatlons

: The maorento be remitted by an appl:cam
. along W s application for o a

_ Sig?sﬂ)e bentures. _
o Authorisod Qﬁpital- ' : Q’I‘ he total (rnaximum) amount of capital which

the company is authorized to raise.

. The total allotment of capital which the
. shareholders are called upon to pay, till date.

. The excess money paid by the sharéhoiders in

respect of the shares allotteéd to him overand.
above what is payable before he is called

- upon to pay.

~ . Calls ip Arrears

Call Money

: The amount though called up the Directors,
the shareholders have failed to pay and thus i in

arrcars,

. When the Directors inform the shareholders to

pay a part of the shdre amount through a

letter, it is said that a call has been made. The’
- amount payabie on such a cail is cailed as call

© money.
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' Dividend
Equity Share

Issued Capital

Preference Shares
~ Rights Issue

- Share Capi_tal

Share Premium

Share Premium

~ Vendors

@
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: The amount paid to sharcholders out of the

profits of a year as return on the investment
made by them. '

. The share on which dividend is paid only

when profits are left after paying preference -

dividend. Capital is returned only afier

returning the preference share capital and the
holder of such a share has voting rights. - '

: The part of the authorized which is offered to

the public for subscription. .
Shares which enjoy a preferential right in
respect of payment of a fixed rate of dividend

~ and repayment of capital in the event of

winding up of the company.

: " The offer of shares to the existing share-

holders of equity shares in the proportion of
their paid up capital out of an issue subject to
the-conditions laid down in Sec. 81.

"1 The totat -amouht_of'capitals“df a company.

. Profit made by a company whéh the shares -

are issued at a higher price than the face

valug. : _ '
; 'lﬁmion of issued capital of a company .

Q'hich is applied for (subscribed) by the

&5

ublic.

. Persons who sell their business.
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'__'3 0 _AIM AND OBJECTIVES

“récord the_ ransacnons relatmg to forferturi%?m: reissue of forfeited shares..

"'_'-.In the prewous umt you have Ieamt abots
e :ln thls umt,you_ wili learn’ about the accountmg procedure relatmg to:

R forfelture cf shares in Ihree drfferent cases €.,

o a) forrerture of shares whrch were issued at par

by forferture of shares whrch were :ssued at a premrum and

c) forfelture of shares whlch were |ssued at a dlscount

' I i) re-lssuc of forferted shares in three d |ff‘erent cases;

;oa) re :ssue of fortelted shares whlch were issued at par, o
b) re Issue of forfelted shares whrch were issued at premlum and

c) re issue of fon‘eiled shares whlch were |ssued ata dlsccunt _-/ '

Further you wr[l Iearn about the accoummg procedure relatmg to forfenure of shares when

_ .there is over- subscrrptton and*’pro-rata aliotment is made

63

Qshares and their re-issue; -.

N the 1ssue of shares and rts accountmg procedure o _' S




.

3.2 FORFEITURE OF SHARES

Forfeiture usually means the taklng away of a thlng or right from a person as. a penalty for
committing some mistake. or default in complying with a certain condition laid down inan
agreement. Ifa shareholder fails to pay any amount on the shares held by him, the shares

allotted to him may be cancelied. Owing to non-payment of the amount outstandmg, ifa
shareholder is_deprived of the shares alloited to him, such an action by the company ‘is
referred to as’ ‘Forfelture of Shares’ -

A company does not have a statutory r1ght to forfeit for shares unless its Arttcles provrde for

such forfeiture for non-payment of calls or any other reason. Generally, shares are forfeited
only for non-payment of outstanding moneys Before forfeiting the shares of a defaulting

* shareholder proper notice. has to be given directing him to° pay the arrears and the interest’
accrued on that amount. The notice should also indicated that in the event of non-payment

of the arrears on or before a stipulated date, the shares allotted to him will be forfelted

On forfeltmg the shares ofa shareholder he loses his right as a shareholder and the amount

. already paid by him on apphcatlon allotment etc.” will be forfeited. While forfeiting the -
~ amount already paid by him, the company reserves the right to recover from him the batance

due from him as on the date of forfetture However it is to be noted that the tiability of the

o person whose shares are forfeited ceases when the company. subsequently receives payment

in full of alf such money in respect-of the shares on re-issue.. Another point to be noted is

that if the company is wound up more than one year after the forfeiture the member whose
shares have been forfetted cannot be held Itable for the amount unpaid on forfelted shares S

Forfeiture of shares means:-

‘a) “Cancellation of the mer'nbershio of the @lde’r; i.e. cancellation of share capital
- called upon'_t_h_e_share_s forfeited. ' o IR

- b) Forfeiture of whatever'al_no'unt_ p@ the shareholder on account of the shares -

_ forfeited.

For bringing forfeiture of sham@&effect in the books of account the t‘o_lloWln_g' steps é_u_'e ]

ne’eded-: .

_ 'cap:tal called up in respect of those shares

b) The debits in the allotment, call account etc. should be cancelled. For this, the =

respective accounts should be credited with the amounts due from shareholders.

¢} The amount already received from the shareholder is. forfetted and transferred 10 -

“Sham F orfeited Account

B

The shares forfeited account shows a .credit balance and is to be shown on the liabilities sidc

of the Balance Sheet as an addition to paid up capital. ‘The balance in the shares forfeited .

‘account can be used 1o write off any capita loss (by way of re-issuing the forfeited shares at a-
discount) on re-issued of the respective forfeited shares and the balance remaining if any

a) The credit gwen to%re Capnal account is to be’ debtted wnh the amount of share

after.re-issue is to be transferred to “Capital Reserve Account”. The following are the

proforma entrtes to be made when the shares are forfelted ’

.



L Prol‘orma Journal Entnes. o

o~

Lo a) When shares Whlch are |ssucd at.
par or shares which are issued at

o recewed are forfe1ted '

~ a premium and the premium 15 S

" Shire Capltal Account e L

(With called up amount)
_ To Forfeited Shares A/’c g
- (with.amountreceived)

* To Share Calls A/c or Calls in arrears Af'c )
(w1th amounts due on respectwe calls)' S

b) When shares are: issued ata

is also due and they are forfeited.

~ premium and such premium amount -

(With premium amount due)
To Shares Forfeited A/lc - -
- {With amount received)
To Shares Calis A/c. or _
- Calls in Arrears Afc. -~ >
{With amounts due on '
- respectwe calls)

AFE.

_.Sh_are Ca_pltal A_c_count_ o .. ) pr ; .
_(With called up amount) ~ - -
+(Share Premium Account o Dr.* R

c) When the shares are |ssued at a .'
discount and they are forfetted

_’ShafeCapital Account <o, D o

" (With ealled ap amount)
To Shares Forfeited A/c..
(with amount recewed) o

To Share calls Ac. or'calls i in arrears Aa’c o
(w1th amoumnts due on respectwe calls)

To Discotinf on Issue of Shares Afc.
(wnth (mount of dlSCOI.ll'lt allowed)

L Illustratwn 1

' 'Ga’ma L-td |ssued 10,000 shares of Rs. i

l’“

- On appllcatlon Rs 2!- on allotment% f rst call Rs 3!- and on second and f' nal call
Lo Rst-- : . -

élﬁgy\a\ble as. follows

| . 'Forfeiture of S'Iiafes wh.icl_l- w-e[re"'iSSued at par o O S

R : : N

. The company made F:rst call only. . Rale was allocated 400 shares who pald only the | o
" application money. As he could not pay allotment: and first call morney, his shares were_ '
- 'forfelted Show the joumal entry needed. for recordmg the forfeiture of shares B

I: .Solutl_on N L

Lo - . Journal- - B

[ - T T o G

" Date |~ Particulars - LFE.| Rs. | Rs. .-

'l A Share Capltal Account ' Dr.j- .} :2;800‘ S

' - *To Shares Forfeited Afc R - 800 "

i SR - To Shares Allotment Afc. o

‘- - . . ] ToShares First Call Alc: ' S 1,200

Lo - | (Being forfeiture of 400 shares allotted o RaJIV '

e © . |'who did not pay allotment and first call money.) |

800

-
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~ Note: Share Capital Accotint is debited with Rs. 2,800 as it has been credited earlier with
. the Appllgatlon money. of Rs. 800. Allotment money of Rs. 800 and First Call money of

'Rs.1,200." The amount received on application has been credited to the Shares Forfeited

- Account. The- calls in arrears on account of allotment and Flrst Call are cancelled by

crediti ng lhose accounts

Forfelture of Shares wlnch Were tssned at a premlnm o

_ We have noted earher that when a company issues. shares at a premlum the premtum '
~+ callected should be -credited to the “Share Premium Account“ and ‘shown' separately.,

According to Sec. 78, if the share premium is collected, it can not be cancelled even if the

shares on which the premium is collected are forfeited at a fater date. If the premium is due
has not been collected and if such-shares are forfeited the credit given to the share premium

'account at the tlme of issue should be cancelled by debmng the Share Premium Accoum

\

L l!lustration 2

follows

' Q Ltd,, 1ssued l(} 000 shares of Rs 10 each ata pnemlum of Rs. 2 per share payable as

| On apphcatlon Rs 2 On allotment Rs. 5 (mcludmg the premlurn) on Frrst Call Rs. 3 and.
-on SecondandFtnalCalle 2

'The company made the First Call ‘Basu who was allotted 200 shares failed to pay the
~ allotment and first call money. - Joshi who was ‘allotted-300 shares failed to pay the first cail.

The shares of Bast and- Joshi were forfened ‘Show the necessaty Journal entries tor
forfeltmg the said. shares

.

T a?\ [ Dr. | <cr
Date ' - - ' Parpcyl JLF,| Rs Rs.
Share Capltal Ag - - Dr ol 600 -

Share Premiund unt = - Dr| . © 400 | :

 To Shares Forfeited Alc, - o N . 400-

To Shares Allotment A/c. _ | 1,000

. To Shares First Call Alc. . | S . 600
| (Being forfeiture of 200 shares aliotted to Basu e o
|as he falled to pay the ﬁtst call money )

‘Share Capttal Account = Copr| - 2,400

‘ToShares First Calls Ac. .~~~ | .} - |- . 900
| (Being forfeiture of 300. shares allotted to Josh1 _ '
| as he failed to pay the first call money) -

- Note: It may be noted that we have cancelled the Shares Premium Account in respect of the '
“shares allotted to Basu, as the share premlum has not been collected.

In the case of shares allotted 10 Joshl we h;ave not cancelled the Shares Premi um ‘Accountas |
 the premmm has already been collected

.66

To Shares Forfeited A/c. - . 1,500




Forfeiture of Shares which were issued at a Discount

It is t0 be noted that when shares issued at a discount are forfeited, the discount atlowed on
such shares should be cancelled. This is necessary because the discount is to be allowed
only on the shares purchased by the shareholders and not on the shares cancelled

Illustratiou- -3

s

Rakesh was allotted 50 shares of Rs. 10 each of A Ltd., at a discount of 10%. He paid Rs.2
 per share as application money but failed to pay the allotment money of Rs. 3 per share.

Consequently his shares were cancelled Show the journal entry requlred for forfelture of
the said shares.

S.olution

~Journal

. _ : : o ' . : - D_r_.. ~ Cr.
Date - | ~ - . Particulars : LF.| = Rs - Rs._

Share Capital Account Dr. ¢ - 300 o
To Shares Forfeited Alc. . . o 100
To Shares Allotment Alc. . T 150
To Discount on issue of shares Afc. . L I 50

(Being forfeiture of 50 shares allotted to Rakesh ' :

as he failed to pay the allotment money Rs. 3

per share). . :

Note: lﬁ is to be assumed that the allotment money_payable iclusive of discount, and the
discount on Issue of Shares Account has already bee ed. '

CHECK YOUR PROGRESS - 1 ™

i) Write the Journal entry for the forfei@*ﬂf shares which were issued at a premium

resuring such premium amount it al%ue. > s

.................................................................................................................

..................................................................................................................

R N e R A Il I R L R R Rl Ll L L E T T T I T S

ii) Whether the “Discount on Issue of Shares Account” is deblted or- cred:ted when the

shares are issued ata dlscount and they are forfelted‘?

4 L4 e mE L SN E e LR L AE A R R EE RN e A R LR N R A AN e AL AL A AN Adha b e b A bbbt
...................................................................................................................

B T L R R O L L L R L L LTI T

" 3.3 RE-ISSUE OF FORFEITED SHARES

The forfeited shares can be re-issued by a company to some other persons at the discreation
of the Board of Directors. Such shares can be re-issued at any price by the company, i.e.
even at a discount. When the forfeited shares are re-issued at a discount. the discount
allowed should not exceed the amount already received from the ‘defaulting shareholder,
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which is forfelted and credlted to the Shares Forfeited Account, The Ioss on account of re- -
issue of forfeited shares is to be debited to the Shares Forfeited Account. If there is surplus
-in the Shares Forfeited Account after adjusting the' discount on re-issue of forfeited shares.
. such a balance is to be transferred to the Capital Reserve Account as it is a Capital profit.

- The followmg entrtes are to be made when the forfe:ted shares are re-lssued.

' D For re-rssue of forferted shares ’

Bank Account Dr.
(with the amount actually: recewed)
* Shares Forfeited Afe. Dr.
(wrth the amount of discount’ allowed)
To Share Capital Alc. -
(with the amount called up)

- u) For transferring the surplus in the Shares Forfelted Account to Caprtal Reserve

Sha_res Forf_elte_dAfc. ' .. : _Dr..
To CapitaI-Resewe' ' '

’ The followmg lllustratlon w1ll help us to understand the method of dealmg wrth the re-issue .
- of fortified shares: : _

When the shares issued atpar are forfeited attd reQiss_ned

.lllustmtion ~4

P Ltd issued 400 shares of" Rs. 10;‘- each to Kap\@o patd Rs. 3/- per share on appl lcatlon K
but failed to pay Rs. 3/- on allotment and % on first and fina! call. These shares were - -

fortnﬁed and re- 1ssued to Sandeep at Rs 8/ hare fully pald v

Show the necessary Journal entrtes for %e said t_r_ansa_etton.

. N “Journal e _ E
Date | ' \famculars R Dr. |  Cr
N L.F. Rs.’ Rs.
- . | Share Capital Account = - b | 4000
To Shares Forfeited A/c. . : y 1,200
_To Shares Allotment. Alc. L B IR 1,200
" To Shares First & Final Call A/c. o B ' - 1,600
(Bemg forfelture of 400 shares heid by Kaprl) : '
- Bank_Az’c. o e Dl T3,200
" Shares Forfeited A/c, _ Dr.{ i 800 o
To Shares Capital Afc. - , ' - 4,000
"1 (Being re-issue of forfeited shares to Sandeep atl L - B
‘Rs. 8/- per share} - '
- Shares Forfelted Ale, : Drol 1 - 400 :
To Capital Reserve A/c S ik | 400
(Being. * balance _shares in Forfeited Afc 1 .
: transferred to Capltal Reserve A;’e share)
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Note

- *  Share Capital Account heeﬁbited with. Rs: 4,000_;’—_0n|y as Rs. &f— per share . -

.must'ra'tiou'-s. o - SR S Z__

Zenity Ltid., 1ssued 500 shares of Rs. 10 each to Sanjay and called Rs 8 per share He pard

- Rs. 5 per share as application and allotment money and failed to pay the first call. . The
Shares were forfeited and the Drrectcrs Re-lssued 400 shares to Ram at Rs 6 per share fully =

_ _pald up

Show the necessary Journal entries to record the sald transactlons

: Solutlon' '
.I 'Jqurnal o . _
. T . _ I 1 Dr | Ccr
Date . ~___Particulars - ' LF | Rs °} Rs.
- .| Share Capital Account* - ‘pr.| | 4000 o .
; ' To Shares Forfeited Alc. \ N I T s
" To Shares First Call Afc. IR Sl 1,500
(Being forfelture of 500 shares held by Sanj ay) o o L
- ‘| Bank Alc. . - - Dr , ,2’_400.' -
| Shares Forfeited A/c. . Dr 1,600 - .
1 To Shares Capital Account ** _ 4,000
1 (Being re-lssue of 400 shares to Ram as fully L Co
paid) : -
- SharesForfeltedAfc R ":"-D"l"-‘ . 4_0.0_ S
To Capital Reserve Alc @ § - 400
(Being balance in ~ shares Forfelted A\ . '
teansferred to Capital Reserve Ale). 77\ :

- s called (500 x Rs. 8)

**  As 400 shares have been re- 1ssued as fully paid, i.e., at Rs. 10!- per share Share |

Caprtal account has been credlted with Rs 4,000 (400 X Rs 10)

@ Amount forfeited on 100 shares (Rs 5% 100) = 500/-° -
. Amount to be used on 400 shares re—rssued (400 x Rs. 5/-) =Rs. 2 000!- _-

“Amount actuaily used on re-issue . . Rs:1,600/
"IAmoum transferred to Capltal Reserve : o . Rs¥ 400;’-

| Balance of Rs. 500;'— in Shares Forfelted Account in respect of 100 shares to be re-nssued wrli .

- appear in the Shares Forfelted account.

Re-issue nf Forfelted Shares whlch were lssued ata premlum

A

- If the shares originally |ssued at a premium are forfelted it is not compulsory for the
company to re-issve them at a premium even through the premium is not received at the time
of forfe1ture But if the company. wants tc re-issue the forfelted shares ata hlgher pnce then
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the Share Premium Account is credited and Shares Forfeited Account is debited with the
amioudt ‘of premiim, If some balance still remains still remams in the Shares Forfetted

o Account it has o be transf‘el red to Capltal Reserve Account '
'Illustratmn 6

' Gajanan Ltd‘, |ssued 100 shares of Rs. 10 each at 10 per cent premlum to Satish (Rs 9 per ’

share called up). He did not pay Rs. 3 (including premium) on allotment and Rs. 2 on the
- First Calf. These shares were duly forfeited. Out of thése, 60 shares were re-issued to-
i . Dinesh as fully paid up at Rs. 8 per share; 20 shares were issued to Vijay at Rs. 12 per sharu
P - as fuily pald up and 20 shares were lSSUCd to Sunil at Rs. 5 per share as fully pald up
[ -
L y
r “Show the necessary _;ourna-l entries to, record the above transactlons.
S - Solution o o -
L . : | ) - o L .: Journa! o
P R o o ' . Dr. Cr.
Date | - Particulars - - LF.| Rs. Rs.
- . | Share Capital Account_ o Dr. o 900 B
: o = .. | Share Premium-Account . - - . Dr.| ] 10 -
o To Shares Forfeited Alc. ~ | | - 500
o To Share Allotment A/c.. ¢ : . e 300
. L s S To Share First Call Afe. = : EIU A 200
g N ' - | {Being forfetture of shares issued to Sat:sh) ' T '
- | Bank A, - A D | 4s0|
| Shares Forfeited A/c.x . - \> ~Dr| | 1200 , o
| To Share Capital Afc = " . o ' 600 .
" (Being re-issue of 60 shares t© Dinesh)
EEE "~ | Shares Forfeited A/c. ?‘ -~ Dr S T B
Lo P - To Capital Res o . 180,
| S Ce (Bemg transfer of\ghares forfeited alaount in ' -
P .- .- | 'respect of 60 es issued to Dinesh)
| (300~ 120 =160 T
. " | Bank Accoun{ e Dr. - o280 L
S S .| To Share Capital Account. S . 200
~ To.Share Premium Account : ol 40
L _ : (Being re-issue of 20 shares ‘to Vuay at a '
!_ '_ R ' B premlum of Rs. 2per share) :
"~ | shares Forfeited Alc. . -' D[ B 1 :
| = To Capital Reserve Afc, » - R 100 -
_ - o (Being the transfer per shares forfeited amount | - : 1 T
. ' ' - |-in respect of 20 shares re-issued to Vijay)
. - 7 |BakAecownt - pr| [ top |
.. - | Shares Forfeited Afc.” - - . Dr.| = | ~ 10
R S To Share Capital Alc. = - e
C o - | (Being re-issue of 20 shares to Sunil) - I S
e 1 S

____|___.___.'.__...___'__.. s e e e e S - [ J—




o Lo Shares Forferted Afc E | . Dr | o '1.20

-allotment of shares is given the benefit. of the- _dr;cqur’n 8
1

shares which are being re-issued. The follo

- Account is debited once again with the amo@vh'

| Note -

Lk Shares forferted Account has been deblted W|th Rs 120 only on the assumptlon that L '
the shares have been re-issued without collecting any premium. Ifitis assumed that
the shares have been re-rssued ata premrum Re. 1 per share, the. followmg entnes S

°

- are to be made

L Date - — _"Par@iculars LTFQ' 3 Rs.. | Rs. _ S

_ Bank Aeeouht D B S ] 480 B
Shares Forfeited ... Deo -t 180

-.(Belng re-issue of 60 shares to Dmesh at a
'.Prermum of Rs 1:’- per share)

- To Capital Reserve A/c.
{Being transfer of shares forfeited amount m
respect of 60 shares re-issue to Dmesh)

- Note

.In respect of 20 shares re-lssue to Suml the shares forfented amount has been completely .
© exhausted and hence no transfer entry has been made f ' : . o '

g Re-lssue of forfelted shares whnch were 1ssued at a dlseolno "

If the shares 1ssued at a dlscoum are. re-lssued aﬂer t
owed earlier inaddition to the

benefit that is normally given on re-issue. . The

Bank Afc A
~ Discount on Issue of shares Alc. - Dr. e
Shares Forfeited Alc. © .~ Dr .
To Share capital Afe. . S
(Being allotment of shares forfeited
' to Mr. ......at dlscount)

i Illustratlon -7

o Brlght Ltd., 1ssued 100 shares of Rs. 10 each at a dlseount of 10% to Gopal and Rs. 6 per; _
. share cal]ed up out of which he paid only Rs. 2/~ per share on application apd allotment and ~
_ failed te pay the ¢all amount. The shares were. forfelted They were re-lssued o Radha at Do
- . Rs. Tpersharesasfullypardup Sl : o S

o Show the necessary Journal entrles to record the above men‘uoned transact!on

n

To Share Capltal Afc B o - R N 600. L R
' To Share Premium A/, ' BRSO 60 T

re, the person who gets the re-

. theé Discount on Issue of Shlar'es"
was cancelled earlier in-respect of the -
g Journal entry has to be passed onre-issue of -



+  Journal

I : - e . Dr. . Cr.
Date o - Particulars . - L.F. Rs. ~ Rs

- Share Capital Account - Dr|. Tooe00|
_ To Shares Forfeited Ac. : | b 200

“To Share Call Afc. SR L 300
To Discount on Issue of Shares Ac, - _ | 100

(Being forfeiture of shares issued to Gopal) '

| Bank Account : ' Dr. . 700
- - ! Discount on Issue of Shares Ale. . Drl| -~ 100
' ‘Shares Forfeited A/c. AR Dr. | 200 _
To Share Capital Account 1. - 1,000
(Being re-issue of shares o Radha) ' - o .

‘applications. 1f:a problem is given relat

CHECKYOURPROGRESS-2

Pass the journal entry on re-issue of forfe_ited shares which were issued at a discount.

S T L L R e L]
................................................................................................................

e NI I I T T e R R R LR R LR

.Forfeiture of shares when there is o_ver-subsc}{)ﬁm and pfo-rata‘ allotrﬁent_ is made

We have noted that sometimes there may versslibscription to the issue. In-such acase

the company may reject some applica

subscription, we must be caretful in ca%)hﬂing the amount forfeited. 1n such cases, we have

-to find out the amount sent by ml ant for the number of shares applied for by him.- To

arrive at the correct amount to ighted, we have to note the following pomts

|) Ascertain the nun@f shares applied for by the share holder;

it) Ascertam the total amount sent by him as appllcatlon money (Apphcat!on money X
No. of shares applied); '

‘ m) Ascertam the application money due on the actual numbcr of shares allotted :

(Appl:catlon money X No. of shares aIIotted),

w) Deduct the amount arrived at in step (iii) from the total apphcatlon money received
.~ arrived at in step (ii). The balance is the amount received in advance which is to be
| adjusted towards allotment money.

"v) Ascertain the amount due on allotment (Allotment money X No of shares applled) '
From the Allotment money-due detect the amount received in advance on account of
application money: (Amount arrived at in step (iv)). The balance is the amount in

arrears allotment. For canceling this balance. Share allotment account is to be
credited with this amount for forfeiture.

The -following'illustratidn will hetp us to understand these steps: -

@ and make full allotment on some other .
o’to forfeiture of shares when there is over-

. et e

- .___3_4"- .



Iustration-8

X lelted 1ssued a prospectus inviting, apphcatlon for 10,000 shares of Rs. 10 each ata
premium of Rs. 2 per share. The amjount payable on appli ication is Rs. 2 on allotment Rs. 5 S
_ (including premtum) on first call Rs: 3 and on second and f'mal calt: Rs 2 o

ad Justed towards amount due on allotment.

Hls shares were torfetted after f' rst. call.

- Applleatlons were recewed for 15, 000 shares .and pro-rata allotment was made on,,
~ application for 12,000 shares. Excess amount received on account of appllcatlon money: was___'

4

Raghavan who was allotted 200 shares could not pay allotment money and fi rst call money

Madhavan, who was allotted 300 shares did not pay the two calls and l’llS shares also were_-" o
. forfelted after the’ second call, ' : : . o

' Out of these for’uﬁed shares, Kumaran was allotted 400 sahres ongmally held by Raghavan

and 300 shares held by Madhavan at Rs. 9:’- per share. Show Journal entnes, Cash Book and’ -

B Balance Sheet.

¢

Sol,u_tion_ :

" Working No_t'e.s :

- No. of Share's for which applications were reeelved:

No of shares allotted

a

' Appl:eatlon money received Rs. 2x 1'5,000 =Rs. 3'0, _

-~ Application money transferred to

' Share Capital Account © Rs.2x 10,Q00'= 00 -

' Application money'to'be adjustedor@._ o c
- Allotment: (Rs. 30,000 — Rs. 26,000). =Rs. 4,000

Amount received from Raghavan as applncatton money

No. of shares appl:ed for and allotment is made:
" No. of shares allotted to appltcants for the Sald shares

. No. of shares allotted to Raghavan o

: Appltcatlon money returned on - L -
) :ejected appllcatlons - Rs 2.x@0 gRs. 6,000 . -

No of shares applled for by Raghavan (200 x 12 ,000710 000) 240

Appltcatlon maoney received from Raghavan (Rs. 2 x 240)
Appltcanon money on the shares allotted (Rs. 2x 200)

' - Application money to be adjusted on. allotment '
- Allotment money due. (Rs. 5x 10,000)
' “Less: Application money adjusted. o
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'-'50000'

4,000 ...
Rs 46 000

12,000
| 10,000
._5200.. B

15,000 .

’1_0,000'_ o




.| To Shaie 2™ Call Ac.

- -Less: Amount due from Raghavan '
" (Rs. 5 x 200 = Rs. 1,000- Rs. 80)

Amount actually recewed on allotment

" Amount due on first call: (Rs 3x 10; 000) ,
 Less: Due from Raghavan (Rs. 3 x: 300)

- Due from Madhévan (Rs 3 % 300)

Amount recewed on first call t

* Amount due on second call (Rs. 2 X9 800)
' Less: Due from Mad_havan (Rs. 2 x 300) _

Amount received on second call ... '

" CashBook -

RE L 920
Rs. 45,080 -
Rs. 30,000

. =Rs.600
. =Rs.900

. Rs. 19,600

1,500
- 28,500

“Rs. 19,000

Date | Particulars Amount- | Date.

* Particulars

' -A.rn_ount .

- - Rs. _
- .To Share Appllcatlons ' 1 -
- Afe. . 30000 -
- 45080 -
28,500 -
© 19,000

- |.To Share Allotme_n_t Ale,

- -~ |'To Share First Call A/c.
-. | Te Shate Capital A/c. .| 3.600|. -
S : 1,26,180 1 - - |

= "\l

- By Share Application’
1 Ak
By Balance c/d

Rs.

6,000 -
1,20,180

126180

Note: Amount received on account of ré-issﬂ@orfelted shares.

ﬁu\rnal o

I

o

Date . | . o Parth‘g

Dr.'..

Cr.

To Share Capital Afc.

|"allotted)

(Being transfer of apphcatlon money on shares _

To Share Capital Alc: .
- - |- To Share Premium Afc.
(Bei ng the amount due oh allotment)

| Share Allotted Ac. ©~ Dr.

‘To Share Allotment Afc. :
(Bemg the amouint on appli 1cat|on transferred to
_ Share Capltal) '

Share ApphcatlonAfc - _-Dr;'

150,000 |

iy : . |LF.| " Rs. - Rs. .
' - ‘Share Applicatio@ : A Dr. /20,000 |-

20,000
30,000

20000

.4’000 o




_Date .

Pamculars

Dr.

-_Rs_’.

RS

- Share Flrst Call Af‘c o Dr.| . g 30;0’00-_ .
- To Share Capital Afc. R I
(Being the amount due on first cally .
< Share Capltal Account - Dr. 1,600 <

- Share Second & F mal Call Afc Dr, 19600 | -
|  To Share Capital Afc.” ) . 19,600
(Bemg second caII amount due) ) R
il Share Capltal A!’c . . D | 3,000 | - S
 To Shares Forfeited Afc. BRI | 1500 .
To Share First Call Alc. . :. - %00 -
To Share Second Final Call Afc. - - 600
1 (Being forfelture of 200 shares allotted to - '
Madhavan) ' : '

|  Share Premium A/c.

To SHares Forfelted Alc.
' To Share Allotment A/c.
‘To Share First Call Alc.

'(\Bemg forfeiture of 200 shares allotted to -

_.Dl". -

.' Raghavan)

_ Shares Forfelted Ai’c

. To Share Capital’ Alc.

1ssued to: Kumaran) T

)

- (Being the discount allowed on .400 sha@ :

B _Shares Forfelted N L . ?‘ §

Dr.j

To Capital Reserve Alc. A

| (Being profit on re-issuc of 40Bshares to

Kumaran transferred to{Capi al Reserve

' Aeeount)

400

Lo
. o 400 -

CLos0 ]

g0
9000
S 600

(30000

1,080 -

Balance Sheet '

o Liabilitie"s o | Rs
. Share Capital: ' R
- 9,900 shares of Rs. A0 each RV

fully paid =~ -1+ 99,000

_ Share Premium A/c. . 19,600

- Shares Forfeited A/c.* . - | 500] -
- Capital Reserve: - Sl 1,080 |

rl_-=-20_=.l 80|

T Assets =

Cash at Bank -

T Rs.

RETTI

| 120180

Note S

o The balance is kept in Shares Forfelted Account, as there are 100 shares yet to be re-
|ssued @ Rs 5 per share ' : : o
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34 SURRENDER OF SHARES

ifa shareholder ﬁnds it drfﬁcult to pay the call money due. from.him, he may return the

shares to the company. voluntarily requesting for cancellation. Such return of shares by the -

shareholder is called “Surrender of Shares”. There is no provision regardmg “Surrender of
shares” in the Companies Act. However the Artrcles sometimes gives power to the directors

. toaccepta “Surrender of Shares”.

.. The™“Surrender of Shares”. by a ‘member to the compaﬁ”y is va]rd where the articles give the
* power to accept the surrender to the Directors. The surrender is accepted in the case of
_ partly paid shares to save the company from going through the formalities of forfeiture.
' Surrender of partly paid shares cdn be accepted only where forfelture is Justrt' ed

. From the accounting pomt of vlew there is.no drfference between Surrender of Shares and'_
forfelture of shares. The same set of entries made in respect of forferture are. made even in -
the case of surrender of shares.

3. S REDEMPTION OF PREFERENCE SHARE CAPITAL

A company limited by shares may issue redeemable preference shares After commeneement' '
- of the companies (Amendment) Act, 1988 no company shall is the any preference share

which is redeemable after the expiry of a period of 10 years from the date of issue.

__ Lega! provrsrons in this context are:

1. Share can be redeemed only is they are ful paid.
_' 2. Sources to redeem such shares. - -

e rfor'dist‘ribntion as dividend eg. General
équalization fund, Insurance fund, profit and

a) Divisible profits (profits av'
Reserve, Reserve fund, Divideén
loss a/c. balanees

b) Proceeds of fresh IS@ of. sia res (Equity or Preference shares)
. %

¢) When prefere shages are to redeemed from divisible. proﬁts the nominal
~ amount 'shou@
Reserve a/c
showing transfer_of profits to capital redemption reserve. This shows the
amount of dwrsrble proﬂts utrlrzed for the propose redemptron

transferred from divisible profits to capital Redemptron_

Accountmg Entries
The proforma ¢éntries are to'be noted in thls regard.

_ Transaction S .Erltry

at Onissue fresh capital for redemption, Bank Alc. - Dn

Discount on issue (if any) = . D
T .+ -ToShare Capital A/lc. :
- To Share Premium A/c. (lf any)

2. _OIn--u_thizati.on dividend profits . ‘Relevant Reserve Afe . b

. Profit/Loss A/lc. - - - Dr
To Capltal Redemptlon Reserve Alc.

‘mlﬁ‘ o

capital Redemption Reserve: is created by way-a book entry -



3. 0On redemption due - - : 'Preference Share Caoital“Alc D

Premium on Redemption of R
Pref. Shares .. ' Dr. .
To Preference Shareholder Af‘c '

o 4. O_n"payr:n'ent: s \' S - Preference Shareholder Afc

To Bank Az’c

5. Utilisation of share premium or reserves Share Premlum_ Al . Do
for premium payable on redemption  Reserves A/c. .. - . .Dbr

To Premium on Redemption of
S Pre. Shares Alc. S

Illustrauon 9

Anupam Ltd Had 20, 000 12% redeemable preference shares of Rs. 100 each redeemable at-

» 10% Premium. To Redeem the preferences shares the company has decrded the fol lowmg

a) To seli mveslments of Rs 10 00, 000 whrch reahze 90%.
" b) To 1ssue 1,50,000 shares of Rs. 10 each at a premium of Rs 2
¢y To utilize the followmg General Reserve Rs 3,75, 000 and Profit Rs 1 25 000."

d) The premrum collected to be uhlrzed for premlum on redemptlon

Your are requrred pass _}_ou'm'a_l entr_r_e_s.

NV | Dr ._ - Cr:

!

- - BankA!c o o ?‘ - Dr. ' 9,00,000 | -
i ProfitLoss Ale. - - | 1,00,000

. Dae || . 'Partic'ulars' ™ |LE| Rs. | Rs.

I_ - _ Bank Ar’c 'Dr. | +|:18:00,000.
To. Equity Capltal Afc o

.To Share Premium A,fc_ ¥

- _'..'General'Reserv'e'Afc."."". Dr. ae 3,75,000 -
o PProfitfLoss Adc. v o oo T DR | o 125,000 o

R Redempt:on Preference Share Cap|tal Alc. " Dr. _ 20,00,_900
*. | Premium on Redemption of Pre. Share Alc. Dr; | 1:2,00,000

o Preference Shareholder Afc R D 22,0.(_);.000
To Bank Ar’c c - M v

Share Premrum Ar’c : R : Dr =
To Premlum on Redemptlon of Pre share

1200000 |

To InvestmentAlc : - oooeogc _ ]0’00'000 _.

ol 15,00,000_
1 1 3,00000 ©

To Caprtal Redemptron Reserve Alc IRRTER N TTS DI _5;00,0_00"».-'\ :

__To Preference Shareholder Ale: IR S R 22,00,000 - .
| 2200000

2,00,000




Hlustration — 10

_ The followi ng is the Balance Sheet of Anurag Ltd.
o : - _ (Rs. 000) .
_ Liabilities ' ‘Rs. - ~ Assets - Rs..
a IOOOOequstyshares@Rs TERE L0000 Goodwill - ] 120
- 6,000 preference shares@ oo | | Fixed Assets - _ S 0 -
each . 600 | Investments - _ o 464
" Capitai Reserve S . . 200 | Current Assets . . I 584
-General Reserve B C 240 o S
PLAK. 1 240] . P R
o 2280| = _- _2!280_-_

- The preference shares are to be redeemed at 10% premlum The company sold mvestments '
at Prof t of Rs 36, 000 and issued 2000 5% preference shares at Rs 100 each

~ Show joumal emnes and prepare new Ba!ance Sheet,

.' _Solnﬁon _ §
. Journal Ent_r'ies
_ o _ _. Dr, . Cr.
Date L . Patticulars .~ LF.]° Rs. | Rs. :
- | BankAk. - L Dy - 05000000 0
|~ Tolnvestmems Alc. 0 . o | 4,64,000
. " To -Proﬁt /Ldss Alc. ' 1 | 36,000
-~ | Bank Ak, U Dr. | = 200000 - .
' To 15% Preference S%’@apﬂal Ale. ' o [ 2,00,000
T Capital Reserve AQM ' " Dr _' | 2,00,000 |
| General Reser "Dr.| | 200000 | L
To Caplta mptlon Reserve A!c . ) : L -'.4’00-’000 s
" | Preference Share Capltal Alc. " De| | 600000/
Premium Payable on Redemptmn of I P _
Pref. Shares A/c. . : Dr, : /60,000 |
To Pre. Shareholder A/c. o I [ .l -6,60,000 -
" | Pre. Shareholder Al _ " Dr. { | 660000 - -
_ToBank Afe. R T 6,60,000 i
'. - Profit/Loss Alc B ;'D"}ﬁ | 60000 -
' To Premium Payable Al : .- . .| 60,000




".BalanceSheet e (Rs. ‘00'0')'.'

e 500'-'+ 200 - -660= 624 B

. Liabilities - " Rs. . Assets R I | TS
ST S o Goodwilt .~~~ | 120
. Equlty Capltal . . 1,000 Fixed Assets = S D % U
- (10,000 shares@Rs 100) 7 | Current Assets” -~ . | .624%
Preference Capital S 200 A
‘(2000 shares @ Rs. 100y - | . Lo T
. .Capital Redemption Reserve b 400 . S - '
" General Reserve - - _ 5 40 S T
P Al 216 o R I
‘ AP S 1,856 oo 1856 ¢

'.3 6 SUMMING UP

o The forfelture of shares ré-issué of forfeited shares have been dlscussed in lhls unit, ln case
- the members fail to pay the call money, the Directors after giving due notice can cancel:the.
shares of defaulting shareholders. This cancellation of shares is called forfenture of shares
Such forfeited shares are generally re-lssued at a dlscount ' Cet .

If the shareholders fi nd it difficult to pay the ca]l mongy due they may return the shares 10 .

the company, wh1ch is called surrender of shares’.

3 7 CHECK YOUR PROGRESS MODEL ANSWERS

1) Share Capltal A;’c C o Dr

To Share Premium Afc.. = - o 0
o . To Share Forfeited Alc. : ' - ' ) . .
o L To Share Call afc. or Calls n Arrears Af’?‘ o S SR
' u) Dlscount on issue ofShare Account |s@£e . A .. ‘ :
2 Bank A% L .Dr. .
- Discount on Issue of Shares Alc. (A
. - Shares Forfeited A/c. . . . . Dr

' To Share Cap:tal Afe.

.' 3 8 MODEL EXAMINATION QUESTIONS

- I Answer the followmg questions m about 30 lmes each

_ .shares. - .o
- 2. Explaln the accountlng procedure for e issue of forfelted shares o

IL. Answer.the followmg questlons 1n;about 15 lmes each._ e

; :-_ 1.. What do you understand by. ‘forfelture of shares?
2. What do you mean by ‘re-issue’ of forfeited shares'7

-

S What 1s surrender of shares'?

79

What is forferture of shares‘? Explaln the accountlng procedure for forfelture of o
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Pmblems

i|'

b

S Ltd lssued 2 00, 000 equity shares of Rs. 10 each ata premrum of Re. If- per share,

* payable as follows: Rs. 2.50 on application; Rs. 4.50 on allotment (including premlum),

Rs. 2. 50 on f'rst call and Rs. 2.50 on f"nal call.

. Applrcatlons were received for 3 00 000 shares. . Pro-rata allotment was made to

applicants for 2,40,000 shares and the balance of applications were rejected. Excess

applications money was adj ustcd agamst al lotmem money due

X, to whom 400 shares were ailotted, could not pay the amount due on allotment On _

his failure to pay the first call the-shares held by him were forfelted

Y, to whom 600 shares were allotied, could not pay the two calls His. shares W_ere o

forfeltcd after the f' nal call was made

Show the necessary journal entries. *

(Ans: Amount received on allotmem Rs. 7,98, 400 Shares forfelted account balance

(Cr ) 4 200)

B. Ltd., issued 50, 000 shares of Rs. 10 each payable as hereunder: On appllcatlon Rs.

. 2/- on allotment Rs. 3/- and on first and final call Rs. 5/-. All the shares were subscribed

for and allotment was made. All the moneys due were received with the exception of -
the money due on 1 ,000 shares held by Raju who could not pay allotment and call
moneys. His shares were forfelted and subsequently re-issued at Rs. -9 per share fully
pald : : S ' S

Show the Journal entries recording the above mentioned transactions mcludmg forfelture

of the forfeited shares.

and re-issue. Show the Balance Sheet lmmed\atsy after forfeiture and also after re-issue

(Ans: Cash.at Bank Rs..'S,O'l,O(.)O; Forfeited-Accouﬁ_t : Rs. 2,000; Amounr
nt :

transferred to Capital Reserve Ac:§u -Rs, 1,000, 0 o

P Ltd., issued 50,000 shares/0f Rs.510 each payable as Rs. 4 on application (including
Rs. 2 as prem:um) 'Rs. 2 omafl6tment: Rs. 3 on first call and Rs. 3 on second and final

call.

* All the shares were subscribed and all the calls were made. All the amounts due were

received with the exception of the 1¥ call money on 60 shares-and the second call money
on 120 shares. The above mentioned shares were. forfeited and reissued at Rs. 8 per

- share fully paid. Show.the cash. book necessary journal entries and baiance sheet aﬁer

reissue of felted shares

v

. (Note it is to be noted that 120 shares on which the Second call is in arrears mclude 60

shares- on which fiest call is in arrears.)

(Ans: Share Premium — Rs 100 000: Amoum transferred to Capital Reserve -
Rs.4, 200 Balanc® Sheet Total Rs. 6,04,200). :

4 Lucky Lid., |ssued I 00 000 equ1ty shares of Rs 10 each at a prenuum of' Re 1 pel

share. The amount was payable as here under

Rs. 2 on appllcatlon: Rs. 4 on allotment (including premium) -
Rs. 2 on the first call: Rs. 2 on final call. . -
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On appltcatlon ~Rs. 3 (mcludmg premlurn)
~On allotment - Rs 4-and on call Rs. 3.

(Ans Excess appllcauon money adjusted

011 allotment - Rs 20 000
'. Shares forfelted amount on 3 000 shares is Rs 24 000 -

_ On re-issue of2 000 shares Rs. 4 000 is uttltzed and Rs 12 000/- is transferred to Lo

Capital Reserve

; Rs. 8,000 on account of l 000 shares stlll to be re-|ssued WI“ be shown in the o

_ Shares Forfeltecl Account.
_ Balance Sheet Total “Rs; ll 10 000)

R Apphcatuons were recewed for 1,30, 000 shares Whlle appllcatlons for 20, 000 shares no
" were rejected, allotment. was made on pro-rata basis on the remaining applications. Both.._-_\' _

the calls were made and all the moneys due were received except the final call moneyon: - -~

3,000 shares Later these were forfeited. Out of these 2,000 shares were re-issued as

. fully pald at Rs 8 per share Show the journal entrles requlred and the Balance Sheet :

Q.:Ltd lssued 10 000 equlty shares of Rs 10 each at a premlurn of Rs 2. per share

_payable as follows S

recewed) .

. ;Show the Journal entrles and the Balance Sheet a-lssue _ot'- forfeited s_har_es.__

- '_(Ans Balance in Shares Forfelted Account 3{72&80;

Amount transferred to Capttal ?we Rs. 800)
HY

were as here under.

R Lid.. issued 10,000 shares of

Rs. 25.on appl:catlon (1ncluding_dlscou_nt‘)._ o

" Rs. 34 on allotment and IR's ;36'on' call‘-' '

..Qi
K .

L Show: the Cash Book Journal entrles for non-cash transacuons and Balance Sheet al‘tet
re-issue. . . .

: (Ans Shares torfelted account balance —Rs. 5 900,’-

- :Amount transferred to Capital Reserve — 5,400;,
~ Discount on lssue_o_ts_hares ~Rs. 44,500).

| :gl',

- -All the. money & due were - recewed with the exception of allotment money on 400 - -
shares and call money on l ,000 shares (mcludmg 400 shares on which allotment was not N

The above menn oned ] 000 shares were torfetted dnd 800\f these shares (includmg 400
shares on whlch al]otment money was due) are re-issucd at Rs., ? per share as fully pald .

each at a dtscount of 5%. The amounts payable" |

" AppllCﬂthnS were recelved for 9, 000 shares and allotment was made to all the appllcants L

-incfull. A1l moneys due were received except the first and final call money on 200
- shares.’ These shares were f‘orfened Out of‘ them 100- shares were re-lssued at Rs 90_'
' per share as fully pald : - : ~ 3




7. Give Jdurnal entrie's m recorded the fblIoWing transactions:

T R __persharepaldup

Lo : non payment of Rs. 3 on first call and Rs. 2 on final call. Out of these shares 100
' shares have been re-issued at a discount of 10% o

~ 2,400 had been paid. These shares were re-lssued to B for Rs.3,000.

B allotment money and Rs. 2 per share as first call money These shares were
subsequently issued for Rs. 450 as fully pald‘ _

8 Q le issuved 40 000 shares of Rs 10 each payable as here under

- - - On apphcatlon Rs 2; On allotmem— Rs. 3 (mcludmg dlscoum of Rs. 1); and on f'rst
L o andf"naleaIle4 :

i o ' Apphcatlons were received for 36,000 shares and all these shares were allotted. * All
| ' ~ moneys due were received except the first and final call on 400 shares, which were duly
o R .. forfeited. Out of these 200 shares were re-issued at Rs. 7 per share as fully paid.* Show
i ' ' ' - the journal entries and the cash book in the b@f the company. Also show how the
| . particulars relating to the above mentloned trai ions appear in the Balance Sheet of
- ~ the Company o : '

b : (Ans Amoum transferred to Cap : eserve‘Rs 600; Balance in Shares Forfeited
i " Account Rs. 1,000; Balance Sheet Tétal Rs. 3,59 600) .

' a) A .company forfelted 2,000 shares of Rs. 10 each, Rs. 7 per share called up, on
which Rs. 4 per share was paid and the call amount of Rs. 3 per share was in arrears.
- . Out of these shares, 1, 200 shares were re-lssued at Rs. 5 per share crediting asRs. 7

| L b) X-Ltd. forfelted 250 shares of Rs. 10 each (issued at a- pre'm.ium' of 10.per cenf) for

c) _P Ltd forfeited 400 shares of Rs. 10 each issued at a discount of 10% on which Rs g

d) A company forfeite_d 50 shares of Rs. 10 eaCh i_ssued al a p'remiUm of 10 percent, Rs. -
-8 per share (including premium) called up, for non-payment of Rs. 4'per share as
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3.10 GLOSSARY

T FO]_'feiture of Shares

Surrender of Shares

. CanceHation of shares- held by a shreholder

who has failed to pay the calls made on the
shares held by him.

. The return of shares voluntarily by the

83

shareholders to the company requesting for

: thelr cancellation. -



UNIT - 4: ISSUE AND REDEMPTION OF DEBENTURES
: Contents _ | o
4.0 Aimsand objectwes

4.1 lntroductlon
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4.8 Recordmg the Redemptlon of Debentures

' - 4.9 Summing Up

4.10 Check Your Progress: Model Answers

]
" 4.1]1 Model Examination Questions_ _ o
412 Recommended Books : - -
'413Glossary o - 0
3.0 AIMS AND OBJECTIVES("\,
| This unit- aims at drscu_ss_mg the mean Debenture dltferent types of Debentures ISSUCd

bya 'éompany and the a'c'count'groc uré involved in recordmg the transactions relating

it the issue and redemptlon of débentures..

: Having studted' and work‘e oug'h th|s umt you should be able to

. explam the mean mg of Debentures

.. describe the dl fferent types of Debentures and

. explam the accountmg procedure t;elatlng to the issue and redemptlon of debentures

4. 1 INTRODUCTION

In the prevrous fwo units you have learnt about the issue of shares(mcludtng rights 1ssue)

' forfelture of shares and re-issue of forfelted shares In thlS unit you will leain about the 1ssue C

and redemptton of Debenture

The funds needed by a company t:an elther be ralsed in the fon‘n of share eapatal from j

* members or through short— term and long term foans from outsiders. A company usually :
om banks:or deposrtors and. Iong term loans through the tssue of i
debentures The Debentures "have got a mgn:ﬁcant p!aee in the fi nancial plan of a eompany

borrows Short-term Ioan:
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A company lssues debentures for its ll'lllla| needs of acqulrl ng fi xed assets and al so for'its
expansron and development schemes

- 4 2 MEANING OF DEBENTURE

A debenture is a written acknowledgment of a debt given under the seal of a company. The '
- _'.debentures carry ‘a ‘fixed vate of interest and are usually secured by a charge on the -
‘company’s assets. These can be repaid with in a specified penod or after a specn“ ed date r

Some debentures W|Il not be repatd durmg the life time of the company

- 4.2.1 DIFFERENCES BETWEEN A SHAREHOLDER AND A

: DEBENTURE HOLDER

L _ 2 _The shareholder is pald dividend out of the prof ts for the company, whrle the debenture _
L holder is pa1d mterest whether the company makes profits or not o ; LR

‘- 3. Whrle the shareholder has votmg rrghts the debentureholder does not have such ri ghts

' 4. Except in the case of redeemable Preference Shares a shareholder will not get repayment _ L
- of his capital during the life time of the company. - Generally, a debentureholder gets back
~ his amount aﬁer a spec1ﬁed penod ‘ : » '

= 5. In the case wmding up of th’e company, the'debent'u'rehol@et back the a.mount dueto
. ._them on a priority basis to the shareholder; whereas 2 § older will get back the amount' '
only after repayment of all: the amounts- due to credltors ' S

Whlle a shareholder s an’owner of the company, the debentureholder |s a credrtor ot‘ the
- company L : o _ :

T

43 TYPES OF DEBENTURES /} N

. Classrﬂcatron of debentures can be do e -basrs of the fol:l'owing__l' characteristics:

© i) Negotiability e
i) Priority S B ' | |

- lit). Permanence

- iv) Security

v) Convertibility -
i)CIa_ssiﬁea'tion based bn Negotiabillty o

Under thls classrﬁcatlon debentures are called Reglstered Debentures and Bearer
Debentures : ‘ : CL -
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Registered Debentures - R

These are made out in the name of particular person, ‘who is registered as debentureholder.
These can be transferred only aﬁer executing a regular transfer deed. Therefore, they are not
freely negotiable. The interest on such. debentures is payable cither to the order of the
reglstered debenture holder o the bearer of the interest coupons attached vo the debentures

Beam Debentures

These are unrcgtstered debentures and can be transferred by mere delivery. fnterest coupons _
are attached to these debentures and interest is payable to the bearer of these coupons: These
debentures have free negotlabullty The)r can be eonverted into reglstered debentures at the

option of the holder.

- it} Classlﬁcatm based on Prmnty

Based on. pnomy, debemures are classified as f st debentures and second debentures

Those documents whlch are repayable first in preferenee to other series are. called First

Debentures. The debentures which are issued next to First Debentures in priority are called

i

Second Debentures. These are the debcmures which are: mpayable only aﬁer the First

Debentures are redeemed

iu)ClamﬁeaﬁonhasedonPemnenee - o o

Under this eategorlzauon, _debentures are gl@'ﬁed as Redeemable’ Debentures and
InedeemableDebenu:res S : L ' : _

Redeemhlenebeat-m- . O

“The. debentures- whlch are v{it‘d during the life time of a company are called
Redeemable Debentures. debentures may be redeemable (a) either on a specified date
- or within a specified pg (b) after the expiry ot‘ a snpulated period, and (<) on the
occurrence of a-continge ich is rather femote. _

: lrredeemhle Bebentlm :

Those debentures wlnch are not to be repald during the life time of a eompany are called

Irredeemable Debentures. They get redeemed only on hqmdnauon of the company.

'However, suchdebenturesareverynoleommon

iv) Mﬁuﬁm“uw

mwwm
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'called Unsecured Debentures. It may be noted that such debemures are not so common as -
lhe elhers

. Mortage Debentures

Those debentures which have seéﬁrity of the compahy s property (movable or immovable) -

are cafied Mortgage Debentures. They are also called Secured Debentures. The security can
be fi xed, called as fixed charge or such security may be general in its nature, in which case it
- iscalled a floatmg charge :

A nxed charge represents a mortgage on certain speclﬁed and definite assets. The company :
cannot deal with such assets without the consent of the debenture holders (mortgagees)

A Floating_ charge is a morlgage pn a particular type of company’s assets or even the
nderfaking as a whole which are subject to changes in the ordinary course of business.

- v) CIassnf’ cation based on Convertibllity

Sometimes the debentures carry on optlon to their holders for conversion into shares at a
future date. Such debentures are called Convertible Debentures. - These debentures may be
fully convertible or partly convertible. Those debentures which do not carry the
eonvemblhty clause are called Non-Convemble Debentures. - :

CHECK-YOUR PROGRESS -1

What do you mean by Converl_ible Debentures?

2

4.4 RECORDING THE ISSFI:{E OF DEBENTURES

From the accounting pomt of vuew the i issue of debentures can be considered on the ba3|s of -

(1) consnderatlon { u) price and (m) redempuon

i) Issue of Debentures from the poinl' of view of consideration:

 From this point of view, debentures can be issued () for cash (b) for cons:deratlon -

other than cash and (c) as collaleral securtty
ii) lssue of Debentures from lhe point of view of price:

© From this point of view debentures may be issucd (a) at par (b) at a discount, and {(c)
at premium. ' ' S

1) Issue of Debentures from the view point of Redem ption: '
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“From this point of view, the conditions of redemption will be taken into account. The .

Debentures are generally issued with specific conditions of redemption. it is to be
noted that the conditions of issue.as also redemption should be laid down in advance.
The conditions of issue and of redemption can be classified as following:

r

- Condition of Issue B ' Condition of Redemption

a) Issued at par - - '___,Redeemhble at par .
b) Issued at discount Redeem_aﬁlé at par
<) .Issued_ at premium - . Redeemable at par
d) Issued at par S Redeemable at premzum :
. e) Issﬁed at dieeount S ‘Redeemable at pnemlum

Now we know the' d:ﬁ'erent terms of issue and let us consider the accountmg entries to be

made in each of !he above mentloned cases.

' i) Entries for issue ol‘ dehentures from the \riew phint of consideration

* a) Wllen the debentures are issued foreash -

When debentures are issued for cash _they are issued Ilke shares, by issuing a prospectua :
- “inviting the public to subscribe to.its debentures. In such a case the amount of the debenture
- ay be paid in one installment on application or in two or more installments. When the tots:!

~amount of debentures is pald on apphcatlon, the following Joumal entry is made

_BankAccount L | | {15
To Debentures Account - B _ - A

'However, when the debentures amount isQ in mstallments the same set of entries, as
passed in the case of issue of shares, passed here: :

_- The following itlustration will help US to understand the entries to be made for recordmg the -
Issue of debentures and tunt if recelved in mstallments

lllustranon ~1

Beta Ltd issued 10, 000 debentures of Rs.100 each the amount is payable as follows Rs 25

on application, Rs.35 on allotment and the balance on first and final call. Aasummg that all
* the money was received by the company, show the Journal entries required for recordmg the - :

above issue.
.‘I\\'
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Solution

Journal

Date | . Particulars _ LF Dr. Cr.
. : - Rs, | ’s.
~ | Bank Account | Dr. 2,50,000 | .
To Debenture Application A/c. - " 2,50,000
(Being the receipt of application money on " .
10,000 debentures)
=~ | Debenture Application Dr. 250000 .
"|  ToDebentures Account Alc. - R _ 2,50,000
(Being transfer of application money to| '
| Debentures Account) :
- Debenture Allotment A/c. - ‘_ - Dr. +3,50,000 _ -
To Debentures Account o : 1 : 3,50,000
(Being the amount due on debenture allotment) '
" | Bank Account . " D : 3’_50’000 3.50.000
To Debenture Allotment Alc. .. - ' .’5 0
"| (Being the receipt of Debenture allotment ' '
money) C
-~ L . - - ~ Y 400000 - .
{ Debenture First-& Final Call Ale,  Dr. \\/ 100,000
: , ] - 4,00,000
 To Debentures Account - C> _ T
(Being the Debenture call money due) St -
== Bank Ac ; ¢ - - 4,00,000 -
ank Accoun : %r. S
o 0 4,00,000
To Debenture First & Final Cal A7e . ' -
(Being the receipt of Debentute call money) -

- b) Entries Ifo'r Issue of Debentures for Consideraﬁon oiher than cash

- A company may purchase certain assets from the vendor and instead of paying cas_h it may .

- issue-Debentures as purchase consideration. Such an issue is called “issue for consideration

other than cash”. The following entries are to be made in this regard:
.a) For liu rchase of Assets

: --Sﬁndry Assets Account . . Dr
To Vendors Account '

b) For issue of debentures as purchase consideration

‘Vendors Account . ) Dr
To Debentures Account L
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_ llluslranon 2

' A company purchased assets worlh RsﬁOﬂ 000 and look over hablhtles amounting t

Rs.1,00,000 and the company issued Rs.5,00,000 debentures as purchase cons;deratlon
Gwe _;ournal entries in the books of the company

S ' - Journal ' L _
" Date - - Particulas . | LF. |~ D . Cr.
L - ' .1 Rs ~__Rs.
- | Sundry Assets Account Dt ©6,00,000 |
| To Sundry Liabilities A/e. |~ | . | L00000 .
To Vendors Account  ~ R 5,00,000 . -
(Being. the assets and habllmes of | - [
vendors taken over) - '
Vendors Account Dr.{ | 500000 |
To Debentures Account . - ' |- 5.00,000
(Being the issue - of Debentures -
Vendors) o

i) Entries for lssﬁe of Deiientnres from the point of view of price

a) When debentures are issued at par '

| If the amount éollected_on the debentufeua;' to the nomi'nal__vélue-"(facé Qalue) of the -

debentures, such an issue is called “Issue OFDebentures at par” Suppose 1,000 Debentures =~
of Rs.100 each are issued for Rs.1,0 he following journal entry is to be passed: ~ |

* Bank Account Q"“’ ? 7 Dr. 1,00,000
‘To D_ebenture%aum B ’ ©.1,00,000
" {Being issue of 1,000’debenturés of Rs. 100 each at par) -~ o

b) When debentur’es are issued at a discounit

L If the amount collected on the debentures is less than the nominal valuc, such an 1ssue is

called “Issue of Debentures at a Discount”, - For example 1,000 debentures of Rs.100/- each
are issued for Rs.90,000 i.e. at 2 dlscount of Rs.10, 000 or 10%. The followmg entry is to be.

- passed:
_Bank Accoum . Dr. 90,000
Discount on Issue of Debentures Ao Dr._ 000 -
. To Debentures Account " . - 1,00,600
(Being issue of ] OOGdebenturesofRs IOOeachata R
dlscount of 10%) ' o
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';-c) wm Debentures are issued at a premium

If the amount collected on the debentures is more than the nominal value, such an issue is
- called “Issue of Debentures at a Premium. .For example 1,000 debentures of Rs.100 eachdre -
" issued for Rs.10, 000 ie.,ata premlum ot'Rs 10,000 or 10%.. The followmg enu'y is 10 be

passed:
Bsnk-Account . | S . " Dr. .1,10,000 _ -
To Debentures Account o _ R ' 1,00,000
‘To Premlum on Issue of Debentures A/c T R - 10,000

(Being issue of 1,000 debentures ata premaum of 10%)

) iil) Eltrles for Issue. of Debenlures fmm ‘the poult of vnew of Redemptmn _

- We have aiready noted that the terms. of issue include redemptlon also. Let us now consuder .
 the entries to be made when the terms of redemplmn also gel reﬂected in the accounlmg o
treatment. . : : T

' -a) When debentures are mued at par and redeemable at par

" In this case the amount collected on debentures is eqnal to the nommal value and the amount o
“to be paid at the time of redemption will also be equal to the nominal value of the

debentures. If 1,000 debentures of Rs. lOOa’- each are issued at par and redeemable at par, the'
\ followmg entry is to be made . .

Bank Aceount S o Dr NUL00,000

To Debenturés Account . ' N\ - 1,00,000
(Being issue of Debentures at par which are T '
-redeemable at par) '

b) When debentures are issued at a disco redeemhle at par

-

fn this type of issue, the amount col d on the debentures is less than lhe nominal value

@ t payable will be equal to the nominal value of ~
. debentures.  If 1,000 debentures of Rs.100 each are issted for Rs95000 (at 5% .
- Discoum)and redeemable at par, the journal emry 1o be made is as- follows .

and at the time of redemption the .2

BankAeeount : Dr 95000

Discount on Issue of Debentures A/c ' Dr - 5000 _

i To Debentures Account - L o 1,00,000

(Bemg issue of Debentures at 5% dascocmt and ' S '
redeemableatpar) o

'.eim&baumanmaamiummmmamr

“in tluscasethe amount collectedmthedebentms is more thanthe nommal valueandthe '
amount payable on redemption is equal to the nominal valve. IF 1,000 debentures of Rs. 100
_ eacharemsuedt‘orRleSOﬂO(atS%premlmn)andredeemableatpaf,theentrytobe.-
' madessasfollows :




r
£

~ Bank Account : - .~ Dr . 105000 _ _
- To Debentures Account - . ; ' S 11,006,000
To Premium on Issue of Debentures A/ e - - 5,000
(Being issue of debentures at 5% premium and S o '
- redeemable at par) '

. d) When debenture's 'are_issu_ed at par and redeemable at pfemium

"In this type of issue, the amount collected is equal to the nominal value But at the, time of -

redemption the amount payable will be more than the nominal value. If 1,000 debentures of
- Rs.100 each are issued at par and are redeemable at Rs 1,05,000 (at a premlum of 5%), the
entry to be made is as follows o :

. Bank Account S - Dr - 1,060,000

" . Loss on Issue of Debentures Alc _ Dr | 5000 _.
~ To Debentures Account : ‘ ' - 1,00,000
To Premium on Redemption of Debentures Alc - - 5,000

(Being issue of debentures at par and redeemable ata
premlum of S%)

-As-the company promises to pay more at the time of redemption than what it hanrecei\?ed
. there occurs a loss equal to that amount which is debited to “Loss on Issue of Deberitures
Account.” This amount is written off gradually during the life of debentures. The balance in
: that account. is shown- on the Assets side of the Balance Sheet under__ l_he_ head.
* “Miscellaneous Expenditure”. - ‘ ' '
ability to the company and it is a personal
d to the Debenture-holders. The amount is

Premium on Redemption of Debentures isa™h
> account as the amount of premium is to be

- shown on the liabilities side of the Bal?gSheet till it is paid at the time of redemption of .

 debentures. At the time of redemption o debentures the amount is transferred to Debenture-
holders Account and the accourit is*elosed. On paying the amount to Debenture-holders,

their account is closed
- e) When ﬂehentur.es are isSuZd af a di’seount end redeem‘able ata premium
In this case the amount collected is less than the nominal value and the. amount payable on
redemption will be more than the nominal value of debentures. [If 1,000 debentures of
Rs.100/- each are issued for Rs.95,000- (at 5% discount) and redeemable by paying
~ Rs.1,05,000 (ata prem1um of S%) the entry to be made is as follows

Bank Account . - - - e " 95.000

Loss on Issue of Debentures Ar’c . Dr - 10,000 _ _ -
To Debentures: Account - e S e L00,000 -
To Premium on Redemptlon of Debentures Al 5000

- (Being the issue of Debentures at a. dnscount of 5%
- and redeemable at 5% premlum} '

lt may be noted that the Ioss on issue of debentures is equal to the amount of dlscount
- allowed and the premium payable on redemption. As in the previous case, th__ls amount i$
- shown on the Assets side of the Balance Sheet under head, “Miscellaneous Expenditure”,
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- which is gradually written ot’f‘ dunng the llfe of the debentures The treatment of premlurn

on Redempnon of Debentures is s:mllar to that followed in the previous case

' .CHECK YOUR PROGRESS 2

= What Joumal entry w1ll be passed when clebentures are- 1ssued ata premn um and redeemable '
-at par Co :

e b kA R B A R PR R AR B AR R E R r r e d e R AN AR P r A LA RN E T ARy bR by
L L L L R L I L L R R e LEE L LR
.............

...................................................................................................................................

4.5 TREATMENT OF DISCOUNT ON ISSUE OF DEBENTURES _ .': -

:

It is desirable to write off the CllSCOl.lnt on issue of debentures durmg the llfe time of the .
- debentures as the company derives the benefit out of the funds raised through the issue of -
debentures durmg that period only. The Directors may decide to wrlte off the drscount .
e dependmg upon the mode of redemptlon of debentures - . -

. Ifthe debentures 'are_ redeemed after a partic_ular per1_od," the discount is spread over the life of

the debentures equally. For example, if debentures are issued for 10 years and if they are to
be redeemed after the expiry of 10 years, the total discount is divided by .10 and the resultant

amount is transferred to the Profit and Loss Account every year. If the total .amount of .
discount on issue of” debentures is Rs.10,000 and if the debentures are to be redeermed al"ter

10 years, every year an amount of Rs. 1,000 is transferred to the Profit and Loss Account

Sometlmes if the Amcles so pro\nde the debentur@ redeemed every year by S
installments. “To decidg’ ‘which debentures are to be @ed in the first installment,. lots are
- drawn. This method is ‘called ‘Redemption by drawi
. burden of discount propdrtlonate to the benefit ?wed by the company out of funds raised
- through the debentures, the Profit and Losg#Account is charged with the amount of discount

s. Under this method, to make the.

which is in propomon to debentures debholitstanding during the year. Let us consrder the
above me_nttoned methods with.the % followmg illustration: :

- .

Illustratlon 3 =

X Lid., lssued Rs 10,00, 000 debentures on January 1, 1985 at a dtscount of 5% repayable_

after 5 years. The company!s, ﬁnanonal year ends on the 31¥ of December. Show the amount

to'be charged to the Profit and Loss Account for 5 years . _ S -
Solution _
Flrst Method o ,71' R

When debentures are redeemed after the explry of five years and when the amount of
.~ discount is written off equally, each year, the’ amount to be charged o the prof' t and loss

account. is arrived as follows

. o3




- 4, 6 INTEREST ON DEBENTURES

. prescribed ‘rate from the interest amount ‘be :
) deductec_l__a_moun_ts should be_remltt?u, the __I_ncom_e '_I‘ax_ Department on b_eha[f of the

The tolal amount of dlscoum on Rs.1 00 000 is Rs 50 000. As the benef' 1 from ;}Vl‘unds is -
“ derived by the company equally during the 5 years the amount to be wntten off each year

would be Rs. lO 000 i.e. Rs.50, 000;’5

T _' Second Metllod

When debentl.n’es are redeemed every. year by- drawmg lots ‘the amount of dlscount 0 be
wntten off is arrived at as follows: ' : R

o

' -Year-' Amount used . - No;ot‘ _. - Amount to be written.off L
R . yeasused s

T 1 RsIO0OO00 5 S5/15x50,000 = 16,667

2. Rs. 800000 4 " 4/15%50,000 = 13:,3"'33'_'._ e

3 Rs. 600000 3. 3ISxs0000= 10000

4 R 40000(}, 2 '-"."__'__'2f15x50000 6,667

5 Rs. 200000 1 i15xs0,000= 3333

50,000

Interest on debentures is payable by the company which raise ‘the funds by it through .
- debentures. It is a contractual obhgatlon to the company and it has to pay the interest R
irrespective of the fact whether it earris. prof' its or not, Generally, interest on debentures is o
" pald once in six months ' : : : '

e qulred by Law to deduct Income Tax at the
ore it is paid to the debenture-holders "The

A company paymg interest on debenture '

Deberiture-holders.
The rate of interest payablé“en th debentures is prefixed to them. If the rate of interestis =~
15% per annum the debe - will be termed 15% Debentures. The amount ‘of interest _-
payable on debentures is calculated on the nominat value of the debentures. It may be noted -

that whether debentures are issued at par, ata dtscount or at a premium, the mterest should
always be calculated on the nommal value only

' 4 7 ISSUE OF DEBENTURES AS COLLATERAL SECURITY

When a company raises loans. from Banks or- other credltors it may give some assets as’
principal security to the creditors. In addmon the company may also issue debentures as a

' secondary or subsidiary | secunty “Such ari issuie of debentures-is called ‘Issue of Debentures - -
. _as Collateral' Security’. The. secondary security will be reahsed only when the pnncrpal

security fails to provide the amount of Ioan Issue of debentures as collateral secur:ty can be._.
dea[t w:th in the fo!]owmg ways. ' ;

{a) One method is not to make any entry in the books A note is appended indicating- that'_
the loan is secured by the issue of debentures below the loan item on the Llabllmes SIde of




- 7 the Balance Sheet For example a company 1ssued 10, 000 debentures of Rs. 100!- each I
‘_ - ‘addition, i has also issted- debentures of Rs.15, 000 to :ts Bankers as seeur:ty for a loan -
Lo extended by them amountlng to Rs.10, 000

‘The lnformatlon relatlng to- the above mentloned debentures wdl be shown in the Balance P
' -Sheet as, follows : S

L Lo . S 'ﬁalauceSheet : SEL R
BRI Liabilities _ Rs. o} . Assets .. | Rs
IOOOODebemuresof ' P PR C

. Rs.100 each
R Loan from Bankers'
L (Collaterally secured
. . bytheissueof
Rs lS 0{)0 debentures)

10,00,000 ] | L
CH0000°F

- b) in the altemallve method the tssue of debentures is recorded in the books ': .'

e

For the issue, the followmg entry is passed.

' » Debenture Suspense Account _ B Dr o

To Debentures Account

Debemures Suspense Account appears on the- Assets s:de of the Balance Sheet and S s
Debentures Account appears on the Llablhtles SIdeasusuaI o .

o Show the Journal entnes requ:red in the followmg caseO _'

a) X Ltd |ssued Rs 10, 00 000 9% debent es aEpar and redeemable at par S
X Ltd . lssued Rs ]0 00 000 9% deb*res at a dlscount of 10% and rcdeemable at R

B par, : . . Co T
| X Ltd -is'sued Rs 1'0 00 000 9% dob ntures 'at a premium of 5% and re'deer:nable .-;u par;

S S d) Xid, 1ssued Rs 10 00, 000 9% debemures at par and redeemable at a prem:um ol

S . TR _ Lo
X Ltd,, lssued Rs.10, 00 000 9% debentures at a discount of 5% and redeemable al a :
.-5"-|Prem|um ofS% . S S




‘Solution-

Journal

" Date’

" Particulars .

LF |

Dr.
Rs.

Cr. -
Rs.

w "

®

©

(d)

@

| (Being issue of Debentures at a dlscount of

| re-deemable at 10% premi

| - To Premium on Redemption of

. | and redeemable at 5% premium)

Bank Account Dr.
“To 9% Debentures Alc.

.,_ (Bemg issue of Debentures at par whlch are |
o redeemabie at par) ' :

To % Debentures A/c.

10% and redeemable at par)

- To%% Debentures A/¢.
“To Premium of Debentures.

and redeernahle at par)
‘Bank Account o Dr.
Loss on Issue of Debentures A;’c o Dr.
To 9% Debentures Afc. ' \> .
To Premitm on Redemption o
- Debentures A/c.
(Being issue of debentures ﬁcrsand
w

Bank Account o - Dr. |
' 'Discount on Issue of Debentures Alc. Dr. |

Bank Account . S Dr.

(Bemg issue of Debentures at /5% premium '

i )
Bank Account - " Dr.
Loss on Issue o ntures Ale. . . Dt.

To 9% Debeniures Alc.

Debentures A/c. :
(Being issue of Debentures at 5% d1scount

! 10,50,000

10,00,000

9.00,000
1,00,000

10,00,000

1,00,000 |

9,50,000 |
1,00,000

10,600,000

-10,00,000

10,00,000
© 50,000

10,00.000

©1,00,000

10,00,000

50,000

'48 RECORDING THE REDMPTION OF DEBENTURES

As debentures represent. the loan amount raised by the cornpany, they have to be repaid.

~ When the amount due on debentures is repaid and when the lnablhty is thus dlscharged it zs '
: called 1edempt10n of debentures. :

- We have already noted that the terms of redemption will be fixed at the time of issue. Based

. on the terms of issue and rcdcmpt:on the amount to be paid on redemption will be known.
" Debentures can be redeemed at par; at a premium or at a discount. Generally, debentures are
_redeemed at par or at & premium. When the company purchases its own debentures in the




open market ata pnce which is tower than the par value resulnng ina proﬁt it will amount

~ to redeeming at a discount. Before deallng wnth different methods of redeemmg the
+debentures, let us. first consrder the ‘entries that are to be made when the debentures are

redeemed in one Iump sum.

i) When'debentures agﬁe redeemed at-per ST S T, s
a')" for the amount pay_a‘b_le on de'bentu'res:

‘Debentures Account L L L -.‘_Dr- Lo
'I‘o Debenture-holders Afc -

| g b) When the amount is pald

Debenture-holders Account -~ - - Dr
- To Bank Account S -

R Note It rnay be notecl that we fmd only one entry in the text books, ~which is as follows

Debentures Accgunt- R  Dr
To Bank Account - ' L

'ii)' When'debentures are redeetned ata premium L .

{\ for the amount payable on debentures

‘To Debenture-holders A_fc

“b) - When the amount is paid: - c\?‘ S
Debenture-holders Account __ . S Dr

" ToBank Aceount -

-\.: ' Debentures Account - i .OD]{ -
S Premium on Redempuon of Debentures Acco‘m _ Dr

. Note: It may be noted that premlum on Redemption of Debentures Account is credlted at the :

time of iss{le. Now itis deblted and gets closed automancally

iii) When the debentur_e_s are redeemed- ata discou'nt

- |

a) for the amount payable on debentures
_ Debentures Account' PR Dr ;

To Debenture-holders A/c - o
To Profit on Redemptlon of Debentures Afc s

b} When the a_moun_t is pald: :

Debenture-holders Account -~ . - - - 'Dr
To Bank .Account - : o
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- Whtle redeemmg the debentures, the company nas 10 take into account the followmg two '

aspects s

:) The. tlmmg of redemptton .
u) Te sources from which redemptton is to be made

Tlmlng of Redemptmn

. Usually, debentures are redeemed afier the fixed term is completed The company may also. -
stipulaté at the time of issue itself that they will be. redeemed in instailments at the end-of "
- each year by giving notice to the debentureholders. The debentures to be redeemed at the . - -
end of each year are decided by drawmg lots Therefore such a redemptlon is called L

‘Redemptton of debenturesbylots T L .

If the: COmpany finds that it is proﬁtable o buy 1ts own debentures in the open market |t LI
buys them. . Then the debentures are redeemed automatteally wlthout gwmg any notlce to the P

debentureholders

Sources of Redemptlon B

' A company can redeem lts debentures through the followmg sources:

i) outof prof' its;
i) out of capital;

iii} out of provision made for redemptton N
V) by conversion of old debentures into new @ures or shares, -

i) Redemptlon of debenturos out of pro@

for repaying the debenture-ho! ansferred from the Profit and loss’ Account 10 a new

When debentures are redeemed oé of%ts an amount equal to the amount to be util:sed '

~ account, ‘Debentures R ion Reserve Accoun’t’ opened for this purpose The foilowmg L
; entrles ane made for thls p " _ . _ .

_ 1) for transfer of proﬁts to the Reserve Account R
. Profit & Loss (Appropriation) Alc .. . . Dr St
To Debenture Redemptlon ReserVe Alc ) : '

n) for redemptton of debentures :

a) for the amotmnt payable _ _ S
~Debentures Account S -+ Dr
‘To Debenture holders Account

- b) when the amountis paid: . _
Debenture-holders Account R " Dr .
To Bank Account ' '

- _The Debenture Redernptlon Reserve account ‘will be shown on’ the llablllt]es side of the -
Balance Sheet Wlth each redemptlon the. baLIIILL in lhts account goes on 1ncreasmg When j R

S -

o I. S .: o8




I o
| - l the debentures are redeemed, the balance in thls_aceount is transferred to “Capital .
‘_ '_ edemptlon Reserve whlch is notafree reserve ' S

" - ”_--?Jlth each ‘transfer from the Proﬁt and Loss (Approprlatlon) Account to Debenture R
“. ledemption: Reserve, the balance of profit gets reduced and consequently - the amount .

i© " wvailable for distribution as dividend. also gets reduced. As the debentures are redeemed out ' o T
_I COof proﬁts durmg the’ year, thls is called Redemptlon out of Proﬁts ' BT B P

,! _' . _-'.'_u) Redemptlon ofDebenturesout ofCapltal S _' T SN

o ln thls case, No transfer is made from the Proﬂt and Loss (Approprtatlon) Account to Caprta‘ S
_ Redemption Reserve, and hence the amount available for distribution as dividend isno o

: affected. As- the redemptlon is made out of funds not earned durmg the normal course o -
S busmess lt is called Redemptlon out of Capltal The followmg entnes are to be made B e

1) for the arnount payable -
' Debentures Account .
To Debenture-holders Afc o

SRR _ll)"When-the_amount_ls pald. - .'.. e o . SRR R
I  Debeniture-holders - o S e TR L
R B To' Bank Account - s i

| lllustratlon 5 _ _I R R T
ol A Ltd lssued lO 000 15% Debentures of Rs 100 each at @eemable ot o PremIUm of ; - -
ot

R .'_'_-10% after 10 years. ‘Aftér completion of the terms, all the, debentures were redeemed by . .- .o oo T
aintain any sinking . Fund or BRI

_! - : glvmg due notice to debenture-holders. ‘The company N
b transfer any amount: from the Prof‘ t and Loss (App @ 1on) Account to the Debenture B

' Redemptlon Reserve

b Show the Joumal entnes made at. the tl"_" issue and redemption of debentures-' in the- ‘

R booksofthecompany e . A N S Lo
: ot Date b 3_ ~ ' " Particulars. . -~ |LF. Rs. | . Rs. i
| Beginning Bank Alc. S pe |- | 1000000 o
e of first. Loss on Issue of Debentures Al’c S Dr. 171,00000 ) o e LT
o year - To Debentures Afe. ' T ' F T 10,00,00¢ ) B
L -~ - 1 To'Premium on issue of Debentures A;’c ©-1,00,000 - :
. _(Bemg issue of 10,000 Debentures at par . L
i redeemable at 10% prermum)

‘.7 Endof - | for redemptlon ofdebentures G N I A
AR 10" year - |15% Debentures Account ™ - -"_"Dr._ -1 10,00,000
..+ .. | Premium on Redemption of Deb. A/e. - "Dr. 1,00,000 |
L R .. To Debenture-holders Ale. S T 1 11,00,000
e _(Being the amount due for redeemmg the B ' '
' debentures) ' : "
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Debenture-holders Afe . '_ : Dr.| | 11,00,000

(Being the amount paid on redemption of 15%
| debentures at a premlum of 10%)

.the topic, ‘Depreciation and l}@rve .

utilised for redeeming a 1@3{ -

- As already shown a certain amount is t0 be set a51de for creatmg a Sinking.Fund /
" Debenture Redemption Fund. The amount to be set aside is ascertained by consulting the

" Notes: 1. Loss on Issue of Debentures Account must have been wntten of over 10 year

. -perlod in a manner found proper by their Dlrectors .

- 2. Premium on Redemptlon of Debentures Account appears in the Balance Sheet
on the liabilities side of the Balance Sheet for all the 10 years. After redemptlon
© it is closed automatically..

iiij Redemption of debentures out of provision

In thls method a part of prof' its it set a51de for redeeming the debentures' every year. Such an
amount can either be utilised in the business itself or invested outside by creating a Sinking

Fund. If the amount set aside is utilised in the business, the company may find it difficult to :

mobilise the amount required to redeem the debentures when they are due for repayment.
Therefore it is desirable that the amount set aside is invested outside the business in readily
marketable securities, which can be dlSpOSCd off to realise the amount ‘required for

~ redemption of debentures. This method is called ‘Sinking Fund Method’. An alternative to

investing the amount in outside securities is to take an Insurance Policy, which is called

Insurance Policy method’ Let us’ now con51der these two methods of redemption of i

debentures. - o 0
Sinking Fund Method o : o O

This method is similar to the Depre?qn Fund Method which is a]ready chscussed under

Depreciation Fund is utilised forg€ptacing an asset, whereas Debentures Redemption Fund is

Sinking Fund Tables. The Smkmg Fund Tables prowde mformation regarding the amount

to be invested every year to get Re-1 at the end of a given period at the expected rate of

interest. The figure indicated in the Sinking Fund Tables is to. be mult:plled with the amount
required for redeeming the debentures and the resultant product is the amount to be set aside
every year towards Debentures Redemption Fund. This amount is used: for buying securities

in the market. The investment in securities yields interest. The interest so realised is added

to the annual provision and the total amount is again invested in securities. The process of

investing annual prows:on along with interest received on mvestments already made -
~ continpes 1ili the last year. In the last year when the debentures are due for redemption the

investments are sold in the market and the amount realised is used for redeemmg the
debentures without affectlng the worklng capltal of the busmess ) s
T oY : :
Lt

The following are the eotries to .be_ _m‘_a_de u‘nder_ t_hls _m_e_.thod:
- 100

To Bank Account ~ ST 100000

The dnfference between the two methods is that

R



‘Trapsaction

. toSinkingFund -

g p At the end-*_df first year -

a) For transfer of the amount
to Sinking Fund. - - )

-t

b) For investing the amount-

in outside securities: - -

At the end of Second, and subsequent y_earé:

a) For receipt of inferest

on.investments on last
" year’s balance :

b) For ransfer of interest
for Sinking fund. - .

c) For makmg annual provlslon '

to Smkmg Fund

&) For receipt of interest . -

on investments

b) For transfer of interest” -

o c) Fdr making annual provisi_dn :

. to Sinking Fund

»

 Bank Accowit . . - Dr

' _ Profit and Loss Appmprietien A;’e. ) __ Dr

'd) For investing annua'l - installments -
. algng'_wﬁth_interest'reee'i_ved .

_ Proﬁt and Loss Approprlatlon Afc _Dl_" |

~d) For sale of investments = T

¢} For profit on sele-of =
Investments™

" Note: For loss on sale of investments the entry given above-wﬂl be reversed. .
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Journal entry .

Profit end_ Loss Approbriation Ale - - Dr .

To Sinking Fund /Debentures. -
- Redemption Fund Al

'.Smkmg Fund lnvestments Afc c Dr
- To Bank Account S

"To Interest on Sinking =« ..
- Fund Investments A/c:

* Interest on Sinking Fund - R
© Investments Alc . - .~ Dr .

- To Sinking Fund A/c -

To Sinking Fund A/c/ Debenture
: Redemptlon Fund A/c a

Smkmg Fun Investments Af’c ' 'D'r' A
ToB k Agcount = - S
" Atthe end of last_ye.a_r.of at the time of redemptiao |

i r_;_'-'%‘kA°°°i‘“t i De
o Q““* Te. Interest on Sinking . R

Fund lnvestment Aa’c N

" Interest on sinking Fund o 5
Investments Alc- -~ - Dr.. -

To Sinking Fund A/c _' e

To Sinking Fund Account/

Debenture Redemptlon Fund As’c : o

Bank Account o | e Dr

- To Smklng Fund [nvestments Ar‘c

Smkmg Fund Investments Afc ' '_ Dr '

. To Sinking Fund Account/’ )
- Debenture Redemptlon Fund Afc




) For redeemlngthe S " i) Debentures Ale . Dr

Debentures LT " To Debenture-holders Ale. s
~ - " i) Debenture-holders A/c =~ - Dr. -
. . : To Bank Account - - e
g) For iransfer of balancein ~ ~ * Sinking Fund A/c/ .
Sinking fund account - = - Debenture Redemption Fund Alc. Dr
- to capi_tal redemption reserve o To Capltal Redemption Reserve Afc '

‘Note: At the end of the last year the annual mstallment along with interest is not mvested but
the mvestments are sold. '

lllustratmn -6 _ . .
On January 1, 1985 X-Ltd., ISSI.led 12% debentures for Rs 10, 0{) 000 redeemable at par at the.

- .end: ‘of 5 ‘years. A Sinking Fund has been estabhshed for the purpose of redeemlng the ,
: _'debentures

' Reference to Smkmg Fund Tables shows that Rs.0. 180975 invested at the end of each year '
ooat 5% interest will yield Re.1 at the end of the 5 years. .. . L

-Give the Journal entnes and show the necessary ledger accounts based en the followmg. :

assumpuons

"i). investments are purchased in multlples of hundred

o) mvestments yield an interest of 5% which: lS recewed annually and the sa.me |s-'
. reinvested immediately. - \

iii) the investments are realised at a loss of K@O

1

" Solution -

For getting Re.1 aﬁet' 5 years the amou%kbe set aS|de is Re. 0 180975

For. getting Rs.10,00, 000 the am to
Rs. 1,80, 975 N

: Q’} | . Jbarnal

et asnde every year is : 0.180975 x ]0 00 000 =

. Date K _ Yrtlculars - " ILF| D - Cr. -

1995 | o - L |

Jan.l | Bank Account o - Dr.| | 10,00,000 - .

. To 12% Debentures Alc. .| 1000000

(Being issue of Rs 10,00,000 12% debentures) R -

Dec.31 | Profit and Loss Apprb‘priati_on Account Dr| 1,80975{ - - .

- | ‘ToSinking Funda/c. =~ . | L 1,80,975
(Being the provision. made for redemptlon of | '}t . ' T
debentures) -

~ Dec3l Si_nkirig Fund Investments A/¢. ~ .~ Dr ] | . L8LOOOL ~ .

_To Bank Accomnt S I 1,81,000

.| (Being the purchase of securities)-
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o (Béing interest- on’ mvestments for the year '
- B Dec31
- Dec.31.

ol (Being the annual provrslon made for debenture |
: redemptlon) : '

| Dec3l

. Dec3l .

. Dec:'.3.'l
' Dec3i’
T Dec3l |

SRR
. Dec.3l

 Dec3l

."-BankAccount L . L Dr.

~Fo.Interest on Smkmg
Fund Investments Alc.

reeelved)

" To Sinking Fund A/c. .
(Bemg transfer of | mterest to Smkmg Fund)

‘Profit and Loss Appropnatlon Account Dr.

To Sinking Fund Ac.

Interest on Sinking Fund Investments Af‘c Dr _ B

To Bank:Afc.

- (Bemg purchase of lnvestments - Rs. 1 80 975-

+ interest received Rs. 9, 050 rounded off to
nearest 100) '

1,90000 |

SmkmgFund Investments Afc . Dr. B L
S a 1,90,000

Bank Account B * . .Drn
- -To Interest on Sinking Fund Investment Alc.
(Being interest on investments (on Rs. 3,71 000
1, €. Rs. 1,81, 000 + 1 ,90 000) at 5% recelved)

- To Sinking Fund A/c. -

: (Belng transfer of mterest on . est%ents o

Interest on Smkmg Fund Investments Ale. ' -

Smkmg Fund) o -~
Prof t and Loss Appropriat cco'unt--- Dr.
- - To Sinking Fund Account’ ‘ -

redemptlon)

(Bemg the annual provrslon made for debenture S :

| (Beinginterest on investments on Rs. 1,81,000

- To Bank Account. - .

1nterest recelved Rs 18 ,990)

Smkmg Fund Investrnents Afc o D_l‘-‘.l" '

(Being purchase of mvestments Rs. 180 9?5+ O

: Bank Account R S Dr )

" . To Interest on Smkmg Fund. Investment Alc.

+ 1,590,000 + 1,99,500 at 5% received)

To Sinking Fund Ale.

___Interest on Sinking Fund Investments A/c. . Dr.

| (Bet ng transfer of 1nterest to Sinking Fund)

S s

Ceoso| o

9050 | o
ST s

1180975 |

18,550

180975 |
80975

sl
C] 199,500

28,525

L8525
ST amss

1,80,975

08550

28525




‘Dec.31

1999 |
Dec.31

‘Dec3l |

- Dec.31
L4

1999

_ Dec.31

Dec.31

* Dec.31

- Dec.31 _Debentures holders Afc. _' .  Dr.

Proﬁt and Loss Approprlatlon Account - ‘Dr. |

- To Sinking Fund Afe. -
.(Being the annual provision made for debenture:
. redemptlon)
Smklng Fund Investments A!c .- - 'f_ - Dr.
. To Bank Account. ' '

mterest Rs 28 525)

{Being purchase of 1nvestrnents Rs. l 80,975 +

v 1

-To Interest on Smkmg Fund Investment Alc.
(Being interest on investments on Rs. 1,81,000
+ 1,90,000 + 1,99,500- + 209500 at 5%

Bank Account . Dr

recelved)

Interest on Smkmg Fund Investments Afc Dr._
- To Sinking Fund A/c. : '

. redemptlon)

Bemg transfer of interest to Sinking Fund)

Proﬁt and Loss Appropnanon Account 'Dr.
- To Sinking Fund A/c.
(Being the annual provision made for debenture

Bank Account ' ' r. |

~{. " To Sinking Fund Investment o
(Being the amount drealised on sdle Sinking |

[ Fund lnvestrnents Rs. 7,80 &)Dsz 4 000)

| “””- Dr.
vestments Account '

To Slnklng F 1 .
(Being loss on sale @ vestments transferred to|

'Smkmg Fund A/c.

Sinking Fund)

12% Debentures Account _' o : Dr.
‘To-Debentire-holders a/c. :

. To Bank Account

_ (Bemg redemptlon of Debentures)

.(Bemg transfer of Sinking Fund to Capltal

Sinking Fund' Account L © pr |
Ta Capital Redemptton Reserve Fund Afc.

Redemptlon Reserve)

I

(Bemg transfer of amount due on debentures to |
| debenture-holders Afe. )

| _1',30;,97_5'
.2_,0_9,500.- '

o |
- '.'3‘5),600_ |
| .1’80;9?5 |
776,000

4,000 |

10,00,000

10,00,000

9,96,000

1,80,975
2,09,500
39,000

39,000

1,80,975

' 7.76,000

4,000 -

©10,00,000°

10,00,000

996,000
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Ledger

Dr. : _ - 12% Debenture Alc . Cr.
Date | - Particulars Rs. | Date " Particulars Rs.
1995 o ' - 1995 | :
Dec.31 | To Balance ¢/d 10,00,000 | Jan. 1 | By Bank A/c. 1 10,00,000
1996 | o | 199 o :

Dec.31 ' To Balance ¢/d [ 10,00,000 | Jan..1 - | By Balance b(d'- - . .110,00,000
1997 A - 11997 S
Dec.31 | ToBalancec/d =~ -| 10,00,000 | Jan. 1 | By Balance b/d | 10,00,000
1998 .| - S — | 1998 o o ' -

" Dec.31 { To Balance c/d 10,00,000 { Jan. I | By Balance b/d | 10,00,000
1999 | * | — | 1999 | =
Déc.31 | To Debenture hodders A/e | 10,00,000 | Jan. | | By Balance b/d 10,00,000

- Dr. _ ' SinkiggFund Account Cr. .

Date _ Particulars Rs. - | Date Particulars_ Rs.
1995 . B 1995 - ' . -
Dec.31 | To Balance c/d 1,80.975 | Dec.31 | By Profit and Loss
_ oo . Appropriation A/c. |  1,80,975%
1996 _ : 1996 _ S e
Dec.31 | To Balance ¢/d. 3,71,000 | Jan. 1 | By Balance b/d ' 1,80,975
: L . Dec.31 | By Interest on & " '
Sinking Fund o _
- Investments A/c. 9,050
By Profit and Loss I
' Appropriation A/c. | 180,975

. 3,71,000 . 0 : _3,71,000
1997 | . 1997, - , 1T
Dec.31 | To Balance ¢/d 5,70,525 Jal‘® By Balance b/d °3,71,000

' : : " | Dec3d/| By Intereston . - : a
Ty R » ¥ sinking fund L
B ; ?‘ * | investments A/c. 18,550
Q«»' By Profit and Loss '
-~ N Appropriation A/c. | 1 80.975 -
,10.525 - 5,70,525
1998 S 1998 | : —
Dec.31 | To Balance ¢/d | 7,80,025 | Jan. 1 | By Balance b/d 5,70,525
' Dec.31 | By Interest on & P
' sinking fund _
investment. A/c. 28.525
By Profit and Loss
' . Appropriation Afe. | 80,975
7,80,025 | : 7.80,025 .
1999 o 1999 .
Dec.31 | To Sinking Fund - | Jan. 1 | By Balance b/d 7,80,025
| investments A/c. | - 4,000 | Dec.31 | By Intereston & |
s : N - sinking fund - :
: : investments A/c.. a-
. 39,000 .
To Capital Redemption | By Profit and Loss o
~* Reserve Fund A/c. | 9,96,000 Appropriation Ae. | ) g4 975
: 10,00,000 |

[10,00,000
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'Dr..

Smlung Fund Investments Ale

Cr..

Swara] Ltd “had |ssu
premjum on Decemb

date:

The mvestments reallsed Rs. 4,57, 000 and the debentures were redeemed
' necessary ledger accounts for the redempnon of debentures

' Debenture Redemptlcm Fund Account .
' Debenture Redemption Fund Investments (in 9% Central Govt Loan
of the face value of Rs.4,62 000) :

. Bank Account _
o Premlum on Redemptlon of Debentures A/c

" Date Particulars _ Rs.. | Date Partlculars_ _Rs.
STwees Lo 7 fees [ | -
: __Qéc.3l To Bank Alc 1,81,000 .Dec.31 By_Balarrce c;".d h ]=81,QOO
- 1996 | 196 | B G
- Jan.l | To Balance b/d - 1,81,000 Dec. 31 By Balance c/d . 3,711,000
@ To Bank Alc _1,90,000 o '
997 | e f R
Jan.l ' | To Balance b/d | 371,000 | Dec.31 | By Balance c/d .5,70,500
S To Bank Afc 1,99,000 ' S
. . 5570,500 1 -k _5;70-!500._
1998 ¥ | 1998 . |
Jan.l1 | To Balance bf‘d . 5,70, 500 Dec.31 | By Balance c/d
- | To Bank NC N 209000 - | :
| :?ESO'EOOJO_ . ._ 7,80,000
1999 . 1 e | - R
Dec31 | ToBalance b/d ... | 7,80,000 | Jan.I\_|By Bank A/c. 7,76,000
' N : o - \> By Slnklng Fund Alc. 4,000 -
‘ ?’,80,‘00&')' | 7,80,000
i T -
llustration ;'7 -

entures f'or Rs. S 00, 000, which were redeemable at 5%
19 0 The followmg balances appeared m the Ledger on lhat'

525000

"4,52,000
2,50,000
125,000

Sﬁoﬁv rhe

7,80,000




Solution

Debenture Redemption Fund Account

Cr- . ’

Dr. _ .
Date __Particulars Rs. Date Particulars Rs. _
2000 | o 20000 | -
-+ Dec.31 | To Capital Redemption Dec.31 | By Balance b/d 5,25,000
Reserve Alc. o ., -~| By Debenture -
(transfer) 5,30,000 ' ‘Redemption Fund | - ..
: T Investment A/c. - 5,000
| '530,000 | 5,30,000
Dr. Debenture Redé_mption_.Fund- Investments Aécoun_t Cr..
Date Particulars Rs. Date Particulars _Rs,
© 2000 | e 2000 |
‘Dec.31 | To Balance b/d (face 4,52,000 | Dec.31 { By Bank 4,5_7,000
_ value Rs.4,62,000) R -
» To Debenture Rede- L
mption Fund A/c 5,000 _ _
(transfer of profit) . .
. 4,57,000 _ . 4,57,000
Dr. -~ _  12% Deberitures A‘g_cohb ] _Cr.
- Date Particulars Rs. D{t’e.\ " Particulars - Rs.
2000 S ?tm -
. Dec.31 } To Debenture holders 5,00,000 | Dec.31 | By Balance b/d 5,00,000
Ale - - '- : o
\ _
,000 5,00,000 .
- Dr. . _ Premium on Redemption of Debentures Ac . Cr |
Date Particulars ~_Rs. | Date Particulars Rs,
| 2000 R 2000 =
Dec.31 | To Sundry Debenturé' 25,000 | Dec.31 | By Balance b/d - - - -25,000
- holders Alc - : '
© ] 25,000 8 25.000
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L

Dr. s B Debenture-holdersAccount . R .:.Cr..'

Date | - " Particulars - - _Rs. - Date ; Partlculars - |. Rs.
2000 | b '-_-_2'0'00' A .
: 'Dec.31 To Bank A/c ] 5,25,000 | Dec.31 | By 12%. Debentures A/c | 5,00,000
S R R 7l o By Premlum on | SR
S P R . Redemptlon of :
o : . S - . Debentures A(c | 25,000
saseeel | |825000

ln‘sura'nce-Poliey Method _

As already menttoned in' this rnethod 1he amount. set amde as, the annual mstalment of a
'Debenture Redemption Fund is used for taking out an Insurance Policy instead of i investing -

it in outside securities. - A f xed amount of premium is paid at the begmnmg of every year to’
the Insurance company andin turn the Insurance company agrees to pay the amount requlred
for redemptton of débentures at the end of the stipulated period., The total premlums paid

_ will be less than the pollcy amount (as interest is earned) while the pollcy amount paid will
be equal to the amount payable. for redeeming the debentures. The difference between the _.

policy amount and the total premiutm amount will be the interest on the _premium amounts
paid, While prowdmg the required funds for redeemmg the debemures thls method covers

the risk involved in buying and selhng the securities o
Qs method

_ The fQIIOWingjo_urnal entries are to _be p‘asse@i !

First year R - e .
- At th_e beginnihg_-of the yeaQM_- E
a) For the_payment of{@um:

Debemure Redemptlon Fund Insurance Policy A/c - S Dr
~ To Bank A/c \ o S

b) Atthe end of fhf: year for making annual pr'oy'ision for debenture r_ede_mpti'o'n:

* Profit and Loss (Appropriation) Ale _
To Debenture Redemption Fund A/c -

¢} For interest on ‘Premium amounts:

Debenture Redemptlon Fund Tnsurance pol:cy Ale s _' o Dr -

“To Debenture redemptlon Fund A/c =~

- The entries-given above wi'l_l be repeated during the subsequent years including the last year.

In addition to the entries, the following additional entries are to be made in'the last year.

]
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"a) For the receipt of policy amount:

Bank A/c o
To Debenture Redemptlon Fund Insurance Pohcy Alc

Dr. |

' b). Fo_r transfer of balance in the Debenture Redemptlon Fund Ale:

) Debenture Redemption F.ur'l_d Alc

“To Capital Reserve Alc

Dr,

. For redeemmg the debentures, the usual entries for redemptlon whlch have been shown |
~ earlier will be passed ' . : :

' Illustratlon -8

X Ltd., Issued 10 00, 000 12% debentures on 1* January, 1996 The company- took ad- year- 5
Debenture Redemption Fund Insurance Policy for their redemption. The annual premlum is
Rs.2,30,000. The pohcy amount earns an interest of 6% every year. Show the necessary
entries to record the above mentioned transaction for 4 years assuming that the debentures
" have been redeemed on the expiry of the term. '
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SO]IItIOI'I _ . _ -
' ' _ ~_Journal _ :
Date - Particulars : ' L.F Dr, Cr.
. ' i “Rs. _ Rs. -
199 Y o
Jan. 1 | Bank A/c. _ Dr. \.). 10,00,000 { -
_ To. 12% Debentures _ . > I " 10,00,000 -
‘(Being the issue of 12% debentures) _ S
Jan. 1 'Debenture Redempt:on Fund Ins ce B )
- | - Policy Afec. S @l‘” . Dr.. . 2,30,000 o
To Bank Alc. - %ﬂ S S 2,30,000
- (Being payment of Insuranc mium) .
1996 - T _ L
- -Dec.31 | profit and Loss (Appropriation) Ac. Dr. | 230000 - -
' To Debenture Redemption Fund A/c.. - 2,30,000
(Being the annual pr()visi'o_h for - '
redemption of debenture)r L .
Dec.3! Debenture Redemptlon F und Insurance ' L .
Policy A/c. R - Dr. ‘3?_800' ' : o
To Debenture Redemptlon Fund Alc. ' ' --13_’8-00' '
(Being interest on premium.amount i.e., . .
2,30 OOOXSIIOD) '
1997 _
Jan. | ' _ o
. Debenture Redemptlon Fund Insurance _ : .
e - 2,30,000 ;. : :
Policy Ale. - Db} ! : 2.30.000
_ To Bank A/c. _ : : B : ST .
- (Belng payment of Insurance Prem:um)_



\D:c,c.'Bl_ |
 Dec.31

1998

Jan. 1

 Dec3l |}

I-)ec.j3"l :

1999 _ _
Jan. 1 o

; .chenture Redemund_ Insurance
| Policy Alc. Lo

Dec31

" Dec3l

- Dec.31

‘Profit and Loss (Appropriaricn) Alc.

D |

To Debenture Redemption Fund Afc. -

" | (Being the annual provrsron for o
redernptlon of debentures)

| Debenture Redcmptlon Fund Insurance
. Policy Alc.

To Debenture Redemptlon Fund A/c.

: L(Be.lng interest on Premium amotints i. e.,
- on(2,30,000 + 13,800 + 2,306,000 = -

4, 73 ,30)

' Dr._

- |. Debenture Redempnon Fund Insurance

Policy Afe:
ToBank A/c.
(Bemg payment of Insurance Premlum)

" Dr.

Profit and Loss (Apprdpriatidn) Alc.
To Debénture Redemption Fund Alc.

- (Being the annual provision for
_|- redemption of Debentures)_

‘ Dr.

| Debenture Rcdemptlon Fund Insurapce
| Policy Alc.

- To Debenture Redcrnptlon Fund\@ '
(Bemg interest on premium a ts 1.€.,

Rs, 4,73,800 + 28,428 + 2, 30

732228 e

Dr..

| (Being payment

To Bank

Insurance Premlum)

Dr. |

'--Prcﬁt and Loss (Appropriation) Az‘c

_ Dr.

To Debenture Redemption Fund Afc. -

- (Being annual provision for
redemptlon of debentures)

Debenture Redempnon Fund Insurance N
: Pollcy Alc.

“To. Debenture Redemption Fund Alc.
(Being interest on premium amount i.e.,

Dr. i

Rs. 7,32,224 + Rs. 43,934 +2,30,000 = s

| 10,66,532)

Bank ‘Alc. .

. Dr.
~To Debenture Redemptlon Fund A/c.

v (Belng the receipt of policy Amount}

110

2,30,000

28428

$2,30,000

230000 |
e
230,000 |
-__.2,3_0,000:. | .
..60,3?0 I

10,66,532 |

' _'-_-2,30,00'0 .

£ 2,30,000

1066532

~2,30,000

28,428

R

43,934

2,30,000

2,30,000

60,370 -



w00 | . S B IR
Dec.3t _'12%\Debentures_'A!c. : s - Dr.| [ 10,00,000 -~ . _

.. To Debenture-holders Afc. - o T 16,00,0000

-} (Being transfer of Debentures amount B IR AR

" | to Debenture-holders)

© "Deci31 | Debenture-holder’s Alc. Cpe | | 1000000

(Being redemptlon of debentures)

Dec.31 DebentUre Redemption Fund Afc - Dr| 10,66,532
' - To Capital Reserve SR R
{Being transfer of debenture redemptron
fund) :

10,66,532 ¢

" Redemption of Debentures by Conversion

" Under this method, the existing debentures are redeemed by converting them ‘into new

To Bank Ale.  ~ = . S . __10,00,090_'7"_'_'_5

debentures or shares. If the debenture-holders find that conversion into new debentures or

shares is beneficial to them they will accept the conversion. An option for conversion of old
debentures mto shares gives the debentures-holders a distinct privilege. Since havmb
. enjoyed the position of secured creditors during the early stages of the company (now that - .
~ the company is financially sound ) they are given ‘the right to become the owners of the.
- company. The new shares or debentures can be 1ssued at par at a premium or at a dlscount
The followrng entry is to be made

S 0ld Debentures Account . B - Dr.
. To New Shares of Debentures Account - )
(Being issue of (néw) shares/debentures rr?\ e
 satisfaction of the price of old deb@f es) :

. ——
Hlustration -‘9 |
: On January l 1999 X Ltd., 1ssued Rs 5, OO 000 15% debentures of Rs.100 edch at par -

repayable at a premium of 5%, with an option for the holder to convert their holdlngs into
15% Preference Shares of Rs. 100 eachata prermum of Rs.20 per share )

:On June 30 l999-a debenture-holdmg 1 20 debentures gave notlce for exercising hi.s option._ S |

-Show the necessary Journal entnes for the conversion of the debentures into 15% Preference
shares ' : : o

SRS I



-+ - Solution

. : . Journal : - :
Date | o Partlculars - Tur| D |  Crn
1998 | - | - R
‘Jan.l " | Bank Account . L " Dr.| | 500000 | .
' L.oss ont Issue of Debentures Account "Dr. 25,0(_)0 N :
To 15% Debentures A/e . 1 - 5,00,000
To Premium on Redemptionof ~ ~ ~ |~ | [ 25,000
s ‘Debentures A/c B R '
.| (Being issue of 5,000 debentures of Rs. 100
. |each at'par redeemable at a premlum of 5%)
L1999 ] -
- Jun. 30 lS% Debenture Account L CDr. 10,000 -
' Premium on Redemption of Debentures AlcDr.y '} 500 R
To 15% Preference Share Capltal Alc . -7 .. 8,500
To Share Premium A/c PR : 2,008
(Being issue of 15% preference shares at 20% _ : :
| premium for conversion of 100 debentures of | -
Rs. 100 each redeemable at 5% premium) '

' Purehase of Own De‘be_nt_uroc |

‘market when it finds it advantageous. It may purchase its own debentures for the followmg

1) for cancellatlon, o -
ii) forre-sale; . E '

iii) for investment. Qm

We have already noted that sometimes a comg\a\ésay bu},r its own debentures in the open

Whatever be the object mg its own debentures the company wnthdraws or takes back

the debentures, which can .be at par, ata premlum orata drscount
'By purchasing lts own debentures the company assumes the roie of general 1nvestor and the
_ debentures purchased are.treated as if they were normal investments, and they are shown on

the assets side of the Balance Sheet till they are cancelled ‘or sold again. The followmg

- entries are made on purchase of own debentures.

|) When debentures are pnrchased at par. :
Own Debentures Account  ~ - " Dro
- To Bank Account - : S -

i) When debentures are purchased at a discount
_ {the discount is capital profit) - _
- Own Debentures Account . S . Dr o
- To-Bank A;’c " o '

.To Proﬂt on Purchase of Debentures Afc

oz



m) ‘When debentura are purchased ata prem:um
(Premlum pald is capital loss)

. Dr

Own Debentures Account :' | ; .
Loss on Purchase of Debentures Account Dr :
‘To Bank Account :
i) When the deb.e_ntures pu_rehased are cancelled '_ -
Dr

Debentures Account _
‘To Own Debentures Account

[llustration — 10

On the 31% of December 1999 the. Balance Sheet of Ashok Ltd showed the followmg

balances:
5% Debentures” _Rs'._s,oo,ooo_
Debenture Redemptton Fund o o '_ o Rs_.Z;S0,000 S -
* Debenture Redemptton Fund Investments -
Own Debentures (Purchased at Rs. 98) Rs. 50,000
Debentures Redemptlon Fund Investments B
Rs.2,00, 000

(9% Stock (face value Rs 2,20 000)

. On the above rnentioned date alf the debentures weemed by reallsmg 9% stock at par :
and utilising Rs.1,00, 0{}0 out of the currént ye{:?‘pro fits. Gwe the ]oumal entnes requlred .

- for these transactions. :
Solutmn 2

Workmg :

Proﬂt on sale of Debenture Fund Investments

On 9% Stock (Rs.2.20000—Rs 2,00000 =  Rs20000
Onown Debentures (Rs.50,000 — 49 ooo) .= Rs 1000
. Rs2L,000

13



Journal

Date .

U Partlculars

TLF.

Dr. T

_ \"'Ci-',

1999
- Dec3l

Bank Account © . . _- " Dr.

To Debenture Redemptlon Fund
_ Investments A/lc
* To Debenture Redemption Fund A/¢.
(Being sale of 1nvestments for redeemrng o

S debentures)

: D.ec.- 31 _.

~ Dec. 31

Dec.31

. Dec. 31

Dec.31 | profit and Loss- riation Account Dr.
‘| + ToCapital Redeémption Reserve* - .

lS%Debe'nture.s Al . '_ ‘Dr.|

To Debenture holders A;’c
(Being the amount due to debenture holders N
redernptlon) =

Debenture holders:Afc-' oo e

To Bank A/c

'(Bemg the payment of amount due to debentures E
_ holders) .

.lS%IDebenturesAf'c S L Dr.
| Toown Debenture A/c ' T

To Debenture Redemptron Fund Az'c

‘| (Being cancellation of own debénture and '

transfer of profit thereon to Debenture -
| \\

) Redempuon fund)

Debenture Redemptlon Fund A/CO -D_rl L

To Capital Redemption R

- (Bemg transfer of Debentures emptlon fund

.| account balance).

(Being transfer of profit to General Reserve
towards the amount used for redeemmg the

Debentures)

“Rs:
220000

N1 2,00,000
20,000,

| 450,000

4550000 |

el
: 49,000
5000

2,771,000 | . o
0 27000

©1,00,000

CRs

| zi,Sb,Odd,r -

100000

% Instead of transferring the amotint'to Debenture Redemption Fund Account first and
. then transfernng the same to Capltal Redemption Reéserve Account, only one entry is -

made directly transfemng to Capltal Redemptton Reserve Account

,'Note Out of Rs 5, OG 000 debentures redeemed 4 sum of Rs.2,50, 000 was utlllsed from o

Debentures Redéfnption - Fund and a sum of Rs.1,00,000 from the:current year’s

proﬁts The batatice of Rs 1,50, 000 debentures are. supposed to have been redeemed:- L )

out of capltal
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CI-IECK YOUR PROGRESS 3 -

Pass requxred Journal entries in the fol lowmg cases:

TR

L S L L LT L T L L R R L LR EL L

ii). ‘z Ltd |ssued 9 00 000 15% debentures ata d:scoum of 10% and redeemable at a
premium of 10%. ' :

A A AR R R R R P R A AR R R Rt A A AR R RN TR PR TR ET AT A LT e A AL Ld AR RN A R YRR TR AT TR Y

49 SUMMING UP

" The Cabital needed by"a.company can be raised through issue of shares or through long-term
loans. The loan capital is raised through Debentures. A Debenture is a written- acknowledge— '
_ ment of a debt given under the seal of the company -

Based on the characterlstlcs Debentures can be classifi ed into dlfferent categones Based on.

. negotlablllty, they are classified as Registered and Bea@ebentures On the basis.of -

. priority, they are classified as First and Second debentures the basis of permanence they. .
are classified as Redeemable and Irredeemable res ‘Based on security. avallable
_th_ey are called Simple or Naked debentures and Mortgage debentures. : :

Debentures can be issued for cash and alse® or.gnsidﬂatibn. other than cash. They can be

issued as collateral security also. Just asNiff tHe case of shares, debentures can be issued at' -

' -"par ata Hiscount orata premium.

While redeernlng debentures, the timing ‘of redemptlon and the sources from which the”
.redemptlon is 10 'be made are two important points to be c0n51dered bya company.

- 'Debentures can be redeemed after completlon of the fi xed term or'in mstalrnents at the end" '
of each year by taking lots. : '

' Debentures can be redeemed through any of the followmg sources: (a) out of. prof' ts; (b) out
~of capital; (c) out of provision made for redemptton and (d) by’ conversmn of old debentures_
_ mto new debentures or shares "

[f the redemptton is-out of prof"ts an amount equal to the amount paid to'the. debentuire-
" holders is to be transferred to the Debenture Redemption Reserve Account. If the:
~ redemption is out of provision made for that purpose, 1t can be e;ther by- estabhshmg a
" sinking fund or by taking out an Insurance pol[cy :
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L Ve

’ open mat ket etther for cancellauon or for re- sale

4 10 CHECK YOUR PROGRESS MODEL ANSWERS L
.

. Somettmes the debenture holdets are gwen the optton to convert the debentures fully or”

partly into equity shares after a specified tlme Such debentures are called convertible

debentures
B 2 BankA - . . . Dr
. T . To Debemures Account

To Premtum on Issue of Debenture A;’c o |

S 3.d) Bank Ale . .~ 'Dr 810,000

) Discount on Issue of Debentures Ale - .Dr " 90,000 .. .

! . To 15% Debentures Account = - S _ o o ~9,00,000 -
' n) Bank Alc. =~ - ' : Dr  8,10,000

} - Loss on issue of Deberitures’ A!c . ... Dr 180000
P S To Debentures Alc - . o 9,00,000
A S To Premium on Redemptron of Debentures Ale 190,000

4 11 MODEL EXAMINATION QUESTIONS

L Answer the followmg quesnons in about 30 ine: each

1. R Explam the dlﬁ'erent types of debe .

2. --Explam the accountmg proced?@r the issue of debentures
3. Explain the different meiS used for redeernmg debentures
4

o 2

e e e i e — .

redeemlng debent
- - _' . IL '_ AnSwer the followmg queStions in about 15 lines each. -

1. Exp]am the meamng of Debentures
_ Dtstmgursh between bearer debentures and reglstered debentures :

: What is the dtf’ference between redeemable debentures and lrredeemable debentures
Dtstmgursh between srrnple or naked debentures and mortgage debentures

DlStlnngISh between convertible debentures and non-eonverttble debentures

R R

Write a short. note on
. a) Premiumon redemptton of debentures '

b) Dtseount on tssue of debentures.

: 8 What is meant by own debentures

F
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Sometlmes if |t is found to- be proﬁtab[e the companv may buy lts own debentures in the

. Explain the entnes%e uired under the Debentures Redemption Fund method of

Al

o o 7. -__What do you understand by issue of debentures as collateral secunty‘? S L



" Write a short note on redemption of Debentures
10.

Distinguish between fixed charg'e.,and' floating charge.. |

Write a short note on:

a). First debentures

12.
13,
14.
15.

b) Second debentures
Write a brief note on interest on debentures
Write a brief note-on Sinking Fund Investments

Explain the treatment of dlscount on issue of debentures

Explain the accountmg procedure for recording the issue of debentures as collatemi

secunty

" Problems _

* ¢1. Pass the necessary journal entries for the folllow_in_g issues of debentures:.

a) A company issued 25,000 15% Debentures of Rs.100 each at par: '
b) A company issued 25,000 15% Debentures of Rs.100 each at a' premium of 5%
¢) - A company |ssued 25, 000 15% Debentures of Rs.100 each at a dlscount of 5%.

Journahse the followmg transactlonS'

1

a) A company issued 1,00,000 12% Debentu esVef Rs.100 each at par and

- ¢)° A company issued 1,00,000 12% Deres of 15.100 eaeh_at a premium of_:’?% L

redeemable at par: ST : .
b) A company issued 1 00, 000 12% Debentf _Rs. 100 each at a disocunt of 5%
“and redeemable at par; : - ' ' o

and redeemable at pat;

d) A company issued I;OO,QO(@% De'bentures of 1\{s.l00 each. at_pa'r and’ '

redeemable at 5% preémi

~e) A company issued 1,00 (%Z% Debentures of Rs. 100 each ata dlsceunt of S% '

and redeemable ata premlum of 5%.

A company'issued 10,000 15% de_bentures ‘of Rs.100 each payable thus: Rs/20 on
application; Rs.20 on allotment and the balance on call. All the debentures were-

~ subscribed for and duly allotted. All the moneys. . due were recewed Give journal__

entries, Iedger accounts and the Balance Sheet.

- i

_X Ltd., purchased from Unlucky Ltd., assets worth Rs.5,50, 000. It issued 5% .

Debentures of Rs.100 each at a premium of 10%. Gwe journal entries in the books.

S of X Ltd.

Y Ltd..-issued 12% Debentures of Rs.12, 00 000 redeemable after 3. yea.s at 10% .

premium. “The amount set aside for redemption of debentures is invested in 5%
Government securities. ~ Sinking Fund Tables show that ReO 31720856 at 5%

- compound interest yields Re.1 in three years Give Journai entrles and open ledger

-accounts for three years

17



| 6. A company issued 15% Debentures of'Re_.9,00,000 ‘redeemable through the -

establishing of a Debenture Redemption Fund by in\'r'estin'g Rs.60,000 every year in
5% Government securities. The interest received on the investments at the end of
every year should be re-invested in the same securities. Show the Debentures
Redemptlon Fund Account and Debenture Redemptlon Fund Investments Account

: f‘or the first four years.

The foiiowmg are the ba[ances as shown in the books of XYZ Ltd., on the 3]St of

December, 1998

. !5% Deventures o o o _Re.4,00,000'
. Debenture Redemption Fund A .Rs.3,40,000 .
- Debenture Redemption Fund Investments ~ Rs.3,60,000 .

The amount set aside annually 'was Rs.45,600. On the above mentioned. date the

investments were sold at Rs.95 and the debentures were- redeemed.  The Bank
balance, after recewmg interest on Debenture Redemption Fund Investments _was

~Rs.86,600.-
Give Ied ger accounts showing the redemptlon of debentures.

' 'Good luck: Ltd issued Rs 1,00,000 debentures in Jan l 1986. The Company has

taken a 5 year Debentures Redemption Fund Insurance pollcy for their redemption
the annual premium being Rs.18,500. Interest accrues on the policy at 4% per
annum. Show the necessary entries in tf@ks of the company.

- (Ans: Amount.'transf;erred o Capi‘fksser Alc. - 1,04,210)
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 2.13 GLOSSARY

Deb_cntufe : - o ;A written ackhbwiedgement of a'debt issued -

under the seal of a company. -
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~ UNITS- 5 : COMPANY FINAL ACCOUNTS -1

" Contents:
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.5.8_ Recomlnended Books. -

) 5.9 .'Glossary

: 5. 0 AIMS AND OBJECTIVES

The aim of this umt to dlSCUSS the legal prowsnons for prepanng the f nal accounts of .

compames
After studying this unit, you should be able to:

. exploin the-provisions relating to company finala

. describe the pr_ov:is'iOn_s felating to Iproﬁt and lossac

. _' state the prouisi_ons pertaining to Balanc _'t'_.'

5.1 INTRODUCTION' D

" Inthe previous'4 units. you wnll have}th about the procedure of issue of shares, forfelture ) .

~ of shares, re-issue of forfeited shares, issue and redemption of - debentures and thelr"_ .
- accounting treatment. This unit and-subsequent umt are meant for dlscussmg the preparatlon .

: ofcompany final accounts. ) o e T :

o The term Fmal Accounts’ is popu]arly used to refer to (a) Proﬁt and Loss Account, and (b)3 o
* Balance Sheet. It may be pointed out that Profit and Loss Account of a company is prepared .
_ on the same basis as in the case of a sole propnetorshlp ora partnershlp firm. As far asthe -
Balance Sheet of a company is concerned a format.is prescrlbed White it is conmdered o
o ~ desirable for-a Sole Trade/Firm to prepare the final accounts it is compulsory fora company
. to prepare the fi nal-accounts. In this unit we will dnscuss the legal prov1snons pertammg to
3 preparatlon ofa company ﬁnal accounts. o S -

e
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_5 2 PROVISIONS RELATING TO COMPANY FINAL

ACCOUNTS

h Compames have statutory obli gation to prepare final accounts as required by sectlon 210 of
the Compames Act. The reqmrements of this selectlon are quoted below

L

At every annual general meetlng of a company in pursuance of section 166 the board of
' dlrectors of the company shall lay before the company : '

' (a) balance sheet as at the end of the penod specified in sub-section (3) and
"~ (b) prof it and Loss Account for that perlod

In the case of a company not carrying on busmess for proﬁt an income and expend:ture

- account shall be laid before the company at its annual general meeting instead of profit -
and Loss Account and all references to ‘Profit and Loss Account’, ‘Profit’ and ‘Loss’ in .
“this section and elsewhere in this Act shall be construed in relation to such a company as . .

~ - references respectively to the income and expendlture account “the excess of income

| was in a posmon to dlscharge that duty.

. :over expenditure and the excess of expendlture over .icome”

'

The Profit and Loss Account shall re'late ~

a} In the case of the first . annual general meetlng of the company to the perlod'
beginning with the incorporation of the company and ending with a day which shal!

not precede the day of the meeting by more than nine moths; and

.-b) In the case of any subsequent annual geﬂ@\eetmg of the compan_y, to the period

submitted and ending with a day shall not precede the day of the meeting by
more than six months or in cases whére an extension of time has been granted for
holding. the meeting under the §¢cond provision to Sub-Section (1) of Sectlon 166,
by more than 5iX month @ he extension so granted. : :

‘beginning With the day irnmediat tH€ period for which the account was last

The Peind to “"hiCh t|“%unt aforesaid relates is referred to in this Act as a ‘financial
lessNor more than a calendar year, but it shall not exceed fifteen -

year’ and it may be
months 3

Prowded that . lt may extend to eighteen months where special permtssmn has been

o granted in that behalf by the Regnstrar

ki

1If any person belng a dlrector of a company, fails to take all reasonable steps to comply
~with the provision of this section, he shall, in respect of each offence, be punishable with.

imprisonment for a term which may extend to 51x months, or fine whlch _may extend to

. one thousand rupees or both.

.Prowded that for any proceedings :against a person in respect of an offence urider this

section, it shall be defence to prove that a competent and reliable person was charged
with the duty of seeing that the provisions of this section were comphed w1th and that he

v

_ _Prowded further that no person shall be sentenced to 1mpr1sonment for any such off'ence
unless it was comrmtted wrllfuliy o S _ _ B




S

. 6. IF any person not being a di'rector of the comp'any, having been charged by the Board of -

- Directors w:th the duty of seeing that the provisions of this section are complied with,

- defaults in doing so, he shall, in respect of each offence, be. punishable wrth-__
imprisonment for a term which may extend to six: months or with f“ne whtch may."

extend to one thousand rupees or both.

Provrded that no person shall be sentenced to 1mpr|sonrnent for any such offence un]ess :

it was committed wdlfu!]y

5.3 PROVISIONS _RELATING TO PROFIT AND LOSS
' ACCOUNT

Sub section (2) of section. 211 of the Companles Act 1956 requlres that ‘Every ‘Profit and .
~ Loss Account of a company shall give a true and fair view of the profit or.loss of the
-company for the financial year and comply wrth the requlrements of Part II of Schedule VI S
in s0 far as they are applicable thereto

Prowded that notlnng contamed in this sub-sectlon sha]l apply to any insurance or bankmg -
company, or any. company engaged in the generation or supply of electricity or to any other’
. class of company. for which a form of ptofit and loss account. has been specifl ed in.or under

the Act govermng such class of company

Tt is also given in sub-sectlon (3) of Section 21] that- the . Cenral Govemment may by :
notification in the Official Gazette, exempt any class of companies from- compliance with - -
* any of the requirements in Schedule VI if, i in its opinion, it is flecessary to grant exemption in

-the public interest. - Any such exemption may be granted e@ncondltlonally or subject to’
~ such conditions as may be Spele ed in the notlf' catio ' :

.

' No form for Prof' t and Loss Account has been pr ibed in the companies Act as it has been o
-prescribed for Balance Sheet, but ‘Requ1rements to Profit and Loss Account are given in
Part Il of Scheduie VI. ’I‘he requ1rernents to Prof' tand Loss Account are.as fo!lows

Sé@le VL Part 11

: Requlrements asto Prof' t and Loss Account

1. The Pravisions. of thls part shal] app]y to the i income and expendlture account referred to o
- in Sub-section 210 of the Act, in like manner as they apply to a Profit and Loss Account

~ but subject to the modlf‘ cation of reference as: specn" ied in that Sub-sectlon

2. The profit and Loss Account (a) shaH be so made out as c[early to'dlsclose the result of

.the working of the company during the period covered by the account and (b) shall
disclose every material feature, including credits or receipts and debrts or expenses in
rcspect of non- recurrlng transacttons ora transactlon of an excepnonal nature

3. The Profi t and Loss Account shall setout the various items relatlng to the income and :
expenditure of the company arranged under the most convenient heads and in particular,.

" ) shall dlsciose the following mformanon respect of the penod covered by the account,
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i) ‘a) The turnover, that is the aggregaté amount for which sales are effected by the -

~ company, giving the amount of sales in respect each class of goods dealt with by -
" the company and mdlcattmg the quantltles of such $ales for each class separately

b) Commnssron pard to sel hng agents within the meanmg of Section 294 of the Act
c) - Commnssnon paid to other sellmg agents.

d) Brokerage and discount on sales other than the usual trade dlscount
i1} a) In the case of 'r'nanufacturi ng companies:-

. The value of the raw material consumed, giving items-wise break-up and indicating the
quantmes thereof. In this break-up as far as possible all important.basic raw ‘materials
shall be shown as separate items. The intermediate or components procured from other
manufactures may, if their-list is too large to be included in the break-up be grouped
under suitable headmgs without mentioning the quantities, provided all.those items,
which in value individually account for 10% or more of the total value of the raw
material consumed, shall be shown as separate’ and distinct |terns with quantities thereof
1n the break-up : S

2: The 0penmg and c]osmg stocks of goods produced, gwmg the break-up in respect of
~each class of goods and mcludmg the quantmes thereof :

; b) In the case of trading compames the purchasés made the break-up in respect of
o closing stocks, giving the break-up in respect of each class of goods traded in by the

S company ‘and indicating the quantities thgﬁ‘

<) In the case of compames rendering or su ing ser\uces the gross income derived

- from the semces rendered or suppl

dy In the case of company whic | under more than one of the categories mentioned

in (a), (b), (c); above, it shall Be/sufficient compliance with the requirements therein -

if the total accounts ar n in respect of the opening and closing stocks, and if
“purchases sales and cons pt:on of raw material with value and quantttatwe break-
up and the gross i from services rendered is shown.

e) In the case of other compames the gross income derived under different Heads

NOTE: 1. 'Th_e q.uantities of raw materials, purchase, stocks and the turnove_r,_shall be
expressed in thc denominations in which they are normally pUrchased or'sold in the 'market.

NOTE: 2 For the purpose of items (n) (a) (i) (b), and (d) the items for which the

company is holding separate industrial licenses shall be treated as separate class of goods

_but where a company has more than one mdustnal license for production of the same items -

at different places or for expansion of the licensed capacity, the item covered by all such
licenses shall be treated as one class. In the case of the trading companies, the imported
items shall be classified in accordance with the classification adopted by the Chlef controller
of the imports and exports m grantmg the.import licenses.

. . NOTE: ‘3. In giving the break-up of purchases stocks and turnover, items like spare parts ]
" and accessories, the list. of which is too large to be included in the break-up, may be grouped -

under suitable . headings. without quantities, provided all those items, which in value

: mdtwdua]ly account for- 10% or more of the total: value of the purchases ‘stock, or turnover
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as the case may be are shown as separate and dtstmct items w1th quan tnes thereof in thc :

. break—up

- iii). In the case of all concerns havmg work-m-progress the amounts for whtch such works |

: have been completed at the commencement and at the end of the accounttng penod

Liv) . The amount prov1ded for deprecratlon renewals or dlmrnutton in. the value of ﬁxed :

"assets.

If such prortsion is not made means of a depreciation charge, the method adopted"tn maki ng
. such provision should be shown. ' B . . -

If no prowsnon is made for the deprematlon the fact that no prowsron has rnade shall be
stated and the quantum of arrears of deprectatlon computed in accordance wtth Sectton

: 205(2) of the Act shall be d:sclosed by way of a note.

SV)e The amount of interest on the company’s debentures and other ﬁxed loans, thatisto - .

-say, loans for fixed perlods stating separately the amount of interest, if any paid or
payable to the managmg dtrector and the manager, 1f any, . - :

vi) - The amount of charge for Indlan Income-Tax and other Indian taxation on profits,
including, where practicable, with Indian Income tax any taxation imposed
elsewhere to the extend of the relief, if any, from Indian Income—Tax and

' dlstlngmshmg, where practtcable between income ‘tax and other taxatron I

_‘,’..ii) The amounts -reserved for: : ;o o 0
) repayment of share capital and S | '
by repayment of loans o O

_ vi.ii)' a) The aggregate, 1f matenal of unts set as1de or proposed to be set as:de =

- to reserve but not including, proyisions made to meet any specific liability,
contingency or commitient knew to exit or the date as on which the Balance.
Sheet is made up.” ' % C S - : o

b) The Aggregate, if materlal of the amounts w1thdrawn from such reserves.

-ix) a). The aggregate, if materlal of the amounts set. aside to provtsron made for

meetlng specrﬁc hablhtles Contmgencles or commttments

b) The aggregate if matenal ‘of the amount wnthdrawn from such provuswns as no '
- longer required. : : : '

S x) '_Expend_iture incurred 'on- each of the following items, separately for each item:

 «a) Consumption of Stores and spare parts
¢ b) Powerand fuel o ;
" ¢) Rent .
- d) Repairs to buildings o .
e) Repairs to machinery - . © - e
f) i) Salhries wages and bonus o -
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n) Contrl bution to provident and other Funds |

m) Workmen and staff welfare expense to the extent not ad]usted from any

pI‘CVlOUS pl‘OVlSlOl’l Or reserve.

NOTE.I_ Infomsatron in respect of thlS item. should also be given.in the Balance Sheet

under the relevant prowswn or reserve account.

- NOTE 2: ln respect of _subfitems (& 2), the Proﬁt and Loss Aeeount shall also contain,

-by way of note, the break-up of the expenditure incurred on employees who (i)
. if employed throughout the financial year were in receipt of remuneration for
that year which in the aggregate was not less than Rs. .12,00,000 or (ii).if
employed for a part of the financial year, were int receipt of remuneration for any
~ part of that year at a rate which in the aggregate was not less than Rs. 1,00,000/-
per month. The said note shall also indicate the number of employees falling in

-each of the above mentioned two categories. Remuneration for this purpose has o
-the same meaning as the in the explanatlon to section 198 and shall. further

L mclude honoraria. The ‘monetary value of the perquisites shall be caleulated in
" accordance with the provisions of the Income Tax Act 1961 (4 of 196] ) and the
* rule made there under. '

B Insurance

xi) a)

h) Rates and taxes, exclu’ding taxes on income.

: -1) Mlseelaneous expenses, provided that any item under whlch the expenses '
-exceed 1% of the total revenue of the company or Rs. 5,000/- whichever is -
~ higher, shall be shown as a separafe\and distinct item against an appropriate

. ~ account head in the p'ro_ﬁt and count and shall not be combined with
. any other item to be shoW@er ‘-Mlscellaneous Expenses’. '

The amount of income ﬁ'om v{tments d:strngulshmg between trade mvestments ’

~ and other investments.

by

xn)a)

NOTE:
b)

©)

The amount of in

. : —— P .
Other ine_ome by wz ofgerest, spec;fymg the nature_ of themcome.

paragraphs (a) and (b) above

Profits or losses on mvestments showmg drstmctly tl'le extent of the proﬁts or losses :

carried or incurred on account of membership of a partnership of a partnershlp f' m,
to the extent not adjusted from any pre\nous prov:smn or reserve. :

Informatlon in respect of this item should also. be given in the Balance Sheet under
the relevant provrsron or reserve account.

Profits or loss in respect of transactions- of a kind not-usually undertaken by the -

company or undertaken in cmcumstances of an exceptlonal or non-recurrmg nature,
if materla[ in amount.

Mlscellaneous income.

xiii) “ay Dividends from subsidiary companies. - |

a) _Provisiori for losses of subsidiary companies.
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'xi'\t) The at_,gregate amount of the dmdends paid and proposed and statmg whether such.

. amounts are subject 1o deductron ‘of income-tax ot not.
.

XV) Amount if material, by whrch any items shown in the Profit and Loss account are '

affected by any change-in the basrs of accountmg

4. The profit and loss aecount shall also contain or give by way or a note detaded
information, showrng separately the following payments provided or made during the

. financial year to the Directors. (mcludmg Managing Directors) or manager if any, by the

- -company, the sub51d|ar|es of the company or any other person o
i), Managertal remuneratton under sectlon 198 of the Act pald or payable durmg the
financial year to the: Dlrectors (rneludmg Management Drrectors) or managers if

any; 3 .
B \_\_\- ..

.u) Others allowances and commrssron (rneludmg guarantee comrnrsswn) detatls fo be :

given;

m) Any other perqmsrtes or benefrts m cash or rn kmd (Statmg approximately therr
money ‘value, where practrcable) - :

i Pensio’ns, etc;. el -
a) Pensions A TR Ja
b) Gratuities e e - '

. ) Payments from prowdent funds in excess of own subscnptrons and mterest-

thereon.

'd) Compensation for loss ofoﬁ‘ce . NG
e) Consrderatron in connection with retirement’ fr fice. ~

_4A The Profit and Loss Account shatl contain or gt@ way of a note a statement showmg. a

the computation of net profits in accor with section 349 of the Act with the
relevant details of the calculation of the co
. such profits to the Drrectors (mclu ‘Managmg Drrector) or. managers, |f any

' 4B. The profit and Loss Accountfurther contain or gwe by way of a note detarled .
- information in regard to amoun $ pald to the audrtor, _whether as fees expenses or_ a

: otherwrse for servrces rendered =

_ as audltor and R : L
- 2. as adviser in any other capacny in respetct of ST
~a) taxation matters; - L

" b) company law matters

) management serv:ces

- ;3. _ other amounts patd in any other manner

L

' The [nstltute of Chartered Accountants of Indta has stated tn rts statement ‘Styled Payment

- to Auditors for other servrce that the remuneratlon to the aud:tor for other servlces shou!d

be classrf' ed as follows:
_ 1) for tax representatlon, e
. .2.) for eompany.law matters; .. .

missions payable by way of percentage of




- splitting of the P & L Account and P & L Appropnatlon Account is not’ forbldden by the -

: _' In the- case of a comp

—— g - —

necessary / for the purpose, the excess shall be treated for the purpose of thls .
schedule as a reserve and niot asaprowsron S L S :

8. Fot the purposes afore said, the e’xp'ressmn quoted investment’, means an investment in
~respect of which there has been granted a quotation or permission to- deal on a
recognised Stock. Exchange -and the expressron unquote_d tnvestment’, shall be"

. construed accordtngly : S '

" Thus, |t ‘may be seen that the Companles Act has not prescnbed any standard form for- the _
preparation” of the Profit and Loss Account because mo standard form can. meet the - _
requirements of different types of bus:ness However, according. to the compames Act every .
Profit and Loss Account of a company should be so prepared as 1o give a true and fair view L
. ofthe prof' it or loss of the company for the fi nant:lal year and comply wnh the requn-ements e
_of part II of Scheduled Vl as apphcable to it. S ;

: lt may be noted that the Prof' t and Loss Account

iy should clearly dtsclose the result of company : workmg dunng the: period. covered _. '

by it;

n) should dtsclose every matertal t‘eature regardlng its workmg .__esults. mcludlng'
‘receipts and payments in respect of non—recurnng transact;ons or transacttons of an L
exceptlonalnature o e R ; |

_ lll) should: dlsclose any matetial effect of a change on the basns of accountmg, viz., any. L
- change in the method of providing for deprecratton or any change in the method of Lo
valuanon of stock etc. S L

|
PmﬁtandLossAppropnatlonAccount 0 o _'

._ _A company has to prepare the Proﬁt and@s Approprlatton Account in addttlon 0 the. o l
. Profit’ and Loss’ Account. The P?t\and Less  Appropriation - Account shows the. .
appropriations of profit and is pul ly known as ‘below the line’. ‘In the case of a- |
‘company, it is not nccessary t0'§how the Trading Account, P & L Account and P &L~
_Approprlatlon Account separately.. Only P & L Account may be prepared whtch may cover. o !
items appearing in Trading ccount P & L Account into three separate accounts viz. L
' Tradmg Account, P&L Account and P&L Approprl ation Account. It may be noted that the - l

: Companles Act. However it is de31rable to split it into three sections so that the gross prof it,
- new prof' t and surplus carried to the Balance Sheet may be ascertatned The Proﬁt and Loss B
- Approprlatlon Account is prepared as follows : . . : ST

PROFIT AND LOSS APPROPRIATION ACCOUNT e Ry

To Transfer to Reserves _ By ‘Last year’s balance bif

To Income tax for Previous year not - | By Net profit for the year 3

... provided for . AR -By Amount wﬂhdrawn from Gen e e

To Interim dividend .~ = A Reservefother reserve LT

To Proposed dlvrdend .. .| By Provision T

To Surplus (balancmg ﬁgure carned to ;_ | (ltke lncome Tax prov151on not L
__-Balance Sheet) - ' re_qulred)

ny; lncome tax . on. profi ts is: treated a5 an expense and not__ an
appropnatton of proﬁt and soitis debtted to P&L Account - ' )
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The prof t or loss disclosed by the P&L Account of a sole proprletorff' irm is transferred to. .
CapltalfCurrent account(s);, but-the surplus left in P&L Appropriation Account is nol_..-

transferred-to the ‘Share Capital Account. It is kept in a separate account. . It is so because
called up capltal cannot be more than the amount called on shares.

At thls juncture, |t is necessary to know the prowsnons relatmg to Dividends. Dividends N
cannot-be declared except out of profits, i.e., excess of income over eexpenditure.” Ordinarily, -
capital proﬁts (profits arising from revaluation, etc.,) are not available for. distribution
. because such profits are not trading profits. The prm(:lpies of dwmlble proﬁts are governed
" by section 205 of the Compames Act ' . :

Transfer to 'Reserves .

s

Section 205 of Companiés Act makes it compulsory to transf'er certam percentage of prof its
' to reserves, before declaring dividends which may be notified Central Government. As per

Central Governments rules, the transfer to reserves is to be mad__e as follows:

" . ay 2.5% if the proposed dividend is 10% to 12.5%

b) 5% if the proposed dividend is 12 5% to 15%
Coe) l2 5% if the proposed dwldend 15 15% to 20%
- -d) 10% if the proposed dl\fldend_exceeds 20%. -

J oumal entry for thlS purpose is:

Proﬁt and Loss approprlale a!c - -~ Dr .
. - Teo General Reserve a/c. - - o
. Declarotion- of Divid_end ou_t of Rese'r_ves' - O

- - Prior to the 1* February, 1975, dividends_ could bg declared out of reserves orfpast proﬁls as.
“laid down in Section 205. ‘The newly introgudced Section 205(A) provides that if a company -
_wants to use Teserves or past proﬂ% pdying a dividend, it will have to comply with

certain rules framed by the Governmast. J -
Payment of Dividend -

Section 205 lays down 'the._t if any dividend is not claimed for a'p_eri'oc.l_ of years, the b_alance

in the: Special Bank Account (Opened for this purpose) must be transferred to the General -
Revenue Account of the Central Government.. After such a transfer the claim for the unpaid . = . .
dividend can be lodged with the Central Govemment Unc!auned dmdends thus cannot be '
_forfelted by the Compames )

' INTERIM DIVIDEDN is dec]aled between two annual genera] meetmgs by the Board of
Directors. The FINAL D]VIDEND is declared at the annual general meeting of - the-_ :

'shareholders and is declared only on the recommendation of the ditectors, The final =

_ dividend pr oposed by the Directors is. prowded in the final accouints of the company and IS

~ paid- oniy after it has been passed at the annual general meetmg :
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.- CAPITAL PROFITS are not earned durmg the normal curse of the busmess and anse in the_.
' _'followmg spec:al c1rcumstances :

a) - Proﬁt on sale of ﬁxed assets’
" b) Profit on purchase of business :
¢) Profit prior to incorporation -
d) Premium received on issue of Sharestebentures
_e) Balance in Forfeited Shares Account
) Proﬁt made in the redemptlon of debentures,

Ordmanly, capltal proﬁts are not avallable for dlstnbutlon of dl\ndend. Such proﬁ'ts 'ate' :

~ utilized for writing off capltal losses and ﬂctmous assets ‘They .can be dtstnbuted as_
dividend only if : : o :

_a) the Arncles of the company permlt

'b) they are real1zed in cash;

¢} surplus remains after revaluatlon of all assets;
d) capital losses have been wntten off.

It may be noted that ‘premium on issue of shares and proﬁt on forfelted shares cannot be
_dlstrlbuted as dmdend under the Compames Act. S '

CHECKYOUR:PROGRESS—-I- | S

i) Give three-.,i'terris_that are. to be 'd_'ebited to Pr_oﬁt d Loss_Appro'pr_i_ation Aooo_tlhf; o

: 5 4 PROVISIONS RELAT]NG TO BALANCE SHEET

company shall be prepared in the given in Part 1 of the Schedule VI of the Companies Act, - .

- 1956 or as near there to as circumstances admit or in such other form as may be approved by -
_ the Central Government. The objective of presorlblng the form for the Balance Sheet is to - -

make sure that the Balance Sheet exhibits a true and fair view -of the company’s state of

affairs. There should be | no room for wmdow dressmg, showmg a better posmon than what S
- actually is, and secret reserves showmg a worse ptcture than what actually is. :

If the mformanon requlred to be gwen under any of the ltems in the presorlbed form cannot o

be convemently shown in the Balance Sheet 1tself 1t should be shown m a separate -

-Sect1on 210 of the Compames Act reqmres that at every . annual general meetmg of the o
~ shareholders, the Board of Directors of the company shall lay béfore the company a Balance o
. Sheet at the end of each trading penod According to Section 211(1), the Balance Sheet of a

s




schedules( 5) attached to the Balance Sheet The form of the Balance Sheet as gwen in Part I _-
_ of Schedule Viof the Compames Act is gwen below: :

Schedule VI (Section 211)
Part I- Form of Balance Sheet

: Balance Sheet of

as on

 Figures

for  the

previous |.

- Liabilities

Figures | Figures.

for the | for - the"
current. | previous
vear Rs | vear Rs -

.. Assets

Figures’

for the :'-
“{cument
‘yearRs

year Rs.

4

5.'.'

" | Profit and Loss Account,j f

.'S:Authorised N _
of,____ _each -

| Issued .

| the above  shares _
| shares are allotted as fully
paid up pursuant t6 a|.

contract without payments "
belng recelved in cash ) -

| the above DL
-1 allotted as fully paid up by R

Share Capital: * -~ -~
_ “Shares |

Shares.of Rs.
- each o

| Subscribed__Shares of Rs. {
. | each____ Shares of Rs. _
| per share called.up. .

Less: Calls un_pai(:i"'._
i) by directors
i) by others .

.A‘dtl_:_ Forfeited Shar_ei{ '_._of '

- shares a

way of bonus shares

Capital Reserve -

| Capitat Redemptlon'

Reserve

Share Premium Account K
Other Reserve .. : g

Less Deblt Balance in

_.any. "

Reserves _and Surp_l'usj .

_ Fixed Assets:

Goodwill

| Land
Bulldmgs -
‘| Leaseholds :

- Railway sndmgs

Development of
‘| Property” .

| Illlveetn_l'e_ﬂ't_s. '

- | Showing " nature - of |
R ",_in-ves_,t_jnent ‘and ~mode .
.- | of valuation, e.g., cost.{- = -
' '.?or market’-'value: S

: '; a) lnvestments m

Governrnent or
Trust securltles

| b) Investmentsin: - |
shares, debentures |

- ‘orbonds <
Immovable Propertles

. Current Assets
' Loans and Advanees .

' A) R !
. “Interest accrued

| Plant and Machinery |
| Furniture & Fittings |

'--._-Pa_'tents,_. trade marks - 4

(wand designs -~ - .
\®?'5‘9°k- IR A
|"Wehicles, ete.. -

urrent Assets N

" on Investments



'A) Curreiit Liabilities

Surplus, i.e. balance in

Profit and Loss Account
after providing - for

proposed allocations,
namely, Dividend, Bonus,

| ete.

Proposed  additions ~ to
Reserves, Sinking Funds

Secured Loans
Debentures

| Loans & Advances from -
- Banks

Loans & Advances from
‘Subsidiaries

Other Loans & Advances

' Unseclired Lozins

Fixed Deposits
Loans & Advances from
subsidiaries _

Short term loans and
advances: . '
a) from Bnaks

1 b) from otheis

Current Liabilities and _
~ Provisions .

Acceptances
Sundry Creditors
Advance  payments

and unexpired |

discounts - .
~ Unclaimed dividends
Other - Liabilities (if

- any)

Interest accured but
not due on loans

| B) Pr_ov-islio_ns |

Provision of Taxation-
Proposed Dividends
For contingencies.

- For Providend -Fund
‘Scherme e

D
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Stores &
Spareparts
Loose Tools
Stock-in-Trade

. Snndn{ Debtors -

- a) _Dei)ts

outstanding fora
period exceeding
six months

| b) Other debts

Less: Provision

Cash balance in hand

Bank Balances:

a) With Scheduled
Barnks

| b) With others

B) Loans & .
Advances
Advances and Loans

| toSubsidiaries
s@nces and Loans
.| t0"Partnership firms in

C’ which the company or |-~

any of its subsidiaries
is a partner '

Bills of Exchange -

Advances recoverable
in cash or in kind or
for value to be
received, e.g, Rates,
Taxes, Insurance, etc.
Balance with Cus-

| toms, Port Trust, ete. |
(where ' payable on |’
| demand) - 8

Miségllaneoué |
Expenditure -

written off or

. _édjustéd) .

“Preliminary Expenses-

Work-in-Progress

(To the extent not o




A

For Insurance; Pension
and  similar
benefit schemes
Other provisions

' Clohtingent Liabilities -

(A foot note to the balance

she¢t is ‘added to. show |

separately and these are

~ - | not included in the total)

Claims against the
company not

- acknowledged as debts

Uncalled liability on
shares partly paid .

Arrears.of fixed

cumulative dividends

Estimated amount of.
contracts remaining to
be executed on capital .
account - and  not
provided for Other

staff |

Expenses including
commission or bro- {
kerage on -under- |
- writing or subscrip--
“tion "of shares “or
* debentures
| Discount allowed on
1 the issue of Shares or
“debentures :
~ { Interest paid. out of
| capital during con-’
‘struction (also stating
' the rate of interest)

'Development  expen-
diture not adjusted

Other items (speci-

fying nature)

Profit “and © Loss |
Account -

{Show here lhe__debit
balance of Profit and

Loss Account carried | "
forward, aftér deduc-

| tign of the uncom- |
?ﬁd_ reserves, ~ if |

~ moneys for which the-
- company is contin- |
- gently liable. '

~ Vertical form of Balanee Sheet

Name of the ny_.; ....... "
Bala_nc@set as ﬁt snmmemmmnmmanee

) P . o N

o “Figures at the | Figures at the
cend of current | end of privies
year year )

Schedule

- Particulars.
' No., -

L S_burcés of Funds

1. Share holders funds . : S .
a} Capital ' o . :
_ b) Reserves and surplus | ' : SR R
2. Loan funds. '
© a) Secured loans
b) Unsecured loans

. Tetal o - ) T LT D




IL Application of Funds

I. Fixed assets : o _ - . _ .
a) Grossblock- .~~~ | s ' -
b} Less depreciation _ _ — el
¢) Net block : AU e oo
. d) Capital work in progress o S '
- 2. Investments
3. Current assets, loans and advances
" a) Tnventories :
" b) Sundry debts o _ : _ —
c) Cashand bank balance -~ | — —
d) Other current assets P g R
¢) Loans and advances . - : : -l S
Less current liabilities and prowsmns R I I
a) Liabilites .~ - = R - -
b) Provisions- ' _ ' . ) = | ==
Net Current Assets . ' ' S|

| 4. a) Misc. Expenses : o N
b) ProfitLossa/e.  + " . N :

BN

'I‘he following addltlonal mformatlon is. also to be gwen in the Balance Sheet in respect of

_ Assets and Llablhtles » o o _
'/ShareCapital_ - -_ ) .. 0

 If bonus shares are issued, the sources from @u they are lssued i.e., whether out of prof ts °
or reserves or from share premium,_e_tc. uld be indicated.

I Redeemable Preferer_lces Share é_‘TsStt'ed,l the terms of the their redemption or conversion |
" are to be menttoned ' - o . . '

5

: Réserves-hnd. Stl rplus

In respect of reserve, addltlons and deductlons made smce the Iast Balance Sheet shouid be .~
o dlsclosed :

The Share. Premlum Account should disclose full detalls ofthe rnanner in whtch ll is utlllzed

- as per ]egal reqwrements

~The -deblt 'balar_lce in the Profit and Loss Account should be shown as deduction from free
' .and u‘ncommitted resetves only.: No such deduction-shou]d be made from- Capital R'eserves.

_ The term, ‘Fund’ should be used only when a Reserve is represented by mvestments Clearly

earmarked against it. -

1

Secured Loans - ._ . -' 

o n the case of each secured loan the nature of secunty gwen by the company shou]d be
indicated. - R :
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.' - '_Current Assets:

: Debts Wthh are outstandmg for more than six. months should be shown separately

. Secured loans. from Dnrectors the Managmg Dlrector andfor the manager should be shown e
: separately : '

Interest accrued and due on secured loans should be shown as an addmon to the loan

~ Interest accrued but ot due should be shown under current liabilities.

With-regard to. debentures, the terms_ of their redemption or con\'?ersion should be i__ndica’_ted; :

=

If debentures are'deposited -a.s-secur'ity for a loan, it should be sep_ar_ately.

" Unsecured Loans

- Unsecured loans from Directors, ‘Manager, and others, should be"shewn separately. Interest -:

accrued and due on unsecured loans must be shown as an addition to the’ respect[ve loans. .

Interest accrued but not due should be shown under current liabtlities,

. Fix_ed_ AsSets :

In the case  of each fi xed assets, detarls regardmg the orlgmal cost, addltlons and deductlons -

made durmg the year, and the total deprecratlon prowded up to the date of the Balance Sheet'

' must be mdlcated

On account of capital reduction scheme or revaluation of assets if the value of any fixed
assets is written down, the amount so written down should be mdlcated in the Balance Sheet B
for a period of five years from the date of reductlon o _ o o

I the ca_Se'of increase in value of any_ass__et also the-aforesa'@:edure should be a‘dopted'..

- If there'is an}’_"caﬁital expénditure, .whiC_h' could not bated to different ﬁxed assets on o
" the date of the Balance Sheet, it should be shiown § s Wor ' 3

—zn Progress

Investments Q.I
Generally, mvestments are shown at”n the Balance Sheet If thelr market value has.
a

~.gone down, it is preferable to create erve against them. The market valiie of quoted *

investments (which are quoted oan any. Stock Exchange) should be lndlcated in the Balance

o ‘Sheet.

“Only sums due in respect of goods sold or services rendered should be included under

Sundry Debtors Loans and Advances should not be mcluded under Sundry Debtors

’ '|

- Provision for doubtful debts should be equal to the: amount of debts conSIdered doubtful and

deducted from ‘Sundry Debtors amount

: .Miscellan'eous Expe_nd_iture ) ;

The amount of expenditure to the extent not written off should be shown under this head.
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Development expenditure in the case of new industrial ‘concerns which could not be
apportioned 1o different fixed assets should be shown under this Head till it is properly
atlocated to various fixed assets. Deferred Revente Expenditure like advertising should also
"be shown under this Head. - ' : : o ' o

'Proﬁt.and Loss Ac_coum '
N This is 't.he balahée forward ffom.'thc Proﬁf and...L'loss_ A}Spropriation Account._'
. In shoﬁvih’g the'Pro'ﬁf an_d  Loss At';r;:oun't baiance, the fbllowing pﬁ_ints_ may.b'e kepl in mind.
) When t.h_e Profit and Loss Account s.h'_ows a suipiué after the .us';u'al appropriatidns; if
~ should bg shoW'n-Ugder_ q;e H_ead; ‘Reserves and Surplus’, on th;: liabili_ties_si_de; B

i) If the P_r-ci_ﬁt and Loss Account -shovjvs'_a_debit balance and if there al_'é revenues
~ reserves in excess of such a balance, it should be deducted from the revenue reserves
on the liabilities side of the Balance Sheet; ' '

iii) If the Profit and Loss Account shows a debit balance and if it is in excess of all
revenue reserves, the balance after deducting such reserves, if any, should be shown
on the assets side. ~ ' : ' ' 2 o

' CHECK YOUR PROGRESS -2

Give any two examples of preliminary expenses shown under the heading ‘_‘Miscéllaneous .
--_Expenditure”. : - o A _ _ -
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55 SUMMINGUP . °

 the financial position. - Usually,

The final accounts (i.6., Proﬁ@o:s{‘;coum and Balance Sheet) dis:close'the result an'd;
1

o g
p

accounts.

Like other types of concerns, Companies also have to prepare the final accounts but
. according to the provisions of the Companies Act.  Every Profits & Loans Account and
Balance Sheet must disclose a true and fair view of the profit or loss and the financial state .

of the affairs of the Company. While the Balance Sheet is to be prepared in the form:

' prescribed (or as near thereto as circumstances permit) in Part I of Schedule VI. "There is no
specific form for the preparation of Profit & Loss Account. The P&L Account must comply .

te

with the ré'quirement_s of Part II-of thc Schedule V1. L )

5.6 CHECK YOUR PROGRESS : MODEL ANSWERS

1. i) a)  Income Tax Provision |

b) Transfer to Reserves
¢) Proposed Dividend
iiya) Profit on Sale of fixed assets
b) Profit on purchase of business -
- ¢) Profit prior to incorporation.
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month period is taken for the preparation of the final
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2. a) D|scount ailowed on issue. of shares or debentures o
b Comnnssnon or. brokerage on underwritmg or SleSCI’lptht'l of shares or. debentures

5.7 MODEL EXAMINATION QUESTIONS

L. Ansvrer the following questions in about 30 lines each.

1. Explain the legal provisions relating to Final Accounts.

2. Discuss brieﬂy the legal prov:smns pertaining to Prof't and Loss Account -
3 Explam in bncf the provisions relating to Balance Sheet '
4. Give thc proforma ofa company Balance Sheet _ _
: 5. _ Explaln br1eﬂy the broad ltems of the Balance Sheet of a company
; II Answer the followmg questrons in about 15 lines each. | . '_

1. Write a short note on Profit and Loss Appropnanon Account |
_ Give any three examples of prolrmmary expenses. " ' '_ '
Distinguish between interim dmdend and final dividend.

How are the contmgent liabilities are shown in the company Balance Sheet?

T S

dividend:

‘6. Explain the items to_be shown under the headmg “Current Assets” in in a 'comp_ari_y'_. N

- balance Sheet? S \ .
7_.' 'Gwe any five examples of capltal prof'ts o 0 a

Under what- cncumstances the capital prof ts Are avallable for dlstnbutlon of-
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5.9 GLOSSARY

. Capital Loss . = '_ B Unusual and excepttona! loss Wl‘IICh is not

.incurred - in the usual course of busmess

Capital _Proflts e Extraordlnary and unusual profts whtch are
B - ' ' ' not made in the usual course of runninga
' busmess :

Ca_[ii_tal_ Reserve . = = -+ Reserve bu’ilt up out of capital profits. - -
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Dividend

" Final Dividend

General Reserve

Interim Dividend

P'rel_imlin'ary Expens_es'

Profit aud Loss Appmpnatlon_

" Account

¢ The amount paid tc;j_ share-holders out of the

profits.of an accounting year as a return on the

_ investment made by them.

. The dividend declared by the Board of Directors

after the final accounts are prepared for an
accounting year, in addition to an interim
dividend.

- Reserve built up out of revenue Profits for

meeting any unforeseen contmgency m the

future.

A dividend paid by the dlrectors at any time.
during the according year, i.e., between two usual

regular dividends.- The interim dwtdend is
usually paid for six months

. These are'_the expenses incurred in connection

with thé formation of the company.

: The account prepared by a company in addltlon
to Tradmg, and Profit and Loss Account, -

showmg appropnatlons out ot‘ Proﬁts




6.0 AIMS AND OBJECTIVES

~ UNIT- 6: COMPANY FINAL ACCOUNTS -1~ |

Contents -
6.0. Aims and Objectives

6.1 Introduction

6.2 Pljeparati'on‘ qf_ Profit arid Loés Acf:ount'

6.3 Certain Items appearing in Profit and Loss Account
6.4 Preparation of Balance Sheet - '

6.5  Certain Items of Balance Sheet - o S

6.6 Summing Up

6.7 Check Your Progreés : Modél Answers -

6.8 ‘Model }Sxamination Questions
- 6.9 Recommended Books T

* This Unit aims at explaining the typical items of expenses incomes, as.s_éts and liabilities that
normally appear in the final accounts of companies. Further, its purpose is to give a.drill in
- the preparation of company final accounts. - i '

Aﬁer-studyi.hg this unit, you should be able to.: * - g .

e know how to prepare Profit and Loss Account and@née Sheet of Company;

- typical to the company final accounts; and _
~ e solve the problems on final accounts Ol{gﬂ) fes. .

& get familiarity with the nature of expensein whssets and liabilities that are -

1 INTRODUCTION  {J).'

In the preceding Unit we have exp]@lﬁc' legal prdvi:si'ons-for p‘repar'ing Fina! Acc'ou'ms'of .

q-

Companies. Companies have legal obligation to prepare Profit & Loss Account and Balance

' - Sheet within a stipulated time. Hence, it is essential to learn the process of construction of
company P&L Account, P&L Appropriation Account, -and Balance Sheet. As in other

- organizations, the basis for the preparation of Final Statements of company is the Trial _
~* Balance drawn with the help of balances extracted from the ledger. In the following =~ - -~

baragraphs the items that come in the Final Accounts are explained.

62 PREP_ARATIONIOF_ PROFIT AND LOSS ACCOUNT

The General principles governing the preparation of P&L Account are the same, whether it

is a firm or a company. However, in case of companies it is not necessary to show Trading .

Atcount as a separate section. In other words, the Profit and Loss Account of a company

consists of three parts in an integrated manner. It consists of Trading Account to show gross

profit, Profit and Loss Account to determine net profit, and Profit and Loss Appropriation -

account to give an idea about the manner in which profits are disposed. The Trading.and

- Profit &'_ Loss Accounts’ items are known as items ‘*abpvé the line” and: the _A'ppropr'iatic'm



2 Prelumnary Expenses o ~

-3. Interest pald on borrowmg for constructroniacqmsntlon of assets

. borrowed for dlfferent assets is to be shown Un' . o

" shown on the credit kide'
> source i§ also indicated, the amoiint of .tax’is added to'the net. income. (which'is known as
- grossing up) and the resulting total amount is shown on ‘the credit of the P&L Account. The

* tax deducted is shown or the assets sxde of the- Balance Sheet under the Head “Loans and
: -_-Advances S g L e o

- Account” items are Known as iterns “below the line”. Thus all the three sections put together '
- are called the Profit and Loss Account.- 1In this- connectlon let us now dlscuss certam typlcal
~items that appear in P&L Account of a company ' : :

6.3 CERTAIN ITEMS APPEARING IN P&L ACCOUNT

In fact, many of the items of expenses and rncomes that appear in P&L Account have been
_discussed in the preceding unit in detail. The- followmg items are typical to the company

~ P&L Account. As such a brief explanatlon is of’fered for cornprehensrvc understandmg of

company Profit and Loss Account

L Dlscoant and Ex]lens_es on issues of Sharesmebenmres W -

/

 This 1tem appears in- the debit column of. the Tr1al Balance If there are mstructtons at the

- end of the Trial Balance, the portion to be’ written off is débited to P&L Account “and: such
amount is deducted from the item in the. Balance Sheet on the assets:side: /If there are: no
mstructlons as to thls expendlture nothing should be wrrtten off.. '

- Thrs item also appears in the Tnal Balance in the debit column The treatment suggested for
» |tem 1 above should bc followed o : a

Thls appears in the debit column of the Trial Balance and'is’ requrred to' be capltalrzed by _

adding to the cost of the asset. However till | is apportioned, the interest on money-

e Head, “Miscellancous Expenditure”,

" on'the assets srde of the BaIance Sheet S R -

) 4, -Drvrdends!-lnterest recei_ved' o

~ This represents the income of’ company on the 1nvestments made in‘the shares of other

companies or bonds and ap ear_s in the credit column of the Trial Balance.' This is to be

.@,‘. “Account’ ‘being income. However, :if the tax deducted at

- Interest on Debentures

This is an expend|ture item and shown in the- deb1t 5|de of P&L Account: Sometlmes thc
entire debenture interest relatlng to'the period- may not be pard and.such information may be
given in the adjustments. To the extent interest is outstanding-the amount is shown as a

liability on'the “liabilities’ side of the Balance Sheet: The P&L Account. should be debrted
: -'w1th the total mterest rclatmg to the penod (1 e, pald and outstandmg) :
'6 Prov:snons for Taxatlon

~ If this |tem is given'in the ‘Trlal Ba]ance Lt represents savmg m the | prov:sron made for the |
'__prevrous year This should be credrted back o the P&L (Approprlatron) Account
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1

8 Income tax pald

' 9 Manager:al Remuneratlon

- |) Overall Ilmtt (excl udmg fees for attendmg rneetmgs )

.~ iii) [f there are more managenal persons

w) More than Rs lS crores R

5

If this item is glven in the adjustments it is debited to the P&L Account and shown under ' o

the Head ‘Provnslon on the llablhtles 51de of the Balance Sheet

7 Provrsnon l‘or Tax and ‘Income Tax Patd’

Sometlmes both may be given in the Trarl Balance in whrch case the ‘tax pald is to be

- compared with provision. If the provrslon is more ‘than the-tax ‘paid, the surplus. is to be L

credited to the P&L Appropriation Account. On the other hand, if the tax paid is more than
_ the provision the excess amount should be debited to the P&L. Appropriation Account It
should not/ be deblted to the P&L A 'count as the tax assessed |s related to the proﬁts of T
Prevnous year : . \ _

i such an. 1tem is. glven m the Trall-_Balance (wnhout any prowsron for taxatlon) it is to be o
: construed that the amount is the- advance tax paid for the currerit year, - “Since it is a prepa1d :

expense i appears under the ttem ‘L‘ _ans and Advances .

e'assets srde of the Balance' '
Sheet . : Voo

The followmg relevant pomts are to be noted

l When compames have adequate proﬁts

l% of net proﬁt e

u) I there is one managerlal person ..5% of net prof i

'--'=:"-"-'"f"10% of net prof‘t

w) Remuneratron of part tlme dlrector

a) lf there is no whole—tlme dlrector “"* S -3%_'of net'-'-proﬁt.-" ‘

b) lfthere is whole time’ dlrector ' PR

it When compames have no adequate Prolﬁts PSS

In thls casé the managerlal remtmeratlon is based on the effectwe capltal of the company
Effectwe capital is- ‘the ‘total of pald up capltal ‘share- premtum reserves. (excludlng
revaluatron reserves), long term loans and deposits payable after-one year as reduced by nion -
. trading investments, accumulated Iosses nd___ prehmmary expenses The monthly
remuneratlon is calcu]ated as follows . .

Where Effectlve Capltals is - P Remnneratlon o '
:) Less than RS. | CROR rrmwmmnomsiomemieomin oo it Rs. 40,000 )
i) Rs. lcrore to Rs. Scrore=‘ T e — . Rs. 57,000

¢+ Rs. 72,000
Rs.87,500 °

1[1) Rs 5 crores o Rs lS crores

Thc profit-on- whlch rentuneratlon ts to bc calculated wrthout deductmg a) mcome tax

payable, b) compensation. pa)fment and ¢) loss. of capital nature-and should not mclude T

caprtal prof‘ it The depreclatlon is. to be charged as per prowsmns of Compames Acl
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" 10. Depreciation
Under the Companies Act depreciation’is to be providcd on the assets as under :

i) Accordmg to rates in Income Tax Act whlch are appllcable to written down va1ue of -

the assets;
i) Accordmg to the Stratght Line Method; and

| iii) Asmay be approved by the Central Government if no rate is approved for the asset |

under the Income Tax Act.

' However, itis not compulsory for a company to make prowsmn for deprematton on ﬁxed -

assets, but it cannot declare any dividend unless deprecmtlons been charged

11, Profit prior o incorporation'

* Sometimes it may happen that a running business is purchased from a particular date and the

company may come into-existence at a later daté. The profit made before the legal existence
of the company is known as prof" t prior to mcorporatton and is regarded as of the capital
nature. o S N

L]

12. Loss prior to incorporation

If loss is incurred’ during the period precedmg mcorporat]on it should be merged with
Goodwill (debited to the Goodwill Account). It can also be wr:tten off agamst Capital -~

Profi ts if any (share premiums, profit on forfeited shares, etc.). -

CHECK YOURPROGRESS—1 )

i) What is the source of information for thc@aration of P&L Account?

After knowmg the nature of typlca] items that appear in the P&L Account, it is to be
remembered that P&L. Appropriation Account is prepared The purpose of the.

- Appropriation Account has been explained earlier. The balance of profit in the P&L
i Appropriation Account is shown as liability in the Balance Sheet under the head “Reserves

and Surp[us I-Iencc let us know the process of preparation of a company s Balance Shcet
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B

6.4 PREPARATION OF BALANCE SHEET __

' As'stat_ed earlier, the Bélén_éé Sheet of a company is to be prepared- in the form given.in part- o
1 schedule V1 of the Companies Act, 1956. The format has been given in Unit:5. The o

generat principles governing the preparation of Balance Sheet are__thé-same but presented in

. a prescribed proforma. The sources of information for-the preparation of Balance Sheet are -, -
. Trial Balance, andpadjustménts that ate normally given along with the '_l"rial' Balance. We -~
" shall now discuss certain items that are typ_ical to the company’s Balance Sheet. ' '

6.5 CERTAIN ITEMS OF BALANCE SHEET _

Inthe preceding unit, we have leamt about the details.of the items like share capitals, =~

reserves and surpluses, secured loans, unsecured loah}s, fixed assets, investments, current '

' assets, etc. All these items are shown in a classified manner in the Balance Sheet. We shall = .

riow discuss about a few typical items that would appear in a Company’s Balance Sheet. . |

1.‘Shlare P_remiun;

" This item appears in the Trial Balance with a credit balanc_e..' This is to be shown On__ihe '
liabilities side of the Balance Sheet under the second Major Head, ‘RESERVES AND--
- SURPLUS. . - B L
2 Forfeited Shérés e

- This item also appears_ in the trial balance with a credit balange. It is to be added to the paid "~
N@m, ‘SHARE CAPITAL".

scasinawesrs . ()
" This item appears with a debit balance in theTrz?ﬂ?élahcé,' représent'irig the amount not pafﬂ'_ '
- by the share holders on the calls made. Hedce, this amount is deducted from the called up
- share capital on the liabilities of the Balan e, Sheet. : - TN

up capital on the liabilities side of the balance sheet unde

. 4. Calls in Advanée S ; |

This is the amount paid by the Shareholders in advance of calls-b.ei'ng: made. Since it is-'a_r'i '

amount received in advance, the account shows a credit balance and is shown separately

* from the called up capital on the liabilities side of thé Batance Sheet. -
' 5. Debentures

- Companies raise ﬁinds through the issue of_'deben_tu_res; Unless dthefwisc statéd, tllley: areto
- be treated as’sécured and shown, under the third Major Head on-the liabilities side of the

Balance Sheet; o

6. Fixed Dépo_sits T

- Companies can accept fixed depdsi'ts ffom_ihe p.ublic._ This |tem shows a 'Cre‘dif'- bala.nce_'.\
Since it is a liability, it is shown under ‘UNSECRURED LOANS’ on the liabilities side. .~
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T Unclalmed Dividends '

L

.Dwrdends are declared on the pald up Share Capital out of proﬁts of the company. The .-
amount of unencashed dwldend warrants is shown as unclalmed dlv1dends Thls ltem shows'

a credlt balance and ls shown under current llabllmes

8 Proposed Dmdends

Dlrectors propose dwtdends for the approval of the General Body They. become payable '

only when approved by ‘the General Body. The amount. required for the proposed dividends

is appropriated and shown as. ‘Provrston for Proposed Dwrdends under ‘Provnsions on the h
'_ habllltles snde ofthe Balanee Sheet S e - : SR -

9 Debenture Redemptlon Fund

'This item " represents the amount of proﬁt appropnated for redeemmg the hablhty on . B
‘Debentures after the expiry of the term. It shows a credit balance and is to be shown under

the head ‘RESERVES AND SURPLUS’ on the Llabllrtles S|de of the Balance Sheet

) 10, Debenture Redemptlon Fund Investments

_'Thls item represems the amount mvested in outside securttles (correspondmg to the amount'

available in the Debenture Redemption Fund) and shows a debit balance.. The amount is to

' be shown under the head ‘iNVESTMENTS’ on the Assets sude of the Balance Sheet

'CHECK YOUR RPOGRESS 2 \ )

_lllustratlon —1

State the mean'ing of the" fol lowing items: O

i) Debenture intérest, i) Debenture R

The following lllustrattons will explam the process of preparatlon of P‘roﬁt & Loss Account' _
'_and Balance Sheet in respect of compames : R :

Mahavir Manufacturmg Co Ltd was reg:stered witha nornmal capltal of Rs 25 00,000,

~ divided into shares of Rs. 10 each On 31% of March 2000, the foilowmg were the Iedger _
balances of the company o L o o -

' Plant & Machinery . 900,000 . Freight 4750
- Stock (14.1999) - - 287,500  Goodwill et 90350
CFixtores . S 18000 Wages. . . ... 202,000 "
Sundry Debtors = 347,500 Cash in Hand L 15875
" Buildings - 600000 . CahatBank . 85750
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:'.'_"Purehases S , -__.3-;,62_,5_00' . Directors fees . -:_'-_.II_U,350 E

Interim Dmdend pard o . 28,750._. . __-."Bad'Debts. - 9,275

\

 General E:_gpenses o - 30,250 Salar:es L 48250
| Debenturelnterest 22,250 6% Debentures |~ 7.50,000
_ Bills payable (o _ S 45,000 Sales . 3 "10,_87"_,500' _
. GeneralReserve - 66250 4%Gow. B'onas L sbo00
. P&L Account (Cr.) . .86250  Provision for Doubtful Debt 10,000
. I"Share Captta] Fully Called Up ©12,50,000 Sundry Credttors IER _1_,'05'-,000,.'
. - Calis in Arrears 3 : 38,?50____ B Prehmmary Expense’s___. o _:-_10_,_000.-.'.'/

. Solutl_ot_l i |

. ToWages. - 202,000 -
7" "Less; Changed to o

ToFreight =~ .| 42750

_ The stock on the 31 of March 2000 ‘was estlmated at Rs 202 500 The followmg
' _ ad_]ustments have to be made: S - x

i E __Deprec:atlon on Plant & Maehmery at. 10%, on letures @ 5%.

o :'I;.ii. - Rs 25,000 of wages were. utilized in, addmg rooms to the premlses
i Final dividend @ 5 % is.to be provided.

iv. Prehmmary expenses are to be written off by 25%

v A prov:smn of Rs. 8, 215}'— on. Sundry Debtors is to be prowded FERRE
“ v: :Rs. 20,000 is to be transferred to reserve., - : - L -"*'.
. vu A provnsnon for mcome tax to the extent of- Rs 65, 500 is- to be made | .

- You are requu'ed to prepare. the Profit & Loss Account P L Appropnatlon__ Accountina o
_ BaIance Sheet as on the 31"March 2000 R ST

i Maﬁavii’ Mhnﬂfactu_ﬁn@ Ltd.

R SR Profit & Los%kwunt - S o
Dr. i forthe yearendln b the 31 ofMarch 2000 : . G o

.

. ."'To Stock(]-4 1999) ' | @50{} -By':'S'aIes o 10,87,500 .

:_To Purchases

,500 | By Closing Stock

Bul!dmg afc 25,0'00 L, Tz’ 000

‘To Gross Profit c/d.

' To 'Gehetai "E'x;.)enses_ o

To Salaries -

_ " To Debentdre interest-
L Add: Outstandlng
: To D:rectors fees

2250
27,7501 45,000

| 420250
112,90,000 §

. 48,250 | By lnt’e;est-'

10350 0
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'To Pt_'élim.inary Expenses! - 2,500 8
‘To Depreciation: = - = o -
P&M@ 10% 90,000 | . ’
| Fixtures @ 5% __900| 90,900 *
C  ToBadDebts 9,275 |
- -Add: Prov. for. |
~ dividend 8,125 |.
S 7400 )
Less: Existing _ : |
Provision __10,000 | . '7,400
To Provisien for Tax | 65,500
. ToNetProfitc/d. 1 1,26,100 ] o |
" o | 4,26,250. | 4,26,250
r P _ Profit & Loss Appropriation Account -, Cr.
' ' ' -~ Rs. | . Rs.
" To General Reserve . 20,000 | By Balance b/d.: _ 86,250
- ToInterim Dividend 28,750 | By Net Profit for Current year | 1,26,100
To Final Dividend - 60s562p S
To Balance c/d 1,03,038 : : S
| 2,12,350 | \> 2,12,350
Mahavir MQn%Nring C_bmpan_y_ Limited '
- lance Sheet o
offthe 1* of March, 2000 .
Liabilities: /). Rs. - - ' "Assets Rs. -
1. Share Capital : 1. Fixed Assets .
Authorised: _ - Goodwill | 1,900,250
2,50,000 shares of Rs.10 | Buildings ¢ 6,00,000 o
each o _ 25,00,000 | _Ac_ld:;Addition 25,000 |, 6,25,000 .
~ Issued, Subscribed Called P&M ©9,00,000
- Up & Paid Up o Less: Depn. 80,000 | 8,10,000
1,25,000 shares of Rs. 10 L B .
each fully called up12,50,000 | . " Fixtures . 18,000 S .
- Less: Calls in arrears 38,750 | 12,11,250 Less: Depn: 900 17,1000
o o '2."Reserve_an:d Surplus 2. Investments ' o
- ' S ‘ 4% Govt. bonds - - 1,50,000
+ General Reserve 66,250 _ o _ o
- -~ Add; Addition = - 20,000 86,250 |3, Current Asséts, Loans
L . . . and Advances '
P& L Account | 1,03,038] - '
i




3, Secured Loans

: 6 Contlngent Liabilities

R

-6_% D_ebei'ltu;".es -

S 4'Unsecure'd:Loan's S

o S Current Llabllltes &

Provrsmns :

. _A Current Llabllmes |

Bills Payable .
Sundry Creditors
Debenture Interest

B, _Pr_ov:smns 'f
- Provision for LT. = .
o Flnal Dw:dend proposed

1 750,000

45,000

1 1,05,000 |

22,750

65,500 |

| 60,562

|2 49,350 i

A. Current Assets

Inferest on bonds
~ Stock in Trade
) Sundfy Debtors

Cash in Hand
Cash at Bank -

B. Lo'sir_ls' & Advances

{a. Miécéllaheous expend_itu:re,-

Preliminary Expenses 10,000.
Less: ‘Written off 2,500

13,4750
- Less: Prov forDD 8,-1'2'5_ '

s

L L2sdezs0

| 6000
2,602,500

3,39375

15875 - -
85750

lllustration# 2

. The followmg Trlal BalanCe has been drawn up from the books of Super Sales Agenmes
L Ltd,, as on the 31% of March, 2000 ' :

Authonsed & Issued Capltal
- (Equity Shares of Rs.10/- each)

B Properties at cost:

'Lease hold .
 Other Property
" Motor Car

Provision for Deprecnatlon (1-4 99

Leasehold Property
.Other Properhes '
Motor Car

Sales less returns o

Mg. Directors remuneration
Rent Received .~ =
[nvestment at cost o

- Investment income (a&er deduction 22 575% lT) - -
- 7% Debentures - : S

Debenture Interest
Bank Interest

~ Bank Over Draft

| 'Admmlstratlon & Sellmg Expenses :
- Opening Stock o
' Purchases less returns

-

2,20,000
12,87,500

Cr.
Rs.

5,00,000

?‘ o '1,40’000 ._ s
¥ ' o _'_6,60,000'

21,500

. U21,45,000

50,000

228,575

10,500
‘5,845
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Debtors & Creditors'

3,00,000 1,50,000
Interim Dividend 50,000 - - .
P&L A/c. 1-4-99 - 57,520
Miscellaneous Receipts -- 3,500
Genera!l Reserve 1-4-99 - 96,500
_ Share Suspense - 3,000 -
Unclaimad Dividend . N _ - 2,300 .
‘Cash in Hand ' L 25000« -
‘Cashat Bank B 56,800 - ~- --

'32,35,720 - 32,35,720

The following additional information is available:

1.

2.

Closing Stock was Rs. 87,000,

Directors have recommended the following approprlatlons

a) Final Dlvtdend @ Rs.4 per share mcludlng the interim dmdend declared on

23- 12-99.

. b) Transfer_to General Reserve Rs. 10,000.

5.

Depreciation to be provided as follows:

'MotorCar20%pa on. W.D.V.

Properties other than leasehold 3% on W.D.V. T | ]
Leasehold property—purehased on 1-4-92 at RsbJ0,000 for 40 years.

i

Managing Directors are entitled to a r@eration of 10% of the net profit subject toa

minimum of Rs. 50,000;

Prevision for Taxation to b@dﬂat 5.5%. .

You are required to prep@ L Account for the year ending on the 31" of March, 2000
and Balance Sheet as on that'date aﬁer makmg such assumptions as may be necessary.

Solution
_ Profit and Loss A_ccbuqt of Super Sales 'Agen_ci'es' Ltd. _
Dr. For the year ending on the 31 of March, 2000 X - Cr.
. | Rs.| o : ' Rs.
_ To Opening Stock +2,20,000 § By Sales 21,45,000
To Purchases - 12,.87,500 | By Closing Stock ' 87,000
- To Gross Profit ¢/d. 7,24,500 ;
' 22.32,000) j2_2-,32,000
To Ad. & Selting Exp. © 1,80,000 By Gross Profit b/d. 7,24,500
* To Debenture interest By Rent received 36,025 .

10,500
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! * Depreciation on other properties:

" Cost of other properties

Depreciation up to 1-4-99

. Bink Value 1-4-99 .

Depreciation at 3% on 6,10,000

Net Profit per P & L Alc.

Add. Provision for taxation

M.D. Remuneration

(M D Remuneratlon @ IO% of Rs. 5,47, 239 54 724)

*** Provision for Taxation:

Net préﬁt asperP& L Alc..
Add. Provision for taxation

Profit prior to. calculation of tax provision
- {Provision for taxanon at 55% of 4,92,51 5 2 70 883)

<

. ** Managing Director’s remunerat A

To Ban.k in't.e.rest o 5,845 IBy'Income'.f.‘rbm investments.. 4,35';9'
To Depreciation - | 3,375 ) |
Motor Car (20%) 3,000 77425 .
Leasehoh:E 40, 00?' 3,500 | - - R o
T By Miscellaneous Receipts - | 3,500
. _*_ Other prop. (3%) .:18,300 - 24,800 ' ' '
Managi._ng.Director o
" Remuneration ** 1. 54724
Provision for Taxation*** | 2,70,883
© ToNetProfitc/d. £ 2,21,632 N
SR 7,68,384 - [_7.68384 -
© Tolnterim Dividend .~ | 50,000 | By Balance bf. 57,520
- To Proposed Dividend 1 1,50,000 § By Net Profit b/d. 12,21,632
. _To Transfer to General Reserve - 10,000 - o el
" To Balance ¢/f. | 69,152
2,79,152 - 2,79,152
Working Notes |

O O 6,60,000
"\?s S 50,000
5 G 7,10,000

' Rs. 18300

221,632

2,70,883

. 54,724

221,632

- 2,70,883

-

547,239

. 492515 -



~ Super Sales Agencies Liinited '
Balance Sheet - : o
'As on the 3 I of March 2000 _

1 Share Capital

Authorised Issued,
~ Subscribed, Called Up -

& Paid up:

" 50,000 Equity Shares
~ of @Rs. 10each
Shares Suspense A/c.

2. Reserves and Su
G_ener_al Reserve
Add: Additions

. P &L Account

- 3. Secured Loans

% 'D_ebentu(es _

4 Unsecured Loans

Bank oD

: S. Current Llabllltles

“and Prov:s_lons

- A. Current Liabilities

‘Sundry Creditors

. Managing Director’s

‘Remuneration
Less: Paid- _
Unclaimed Divid

B. Provisions

Provision for taxation
Proposed Dividends

rplus
96,500
10,000

- 54,724

69,152

4,724
2,300

1,50,000

5,00,000
© 3,000

1,06,500 |

| 1,50,000
7,500 |
1,56000

ng _
ends _

| 2,70,883 |

14,14,059

1. leed 'Ass_ets :

- Property at cost, | 6,60,000

. Leasehold Property 1,40,000

" Motor car 21,500

2. Investments
Investments at cost

3. Current Assets, Loans
. and Advances
urrent Assets
w. Stock in Ti'ade_ :
D Sundry Debtors
~ Cash at Bank
_Cash in hand-
* B. Loans & Advances
' Income tax deducted
.- at source (Gross
~Income) - - 4,359
Less:'__Net Income = 323'7_5

- Less:Depn. (to date) 68,300

- Léss: Depn. (to date) 28,000

Less: Depn. (to date) 9,500 |

: RS_..

591700

1,12.000
112,000

- 2,28,575 .

87,000

3,00,000

56,800 - -

25,000

984

14.14.059

'Illu'stralion - 3" i

Loss Account for the year 1999 and Balanc& Sheet -as on that date

Subscribed Capltal
* Calls in Arrears

Dr. Rs.

" From the followmg Trlal Balance of Superlor Flour Milis-Co., Ltd prepare the Profit &

Dr. Rs.

~  .26,00,000

1,000

(52
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_' - Reserve for equahzatlon of dlvldend B
. Loan from Andhra Bank (Secured bystock SRR T e
* wheat flouretc) - - U el e 00,0000
Creditors for wheat oL e 95000 -
~ Unclaimed dividends - =~ _' T e 2000

' Wheat (purchases) Account e - o 54,15,000 '_ K . -- o

P&L Account
Salaries

" Rent & Rates |
. 1 r_lcome Tax Pai.d’-

S G'eﬁeral Charges - L . .

"-"AudltFees T Q Yo e : o
".'Salanes&Wages outstandmg C % e oL 31,900 .
S N 1’}26;01’095 12603095 0

Machinery<ost ol 5000000 oo
‘Depn. on Buildings (1- 1-99) . : n o ) T
Depn. on Machinery (1- 1—99) S e 10000

Coal (purchases) Account o - o el 3,00,TJOO ' e

B .. Flour Account (Sales) S - " S .67,60,0_00_5-:'-' :
- 'leed Deposits AR . ___ DR - :-':.-. "':.-_1'1_’29,000__:
cwhaBak 0 wgss oo 0
- :Advahceto'EmploYees S - 25,000 -

CStoresuhases) o 3sse0 .
'Interestearned R " et T

Sharetransferfees o S e T - -
Sundry Debtors .~ 0T 66,000 L e

67000

44000,

You' are reqmred to make the foi]owmg adjustments as stlpulated by the Dn‘ectors

i -Depreclatlon on Bu11dmgs Rs 40 000 On Machmery Rs 2 00 ,000 \:

2. -Set aside Rs l 50 000 towards Generai Reserve and Rs l 00 000 towards Reserve .. -

for Equahsat:ons of the Dividend.

o3 _The Dlrectors reso[ved to give a gross dlvldend of 20% on the pald up value of the
.shares ' S S . .

4. Provide Rs.”'],49,'0?5 for-.'M_.‘D’s_remuheration. ; o
5, Provide interest on Bank Loan for 6 motﬁs @7%pa. .
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6. On 31-12:99 the following stocks were held: |
Wheat at Cost — Rs. 10,00,000; Coal at Cost - Rs. 15,000; -
Flour — Rs. 2,40,000; Stores at Cost — Rs. 95,000.

7. Provide for taxation: Rs. 2,00,000 o

8. lnt'eres_t earned but not received : Rs. 1,990.

Solution -
Superior Flour Mill Co., Ltd. |
_ _ Profit and Loss Account for thé year ending on the 31 of Dec. 1999 _
S D R. | o Rs.
| - To Wheat - 54,15,000 | By Flour Sales | 67,60,000
ToCoal - =« 3,00,000 ] By Closing Stock: -
To Stores Purchase  3,55,000 | © Wheat  16,00,000
Less: Closing stock 95,000 [ 2,60,000]  Coal . 15,000 o
To Wages | | 3,90,006] . Flour " 2,440,000 | 12,55,000 -
To Gross Profitc/d. - 116,50,000 | ]
: ' . 18015000) ' © | 80.15.000
To Salaries _ 67,000 | By Gross Profit b/d 1 16,50,000
.  ToRent&Rates . "34,500 | By Interest -~ 4,020 | .
To General Charges o 44,000 Add: Accrued 1,980 6,000
To Audit Fees . ' -~ 3,000 [{@rs Transfer-fees b 750
To Interest on Bank B . - o ' :
' Loan @ 7% for 6 C)
 months on 5,00,000 ' 0f{
To M.D. Remuneration 1 ,%S
To Deprebiation: <}“”‘” i
Buildings 0 S .
Machinery 2.,000000 | 2,40,000
To Provision for taxes 2,00,000! - : :
Add: Tax paid 16,000{ 2,16,000 . _
To Net Profitc/d. - . 8,85,675 ' _ © L o
' » ' : 16,56,750 1 T | 16,56,750
To General Reserve | 1,50,000 'By Balance b/A. 1 99,2'_25 o
To Res. for Equalisation A I By Net Profit b/d. o 8,85,675
of Dividends © ] 1,00,000 | -
To Proposed Div. 20% of '
Rs. 25,99,000. 519,800 ]
To Balance ¢/f. - 2,06,100 | | -
- © ] 9,75,900 - [_9,75,900
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Superior Floor Mill Co., Ltd.

Balance Sheet .
_ As on December 31, 1999 o N
_ Liabilities - Rs. - Assets Rs. 4 -
" 1. Share Capital . 1. Fixed Assets = . '
" Authorised Issued, Subscribed Buildings at cost 8,00,000 - '
Called Up. . 26,00,000 Less: Depn. (to date) 2,90,000 | 5,10,000
' - “Less: Callsin arrears ___1,000 | 25,99,000 L .
I _ o Machinery at cost  -50,00,000-| - o
2. Reserve and Surplus ° . Less: Depn. (to date) 9,00,000 | 41,00,000-
General Reserve - 2,00,000 - PR
_ Add:Apprbpriations ] 502000 3,50,000 | 2. Investments - . -
Rcserve for equa]azauon 3. Current Assets, Loans
. of dividend- -2, 50 000 and Advances
T Add: Transfer fiom . A. Current Assets -
- P.L.Appr. AL, 1200,000 3,50,000 | Stock in trade: = .
- P&LAk 2,06,100 { Wheatatcost = 10,00,000
S - .} Coal at cost - 15,000
3. Secured Loans . ~ Ll Flour - 2,40,000 | :
~ Loan from Andhra Bank - 5,00,000 | Stores at cost - _-95,000 | 13,50,000
(secured by wheat stocks, etc.) | - ' L
- S Sundry debtors 66,000
~4. Unsecured Loans Interest earned . 1,980
'Fixed-Deposits- ' 11,20,000 | Cash at Bahb o 86,595
5. Current Llabllltles& B. Loaus & Advances . o
' Provisions Advio employees . 25,000
" A. Current Liabailites o S ' R
Sundry Credltors | 95,000 ?‘ . P -
 M.D’s Remuneration _ 1,49,07" o
Salaties & Wages outstanding | - 31%’” '
Unclaimed Dividends @20
© Interest outstandingon . [ K/
Bank Loan - 17,500
B. Provisions . :
" Proposed Dividends . 5,19,800
Provision for taxation - | 2.00.000 L :
61,39,575 1 61,39,575,

The preparatmn of the Profit and Loss Appruprlatlon Acconnt is explamed in detalled.
: through lhe fo]]owmg lllustratlon B :

lllustratlon—4 o .

Prakash Tubes Ltd., had an amount of Rs. 10,25,000 in the P & L Account as on 1-1-1999,

Rs.20,90,000. The Board of Directors proposed the following:
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- During the year ending on the 31% -of Dec. 1999, the company earned a proﬁt of'n '




———— -

| INCOMETAX O

Every company has to pay incométax g its profits. Prof' ts can be known only aﬁer the end

" earning profits (during thetz
"ADVANCE TAX. . . '

Ca Transter of Rs. 6 25 (}00 to General Reserve;
'b. “Transfer of Rs. 5,00, 000 to Dividend Equalisation Reserve

¢ Payment of dmdend at 11% on Rs. 25, 00 000 cumulatwe preference shares and at

_ 10% on Rs. 30,00,000 equity’ shares; ' - ,
- d. '-Transfer Rs. 5, 00 000 to Debenture Redemptlon Fund :

_I_’repare the Profit and Less_Approprlatlon Account.

 Solution
oy _ Proﬁt and Loss Approprlatlon Account
for the year endmg on the 315‘ of December, 1999
P e _ Rs. o ' - Rs. _
To General Reserve -~~~ "~ 6,25,000 By Ba!ance bff. 10,25,000 -
_To Dwndend Equahsatton _ R By P&L Ar‘c.\(Ne't profit
. ReserveAle. .- [ 500000} . for1999) C . +120,90,000
- To Proposed Pref. Share o . ' '
- Dividend Ale. . .} 2,75,000
_ To Proposed Equity R
' DividendAfc. . 1 3,00,000
' To Debentures Redermption '
Fund Alc. | 5,00,000
ToSurplué L oaspo] | |
R S 31.15,000 \> P ETREX

of the accounting period and\gh&™actual assessment of the tax completed thereafter.
However, as per the ln_coax ct, 1961, Companies have to pay the tax while they are

While preparmg the P&L Account for the’ accountmg period, the hab:hty towards tax (for. -

‘that accounting perlod) is estlmated and the necessary provision is made

At the tlme of the actual assessment of tax, the balances in Prcwsnon for Income Tax
Account, Advance- Tax Account are transferred to the lncome Tax Account. If the actual tax

' as assessed is more than the provision, the difference is debited to the P&L Appropriation

Account (it is not debited to the P&l.. Account as the amount relates to the proﬁts of the
prewous accounting perlod) '

On the othcr hand, if the prowsmn made is more than the actual assessment of tax. The.
: dltterence is credited to the P&L Appropriation Account.

The Point is made clear through the followmg Illustrdlmn
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ountmg period itself) and the amount so pald is known as -




R lustration -3

Mahavir Afluminum Lid. made a provision of Rs. 25,00,000 towards income tax for the year
ending on the 3 1 of March 1999. However, advance tax paid and tax deducted at source on
Company’s income amounted to 23,00,000 and Rs. 20,000 respectively, for the said
- accounting year. On August 1, 1999 1LT.O. determined the tax liability for the year ending

on the 31 of March 1999 at Rs. 28,40,000.. For the year 1999-2000 an amount of Rs.

©30,00,000 has been paid as advance tax. Show the ledger accounts necessary

the provision required for 1999-2000 is Rs. 35,00,000.

assuming that

~ Solution _ .
) Advance Income Tax Afc.
Rs. Rs.
1999 : - 1999 _ .
Apr. | | To Balance b/f 23.00,000 | Agu.l | By Income Tax Ale. | 23,00,000
? To Bank Alc. 30,00,000 § 2000 _
' Mar. 31 | By Balance c/d. 30,00,000
—
: ' -53.00.000 : - | 53,00,000
2000 k '
Apr. 1. | To Balance bid. 30,00,000
Provision for Income Tax Alc,
Rs. S _ Rs_
1999 _ 1999 ‘ . : :
Aug. 1 | To Income Tax Alc. 25,00.000 Apr. | @Iance b/t. -1 25,060,000
2000 - _ 2600 ' .
Mar.31 | To Balance ¢/d 35.00,000 | Mar 31 )By P&L Appr. Ale. | 35.00.000
60,00,000 ' ' . 60,00,000
| Q AZ[‘I. t | By Balance bid. | 35,00,000
Inceine 'I%ed ucted at Source Ale. _
Rs. Rs. ..
1999 _ . 1999 ‘
Apr. 1 | To Balance ¢/d. 20,000 | Agu.l | By Income Tax Alc. 20,0060
Income Tax Account
Rs. Rs.
1999 i : 1999 , :
Aug. 1 | To Advance LT. Alc. | 23,00,000 | Aug. | | By Provision for
- To Income Tax ' L.T. Alc. 25,00,000
deducted at 2000 ' :
source Account 20,000 | Mar. 31 | By P&L Appr. Ale. 3,40,000
. To Bank 5.20,000 : -
28.,40,000 28,40,000
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' CHECK YOUR PROGRESS -3

R S
e T T

R

 Mustration =6 ) TN
Rauﬁpur-Engineerimg Co. Ltd., has an __Authoriéed'Capital of Rs.-40',0b;Q00'consisting. of
40,000 equity shares of Rs. 100 each of which 20,000 equity shares were\isgued 1o be the

public. However, only 10,000 equity shares were subscribed and the amount has been fully
called up. The following balances were extracted from the company ledgers.

Rs..  Rs

~ Share Capital ' I . . 10,00,000 -
6% Debentures of Rs. 100 each L SRS 5,00,000-
Sales and Purchases - S 12,00,000 - 15,39,000
Returns - : 35000 25000
P&L Account Jan. 1, 1999 SRR _ - 44000
Sundry Creditors . o S - 1,53,000
Reserve - o S [ — 75,000

" Bank Overdraft " . . ' R 55,900
Interim Dividend Paid . . R - 17,500 ---

~ Repairs to Machinery A 0 o 2,800 -
Repairs to Buildings - _ : 1,500 - .o

-~ Salaries. - s o O B ' 7,500 -
Income Tax . ' - 14,000 [

Insurance - ?\ . 9500 - -
Rent - L T o o 15,000 .
Wages I Q"’“" D 1,16,000 - -

‘Carriages o - - 18,500 R

~ Legal charges <b } ' S 5,000 —
Advertising .~ . - 12,700 -
Stock Jan. 1, 1999 - . 238000 0 -
Cashinhand ST 25000 T e
" Sundry Debtors - B S 1,04,000 . -—
Goodwill - : . o - 80,000 . -

* Bills receivable N o 68,000 =
Motor Vehicles - E S ' 15,000 -
5% Tax free Govt. loan (face value Rs. 50,000) . < 49,400 e
Calls‘in Arrears © 12,500 e
Preliminary Expenses ' _ L 24,500 --
Furniture & Fittings ' : . 8,000 - ..

© Office Equipments - ' S 47,000 -

. Plant & Machinery -~ 2 . 8,28,000 -

- Land & Buildings _ 4,50000 - .

o . : 33,91,900  33,91,900
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The followmg addmonal mformatlon is prov:ded

a. Stock on hand on ’the 31’31 of Dec 99. at cost was Rs. 2, '?1 000 However, the market
‘value on that date amounted to Rs. 2,95,000. ' :

s bl Prows”non is to be made for doubtful debts at S%

. Depreclatlon is to be provtded on written down values as follows

Plant and machmery at 15%, Furmture and Flttmgs at 10%

B _Motor vehlcles at 20%, Burldtngs at S%

d. The dlrectors have recommended ﬁnal dmdend of Rs 35, 000

- e Salarles included Rs. 2, 500 paid to auditors as Audlt fees

'f‘. ‘ Calls in arrears mclude Rs 1,000 due from the dlrectors

Prepare the Profi ¢ and Loss Account for the year endmg on the 31’“ of Dec 1999 anda
_ Balance Sheet on the date _ . - -

. S'olutl_on

' Rampur Engineering Company Ltd.
. Profit and Loss Account . . o
“Dr.- ~ for the year ending on the 31"t Dec. 1999 S Cr.
e : _'-"Rs. | Rs
 ToOpening Stock 2,38,000 B‘y_sales- - 15,39,000 f -
" ToPurchases. . 1200000 1 - Less:Rewrms . _ 35000 15,04,000,
Less: Returns 25,000 | 11,75,000 N\ - S
~ To Wages - 2,71,000
To Carriage . - . '
To Gross Profit c/d. [
o 75000
" To Salaries Coors00. Y ByGross Profit bid | 227,500
" ‘Less: Audit fees 2,500 o 5,000 § By Interest on Govt. Securmes 4 '_2,500\
" To Rent .. - 15,000 ByNet Loss | 10,700
.. To Insurance ~9,500] e
. To'Advertising - 12,700
To Legal Charges 5,000
_To'A'uditFees_-" | 2,500
To Repairs: o "
. Building - 1,500 | i
Machlnery 2,800 | - 4,300
To Depreciation: S
~ Building - © 22,500
. P&M. 1,24,200 |
F&F - S 1,800 | .
Motor Vehicles 3,000 § -1,51,500
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To Prov. for Doubtful Debts - 5,200 )
To Debenture Interest - 30,000 : :
' . 2,40,700 | 2.40,700
' - Profit and Loss Apprepriation Account
br. " for the year ending on the 31% of Dec. 1999 -~ Cr.
‘ Rs. Rs.
To Met Loss : 10,700 | By Balance (1-1-99) b/f. 44,000
To Intevim dividend 17,500 { By General Reserve
To Froposed final dividend " 35,000 (Amount transferred from) | 19,200
' 63,200 - 63,200
H
Rampar Engineering Company Litd.
o Balance Sheet
Dr. _ ~as on Deceémber 31, 1999 Cr.
Liabilities Rs. Assets Rs.
SHARE CAPITAL FIXED ASSETS
Authorised Goodwili 80,000
40,000 shares of Rs.100 each -40,00,000 § Land & Buiidings 4,50,600 _
Less; Depn. 22,500 | 4,27,500
Issued N ' '
20,000 shares of Rs.100 each 2{),00,{}00“ Plant- & Machinery  8,28,000
: ' \~>Less: Depn. ' 1,24.200 | 7,03,800
Subseribed : ' :
10,000 shares of Rs.100 each \10%00 Office Equipment ; 47,000
S . <1«_~.., Furniture & Fittings 18,000 _
Called up & Paid up 3 Less: Depn. 1,800 16,200
10,000 Equity Shares of_<b : ' _
.Rs. 100 each fully Motor Vehicles 15,000
called up: 10,00,000 Less Depn. 3,000 1 12,000
Less: Calis in arrears o
(including Rs. 1,000 : INVESTMENTS™
due from Director)‘ 12,500 | 9,87,500 § 5% Tax-tree Govt. Lean . - 49,400 '
RESERVES & SURPLUS CURRENT ASSETS - _
General Reserve 75,000 LOANS & ADVANCES .
Less: Appropriation 19,200-| 55,800 § A. Current Assets™™ . ..
. ' Interest on Invesiments 2,500
SECURED LOANS : ‘Stock in trade L 2,771,000
6% Debentures of Rs. 100 each 5,00,000 § Sundry Debtors 1,04,000
_intcrcst on Debentures - ' Less: Prov. for DD 5,200 98,800
Outstanding 30,000 . '
-Cash in hand 2,500
UNSECURED LOANS
Bank Overdraft 55,900 § B. Loan & Advances
Bills Receivable ' 68,000
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CURRENT LIABILITIES Tax paid in advance " 14,000 -
& PROVISIONS | -
A. Current Liabilities ' MESCELLANEOUS
Sundry Creditors 1,53,000 ] EXPENSES NOT
WRITTEN OFF . : _
B. Proposed Dividends : Preliminary Exp. " 24,500
. Proposed Dividends 35,000 o
18,17,200 . : 18,17,200
====

IHustration —~ 7

From the following Trial Balance and additional information given, prepare the Profit and
Loss Account of Krest Engineering Co. Ltd., for the year ending on the 31% of June, 2000
and a Balance Sheetas on that date: ' '

Trial Balance as on 30" June, 2000

‘Rs. : . ' Rs.

Interest ' 1,000  General Reserve ' 15,000
Debenture Interest 2,000 8% Debentures - . . 50,000
Director’s fees 1,000 Share Capital 1,00,000
Rent, Rates & Insurance 1,400  Bank Qverdraft at IOB - 750
Advance Income Tax 4,000 . Sundry Creditors 8,000
Cash at SBH 112,000 Profit & Loss A/c . 4,250
Preliminary Expenses . 2,000 . Gross Profit " 52,000
Cash on Hand 1,000 Debenture Redemption Reserve 20,000
Sundry Debtors | 35,000 Shamium- 5,000
Investment at cost 3,000 o '
Printing & Stationery - 600 ?\ ' '
Salaries and Wages 4,000% %
Stock on 30™ June, 1999 L 64,0007
Plant & Machinery S ' 00
{Original Cost Rs.75,000)

{.and & Buildings . 70,000
(Original Cost Rs.1,00,000) : '

' ' 2,55,000 ' ' 2,55,000

Additional I_nformation

1. Ofthe Sundry Debtors, debtors worth Rs.5,000 are less thari_s_i_x months old, and of
~ the remaining a debt for Rs. 1,000 is doubtful. - '

2. The Share Capital consists of 20,000 Equity Shares of Rs. 10 eéch, of which 1 2,500
shares are issued and those of Rs. 8/- per share are called up. '

3. Audit Fees Rs. 1,250 are to be paid and Rs. 12,000._are to be provided towards
income tax. ' : o

" 4. Insurance is prepaid to the extent of Rs. 400/-.

5. Land and Buildings are to be depreciated at 5% on the straight line basis, and -
Furniture, P&M are to be depreciated at 10% in their written down values. '
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L

6. Rs. 5,000 are to be transferred to Debenture Redemption Reserve.

7 -8% dividend on the pald up capital is to be prov:ded

8. Halfof Prehmma:y expenses are to be written off, -

16,750

162

Solution ‘
Krest Engincering Company Lid.
. . _ Profit and Loss Account ,
Dr. for the year ending on the 30™ of June, 2000 Cr.
. Rs. | | " Rs.
" To Salaries and Wages 4,000 | By Gross Profit 52,000
To Printing & Stationary 600 -
To Interest ' 1,000
To Debenture lnterest 2,000
To Directors” fees 1,000
To Audit Fees 1,000
To Rent, Rates & '
- Insurance 1,400 :
Less: Prepaid Ins. 400 | 1,000
To Preliminary Expenses - 1,000
. To Depreciation on; :
L&B 5% on 1,00,000 - 5,000 ~
F&F 10% on 4,000 400 0
- P&M 10% on 50,000 _ 5,000 10 400
To Prov. for Doubtful Debts 1,000 D
To Prov. for Income Tax 12
To Neét Profit c/d. »\l-.ﬁ%
. o <g 5’2”5000 _ 52,000
To Debenture Redemption <b By Balance b/f. 4,250
Reserve, 5,000 } By Net Profit b/d.
To Proposed Dividend - 8,000 '
To Balance ¢/d. 8,000 -
' 21,000 ' gl ,000
- Krest Engineering Company Ltd.
Balance Sheet
as on the 3?"‘ June, 2000
____ Liabilites Rs. Assets Rs.
SHARE CAPITAL ' FIXED ASSETS
Authorised Land & Buildings
20 000 Equity shares of _ (at cost) 1,00,000
Rs 10 each 2,00,000 | Less: Depn. (to date) 35,000 65,000



1 Furniture & Fix.(at cost). 7,500

3000

“Tssued & Subscribed o
12,500 Equity shares of o Less: Dpen. (to date) _3,900 |-~ 3,600
Rs. 10 each. ' .1,25,000 o . 1 '

SO ' —{ Plant & Machinery ol
Called up & Paid up 1 (atcost) 75000 0
12,500 Equity Shares of Less: Dpen. (to date) 30,000 | 45,0001
" Rs.’10 each 8/- per share - : L g
. Called up an paid up 1,00,000 lNVESTMENTS .
E 1 Investments (at cost)

"RESERVES & SURPLUS o ' S

Share Premium : * - 5,000 | CURRENT ASSETS -

General Reserve . - 15,000 f LOANS & ADVANCES®
 Debenture Redemption Reserve. . 25,000 | A. Current Assets ! _ A
" P&L Account - . 8,000 Stock in trade 64,000
S I o 1. Sundry Debtors -
. SECURED LOANS'«; L More than 6.months old 30,000 |

: 8% Debentures 50,000 3 Other dgbts Co 5,000
UNSECURED LOANS- -+~ § Less: Prov. for DD 1,000 | 34,000
CURRENT LIABILITIES& I

PROVISIONS Cash in hand : 1,000
- A, Current Ll_abl_lm'es' ~{ Cash at Bank (SBH) . 12,000

" Sundry Creditors 8,000 : R

. Bank overdraft at IOB - 750§ B. Loans & Advances '

~ Audit fees Outstanding - 1,250 | Adv. Income Tax 4000

S e | Prepaid Insurance . 400
B. ‘Provisions o IR B '
~ Prowv. for income tax. - 12,000 | MES ANEOUS .
- Proposed Dividend 8,000} EX ITURE
IR R _' s minary Exp. - 2,000
] Léss: Writtenoff 1,000 1000_
: 2,33’,&w ' S 1 2,33,000

' Illustratlon 8 . :
The AUthOl‘lSCd Capital of any Traders Ltd., is Rs. 6,00,000 dlwded into 60,000 equuy _. o

shares of Rs. 10 each. The following balances are extracted from the company ] bookp on

O thesl” ofMarch 2000

‘Cash in hand and at Bank -
Directors fees '
. Stock on 31* March 2000 -
- Rent and taxes paid in advances

Office Salaries.
Motor lorties 1% April,- 1999

Motor !ornes purchased during the year '

Factory premises

. ~ Plant and Machinery

'Sundr_y‘ Debtors
Bad Debts written oft

o -Rs.'_" :
25,000

- 6,800 ¢

70,000

16,000
37,500
L 4,500
. 2,00,000
1,99,580
o 60,880 -
R 1430'
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Rent rates and taxes
Advertising

Dividend paid (interim)
Discount on issue of shares
Calls in arrears

Profit & Loss Ac.

Gross profit for the year
Capital Redemption Reserve
Provision for doubtful debts

* Sundry. Creditors

Transfer fees
Accried wages

Staff Benefit Fund ,
Miscetlaneous receipts

- Share capital, Rs. 9 Called up "

13,200 -
10,750 -
21,750 -
7,500 -
. 63,000
) - 7,120
- 1,06,820
- 30,500
- 3,500
- 40,820
- 450
- £6,020
- 8,900
- 50
5,40,000
. 7,44,180 7,44,180

@

Ma'rch 2000'and a Balance Sheet as on date after taking into account the following: .

a. The Factory premises; and plant and machmery are to be depremated by 2% and

10% respectively.

b. Provision for doubtful debts, should be maintained at Rs. 5, 000
¢. ' Half of the Dlscount on issue of shares lst\o"ﬁwrnten off.

d. Transfer_ Rs. 10,000 to General Res

"Yo_u are re_ciuired to preparz the Profit & Loss Account for the period ended the 31% of
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Solution S . ,
_ R ﬁtg d Loss Account :
Dr. . - for lhe ye é""dmg on the 31% of March, 2000 Cr.
| Rs. L v Rs. )
* To Office Salaries 116,000 | By GrossProfit b/f. 1,06,820°
- To Rent, Rates & Taxes 13,200 | By Transfer fees _ 450
To Advertising 10,750 | By Miscellaneous receipts 50
To Director’s fees | 6800] L
. To'Bad debts _ 1,430 ' '
- Add: Provision to be -
. maintained - 5,000
\ - 6,430
. Less: Existing Provis_io_n 3,500 2,930
To Depreciation on: h ]
Factoty Premises @ 2% 4,000 | ~ = |
Plant and Mach at10% 19,958 | 23,958
To Discount on issue of shares - 3,750




To Net Profit c/d - 129,932 L
S -1.07,320 1,07,320 .I
To Dividend paid 21,750 | By Balance b/f. 7,120
To General Reserve 10,000 | By Net Profit b/d. 29,932
To Balance c/d 5,302 . '
' 37.052 37,052
Binny Traders Ltd.
Balance Sheets .
‘ _ “as on the 31% March, 2000
. Liabilites Rs. .___Assets Rs.
SHARE CAPITAL FIXED ASSETS
Authorised Factory Premises ~ 2,00,000 |
60,000 Equity shares o : _ Less: Depn. 4.000 ¢ 1,96,000

Rs. 10 each 6,00,000] . _

' . ~ | Plant & Machinery = 1,99,580 '
Issued & Subscribed Less: Depn. 19,958 | 1,79,622
- 60,000 Equity shares of . : -

Rs. 10 each ' 6,00,000 | Motor Lorries as on :

- ~ 1-4-1999 37,500 h
Called up & Paid np Add: Additiops- 4,500 42,000 .
60,000 Equity Shares of L Q ) . :

Rs. 10 each 9/- per CUR T ETS,

share called up - 5,40,000 LOA@ ADVANCES
Less: Calls in arrears __ 63,000 | 4,77,000 - - _

- - - %& . 70,000
RESERVES & SURPLUS Sundry Debtors 60,880 o
Capital Redemption Reserve - 30,500 [ Less: Prov. for D.D 5,000 55,880
General Reserve ' %(3)00 : : : '
P&L Account {302 | Cash in hand & at Bank 25,000

' Rent, taxes paid in advances 6,290
SECURED LOANS - \ '
UNSECURED LOANS: -- | MESCELLANEOQUS
EXPENDITURE
CURRENT LIABILITIES & Discount on issue of :

PROVISIONS shares 7,500 _

A. Current Liabilities . Less: Written off 3.750 3,750

Sundry Creditors -40,820 ' ’ S

Accrued wages 16,020

Staff Benefit Fund __8.900 ——
. 5,78,542 | 5,78,542

THustration —9

The following Iedger balahces_ are ex_tracted from Anush Ltd., as on 31-3-2000.
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L Equity capital J
_ Investments _

. Loans and advances
Provision for tax
Discount of debentures -
Unsecured loans -

acknowledged as debt.

Rs. (000) - 5
480  ‘Provision for Depreciation
228  Current liabilities

12" Current assets

180  Fixedassets -
24  Reserves
60  Secured loans"f'

_ '-Prepare Balance Sheet in horizontal and vertical forms. -

Rs (000)
252

394

586
. 1092,
- 396
180

There is a contingent hablllty in respect of a cla;m ot‘ Rs 1,00,000 agamst the company not

- Solution ~
!!' : .~ a) Balance Sheet in horizontal form
o - Anush Lid, .. . -
‘ - Balance Sheet as on the 31-3-2000 '
| T Liabilities _ Rs.(000) — Assels Rs.(000).
Lo . " SHARE CAPITAL - - " | FIXED ASSETS N
| - Equity Capital . , 480 Ori-g"inal\ cost 1,092 :
| S _ - S : ‘Less: Depn. —252| = 840
L RESERVES & SURPLUS 396| Investments - 228
R D .+ | CURRENT ASSETS &
- SECURED LOANS 180 NCES .
‘ -~ UNSECURED LOANS - ] 60 Current Assets | - 586
o CURRENT LIABILITIES _- ( b} Loans and Advances 12
& PROVISIONS . : ESCELLANEOUS- SR
A. Current Liabilities ‘?&a EXPENDITURE I
B. Provision for tax 1180 | Discount on Debentures . 24
T - =rew] | 1,69

Note* “There is a contmgent hablhty to the extent of Rs 1 ,00, 000

Y W S

g

'b) Balance Sheet in Vertlcal form

Anush Ltd.

Balance Sheet as at 31-3-2000

P
'

Particulars Schedule No.” Rs.(000) =
| o . 'L Source of Funds
o 1. Share holders’ funds: o
o e &) Capital 480
| L b) Reserves&Surplus 396
L _876 .
s



2 Loanfunds

- a) " Secured loans 180
b) - Unsecured loans . .60
. TL Application of Funds —
t.-Fixed Assets: e
‘8 Grossblock - .ol o
. ¢) Netblock R . o 840
dy Workmprogress SR L e e
2. Investment - e S (228
;3."_CurrentAssets&Advances - I o S
© QOther Current assets: a SRR 586 o
-'Loansandadvances N S . o120
Less: Current Llab:lmes and Provmons L -
" a) L1abtllt1es S S , 384 S
'b) Provisions =~ .~ e 180 564
L e) NetcurrentAssets o 24
4. Miscellancous Expenses: ' . o e
'-_Dlscountandebenture__s_ _ S - - 24
- Total RS _‘_ o j' e § N -0
"."Note Contmgent llablhty to the extent of Rs 1,00, 000 ST
2 66 SUMMINGUP o /‘\ L

L T‘he Final Accounts of companies corisist:of l‘f?mand Loss Account and Balance Sheet. _
'~ Profit and Loss Account is an integrated nit consisting of Trading Account, Profit and o
- Loss Account and P&L Appropnat:on@munt. The sources of information for the
preparation of these Final Accounts & Trial Balance and adjustments. made ai the end of the ~- -

vtﬁ g the. preparatlon of P& A/c: and Balance Sheet-
of company are same as those in other forms of organisations. But P&L Afc and Balance

financial period.” The principles go

‘Sheet are to be prepared as per the form prescrlbed by the Compames Act

67 CHECK YOUR PROGRESS MODEL ANSWERS R

'_ u) As per the instructions gwen in the ad;ustments a portlon of prellmlnary expenses is™
" to be written off. " The written off amount is debited to P&L Account and credited L
(deducted) to prelmnnary expenses. The balance of Prehmmary expenses wdl. L

appear as assets in the Balance Sheet. -

i When a runmng busmess is purchased by a company before its mcorporatlon the
profits made prior to the acqulsmon lS called proﬁts prlor to mcorporanon Tistor

~ be capltahzed
167

l) Trlal Balance whlch consmts ot‘ the balances drawn from the ledger accounts o




3)

- Tax Account

i) - Debenture interest is 'payable to debentureholders by the company. Hence it is an

" expenditure. Debenture interest appears on debit side of P&L Account and the

. o_utstandmg portion of Debenture interest, if any, will appear as llablllty

'11) Debentures - Redemptlon Fund represents the amount of proﬁt appropnated for

redeemmg the Debenture on the explry of the term.

Account a provision for tax is created and debited to P&L Account. At the time of
. actual assessment provision and advance fax account balances are transferred to Income

6.

8 MODEL EXAMINATION QUESTIONS _

| &

Answer the following questions'in about'30 lines each. :
e

1. State the purpose of Profit and Loss Approprlatron Aceount. : "
2. What do you mean by “above the line” and “below the line” in P&L Account'? -

3. - State the meaning of preliminary expenses and cost of Issue of shares What is the

- accounting treatment in respect of these items?
~4, What do you mean by Contmgent Llablhtles'? How are they shown in the Company
-Balance Sheet? : : g

‘5. Discuss the special items that will appear in the P&L Account of a company as
'compared to that of a Trader

1L Ans'wer_ the following questions in about 15 lines each.

Ex‘plain the meaning of debenture.
What is meant by fixed charge? -
What is interest on debenture? .

What do you mean by Manageti | Remuneration? . -
Explain the terms : '

a) Income Tax paid byny.
b) Profits prior to incorpOration.

woR BN =

6. State the accountm%tment of profits prr or 1o mcorporatlon

Probl_ems .

7. What are “dwls:blep ts”'?

From the fo[lowmg balances extracted from the Sundar Finance Ltd. , and the adjommg

information, prepare its Profit & Loss Account for the year endmg on the 30" of
September 1999 and a Balance Sheet as on the date :

- Rs.

- Compames pay advance tax on their income as per the law, While pr‘eparing P&L -
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Financial & Service Charges received 18,08,106 :
Rentals received “11,30,550 ,
~ Interest received - 76,498

Other Incomes - 28939 -
Administration Expenses 552,328

Interest paid 10,86,599 _
Depreciation 2,32,304 . v




~ Preliminary expenses written off =~ R VAR SR

" P&L Ac.1-10-98 ' S es
" Short Provision for dividend ofprevious year 8

-+ 2,00,000 shares of Rs. 10 each oo ' o AR _20’,00_,0{}0' _
. General Reserve : B . S 86,000
.~ Investment Allowance Reserve o I "-,_ S 8000
- Secured Loans .- R ..o 3140533
Unsecured Loans -~ - R S0 80,07,281
Net Block .~ . S L _ 3529249
. Investments - S T 3,86,136 -
Current Assets: o
" Sundry.Debtors . o 121,74,380
» Cash & Bank Balances - . - o R o - .22,45,947

Loans & Advances - . N L 3,64,223
_Sundry Creditors: S o 400267
Unclaimed Dlwdends o - L S 302494
' Bills Payable - - AR DR . 67,369
_'Prelimin'ary Expen_ses o R 74,870

g You are requlred to:

. a) provide Rs. 1,83,459 for the proposed dlvldends, .
b) transfer Rs. 4,00,000 to the General Reserve,
¢) transfer Rs. 5, 69 000 to Investment Allowance Reserve

1

P

. (Ans: Balance of prof it carrted to Balance Sheet Rs 402, Balance Sheel Total Rs

1,87,74 ,805).
. 2 Graphlte V1carb Ltd has an Authonsed Capltal 0 'R\go 000 dlvlded into 35, 000
- equity shares of Rs. 10 each-and 15,000 6% cu 1@ e preference shares of Rs. 100
each. The following are the balance in thefboiiks_-a oft the 31°of December 1999, -

~ Land and Buildings at cost o Q““” . Le0000
.Piant and machinery at cost - @ T 1,02,000 -
Furniture and Fixtures at cost ' S 30,000
~ Accumulated Depreciation: : P S
Plant & Machinery -~ =~ - . T 15,900
. Furniture.and Fittings . - = . . : e 3200
Equity Share Capital =~ . -~~~ . 1.2,00,000°
Preference Share Capital . : ST 25000 -
 Profit & Loss Ale. 31-12-99° - o 0 23,000
5% Debentures . I S 30,000
General Reserve , B '_ e S 5,000 .
Creditors =~ =, ST 33,6000 7
*Investments = S e T 8000 o
Stock 31-12-99 L 8700
Cash at BanR U 25,100 R,
o R . . 335700 . 335700

i

169,




_The'dire'ctorshaveresolvedto:' ; S a | ' ' ' ‘

_ (Ans Balance in P&L Appropnatlon A!c Rs. 500 Balance Sheet total Rs 3,16 600)

3. The Authorised Capltal of Modem Synthetlcs Ltd consists of 12, 00, 000 equity shares

E

a) -pay dividends on preference shares; o _ o
~b) ‘propose 8% dividend on Equity Share Capital; : - o o

c) transfer Rs. 5,000 to General Reserve . e ) ' ' I
Prepare the Proﬁt & Loss Appropnatlon Account and Balance Sheet as per the Company s ‘
Act. : : o
|

LR

- of Rs. 10 each. The following balances were extracted from the company s account
books as on the 30th of June 2000.

‘General Reserve -~ . S 50,000 :
Provisions for Baddebts. , = R o 70000 0
Calls in arrears  ~ © - SRS ST 15,000 = !
Premises S S 2000000
Plant & Machinery S 1060000 ' -|'
Interim dividend - - _ S e 75,000 ' ,
~ Audit fees I - S L 1,450 o
Stockon1-799 - S L4000 ‘
: 'Fumrture&letures P o S S 14400 .
_ Sundry Debtors -~ . \> o 174,000 . '{
- Goodwill I L PR - 50,000. e
' CashatBank - . . O y 85800 |
. Cashinhand = - NS S 03,500 -
~ Purchases less returns ?\ o S 372,000 .
Wages - . Y. N S 129730
~ Freight - . : ' Q““* _ 3 o o : 13,000 ' |
- Carriage - . o - ' o 13,230~ y
General Expenses : - S 33,670 . !
" Preliminary expenses ' - . ' 10,0000 . -
Salaries ~ . .- . ., : o S 29,000 . |
Directors’ fee - P . S ST 10,0000 !
Bad debts = T e R a0 :
. Debenture Interest pald S o - - 18,000 :
. Capital fully paid o B o  8,00,000 - .. |
- 6% Debentures % ' . 600,000 . . i
. . P&L Account 1-7-99 I 290000 . |
© Bills Payable: L S 40,000
- Sundry Creditors o - R _ 96,000 'Il
_ Sales T B : o y B 830000 o O

: Debtors “The closing stock amounted to Rs. 1,90,000. Prepare the Fmal Accounts L ' _-,)"—I.
(Ans: Profit Rs. 1,23,000, Balance Sheet Total: 17, 12 ,000) | |

Plant and Machmery is to be deprecrated by Rs. 66,000. One tenth of Preli 1rn1nary Expenses o

~ have to be written off. Interest on Debentures for the half year, ending on the 30™ of June, ‘

2000 is not yet paid. Provision for doubtﬁJl debts is to be maintained at 5% on Sundry
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4. Jolly Plast;c Industries Ltd., was incorporated with 2, OO'OOOIShares of Rs. 10 each on 1-
*7-98. - 1,50,000 shares were issued to the public and except for 30,000 shares, all others
~ were subscrlbed The following is the trial balance as on 30lh | une, 2000.

Rs. . Rs.’

Closing Stock - : - ' . 3,00,000
Salaries : | 1,05,000
Printing & Stationery 3,000
Postage - i ' 4,500
Motor Car maintenance - ' o o 13,500
Calls in arrears (on 1,200 shares) . : S 3,600 :
‘Share Capital : e ' " 12,00,000
Debtors & Creditors o o T 435,000 90,000
Gross Profit - S - 6,00,000
Fixed Assets at cost: S I C
Furniture N : T - 1,80,000
Motor Car o : _— L 63,000
Premises ' _ o o 6,00,000
Investments : o ' 45,000
Dividend ' ' : . 4500
Aundit fees - . : . 2,250 : '
Directors’ fees ' o _ ' 3,600 '
P&L Ale. 1-7-99 - . 78,000
‘Cash at Bank - C : 2,70,000 '
Cash in hand - B . 7,050
- Provision for Depreciation 1-7-99 -~ . ' o
" Furniture - R 0 30,000
Motor Car i e - 18,000 .
Premises o ' 15,000
' ' 202352500 20,35 300

~ the following:

You are required to pr’ep:;\re Pé&L Account @Bal ce Shieet after takmg into c0n31derat10n

a) provide deprecr'ation on writtga}wn values: furniture at 10%, Motor Car at 20%,

and premises at 2 2 %.
b} Market value of the Investments on the 30‘h June, 2000, Rs. 32,000.
c¢) Provision for taxation required to be made is Rs. 1,58,000.
d) The shares on which calls are unpaid are to be forfeited.
e) Directors proposed a dividend of 1 5%. :

(Ans: Profit: 1,58, 325 Balance Sheet total Rs 17, 85 A25) L Ve

5. M/s. Novelty Manufactures Ltd was formed Wlth an Authorised Capltai of

- Rs.30,00,000 consisting of equity shares of Rs. 10 each. The closing stock on the 30™ of
‘Sept. 2000 amounted to Rs. 2,74, 000 The followmg Balances have been taken from the
- company’s account books:

Rs. = - ' Rs.

Sundry Debtors: 5,00,000°  Interest on Govt. Bonds - 6,000

~ Wages & Salaries “1,91,826  Sales - 19,67,000
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_.'_!____ S

14,904,000 P&L Alc. Balance

T \ 19,200
Baddebts =~ - 6,800 'Depreciation Provision - 4,04,800
Directors’ fees ~ ~ . 5,800  Unclaimed dividends ~ = 3400
Tnterest on Debentures .. 12,000 Sinking Fund : 5,00,000
Insurdnce. . . - 6,000  General Reserve o 95,200
_ Cash at Bank : 35500 Returns (Purchase) . 7,000
4% Govt. Bonds 2,00,000  Bills payable 18,600 -
Motive power 38,000 * Fully called capital 25,00,000
Buildings: 7,001,200  Interest on Sinking Fund
General Expenses _ 14,834 - Investments ' 16,000 " -
- Rent, Rates, Taxes - 18,500 - Sundry Creditors. . 4,00,050 -
" Discounit on Debentures 10,000  Misc. receipts - .7 800
Sinking Fund Investments -~ 5,00,000 4% Debentures -~ 6,00,000
. Goodwill C . 7 .1,00,000 - Prov. for bad debts 20,000
" Loose tools - 8450 Stock 1-10-99 - 2,60,000
‘Retuins, ~ © _ "~ 9,400 Machinery 19,85,400
-Bank Charges = = A - . 2,900 Leasehold land 3,00,800
- Depn: Machinery ' 1,10,000  Preliminary Expenses 16,640
Bmldmgs 30, 000 ' : o

Provrs:on for bad debts is to be mamtamed at 5% on Sundry Debtors. Rent Rs. 2, 600 is

“outstanding. -Insurance paid is for the year ending on the 31* of Dec. 2000. The whole of

6. Prepare the Proﬁt & L:oss

preliminary expenses are to be written off. Provision of Rs. 20, 000 towards Smklng Fund -
(for redemptlon of Debentures) is to be made -

(Ans: Net profit: 22,0_00; P&L_ Appropriatr
Rs. 41 89'050)' o %\

/c. Balance: Rs. 21, 200 Balance Sheet Total:

: Prepare the Prof t & Loss Account, P&L pfro}bon Account and Balance Sheet.

gount for the year endmg on-the 30" of Sept. 2000 and

Balance sheet as on tg%ate rom the following Balance exiracted from the books _

" Rs.

8,500

S S g Rs.
Debenture interest 7,500  Equity Share capital . 4,00,000
Sundry Debitors - -~ 1,00,200 Sundry Creditors 1,75,700

* Property at cost 7,00,000 6% Pref. Share Capital 4,00,000
Fumiture 70,000 5% Debentures 3,00,000
Advance tax paid . 30,000 Interest received
Motor Vans at cost 3,00,000 P&L Account - 57,700
Investments 1,00,000 -+ Bank O.D. 3,00,000
Purchases 9,81,000  Sales 13,40,000

‘Packing - 18,000 - Opening Stock 2,90,400
Delivery charges 88,800 Salaries ' © . 1,04,000 '
Interest on O.D. 15,600  Rent 30,000
' + . Freight ' - 21,400
_ Final Dividend (98-99) 24,000
Pref. Share Dividend (99-2000) 12,000
Discount on issue of shares 4,000
" Preliminary expenses - 2,000
Bills Receivable . 83,000 .
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o follovwng

You are requ:red to take mto accoun‘l thefollowmg o o - S

: Salanes mclude Rs. 4 000 spent on makl ng furmture

" Bad debts amounting to Rs. 1,500 to be written off. -
Furniture (including new) to be deprecrated at 20%
'Closmg stock: 2,85,000. . o co

* Rs. 2,000 are to be wrltten off out of dlscount on issue of debentures, :

' 'Prov:smn for taxation is to be made for Rs. 16, 000 S

Motor ‘Vans have to be written off over 15 years. -

3% dl\ndend is proposed by Dlrectors on the Equny Capltal

-wapwawper

(Ans Net Prof' t: Rs. 35 000 Balance of P&L Appropnatlon Afc Rs 8700 Tolal of
Balance Sheet Rs 16 39 900 ) : . S _ : -

L _7 The followmg balances have been taken from the account books of Kanorla Chemlcal |
: Ltd as on the 31* of March 2000 o : g S :

' Debenture interest 1250- CSales U oa, 35000 o
' _'P{Jrc}tfascs R 38 20 000 -~ Discount received © 7 f 4350
Wages = _T*t}'_ l425m),?Sahnesaf='z_'fﬁﬁfa' 33500*
o icomeTax .. o "'1’3‘ 500  Electricity.- . - 4250
. Director'sfees - - 17,000 Repaits . 62500 0
.. Trade Expenses © 15,000 Rates and Insurance . :_ o 10 000. .
~ Advertising ' 65,000 Packing. matenals ST 8250
" P&L Account 1-4-99 | 150 350 - Share Capital .~ . _1{1,'0.0,000_'
5% Debcntures L 50 ,000 Premises ;' - 7,00,000
‘Furmitwe ~~ © . 50,000 . Stock C 610,000
_ '-Sales Ledger Balances c 18 500'_j " Cashombhand =~ = . 7 700
" 'Bought Ledger Balances ’22 500 - Capital Reserve -~ ' . 75000
. ._-'Accumulated Depn on ﬁ.lmature 1, SOOQ Bafk O.D. 000

- Prepare the P_rof it and Loss Accou%ﬂ the Balance S.h“eet'a_ﬁer. taking._into account :'{he B

Closmg stock was Rs. 7, 93 350, -

~ Furniture to be deprecxated at 10% on the' stratght Imc basns

"Rs. 1,750 for doubtful debts to be ‘provided.

- Rs. 5,000 to be transferred to Capltal Reserve. .

. Repairs. outstandlng Rs. 23, 540 ' s

Insurance prepaid: 3,300.. - .
- Stock of packing materlals at the end of the yeéar amounted to Rs | 000.
_Prowsnon for income tax Rs 77 500 and for dmdend at 6% '

Fmime arp 97'."9* '

(Ans:

15 52 :600.)

8 ~The followmg balances have been extracted from the books of Krishna Ceramlcs Ltd as
on the 31¥ March, 2000. The Authorised Capital of the Company con51sts of | ,00,000

P&L Approprlatlon Account Balance :

166 8]0 Ba!ance Sheet Total

' shares of Rs. 10 each of whlch Rs 8 per share are called'up. -

am

"Rs.



Share Capital '

- Stock 1-4-99 -
. Insurance
Interest

Prov. for Doubtful debts'

. Sundry Cred:tors

Sales

Plant and Machirery

Discount received
Office Furniture
Rent, Rates

© 8,00,000- P&LAf.(Dr)
1,23,000  Light & Heat - -
5,000 - Carriage
-3,000 - Cashat Bank "
13,600 Sundry Debtors.
1,63,400 - Wages '
19,25,200  Purchases
2,56,400 ~ Salaries . -
5,665 - Advertisement
1,44,200 - Factory Power -
52, 500 :

The followmg addmonal mformatlon is prowded

- (Ans: Net Prof' t for the yeas Rs 30,80

i) Stock on the 31% of March 2000 amounted to Rs. 2 56,130. _
i) . Provision for wages amounting to Rs. 12 100 and for rent amountmg to Rs. 12 000

to be made.

iii_) Further bad debts amounted to Rs. 15, 700

iv)  Provision for doubtful debts should be at 5%

v) A machme costing Rs. 26,800 has been debited to Purchase A,fc
- vi)  Included in Sundry Creditors.is Rs. 50,000 borrowed from the Bank of Indiaon 1-

'12-99 at 9% on hypothecatlon of stocks
vii)' Prepaid insurance was Rs. 1 ,000.
viii} Deprec;atlon on machinery was Rs. 41 _'

iX) " The directors proposed a malden @end of 4%

9. The followmg ba!ances ar
.50,00,000 of shares @

- Opening stock

Discount -
Carriage
Boilers

Rates and taxes
Bank

Cash -
Interest.on loan

Preli, Expenses
Furniture

Purchases
Wages
Consumables

" Land
" Machinery

Engg. Tools

Rs : : o
6,65,000 Distribution frieght
30,000  Callsin arrears |
57,500 . Debenture Interest (2 year) o
3,75,000  Shares -
55,000 - Railway. su:lmgs
4,000 - Loan to Director _
8,000 .. Baddebts . -,
. 91,000  Equity capital '
10,000 4% Debentures -~
1,50,000 - Bank O.D.
17,32,500  Bills payable
© 8,05,000 - . Creditors
63,000  Sales.
12,50,000 . Rent received
7,50,000  Transfer fees -
. 1,50.000 - Profit/Loss A/c (Cr.)
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?@]ance Sheet total : Rs. 10, 52 552, )

@ﬁn from the books a company whose capltal is Rs.

Rs.
25,600
© 25,600
16,500
1,27,365
'3,26,200
72,400
15,64,300
45,400
. 76,600
43,800

nd on Furnlture Rs 13 068}'-

Rs.
130,000
10,000
10,000 -
10,000

- 1,00,000

6,000
25,500
20,00,000
5,00,000 -
7,57,000
1,00,000
“1,40,500

" 36,17,000

30,000
6,500
67,000




Goodwill : C2,75.000

" Debtors : . 2,66,000
Bills receivable - 1,34,500
Advertising _ _ 5,000 .
Dealers Aids : 10,000
Repairs ' _ 16,500

- Commission - 57,500

~ Transit insurance . : 110,000

Trade expenses - 156,000
Additional Information ;-

‘a) Directors recommended 10% dividend, .
b) Stock at close is ‘Rs. 7,08,0000 But Marketing Manager estimated its value as
~ Rs.8,50,000. o . o
- ¢) Rs. 25,000 for wages and Rs. 25,000 for trade expenses are outstanding,.
- d) Depreciation to be charged: machinery 5%, Engg. Tools 20%, Boilers 10%,
- Fumitwre 10%. " B : '
€¢) Rs. 21,500 are bad debts, provide 2% for doubtful debts. o
f) Write off 50% of Personal expenses, Transfer Rs. 50,000 to Redemption Reserve.
g) Bills receivable for Rs. 6,500 are discounted.. : -
h) Provide Rs. 2,40,000 for tax. Prepare P&L Account and Balance Sheet in horizontal
" and vertical form. - ' : o : ' o
(Ans:'N.P. Rs. 1,90,610. Balance sheet total :_-'Hlorizont_al Rs. 40,45,110, vertical Rs.
"33,05,610.) o o - -

10. The fdllowing are the ledger balances from Apur@mited. _

Opening stock - 132,000 wFixed assets: _ _
Purchases - 1,84,000 “@©pening Balance 12,60,000
Stores Consumed 100 Addition _ 67,000
Manufacturing Exp. . =~ I-,GS% Investments _ 26,000
Salaries & Wages - - 1,50,00 Share Capital T _ 2,380,000
Freight , 57,000 ° -Share Premium ' 20,000
Sales 5 776,000 General Reserve _ 80,000
Items used in works - 90,400  Development Reserve 1,20,000 .
Dividends (Cr.) 1,000 Repairs Reserve - 40,000
- Profit on Blocks - 30,000  Secured loan 2,30,000
Sundry Expenses 3,000 Unsecured loans . 50,000
* Profit/Loss Alc. 20,000 Debtors =~ -~ . . - 1,02,400
* Provision for depreciation 5,60,000 - Interest on Capital during
Transfer to repairs reserve 52,600 construction 15,000
Interest on Loan- . 22,500 Deposits (Dr.) . C 40,000
Depreciation - | 51,500  Bank™ = ' 1,40,000
Interim dividend 28,000 Cash o 2,000
Provision for Tax : 75,000 Managing Directors . A
Out standing exps. 5,000 remuneration . 6,000
. Creditors: . 170,000
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Hl_nt: IMD Remuneratlon ' RS

Further mformatmn _'; B

' i) - Closmg stock valued at Rs 1, AT, 000 : e
':. " i) :Managmg Directors (MD) is ehglble for 5% Remunerallon on proﬁt
i) .Proﬁt on biock sold as-per Compames Act Rs. 20 000 '

o i\?) Depreciatwn alone under 1. T Rules. Rs. 65 000

- v) . Profit/Loss at Baiance has been amved at aﬁer debmng prowsmn for Tax Rs

o _75,000 and Deveiopment rebate Rs 15, 000
~ vi) - Details of repalrs Reserve are:__. Sl

-_Opemngbalance 38 000 DRI
Add Transfer Lo 52000 R
: 790,000
. _Less Exp - 50,000 -
: Balance :-' : ..40,000
' vu) Fmal Dmdend dec!ared lS 20% _ : S L
: _vul) Share Capnal Consnsts ofsharcs@Rs 10 each '. IR

| P!'epare ﬁnal accounts ShowM D Remuneratlon calculatmn .

(Ans N P Rs I 65 573 Baiance Sheet Rs 12 39 682)

" 'N.P. before M.D. remuneratlon Coo173682 0

. Add. Exp. notajlowed CING) e

' Depreciation. o 03,500
Repairs C 52 000 .‘;0_3_2.5.99 o

?\ : 27
65000 ST

- Less Aliowable exp: d ) e
. _.Repalts - Q‘:’* 50 000— --'1215.000

MD Remuneratlonl62 ZxSHOO 3109 T

N i ‘Sunrise Limited has a Nominal Capital of Rs 5, 00 000 of Shares @ Rs 100 each The

following are balances at the close of ﬁnanclal year Prepare final, accounts aﬁer lakmg
: add:tlonal mformatlon mto account - R . :

 Buildings 290 L Advance Tax S 60 '

Machinery '-1_.00'-.-..-"-._'LooseTool_s... s

Sales T 5200 . Deb. Interest - R R e
Salariesofs - %7 lnvestments o SN0

' Provision fordoubtfu! debts R B interest accrues 2

Share Capital - 2000 i BadDebts - 6
- Closing Stock 0 e0 . .Depreciation 20 e
“ Purchase (Adj.) o210 Rent . T

" Salaries e s '

. Directors Fees

60 ~General reserve'"-'. _ .. o 40 )
j0 - ProfivLessale. - . 25
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Expenses P |
" Unclaimed Dmdend I R
Interest on mvestment N

: Debmrs

. 3'__Addlt|onal inl‘ormatmn

Credltors -

Prows:on for depreelate Bm Iding .
. Machinery

14% Debentures o

S ’ Closmg stock is more than opem ng stock by Rs 30 000

BENTR Reserve for doubtfut debts @ 4%.

o iti. Make provision for Income Tax @ 30%. § '
v, Deprec;atlon includes Rs. 8 000 on bualdmgs and Rs 12 000 on machmery

v 25% dividend declared..

o (Ans NP Rs. 106400 st Rs. 730000)

92
S0

5.
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~ . This unit aims at discussing profits prior to incorporation and the method of ascertaining

'C'(mteii_t_'s

'UNIT-7 : PROFITS PRIOR TO INCORPORATION

~

7.0 Aums and’Objectiﬁ;Q .

7.1 Introduction '

7.2 Meaning of _,Prdﬁ't_s’-;i"riof 0 lriporpo'rat'i'on-
- 7.3 Ascertainmert éf:Prﬁjﬁt or Loss -

7.4 Sum'm_h}gUp o

.75 Chéck Your PrngésS-:f.Model Answers - |

7.6 Model EXaminatidﬁ Q"bel'sfions' :
7.7 'Rééommended Books - _
7.8 . Glossary . Ca [

-« explain the meéhing of profits prior to inca@tion;
a

7.0_AIMS AND OBJECTIVES

such profits..

' Hév_ing égudied and wofke:d :througl1 this unit, you should be able be :

o describe the accounting procedure of ascertaimment of profit or loss; and
_» solvethe problems relating to proﬁtsto incorporation. '

e

7.1 INTRODUCTION ___ V7~

is to be distributed to shareholders after making required

ascertaining of net profit,

% A ) . - ) . -.
In the previous unit you ?; ve learnt about preparation of. company final accounts,

appropriations. - In this unit, ¥6u will learn about profits prior to incorporation and the
* accounting procedure pertaining to ascertainment of profit or loss prior to incorporation.

- 7.2 MEANING OF PROFITS PRIOR TO INCORPORATION

A company comes into existence only when it is incorporated. While a Private Limited
Company can commence its business as soon as it is incorporated, a Public Limited

Company can commence its business operations only after getting a certificate to commence

busiriess. . - Profits prior to incorporation means profits made by a company before it is
incorporated, rather before it has comie into existence. How can a company earn profits

before it is incorporated? Sometimes a proposed company may enter.into an agreement with « -
. the vendors of an-already existing business to take over such business from a date prior to its

incorporation.  For example, a company incorporated on the 1* of May, 1999 may have

purchased a running business from' the 1" of January, 1999 and if, according to the -
agreement, the company is entitled to ‘the profits of such a running business from Ist.
January, 1999 to the 30™ of April, 1999 (pre — incorporation period) such profits are known

as *profits prior to incorporation’. When a running business is purchased from the vendors,

JE



. it is generally. taken over from the date on which the accounting year of the vendor starts, 50"

- that the assets and liabilities can be taken over on the basis of the figures given in the’

Balance Sheet which is prepared on the basis of the previous day’s position. "

Profits prior to incorporation are not eamed by the company in-the normal course of its -

business.  Since the purchase price payable by the company to the vendors is Tikely to
include the amount of estimated profits for the pre-incorporation - period, they are to be

. treated as capital profits and are to be transferred to capital reserve account., These profits L
- .canndt be made available to the shareholders as dividends. Just as there can be profits prior -
. toincorporation there can be losses priof to incorporation also. Such a loss'is a capital loss
_ and is debited to the Goodwill account: = I

It is to be noted that the date o'f'incorpb'ration is to be taken into consideraion but not the -

date of commencement of business for the purpose of calcuiatin'g profit or loss prior to

[incorporation. In a public company, some people argue, profits prior to incorporation mean

profits upto the date on which the company is entitled to commence the business. But

. profits prior to incorporation, strictly speaking will mean on_l_y'- profits ‘upto. the date of

incorporation whether it is a Public-or a Private company. Moreover, when a company is: |
incorporated, as and its is legall y speaking entitled to enter into contracts and earn-profits. -

CHECK YOUR PROGRESS - 1

‘ . 1} What do you understand by pro'ﬁts p?ior to iﬁ:corpgiratio'n? . '_:

Ve N

- i) . Indicate the correct answer from the .follbwing a@tivés, S

Profit prior to incorporation mearis:

a) profit upto the date.on which the Mp'any is entitled to commence the business.

b} profit upto the date of incorporation

- .¢) profit before the company has come into existence.

7.3 ASCERTAINMENT OF PROFIT OR LOSS

Profit-or loss prior to incorporation can be accurately ascertained by preparing the Profit and

Loss Account as on the date of incorporation. For this purpose, stock-taking and balancing .-
of accounts have to be done, which will involve a lot of inconvenience. “ To avoid this
inconvenience, the profits for the entire year are apportioned between pre-incorporation and .

post-incorporation periods on the basis of time and. turnover ratios. The method usually -
+ followed in apportioning the profits involves the following steps: -~ -y -~ . ]

n Trading Account is"prf_:p'ared' for the whole.period; f.e.; the period'bét'\#eén the date of

~purchase and the date of final ‘accounts -to ‘ascertain the . gross profit. ‘Date of
_incorporation will not affect the ascertainment of gross profit. .. - T
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) .' ..Tlme ratlo and sa.les ratlo are calculated . -._-Tlme ratto

&y The Profit and Loss Account is prepared separately for pre-mcorporatlon and post-

. . respective gross profits and the pro
. followmg entry is made to brlng such proﬁt or loss Jnto account

o lllustratlon -—1

is calculated takmg into account _
‘the time. between the date’ on’ whlch -the- ‘business is taken over -and- the date of
. mcorporatton and the penod between the date of mcorporatton and the. date on whlch o
“. ‘the final accounts ‘are prepared For example, a funning business was taken over by a . .
company from the l" January, 1989, the: certificate of mcorporatlon was recewed onthe. -
1 of May, 1989 and the. final accounts were ‘being prepared on 3isat’ of: December e

1989. - Tn- such a_case-the time- ratio of pre and post. moorporatton perlods are four i
‘months (from the 1% of January to the- 30"‘ of April; 1989) and- eight months (from’ the SR
1*.of May to the 3!”‘ of the December 1989 and so the ratio is 1:2.-. _The sales ratiois . - o

srmtlarly calculated takmg into. account the sales durmg pre-mcorporatton perrod and ST
‘the sales during post mcorporanon penod If the sales between the 17 t of January, 1989

_ and the 30 of April, 1989 are Rs: 2,00, 000 and the sales between the 1* of May, 1 989
tothe 3}" December 1’989 areRs 600{}00the ratto is ] 3 : R S

L _ -'_3)-: The gross proﬁt is: then dwtded on the basns of turnover or sales ratto in between pne- B

o rncorporatlon and post-mcorporatton penods

- mcorporauon perlods dividing 1 the vatious expenses in between the two penods ‘Those
" expenses which are mcurned on: the basis . of time hke ‘salaries, rent, - msurance,

depreciation, a audtt fees, etc:, are allocated in the ratic of time and those expenses whach R

" are connected- with sales like commtssron adverttslng, bad debts drscounts, etc., are’ ;.j

_ allocated in the rat ' 'of sales R

However, the follow:ng pomts should be remembe:-,_

“and remuneration to. managertal pe
E tncorporatron perlod .as _thes " penses are lncurred by the company aﬁer _

mcorporatton

u) Expenses such a_s ' 'nQ salarles, mtereSt on capttals, etc, should be charged to"__'
_ pre-mcorporatlon «I o R - T " w0 . - L _ _
' tu) If “there are any- expenses whlch are of seasonal nature they are charged to the_ '

penod in whlch they are mcurred

| 'The total expenses thus: allocated in between the two penods are deducted from the .

fit or loss prior.. to. incorporation ls ascertamed T he R

a) Forproﬁt & -
Proﬁtand lossAccount . ... 'Dr 'j'f }
To Prof ts prlor to tncorporation Account

b) For 1085

“Goodwill Account!Suspense Account Dr - T
: To proﬁt and loss Account . e

A.P.Traders Ltmlted was. lncorporated on the ¥ May, 1999 to take over the busmess of Mls
A and B from the. 1" of January, 1999 The company recewed the cert|f cate to cornmence

.::lgo S

o l) Expenses such as, the dtrector s ek, "erest on- debentures, preltmmary expenses, R

pess nnel should be charged entirely 10. post- )




" Discount of sales . -« Sales 1,500° 0 -0 2,100 '

_ busmess on the 1‘il of July, 1999 From the fol!owmg partlcuiars relatmg to the year endlng
- .on the 3!“ of December, 1999 you are requu'ed to ﬁnd out the profit prlor to mcorporatlon ©

Ty -Sales for'the yeat 1999 Rs. 6,00,000; Sales up to the 19 of May, 1999 amounted to Rs. o

.. 2,50,000 and sales up to the 1% of July, 1999 Rs. 3,00,000.

_ i) The Gross proﬁt ascerlamed by.preparing Trading account was Rs.1, 80, 000 -
L 1i_i) The other expenses relatmg to- the busmess for the year were: -

. . i . |

vy Interest to Mr*s Aand Bon the purchase pnce up 10 the 1 of May, 1999 was s Rs.3, 000 .
: 'v) Rs 600 of bad debates relate to the debt before mcorporauon _ .

r incorporation _ '

Statement showngg groﬂt bel'ore fnd

: a!localion o D

10,000 - v~

Stationery & Printing o Time” - 1,200 2’400

CRemt . Time 3,000 . - 6000 - -
Interest on debentures .~ - - . 1+ -
‘Baddebts . . . . - 600" - - - 900 -
Auditfeess . . Time = 500 - o Loo0 -
Commission on sales .. Sales 2,500 - 3,500 -

" Depreciation . Time | 8,000 . - 16,000
General expenses - Time

Interest to vendors I o .
upto the [* of May, 1999 - - .- - 3000 . . -

PROFIT - 40600 39600 —— e
o L ' 75,000 75,000 1,05,000 1,05,000 .

. . 1,500 L. 3200 0 oL
Advertising : - Sales - 7,500 - = 10,500 - . -~
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: 'Partic__u'la"rs S _ Basis of - .P‘?z@orporauon - Posl-mcorporauon e
et _ C. _Dr - = Cr.

G_"OSS'-'P_fdﬁt'-_ A Sales - - 75000 - 1,05,000 -
‘Salaries . Timéy % 5000 - s




The profit prlor to mcorporatron amounting of Rs 40, 600 is 1o be transferred to capitat-
~ reserve.account which will be distinctly shown under the head ‘Resenres and Surplus” on

liabilities side in the balance sheet
Working Notes
.i) calcu'la.tion of sales ratio _ : : ' S
Total sales for the year 1999 - - Rs.6,00,000
-Sales up to the 1* of May, 1999 (Dae of incorporation) ~ Rs.2,50,000
The ratio wil be 2,50,000 : 3,50,000 or 5.7

i) Calculatnon of time ratio

Period between the begmnmg of the year to the 1" of May, 1999 is 4 months

‘Period between the 1™ May, 1999 to the end of the year is8 months
The ratro is4:8corl: 2

lllustra’tion -2 °_

Apex Ltd., was mcorporated on the’ I" of October, 1999 take over an existing busmess from'-’. '

| . the 1* of July,1999, The purchase price agreed upon was Rs.3,60,000 to be satisfi ed by the

issue of the 12% mortgage debentures to the extent of Rs.3,00,000 and the balance of o
Rs.60,000 in cash. The assets taken over by the company were Rs.3,40,000 and Good wril '

amounting 10 Rs. 20,000. Interest at 9% was payable on the purchase price from the’ 1# of

July,1999 to the date of settlement and the purchase price was duly pald on the 1* of_' '
November,1999. On the same date company :5 to the pubhc 40,000 equity shares of
fuh. - _

Rs 10 each which were subscrlbed and paid fo

The profit and Loss Account of the busm@--the year ending on the 30" of June, 1990 was -

" as follows
To Salaries and Administ’ra@.@, T 1,00,000 By Gross profit 5.00,000 -
expenses - _ o : N o
To Selling and Dislﬁ@ -
expenses o 50,000
To Depreciation I S 10,000
To Debenture interest. - 24,000
_To Director’s fees = -~ 6,000
To Preliminary expenses - - 10,000
To Interest on purchase price -~ 10,800 - ' o
To' Goodwill written off . 20,000 o T
To proposal dividend o . T
onequ:lyshares @ 10% s 40,000 S
To-BaIanceof-proﬁt' : - 2,29.000 o .
: ' - 5,00,000 500000

T




-_."__'-:Gross profit apporttoned -
.- onthe'basis of sales - S
. [EXPENSES BASED ON TIME -

) EXPENSES BASED ON TIME‘

. _Z.:':-?-Sellmg and DlStl‘lbUthl‘l o
o irexpenses
" Intergston purchase price 10,800~ 3:1 -
. EXPENSES APPLICABLE L
... .TOCOMPANY = . . - L
.. Debenture interest ~ . 24,000 | |
. Director'sfees -~ ¢ 6000 = .
“Preliminary expenses 10,000 -~ . 0

_ Go_od__wtll written off" . 20000 . O

7 Sales from July 1999 to Sept 1999

Sales for the: months of July 1999 lo Sept 1999 amounted fo. Rs 5 00, (}00 and from _
October,rl 999-to June 2000, to Rs.15, 00,000. Prepare a statement apportlomng the prof ts .

belween pre~mcorp0ratlon and post mcorporatlon perlods

' Statement apportlomng the proﬁts between pre¢ and post mcorporatlon perlods

"P-artlculars ~ Ratio Em_j_ummmannn__EDSLmﬁﬂmﬂEﬂm" '

Dt.. Cr.

Cgse0 - 3,_75,000

Salaries and

~'Administrative expenses 1,00,000 o S
- “Depreciation - __10,000 T ®

110000 13 . 27,500 - 82500 -

50000 13 1250 - 37500 -
8100 -~ - . < 2700

. Proposed dividends - __40,000

100000 1,00,000

. PROFIT . L o ) 00 __ . 1,52.300 =
R N 1%5 000 125,000 3,75,000 _3,75,000'

- .

N

'f '_.'_'l__.“he'ré"f'ﬁt_e, the profit prior to -incomor%ﬁmdﬁnt'to Rs.‘?g,QOO :

L __'Wor_king' Notes

| Rs'\s,oo’ooo : w
 Rs.15,00,000

-."'Salcs ratlo

* " Sales from Oct.1999 to June,2000
' ';".-_'The ratio will be 1:3 . -

2) : ': Tlme ratuo . ' S S
. . ‘Pre-incorporation period —July 1999 to Sept.1999 =3 months
- Post»mcorporatlon period- Oct, 1999 to June, 2000 = 9 months.

The ratlo w1ll be l 3




PROFITS PRIOR TO INCORPRATION

lllustration -3

Cookme Ltd was incorporated on 13' March, 2001 to acquire a spice powder merchant s

‘business as from 1* January, 2001. The purchase consaderatlon was agreed at Rs, 6 000!- to

be satisfied by the issue of:

3000 Equuty Shares of Rs. 1 each fulIy pa:d and Rs. 3000 6% Debentures

The foilowing Tradmg and Profit & Loss Accoum for the year ended 3 }"‘ December 200i is

©  presented to you
| Rs, . ) | Rs,
Purchases (aﬁer adjustmg stocks) 7740 | Sales 15000
Gross Profit . L. 72601 ' |
‘ 15000 | - 15000
e e
‘Management Salaries 3000 | Gross Profit '?260
Office expenses 201 |
- Selling expenses - 820
- Carriage outwards 170
. 'Rent and Rates 200
. Debenture Interest 1351
Dividend 3
Director’s fees 00\} .
- Preliminary expenses.
Interest on Purchase consaderatron ' O 920
Balance N 1808 e
' ' - 7260 7260
Ve —

&

You obtain the following %‘m&l mformatlon

. Sales made by the ‘Company amounited to Rs. 13 000/-

: ii. The Shares and Debentures were issued to the. Vendor on * Aprll hOOl

iii. Interest at 6% per annum was paid on the purchase consuderatlon from [ .lanuary, 200!

to the date Payment.

You are requlred to prepare a statement ina columnar form apportlomng the baiance Prof' t-

aﬁer mcorporatlon .

- and Loss account for the year ended 31* December, 2001 between the pertods before and -




Solutnon o

Statement showmg Proﬁts eamed prlor to and aﬁer mcorporation

" Worlung Notes

Sy Interest on Purchasc Consnderatlon

Pre-incorporation: 2 moriths (January & February)
Post- mcorporatlon 1 month (March)

2) | Though prclimmary expenses relate to the post-
: the same against pre-mcorporatlon proﬁt Accordmgly,

by law to write off
ion proﬁt has been apphed S

_ incorporation profit has been applied first and post incorporati
only to the extem not covered by pre-mcorporatlon prof' i

]

185

| o Lo ' Pre-incorporation - P'_os't-in:corpora_ti'on“
| Particulars Basics  Totat | 1-1-2001 to,_ 1-3-2001 to

IR B ' 28-2-2001 ' 31-12-2001.

- I Rs. Rs. ~ Rs. .
| Gross profit __ | Sales 2:13 7260 968 6292
Tresss o L | g

Expenses &

Loses S . —_ . :
Management. | Time I:5. 13000 | - 7500 2500

| Salaries - : - e

‘Office . - | Time1:5: 250- A2 208
Expenses . N o L
Selling -~ | Sales2:13. 820 109 . 71
Expenses . L L S o
Carriage Sales2:13 ' | <. 170 23 T
Qutwards - - L o S
Rent and Rates | Time 1:5 1200 33 167
Debenture | Actual 135 - 135
Interest ~ - | ' - L
Director’s Fees | Actual 200 | - 200
Interest on’ ' Time 2:1 90 [ 60 30
Purchase - | S o
Consideration - | . " , o
- - 4865 | L \I67 - 4098
Net Profit 2395 201 2194

‘| Less: . R ?\ )

‘| Appropriation: .. YA o o
Preliminary - A 201 " 86
Expenses e " ‘ L
Dividend [ S/300 - ~300.

- 1. 587 201 386 .
Balance Profu 1808 = 1808 -

mcorporanon penod yet itis permltted -
the pre-.

)




Hustration -4

E

Sweetex Lid. was incorporated as Private Limited.Company onl1* August, 2001 to take over |
a business as a going concern as from 1* February, 2001. The purchase price of the business-

~for such acquisition was fixed on the basis of the Balance Sheet of the firm as at 31
January, 2001 but this agreement provided that the vendors wotild get 80% of the Profits
earned prior to 1* August, 2001 as compensation. Company’s accounts were-made upto 31%
January each year and the summmarised Trading and Profit & Loss Account for the year
ended 31" of January, 2002 disclosed the following results:

Rs. .Rs.
To Materials Consumed 186000 | By Net Sales ' 260000
To Manufacturing Wages | 48500 | By Stock '
To Miscellaneous Expenses of S - Finished goods 49000
Manufacture 18600 Incomplete goods -~ - 6000
To Carriage Inward’ . 6300 : '
To Gross Profit C/d 35600
' 315000 | 315000
To Salaries & Establishment Charges - 18300 | By Gross Profit b/d 55600
To Office Expenses 2750 | By Bad debts recovered 500
. To Directors Fees : 1800 '
"To Bad debts ' 2300
To Debenture Interest _ 1250 :
To Commission & Discounts - 7800 o : :
To Carriage Outwards ' n 1600\> I
 To Depreciation B30 o -
To Net Profit for the year o . . o
o < 30100

3

* Further information available was that:
a)  Sales from 1-2-2001 to 315722007 amounted to Rs. 116000 o .
b} Bad debts amounting to Rs. 1100 were written off prior to 1% August, 2001 and
¢) Recovery of Bad debts was in respect of debts written off during 1998.

Prepare a statement showing profits earned prior to and after incorporation. State also the
amount of profit prior to 1™ August, 2001 thus payable to the vendors.
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E Solution

Statement showing profits-earned prior and after incorporation

' ' Pre-incorporation Post-incorporation
Particulars | Basics Total 1-2-2001 to 1-8-2001 to

31-7-2001 31-1-2002
. . Rs. : Rs. . Rs,
Gross Profit | Sales 55600 24806 - 30794
- | 1160144 '
Add: Bad Debts : : - .
recovered . | Actual 500f 500 -
' ' 56100 . 25306 . 30794
—————7 . —_————— : -

Less: Expenses

& Losses:
~ Salaries &

Establishment . N .

Charges Time 1:1 18300 9150 - 9150
Office expenses Time :1 2750 1375 1375
Directors Fees | Actual 1800 | - 1800
Bad debts i Actual 2300 1100 - 1200

- Debenture Interest - | Actual 1250 - © 1250
Commission & . . S g .
- Discounts - Sales’ - | 7800 3480 . 4320
116:144 c _ :
Carriage Outwards Sales 1600 @ 886

- inenss | | o
Depreciation Time i:1 10300 { >.5150 ' 5150
: - R R 46100, 720969 o 25131
Net Profit ~ . ) 00 | 4337 5663
Less Compensation '

to Vendors: <b 3470 3470 B

80% of Rs.4337 | | |
Balance Profit | 6530 867. 5663

Illustration -5

~ New Ventures Ltd., was mcorporaled on 1* January, 2002 with ‘an authorized Capital
consisting of 5000 equity shares of Rs. 10 each to take over the running business of
Rundown Brothers as from 1* October, 2001:

The followmg is the summarlzed Prof:t & Loss account for the year. ended 30"' September
2002: _

2
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- ' Sales . ~__Rs. Rs.
1* October, 2001 to 31 December 2001 . . . 6000

© 1* January, 2002 to 30" September 2002 19000 |- 25000
‘Cost of Sales for the year .. S ' - 16000 -
Administrative Expenses . _ . 1768

- Selling commission. . - . . " - 1 875
- Goodwill Written Off ' o | 200

" Iriterest paid to Vendors. e . 3713
(Loan repaid on 1* February, 2002) . o
DlS’(I’IbUtIOn Expenses {60 percent vanable) T - 1250
‘Preliminary. Expenses written off o b 330
Debenture Interest -~ - - . P 320
Depreciation I S o ' 444 | _ -
Director’sFees . = = L 100 | 21660
Net Profit o e - _ L 3340

o The company deals in one type of product The unit cost of sales was reduced by 10 percent
©oin the post-mcorporat:on perlod as compared to the pre-mcorporatlon perlod in the year

_ : You are required to prepare a statement apportioning the net proﬁt amount between pre- '
. :ncorporatlon and post—mcorporat:on periods showmg the basus of appomonments

.Solutlon

: Statemem showtng proﬁts earned prior to and aﬂer ;{corporation

' o I O \ ) Pre- Post-incorporation
P_arti’wlars- B _.Bas_ics 1 - | incorporation { - 1-1-2002to0
: T 1® 1-10-2001t0 | 30-9-2002
- 31122008 | |
: IR . 1§ Rs. - | Rs. . . Rs.
" Sales S _AclualQm{; 25000 . 6000 : 19000
Less: Expenses & ”~ i : S :
. Loses: 1 _ o S L
CostofSales . | 60:171 16000 | 4156 11844
Administrative N _ ] - - -
Expenses | Time 3:9 1768 442 © 1326
Selling Commission - | Sales 6:19 | - 875 S0 0 b - 665
Interest paid to ' s S
Vendors . | Time3:t | 373 | 280 93
- Distribution | : ' ' '
" Expenses: | . SR o -
Fixed (40%) = . | Time3:9 | = 500 R VX 375
- Variable(60%) . = | Sales6:19 | ~ 750 | . 180 ' 570
Debenture Interest” - | Actuat 320 -] 320
" Depreciation - - [ Tinie 3:9. | - 444 1l - 333
" Directors Fees | - Actual 100 | - 100
- _ R 121136 |~ __5504 | __ 15626 -
7 NetProfit ~ 3870 496 | . 3374
. Less: Appropriations: | . R o -
© Goodwill WrittenOff | . - | . 200 . ;
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o |- |

i . Ny Ppe}]mmary Expenses , . :
s o 530 | o .49 - 34
‘__ .. 3330 . _ 3340-. .

.:._Sales . : _
f cost per unit between pre-mcorporat;on and post-mcorporanon penods 10 9
of number . of units sold between pre-mcorporatlon ‘and post-mcorporatmn o

ij:f::'noﬂs:_ﬁ:'l:? :
"ﬂéhce the ratio of aliocation will be 10x6:9 x 19 or 60:171
R -_lnterest p'ud 1o vendors

| - | Ple Incorporatlon 3 ‘months (Oclober to December)
Post —mcorporat:on 1 month (January) '

: In wrmn;, of good w1!l and prehmmary e\tpenses pre-mcorporatlon prof it has been
applied hrsr The portion not covered by pre-mcorporat;on profit has. been written off agamst N

: post-mc.orpo: ailon proht

IR CHECK YOUR PROGRESS 2
! o o 1) Prep.netlme ratio from the followmg paruculars

A runnmg busmess was taken over by a company from of July,. '2000'the certificate of

‘. incorporation was recelved on the 1" of Novem 000 and the tmal accounts were
|l:- o _bemg prepared on the: 30"‘ June, 2001. : “ Coe e
I[ .

m.-

Z : 'mtted was mcorporated on 1*‘ of May, 2000 to take over ‘the business of ‘Y

| | _Ltm:t'ed from 1* January, 2000. The company received the certlﬂcate of commencemem S
T of business on the 1% of June, 2000. Sales for the year 2000 Rs.10,00, 000; Salesupto 1™ - .- -
| -+ of May, 2000 amounted to Rs.4,00, 000 and saies upto the: 15' of June 2000 amounted'-. .

RSS“O{}O

. 4 SUMMING UP

_ Proﬁts pr:or to mcorporatlon mean proﬁts made by a companv before it is lncorporated
. These proﬁts are not earned by the company in the normal course of its business and as such

_'_'shareholders in the shape of dividends. . . T,

T '. o e

L . they are 0 be treated as capital. proﬁts Profi ls prtor 0 mcorporatlon are not available to the .



_ busmess on the 1*' of June§

For the purpose of calculatmg profit or Ioss prior to mcorporat:on the date of 1ncorporal:on
of the company is taken into account but not the date on which the company is entitled to
commence the business. To ascertain the profits prior 10 incorporation, the prof" ts for the
entire year are apportloned between pre-mcorporatlon and pOSI- mcorporatlon '

Time Ratio-and Turnover Ratio are taken as the basis for apport:onmg protlts n- between the

_ two perlods

7. 3 CHECK YOUR PROGRESS MODEL ANSWERS

1) Profits made by a company before it is mcorporated rather beiore it has come mlo
- existence are known as profits prior to incorporation.
~ i) " Profits uptd the date of incorporation. '

2. i), Time ratio = 1:2
'ii) Sales ratio = 5:2

7 6 MODEL EXAMINATION QUESTION S

L Answer the following questions in about 30 lines each.

1. How do you ascertam the prof' it or Ioss prior to mcorpomtlon? Eaplam with
example :

IL Answer_the following questions in about 15 fines each.

1. What are profits prior to incorporago . ' o
2. Can there be loss prior to incorpor Explain with examples.

Problems - o | ‘ :{

The company has acquired a runnihg business from the 1

. XYZ lelted was | incor ragon the 13' of May, 1999 and it was entitled to commence
of January,1999. The Prof' t%d Loss Account of the business for the year 1999 was as

' follows N

To Salaries. = . 40,000 By Gross profit 2,00,000
~ To Carriage - 15,000 _—

To Advertising’ 200000 o
To Genéral Expenses : 10,000 . : .
To Interest on Debenitures - 6,000

~ To Director’s Fees 4000

- To Audit Fees D . 5000 -

To Depreciation on fi xed

assets - - 20,000
To Interest paid to ' : '
' vendors (up to 30"

~June) L 10,000 -
To Net profit for the year 70,000
200000 . 200000
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-Sales upto the !‘“ of May,1999 were Rs.2,00,000.. and after the 1¥ of May, 1 999
Rs 800 000 You are reqturcd to ascertain the profit pnor to mcorporatlon C _

To Opening Stock

" To Purchases
To Balance C/d

P . To Director’s Fees
" To Selting Expenses -
S To Audit Fees =
! - . .To Prefiminary expenses -
- To Net prcﬁt

L o .1nc0rpora.ucn

! " To Admamstratwe Expenses .

-l ) (Ans Prof t pl‘lOl' to 1ncorporat10n Rs l 333)

i C2 A_]antha Ltd., was :ncorporated on the 17 of July, 1999 to take over the busmess of A &
i+ Co. as a going concern with effect from 1% of April, 1999. The following is the profit and
Ioss accounl for the year endmg on thc 3!" of the March, 2000 of Ajamha Ltd. .

. .
240 000 By Sales (upto 30-6- . . .’ 7 6,00,000
' 99R520000) A
350,000 ‘By Closmg Stock . - 1540,000 -
150000 - . - SRR
\ .. g L : N -
7.40,000 > . S 7,40,000
===="== A =
6000 By Balance cfd _ ©1,50,000 -
_72,000
2,000,
6,000
- 28,000 - _
1,50,000 ~ 1,50,000,

' You are requlred to prepare a statemem showmg the p{oSearncd ‘prior t© and'_. after

(Ans Prof' {pnor to mcorpcration Rs l6 500) O Iy
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* Loss prior to Incorporation

~ Profits prior to incorporation’

: Loss suﬁ’ered by a company before |t 1s
- mcorporated

1" Profits made by a_ company betore 1t is -
mcorporated
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- 8 0 AIMS AND OBJECTIVES

- issue of bonus shares

'_U_N_rr'f.s;--soNU's_sHARES R

Contents

8.0 “Aims and objectives

81 lntroductlon -
8.2 Meamng of Bonus Shares :

' 8.3 Ob_leCtS of Issuing Bonus Shares |

8.4 Sources of Bonus. Shares

8.5 Provisions of the: Compames Act 1956.-. S

8’:6 AccountmgTreatrnent

8.7 Summmg up

' 8.8 Check Your Progress : Model Answers
"89 Model Exarnmatron Quest_lons .

8 10 Recommended Books
8.11 Glossary '

" This unit aims at discussing the issue of bonus shares by company, the COI‘IdIthI‘IS to be o
- fulfilled before the issue. of such shares and the accounu@ '

) bonus shares.

atment pertammg to issue of

Havmg studred and worked through thls umt ou s be able to
sh%

. 6__ expiam the objects of issuing
e state the sources of bonus share@

o-.__'expiam the prowsrons of f mpany Act 1956; ' o
. o describe the accountmg lreatmem penamlng to issue of bonus shares, and

- soive the problems on |ssue of bonus shares..

81 INTRODUCTION

- /__

"You have already learnt the meaning of dt\nmble proﬁ’ts, that is, prof its to be dlstnbuted to |

shareholders as dividends and profits prior to incorporation, in the previous. three units. In

- this unit you will Tearri about the objects of issue of bonus shares and accounting tréatment
Further you will learni about the various sources for -

pertaining to issue of such bonus shares

8. 2 MEANING OF BONUS SHARES

- Bonus shares are those’ shares whlch are iss
" They are issued out of reserves, both capita
: shares is-also known as caprtallzatlon of Feseryes.
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uecl wrthout any payment to the share hoiders o '
| and revenue.. The Process of issuing bonus:-_' .
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. A company can just'i'fy»the issue of bonus shares in the following circumstances:

When a company built up large reserves, it may desire to distribute.'such'_ reserves ?1n6ng the
shareholders as bonus. Such bonus may be either cash bonus or capital bonus. Cash bonus

~ can be given only when the company -has sufficient cash to pay'th'e.'bon_us and 'whgh
distrib_utionj_o__f cash bcr!us-does- not affect the working capital of the company. Capital bonus
is given when the company wants to distribute among the share holders the accumulated

reserves and when it is not in a position to pay the bonus in cash. Then the bonus declared is -

either used in making partly paid shares fully paid or in issuing free fully paid shares of the
company. Such free fully paid-shares issued by the company are known as ‘borus shares’.

" Ini the process the reserves utilized by the company in issuing bonus shares become part of

the company’s sub$criqu capital. Such bonus shares can be issued only with the permission
~of the. Controller of Capital Issues.- ' : Co : '

8.3 OBJECTS OF ISSUING BONUS SHARES
The objects of i_'ssu:i ng bonus Sljares afe: _
' i o bonser\}é':-_the cash resources of the company;

ii. to pre_sen't-"q_'i_pmper figure of share capital 'with which profits can be com pal'éd; and
iit. to offer capital gain to'the share holders. _ ' -

1. when the company has!accumulatcd'ljarge reserves; .. _
ii. when the company has expended such reserves in revenue producing assets and
* when it is ot in a position to give cash borik ; and -

iii. when there is a wide gap between the ‘shar

: _ pital” and “fixed assets’, i.e., when the
company is under capitalized. - -

Othé“i*wise the issuing of bonus shares ?@1 be justified by a-cbmpany. A ,company should

paying cash dividend, because ¢ sswing of bonus shares not only increases the dividend

bearing capital of the compa ! Morteover if in future the rate of dividend is not maintained '

- not resort to the issuing of bonu'@is erely because sufficient cash is not-available for

it may lead to discontentmé @r ong the share holders and fall in the market value of the

shares which will not be condugive to the flow of capital intoit. '

+ The bonus shares issued by a CO!ﬁp&ﬂ}! may be either Equity shares or Preference shares, but
it isonly_the equity share-holders which do not carry a fixed rate of dividend that are issued

as bonus _shares._

CHECK YOUR PROGRESS — 1

I. What is the purpose.of issuing bonus sharés‘_?l

................................................................................................................
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8 4 SOURCES OF BONUS SHARES :

- 'Sections 78 and 80 of the Compames Act

" ‘paying up uinissued shares of the company to
fully paid bonus shares. It follows, therefore,
' company for makmg partly pard shares fully pald

. shares are issued. The prov:suons of the Compa
_ shares are worth notmg in thls connectlon .

The var_tous sources for tssue of bonus shares are:

i) Share Premium,

u) Capttai Redemptlorl Reserve,

' m) General Reserve

tv) Profit and Loss Account Credit Balance _
v) Capital proﬁts such as profit prior to incorporation, profit on p'urchase of business, o
- profit on sale of fixed assets, etc., and : o o -

vr) Any other reserves accumulated out of proﬁts

1956, state that the Share Premium account and -
her reserves may be utilized by a company-in .
be issued 1o the members of the company as
that only revenue reserves should be used by a. '

Capital Redemption Reserve account or ot

to issue bonus. shares must fulfill certain condmons before the

A- Company which wants
mes Act, 1956 regardlng the issue of bonus

CHECKYOURPROGRESS 2 T W\

i) The Art:cles ot Assocratlon of the Company must permlt the issue of bonus shares

ent number of unlssued shares to enable the. COmpany 1o issue
d capital, the necessary resolution altering the
les of assocnanon should be passed by company '

in There should be a suffcr
bonus shares. If* there is. no unissue
‘memorandum of. association and artic
for mcreasmg the authorlzed capltal

u1) The share holders at their general meetmg must approve the Board’s resolutton

regarclmg the rssue of bonus shares : : :
Per the issue of bonus shares the guidelmes |ssued by SEBI have 1 be tollowed
he following pomts must also be kept-in view: by L

* Besides the above mentloned p[‘OVlSionS 1
us shares Some of 1mportant guldehnes are as

the company before it. resorts tssumg bon
. follows: _ . .
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- u) Bonus shares cannot be rssued unless the panly paid shares are- made fuIly pa]d

- -m) Bonus shares cannot be rssued in heu of the dividend.

g
rssumg bonus shares

' w) "Bonus shares can be Issued only out of free reser
ash, Reserves created by reva!uatlon -of asse

i) ~The time gap between two successive bonus 'issues should be at least three'

ves and share premium collected in
ts cannot be used for the purpose

| 8.6 ACCOUNTING TREATMENT

‘When a company wants to make partly paid shares f'ully paid, tl'ie_ following entries will be

necessary
W) General Reserve Account . Dr..
Profitand Loss Account = - Dr.
To Bonus to’ Shareholders A/c
ll) Share final cal] Account o Dr,
: to Share Caprtal Account
in__) B_onus to Sh_areh.olders Ar’e | Dr.

'To Share Final Call Afc

{with the amount benus declared)

(with the final call amount due)

(Bunus utili;ed to make the final call pa_i_d up) -

When the bonus declared is used for issuing free fu@rd konus shares the followmg

EFIH'ICS are HCCC ssary

i) Prof t and Loss Account
General Reserve Account
S _‘S_h:are Pre_mium Account _
_ __Capi'tal'_Redem'ptjon_ReserveAfc “Dr.

~ Capital Reserve Account % Dr.
' To Bonus to Sharehold '

n) Bonus 10 Shareholder A,fc . Dr.

" To Share Capltal Alc " br.
- To Share Premium Al Dr.

_ (if bonas shares ar__e'_issued at préemium)
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- Dr. | (D!th the amount of bonus declared for _

[?\ issue of bonus shares)
Dr. o : '

c'\

( wrth the amount of bonus used for rssue of
bonus shares) '




: Illustratlon 1

‘The Balance Sheet of A hmlted company on the 31* of the Dec 1999 was as under

L. o ) . .
- "Liabilities ~Rs. _Assets O Rs._
' Share Capital: : T S R
l 00 000 shares of Rs. 10 each ~10,00,000 Fixed Assets ©15,00,000
o -{ Current Assets . 5,00,000 .
. Rs ?50 per share pald up 7,50,000 | - ' ' R
" General Reserve 4,00,000 S g
Share Premium - 200000 7
Profit and Loss A/c . -+ 2,50,000
Sundry Creditors - 4,00,000 |
| amem| 2000000
.The Company demded 1o make partly paid shares fully pald out of Profit and Loss Account
The company also decided to-issue one fully paid bonus. share for every two, shares held-and
" for this purpose the share premium was to be fully paid. Give Joumal entries. for the i issue of
P bonus shales and prepare ‘the Balance Sheet of the company : :
. Solutlor; L . '
Books of ‘A’ lelted Company
' Journal S :
! R U e o S B e
! Date <. Particulars o @ Rs. T} Rs.
- Dec. 31 | Profit and Loss Account - e DRI $2,50,000 - -
- | To Bonus to Shareholders Afc ‘i?\ Voo 2l 250,000
B _ (Being bonus declared to ma_rtly S S
s pald shares fully paid) 3' N ”. -
-  Dec. 31 Share Final Call Accou ' Dr - '_ 2,’50,00_0 ot R
' | To Share Capital Account ] 2,50,000 0
| (Being final call amount due at the rate of B '
Rs. 2.50 per share on 1 lakh shares. to be
met out of bonus) :
i Dec. 31+ | Bonus to Share-ho!ders Aa’c B Dr | +2,50,000 o -
% o ~ To Share Final Call Account” s | 2450,000
! .(Bemg final call Acljusted out ofbonus) e
i ~ Dec. 31 Share Prentium Account o DI_‘. 2,00,000 |
! o General Reserve Account - Dr. | 3.000000 3
P SR To Bonus to Share holders Al - Lo --_5,0:0__,000.' 3
‘ | - (Bemg bonus declared fo issue 50,000 - - . 1 :
A o | shares as fully- paid in the ratio of .~
“ .o | share ’f01 every2shares held)' Lo
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Bonus to Share holders Al . Dr.

5,00,000

Dec. 31. S
SR “To Share capital Account 5,00,000
S '-_(Bemg bonus cleclared converted mto
S ."'capltal) ' '
. ‘Balance Sheet
. . __as on the 31" of. December. 1999 .
. Liabilities . . - _' Rs. - . Assets __Rs. -
Share Capital: ol 1 Fixed Assets 15,00,000
S0 T 1,50,000 shares of Rs. 10 each - 15,00,000 | Current Assets '5,00,000
. Fullypald o L o : o
R - (of the above shares 50 000 S
shares are issued as bonus
shares) o T S
General Reserve = | 1,00,000
* Sundry Creditors i 400,000 |
| 4 020,00,000f 20,00,000
,.-I-ll'ustréﬁon -2

‘A’ L:mlted Company havmg a subscr:bed capl | of Rs.2,00,000 in fully pald shares of

Rs.10 each. quoted in the market at Rs.20, decl
the ongmal capital for lssumg bonus shares at
- necessary Journal entries in the books of thpany

. Solutlon

L.

Boo. Y Lxm:ted Company

Van Journal

nus out of General Reserve at 60% of
remium of Rs.5 per share. Give the

. Date .

culars

LF. '

Dr. -
Rs.

Cr.

© - Dec.31

General Reserve Account Dr.
To Bonus to Shareholders A/c

(Being bonus at 60% of the capitat declared

out of General Reserve)

Bonus to Shareh‘olders.Alc _ . <Dr.

e (Being Bonus satisfied by the issue of 8,000 |

To Share Capital Account
“To Share Prem:um Account.

shares of Rs.10.each as fully paid ata -
premium of Rs.5 per share) -

1,20,000

1,20,000

- Rs.

" 1,20,000

80,000
40,000

. .lllustmtlon 3

The pald up share capital of B’
shares of Rs.10 each. The co
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Limited Company was Rs. IO 00 000 dw:ded nto equity
company decided to distribute Rs.2,50, 000 as bonus to
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" shareholders out of General Reservé. In salistaction OT INE DOMUS, LIS Luiiu> sy v
~ issued for every 5 shares held. Give necessary J Ournal-_entr-ies-i_o \l:“ecord'th'e ‘bonus lssue inthe 0 -

Books of ‘B’ Limited Company = .~ .
S . ' '  Jourmal - . S
Date | Patticulars -~ - - “JuF} “br. | Cr

" Dec3l .| General Reserve Account. © ' Dr.j '_-__'_"._2,'50,000 | R
- To Bonus to Shareholders A/c SRR R R 2,568,000

| (Being bonus declared out of General o S
Reserve) ' R T

Bonus to Sharecholders A/c o Dr.|. .| 250000 [ = .°~

| To Share Capital Account S © | o2,000000

| * To $hare Premium Account T T L | 50000
(Being Bonus satisfied by the issue of 2,000 |-~ S

| bonus shares of Rs.100 each, at a premium R N
| of Rs.25 pershare, in the ratio of 1'borus R T R
share for every five share held) =~ o T

_ Note
~ The ek:isfing paid up share of the capita} of the conﬁpa‘ny co_nsisté of 10,000' équity sﬁaréé éf :
- Rs.190 each. If one bonus share is tssued for_ every five sharesheld, the company can issue”
- only 2,000 shares of Rs.100 each which works out of Rs.2,s@; But as the company has * -
' 0

decided to give Rs.2,50,000 as bonus, the balance of Rs:50,0001s regarded-as premium at
. the rate of Rs.25 per share. - : ‘ B

Mustration-d ~ S :{ >

Ajanta Trading Co. Lid., has authorized ca&%‘fﬁf Rs.800000 divided into: -,

10,000 6% Preference share %10 each;' _
_ 20,000 7% Prcfercnc'e. share of Rs. 10 each; and” - '
50,000 equity shares of Rs. 10 each. A

. .On January 1.2001, the whole of the two classes of Preference. shares and 15,000 of the .

* equity shares stood in the books as fully paid. The share Premium account as'on that date” -
‘showed a balance of Rs, 20;000. The balance of Profit was Rs. 32,000. Onluly 1,2001. i€~ .
was decided to redeem the whole of 6% Preference shares at a Premium of Rs. | per share =

*and for this specific purpose, the company issued for cash 8000 equity shares of Rs. 10 each -~
at a Premium of Rs. 2 per share, payable fulf on allotment. Al the dbove shares were taken | -
“up. The cost of issue of shares amounted to Rs. 3000. On October], the company issued to

 existing share holders one bonus share ‘of Rs. 10 fully paid each five held. It is the intention
- of the directors that minimum reduction should bé made in revenue reserve. account,-which
" stood at Rs. 1,25,000. Give necessary Journal entries, - o .



- Solution .-,

Journal Entrm -

| . Date

Partlculars

L.F.

Dr. 1. Cr.

2001.
July']

July 1

.Ju[yl .

July 1

July 1

July 1

CJuly

' Oct 1

Premium on redemption of preference

To Preference Shareholders Account

6% redeemable preference share capital Dr.

Shares account - - Dr.

(Amount due on redemptlon)

To Equity Share Apphcatron Account
(The application money received on the issue
of shares including premium)

Bank Account . - Dr.

Equity Share Application Account D

To Equity Share Capital Account . =
To Share Premium Account . -

| (Transfer of application- money to share capital :

and share premium accounts respectively)

| Cost of Issue Account Lo Dr.:

To Bank Account .
(Expendlture mcurred on the rssue of shérqs)

Preference Shareholders Accou - Dr i
‘To Bank Account s

(Amount pald on redemptiem ¢

. o - .
‘Share Premium ACCOQ“‘” ' -Dr.
. * To Premium gfithe R demptlon of' o

Preferen ares Account
To Cost of [ssue Account - -
(The utilization of premium money for wrltmg

| of premium on redemption and "

prelnmmary expenses)

Proﬁt and Loss A ppr’opriation Account. Dr.
To Capital Redemption Reserve Account

(Amount transferred to capital redemptlon

reserve to the extent of nominal amount

paid out of prof‘ ts)

Share, Premium Account ' Dr.
Capital Redemption Reserve Account . D,

- General Reserve Account o Dr.

To Bonus Issue Account

(The sum requrred for bonus i issue taken

200 -

"Rs. " Rs.

1,00,600

10,000

196,000 |

96,000 |

116,000

© 3,000 _

1,10,000 [

13,000 -
10,000

20,000 |
| 20,000

. 23,000 -
20,000 |
3.000 S

| 46,000

80,000

1,10,000

1,10,000

196,000




from different reserves accounts utilizing
the minimum general reserve account)

Oct. 1 Bonus Issue Account o - Dr.|- 46,000 |
' To Equity Share Capital Account : {46,000
(Issue of bonus shares) : |

Workmg Notes

1. IOnIy the nominal value of shares |ssued should be considered for determmmg the
amount to be transferred to capital redemption reserve account. Premium received
on issue of shares is therefore not to be considered. This is supported by Section -

" 78 of the Companies Act 1956, which does not specify redemption of preference
shares as one of the purposes for which share premium account can be used.

2. Bonus shares can be issued only to the equity shareholders because reserves and
surplus belong to them onfy. The words existing shareholders in the illustration
only means the equity shares issued on L. Oct, 2001 too. It does not inctude
existing preference shares under any circumstances.

87 SUMMING UP

‘Bonus shares are the shares issued by the company without payment being made by the

bonus is given when the company is not in a position t§ give cash bonus. Bonus declared by

shareholders
Cash bonus is given only when the company has suffi Qto pay the bonus. Capital
a company is applied either in making parlly pzu%?hfe ully paid or in issuing fully paid

“shares free.

. The Objects of issuing bonus shares are to ¢ serve the cash resources, to presem apr oper
figure of share capital and to offer capi in to shareholders. .

The sources for issuing bonus shares are free reserves, share premium, profit and loss credit
~ balance, capital profits, etc. :

Provisions of the Companies Act, 1956 must be fulfilled before a company resorts to the
issuing of bonus shares.

8.8 CHECK YOUR PROGRESS MODEL ANSWERS

1. The purpose of issue of bonus shares is to coriserve or capitalize cash resources of a
comparny. :

2. The sources for issuing borius shares are free reserves, share premium, plotlt and !oss
account credit balance, capltal profits and other reserves, etc.
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8.9 MODEf;iEXAMINATIoN QUESTIONS

[. Answer the follewing questnon in about 30 Imes -

1. Discuss the accountmg treatment pertamlng to lssue of oonus shares Explam with
an exampie : c : :

L Answer the followmg questlons in about 15 lmes each

1. What are bonus shares‘? D:scuss the objects of i lssumg such shares‘?
2. What are the sources avallable toa company for the i issue of bonus shares"

3. What condltlons must be fulf'!led by a company before it can thmk of issuing bonus
shares? . . :

Problems .

1A limited c_ompany with an issued capital of Rs.5,00,000 in equity shares of Rs.10 each -

decided to issue fully paid-bonus shares of Rs.10 each at the rate of 1 share for every 5
Jheld. Some of the ledger balances were: Share Premium Account Rs.50,000; Capital ~
Redemptlon Reserve Acggunt Rs.25,000; and Profit and Loss Account credit balance

- Rs.1,00,000. You are required to give journal entries carrying out the decision by usmg
the minimum amount from thc undlsmbuted pro'f'tb - :

A letted company has resolvcd 10 utlllse Rs 2 50,000 out of its (}erferal Reserve in

. _-'(Ans: Balance Sheet total : _Rs.l,O0,00U)

.
declaration of bonus to the share-holders, The bonus is to be applied to the extent of
Rs.1,00,000 in payrdent of Final Call of Rs.20 per share on 5,000 equity ‘shares of
Rs. 100 each. The balance of Rs.1,50,000 was“o be applied in the issue-of 1,500 fully
paid equity sharessof Rs.100 each to the“egisting shareholders. Give the necessary
Journal entries to give effec_t to thee menti_o_ne_d resolutio'n in the books of the.
company. ' _ o : '

3007 he Balance *Sheet of X @n o% the 31% of December, 1999 was as u.nder
Llab1 lities Vo N Rs. | ' Assets ' Rs.
10.800 equity sharesof - R M'a_chiner_y o , - 45000
Rs.5 each Rs.3.75 per share patd 37.500 | Buildings =~ - - 20,000 .
Share Premium . - 5,000 | Furniture 10,000
General Reserve | - 25,000 | lnvestments T 20,000
Prafit and Loss account "~ 20,000 | Cash and Bank balances . .-~ " 5,000
Cred:tors S 12,500 ' o ' o
100000 | - o _1,00,000

The campany resolved to make the shares fully paid out of the Profit and Loss Account and
then issue one fully paid bonus share for every 2 shares held: Fer-this purpose the Share
Premium account was to be fully used and the General Reserve. Gwe Journal entries and _
prepare the Balance Sheet aﬁel the issue of bonus shales : :
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Cash Bom_ls'
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L ':UNIT 9 AMALGAMATION ABSORPTION AND
L RECONSTRUCTION AN INTRODUCTION

L]

' Contents _ .
C . 9.0 Aims and Objectwes h :
.9._1 Introductlon s ' _
9.2 Mergerand its Objectwes

93 Amalgamanon S
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Lo 96 _ -Reconstructlon _ _ ) . . _ _
9.7 Similarities and dlffercnces bctween Amalgamatlon AbSOI’pthl‘l and Reconstruction N o
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' 913 Entrles in the books of Purchasmg Company

- 9.14 Summlng Up

' 9.16:.Model Examination Questions '

E 1 9.17 Recommended Books L ' . ' ' :
_'9 18 Glossary AR R E o

o 9.0 AIMS AND OBJECTIVES O~

. The aim of thls unit is to acquamt the t wnth the conccpts and accountmg aspects of

-~ . mergers and reconstruction. The accounting fundamentals of mergers such as calculation of
_ purchase conmderatson and closure of books of Vendor Company are also explamed '

! ! 9.15 Check Your Progress Model Answers o : 0 el

S

B ) After stud)mg this umt you sHouId be able to: _
e expiam the concepts ofamalgamatnon .absorption and reconstrucnon _ _ s
. d1fferennate between merger and hoidmg company, : o
. descnbe the Accounnng Standard ~ 147
e calculatc purchase COI’ISideI'atIOI‘l and

‘ c . record . the entnes n’ 1hc books of . boih thc vendor company and purchasmg
! S 'j company : : S
|

9 1 INTRODUCTION

L, . : -

‘ A substantlal portion of modern 1ndustrial product:on is done by large manufacturmg umts
" especially of company form of organizations. Af’ter 1ndul glng in cut-thioat competltlon




-~ and the process.

among themselves they tend to combine. Business concerns combine with each other 1o
achieve economies of scale or to control prices or market or to avoid competition among

themselves. 'Small firms may combine for reducing risks of business. :Combinations take

place in many forms. Combination presupposes the liquidation of one or two companies o
- as to merge with each other. This liquidation involves certain financial transactions which

. require to be recorded in the books of accounts. Hence there is.a need to learn the process

of recording these transactions in the books of companies involved in combination.

9.2 MERGER AND ITS OBJECTIVES_

It is noted that combination of two or three companies can take place in several ways.
Literqry meaning of merger is' the act of joining together for commercial advantage.

Combination can be achieved either by means of holding company or through mergers.

. Merger may take the form of “amal gamation” or “absorption”, -

- The important objectives of mergers, especially amalgamations, absorptions are: -
) to eliminate or minimise competition,

i) to pool resources, whether financial or technical, féci'litat_ing research and
development and best utilization of staff, : . : - .

iii)'to effect general economies in (a) production (b) use of capital, (¢) sé]lihg (d}
distribution and (e) general overheads, through centralization and closing down of
unprofitable and redundant sections. o ' R

iv} to create a more powerful and economic unit,

v) to control-'markets, supplies of mate%nd
vi) to effect purchases on a large s¢
advantageous terms. ) 6

Since merger may take the form o%?mlgafnatidn or absorption, let us know their nieaning

-

at generally lower prices and on most

2

9.3 AMALGAMATION

-When two or more companies carrying on similar business go into liquidation and a new
company is formed to take over their business, it is called amalgamation’. For example Sun
Light Ltd., and Moon Light Ltd., are carrying on similar business. To avoid cut~throat
competition and to have economies of scale, if a company Bright Ltd., is formed to take over
the business Sun Light Ltd., and Moon Light Ltd., it is known as amalgamation. The
companies.which went into liquidation i.e., Sun Light Ltd., and  Moon Light Ltd., are called .
amalgamated companies and the company which is formed to take over the business of
amalgamated companies i.e., Bright Ltd., is called " amalgamating® company. '

The share capital in the liquidated or amalgamated companies, need not be returned to the
share-holders. "Generally, fully paid shiares of the newly created, i.c., the amalgamating
company will be given to the shareholders of the amal gamated companies for the shares held-
by them in the old companies. ' ' R o
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Types of Amalgamation

The Companles Act, 1956 has not speCIﬁcally defined the term ama]gamatlon However,
from several legal decisions, the definition of amalgamation may be inferred. The Institute
of Chartered Accountants of India (ICAI) has introduced Accounting Standard ~ 14 (AS-14)
on Accounting for Amalgamations. The Standard recognizes two types of amalgamation (i)
Amalgamatlon in the nature of merger, and (i) Ama[gamatlon in the nature of purchase. |

L]

L. Amalgamation in thé"N_gyure of Merger

*,

* This is an amal'gar'nation which satisﬁes_ all the following conditions:

i) A!l the assets and liabilities of the transferor company become "aﬁ_f_:r
ama!gamation the assets and liabilities of the transferee company

ii)  Shareholders holding not i__ess than 90% of the face value of the equity shares of
the transferor company (other than the equity shares already held therein,
immediately before the amalgamation, by the transferee company or its subsidiary
or their nominees) become equity shareho]ders of the transferee company by
virtue of the amalgamation :

Wi)  The consideration for the amalgamation receivable by those equity shareholders of
the transferor company who agree to become equity shareholders of the transferee
company is discharged by the transferee company wholly by the issue of equity
shares in the transferee company, except that cash may be pa:d in respect of any
'fractlonal shares

armalgamation, by.the transferee compa

iv) "~ The business of ‘the transferor c'ompany 'fs ihged to be carried on, after the

v)  No adjustment is intended to be %ﬁs to the book values of the assets and
y Wwhe

fiabilities of the transferor confpan n they are incorporated in the financial
statements of the transferee pany except to ensure uniformity of accounting
policies. ' :

II. Amalgamation in the Nature of Purchase

~ If any one or more of the above conditions are not satisfied in an amalgamation, such
amalgamatlon is called ama[gamat:on in the nature of purchase.

9.4 ~ABSORPTION

When an'existing company takes over the business of one or mote existing companies, it is
called absorption. The companies whose business is taken over are liquidated. For example,
Good Luck Ltd., (a strong company) and Bad Luck Ltd., ( a weak company) are carrying on
~-similar business, To avoid competition among them and 10 enhance profits by effecting
economy in management, Good Luck Ltd., takes over Bad Luck Ltd. This process is called
absorption. In this case only one company, i.e. the Bad Luck Ltd. (the weak company) goes

into liquidation, and the strong company, Good Luck Ltd.” cotitinues to exist with its old

legal entity. The company which went into liquidation is called absorbed company, and the
company which takes over its business is called the * absorbing company’.
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Along with the assets, the credltors and the other liabilities of the absorbed company may be

" taken over'by the. absorbmg company of. they may be seitled by payment The shareholders

in the wound up corpany ‘may be given shares oF dehemures it the absorbmg company or

- they may be pald in cash ora combmanon of some or all of these thmgs

-

Gencratly, amalgamation or absorption takes' p[a'ce voluntarily * as decided by the

shareholders of the rcs'pcctive companies. But, if the"-_'CcnlraI Government feels that-in the

national interest, amalgamation. of two or more particular 'company' is advisable, then it may .

order the amalgamatiori of such companies under Sect'ion 396 of the Companies Act, 1956.

_ The rights and-" rcspon51b|llt|cs of the new company created under such. compulsory

amalgamat;on may also be specified in that order.

9.5 HOILDING COMPANY

A holding company is one whlch Is ab]e t0 nominate the majorlty of the directors of some

other company. Such other comparty is known as ‘subsidiary company In this case no new
company is créated. Not only that, none of the existing companies which are coming .

together need be liquidated. In other words all the companies which are coming together in
the holding company form, maintain their existence, -Under this form, if a company
purchases majority (more than 50%) of the equity share ( i.e. major part of the paid up equity
share capital) of somie other company, the company purchasing the shares is called a holding

‘company. For examples,’ Food Exports Ltd., mlssmg is called the holding company, and

Sea Foods Ltd., is called the SUbSIdlar) company. But both of them continue to exnst and

! carry on busmcss

9.6 RECONSTRUCTION i \\

It is. entirely (jf a diff_erent nature, The p ¢ of recon‘structio'n is not to bring about

which has suffered heavy losses which

Viz., (a) Internal Reconstruction @Q

be written off. Reconstruction is of two types
ernal Reconstructlon

combination, but merely to reorganise% company which is, generally over capitalised or |
xt

Where a company, du'e.te%ous reasons’ such as inadequacy of working capital or -
p

unéconomically high cost of uction or bad business conditions, incurs continuous losses;

“part of the share capital may also be actually lost. However, the balance sheet continues to

show the original share capital. This fact can be seen from a close look at the Balance Sheet
(Asset side). Such a company will have huge fictitious assets like Profit and Loss Account
representing accumulated losses, preliminary expenses, discount of issue of shares.and
debentures, patent rights, etc., which should have been written off over a period of years

~ normally, but ¢ould not be written off as the company had no profits for several years against

which these fictitious assets can be wriiten off. Further, the asset side might-show a huge

-amount ur_lder the intangible asset namely, goodwill. There can be no value for goodwill

when the company has been continuously incurring fosses. Like-wise; proper depreciation
may not have been written off from the fixed assets. All these amounts like: the fictitious

assets, goodwill and inadequate depreciation represent nothing but loss. ‘But, the company -
‘has not written off these amounts as that would show the loss at a very high figure which the

management may not want to display even though that is the correct position. Thus the
share capital shown in the balance sheet is not represented by assets. If the same

.. circumstances continue for.a considerable length of time, there is no-option except to wind~
" up the company. However, if t_he company has turned the corner and is expected to earn
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sufficient profits in future, the company may be reorganised or reconstructed so that it can-

start again on a clear slate wiping of the losses and showing the assets at their real worth.

_The accunulated losses will have to be borne mainly by the shareholders. Sometime: the.

debentureholders and creditors may also have to make sacrifices when they. see that if they
don’t agree'to do so, the alternative is only liquidation in-which event they may get nothing

at alt, Of c'ourse_, must hold out bright prospect or otherwise their___Sac-riﬁce is meaningless.
The total accumulated - losses will thus be . borne by equity shareholders, preference
shareholders, debenture-holders and other creditors in mutually agreed proportions set out in-

a scheme of reconstruction. The share capital and the claims of creditors will be reduced to

the extent of accumulated real losses. As the shareholder’s capital stands reduced, the"

company may utilize the Opponufnity-ld-piovide itself with working capital by collecting the

- remaining amount on- the shares so reduced. For example, each existing equity share of

Rs.10 fully paid is reduced to Rs.4 per share paid up under a scheme of reconstruction, the
company can collect again on each share @Rs.6/-(Rs. 10-4). Not only can the company

collect more working capital by this method, but it can project a better image by deciaring a
higher rate of dividend when the profits are-carned in future. . - -

- When the cépital'-of the compény is- reduéed'either with or without sacrifices made by

outsiders (i.e., creditors, étc.) under a scheme of feorganiéation without liquidation of the-
company, it is known as Internal Reconstruction or Capital Reduction. While it is true that
in most cases companies formulate schemes of internal reconstruction as ‘a result of

accumulated losses and lost capital, it is also possible that a company may reduce its capital -
by refunding surplus capital when it cannot usefully employ those funds due to decline in-
business or. closing down certain departments. Thus the internal construction may take place
even though the capital of the company is in tact and nothing is lost. Internal reconstruction”

~ 15 also known as reorganization.

_ of ah existing weak company which is then wound u
- starts with a fresh lease of life under a new nan(?m:re one liquidation and one formation .

s,

External reconstruction takes place when a new compatiins floated to take over the business
ther words, an existing company

take place. ..

The objects of reconstruction are : - 2

i) tocomp’rohiise with creditors insu'ding debénture—holders; _ .
ii) to compromise with shareholders by alteration of various rights between each class,
usually involving the writing down of the amount of share capital;

iii) to raise further capital from shareholders ( by treating ﬁﬂl_y pa'id-u'p shares as partly

paid-up shares) ; _
iv) to alter the name of the company {external reconstruction); and

v} to alter the Memorandum of Association.

Itis impor__'t:épt to note that whether the rec'oh_structioh has become absolutely necessary or is

it merely advisable. A necessary reconst_ruétion almost invariably involves the alteration of

rights, or the imposition of some sacrifice — temporary or permanent — on both shareholders
and creditors. Generally, reconstruction means external reconstruction only,
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9.7 SIM]LARITIES AND DIFFERENCES BETWEEN o
'AMALGAMATION ABSORPTION AND RECONSTRUCTION

_ Sectlon 494 of the Compames Act 1956 facilitates amalgamatton absorptlon and

reconstruction, W|th the sanction of a special resolution of the company concerned. The

Ilqu;dator can accept shares, policies or other like interests in the transferee company for the .
L dlstrlbuﬂon among “the members. of the transferor company. This means a company going

into liqmdanon can be: purchased by’ some other- company and the purchase price may be

. dlscharged fully or partly by i |ssumg shares or debentures in the Purchasing Company.

The dlstmctlon between amalgamatlon, abSOI'ptIOIl and reconstmctlon may be lllustrated by. .

reference to two 1mag1nary compames say A'and B.

1 -lf an amalgamatlon takes place between A and B, then the two companies A and B go
. into liquidation and a new company, say, AB is formed to take over the business of A

"and B!

2. If an absorpnon takes place between A and B, then there will be one llqu1dat10n say, B,'_

'and 1o new company is formed. That means A takes over or absorbs B. This is nothing
but amal gamatlon by the method of purchase as per AS-I4

3. I A takes over B as its submd:ary, then both A and B continue to exist as holdmg and -

-sub51dlary compames respectwely and there is no llqmdanon of any company

4. 'Reconstructmn

)y if mternal reconstrucnon takes place, there issneither hqu:datlon of any company,
~ nor formation of any new. company. Only ca;@eorgamsatlon takes place.

11) if there is external reconstruct:on therg”Will. be only one quuidat'i_on; say that of A,
and a new company say C, is formed he specific objective of taking over the

_ : ) business ofA ?\
Therefore, | o . Qm o

a) Two or more liquidaiid aformation ... means Amalgamation -
b} One or more hqu1dati0ns and no formations ... means Abéor_pﬁon

c) No Ilqludatlon but only acqmsmon of - o
controllmgmterest _ S ... means Holding company .

d): No lig uldatl_on and no formation, but ornly

~ alternation’ of share capital ., .-. means internal reconstruction -

“e) One liquidation and a formation .~~~ ... means external Reconstruction -

In case of amalgamation , absorption- or (external) reconstruction, liquidation of ofie or more
compames ‘must’ take place, and in all the above cases the business must be purchased by

" some other compmy, whether the other company is a newly created one for this purpose or.

an old. (ex:stmg) one. Therefore, in amalgamation, absorption, and external reconstruct:on

the accountmg pmcedureﬁr problem is common Wth]‘l is as follows:

: a) The purchase consnderatl on has to be ca!culated
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B b) ‘In all the three cases accounting entries are : 10 be passed in the books of vendor '

(hqundated) company or compames to close down the books of acCOunts.

- ¢) Inall three cases, accounting entries are to be passed in the books of the purchasmg

company,’ new or -old, to record the transact:ons relatmg 1o the acqunsmon of
 business. - L ‘

N e R N R R R R N N R R

CHECK YOUR PROGRESS - 1

i) State thé objecti ves of merger
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9.8 ACCOUNTING STANDARD - 14

~This statement deals with ac__counting for amalgamations and the treatment of any resultant
- -goodwill or reserves.. This standard does not deal with acquisitions whereby one company -
acquires the whole or part of the shares or assets of another company for consideration. In -

case of acquisition the acqu1red company is not dlssolved ant@wparate entity continues to
exist, : : o _ ) I ; T

Types of Amalgamation O

-

Y Amalgamation in the nature of | rgers.
2. Amalgamation in the nature o@lase.'

- Amalgamation may be classified into two cat@rieg o R B o L

An amalgamation should be considersd to be an amalgamanon in: the nature of merger '
N when all the followmg condltlons are satisfied: con

i VAl the assets’ and llabulmes of the transferor company become the assets and; g

. llabllltles of the transferce company

B TR Shareholders holding not less than 90% of the face value of the equlty shares of the .

: transferor company become the equity shareho!ders of the transferee company.’

i The business of the transferor company is. mtended to be carried on by the transferee '

company after amal gamailon

iv.  The purchase conmderatnon is dlscharged by the transferee company by the'

allotment of equity shares to the shareholders of iransferor company However,

__' o . cash may be paid only in-respect of fractlon shares
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v. No adjustment is made in respect of the book values of the assets and habllltles of
“transferor company when they are incorporated in. the financial statement of the
- transferee company except to ensure uniformity of aceountmg policies.

If such amalgamatlon does not satlsfy any on e or more condrtlons stated above, it is referred- :

10 Amalgamatlon in the nature of purchase

' Methods ol’ Aceounhng

" The Poolmg of Interest Method Thls method of accountmg is followed for amalagamtlon :

in the nature of merger

“The Purchase Method Thls method is followed for amalgamation in the nature of

purchase.

_' 1. Poolmg of Interest Method

i) Whlle preparing the transferee company s financial statements, the assets, habllmes
‘reserves. of the transferor company should be recorded at their exrst:ng carrymg
amounts and in the same form as at the date of amal gama‘u on.

ii) The balance of the Profit and Loss Account of the. transferor company should be

K aggregated with the ¢orresponding balance of the transfereegcornpany or transferred -

to the General Reserve, if any.

IL Purchas’e'Method SR \>

Under this method, the transferee comp orporates the assets and liabilities by adoptlng :

any of the following values.
1) Exlstmg carrylng am q s (i.¢., book values) as disclosed in Balan'ce Sheet.
i) Allocating the %der tion to individual identifiable assets and labilities of the

transferor comp n the basis of their fair value on the date of amalgamation. The
-, purchase consideration of amalgamation may consist of secuntles cash or other

“assets. The reserves (whether capital or revenue) of the transferor comparny, other -

than ‘statutory reserves” should not be included in the financial statements of the
transferee company. If the purchase consrderatlon is more than the net value of
assets then it is goodwill. If the amount of the consideration is lower than the value

of net assets then difference should be treated as Capital Reserve: Debentures issued -

for satisfying the exi stmg ‘debentureholders is not to be regarded as part of purchase
consrdera’uon :

Disclosure '

Fot. all ama gamatlons the followmg dlsclosures should be made m the ﬁrst fi nanclal _

statemnents.
1) Names and general nature of busmess of the amalgamatmg compames.
i) Effectwe date of amalgamat1on for accounting purposes.

iii) The method of accountmg used to reflect the amal gamatlon
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1v) Partlculars of the scheme sancttoned under a statute

o Let us’ now £20 further w0 know the meaning and methods of determtmng purchaée
.conslderatlon which is an tmportant 1ngredtent of amalgamatlon absorptton and extemal :

: reeonstruetlon

-

_. 9 9 PURCHASE CONSIDERATION MEANING AND NEED

:-Determmatron of purchase of eonslderanon is the first and the most 1mportant step in
. problems ‘relating to, amalgamatton absorption and reconstruet:on of companies. The B
' purchase consideration is. determined as per agreement. Purchase consideration is the + - - -
amount whleh is patd by the purchasmg company for aequirmg busmess of the vendor

company. ¢

" In other words it is: the price. agreed between the purchaser and sel!er at whleh the sub]ect o
© matter is: goi ing to be exchanged. For instance, ABC Co. Ltd. offers to purchase the: XYZ Co.
Ltd., at a price of Rs.10 lakhs payable partly in cash and partly in sharcs.
" agrees to the price, then Rs. 10 lakhs is called purchase consideration. Before proceedmg to. " -
- caleulate purchase consideration and pass accounttng entries, a. clear understandmg of the

' followmg terms is essentnal

fXYZ Co. Ltd.

9.10 EXPLANATION OF TERMS

.-i) '.Trade Lmbnl:tles. The term trade liabilities- stands for those hablhttes whtch are
' : meurred on account of goods of the bu51ness such as trade credltors and BllIS payable e

ii}. Laablhtles The term habtllt:es is however a broad terﬁs@ch includes trade and non- -
o tradehabthtles The non—trade fiabilities, ie., the r liabilities are, bank over- draft o
rovision- for taxatton workmen

. savings bank account,. workmen prowdervkd account, workmen graturty f‘und-

debentures salaly and other expenses outstandi

2

account and pension fund account, etc. . - -
(i) All assets: T__he term all asset"s'in;;% udes_z ash and bank balances 3150; L

iv) - Business: The term businéss stan Tor all assets minus a!l Ilabllltles whtch means the -

taklng over of afl assets and llabthttes

' -tr) Assets and Llabthtles taken over: The ferm “assets” here means all. assets except .

‘cash bank’ baiances and habrhtles means trade habrhtles only

in the abow dlscussmn :t 15 very :mportant te note that the terms all assets and assets do not

~include aeeumulated losses and terms trade Ilabtlltles and. liabilities do not .include _
accumulated profits. Hence there is a need to understand the treatment of the aecumulated'

" losses, proﬁts and other funds

A

. Aecumulated Losses: Aecumu!ated Iosses and IICt]t!OUS assets and expenses not wtitten off -~
such as {a) debit balance ofproft and loss account (b) preltmlnarv expenses, (c) discoimton

“issue- of shares and debentures (d) commtss;on on issue of shares and debentures etc. are

- transferred to equity shareholders account (not to realisation account).
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Accumulated profits: Undistributed proﬁts like crcdlt balance of profit and loss account, =
réserve fund, general reserve, sinking fund, share premium, capital reserve, etc.,- are not

transferred to realisation account but thcy are transferred to equity sharcholders account

Accident fiund and Workmen’ N compensatwn fund: Thcse funds are created to meat any
liability on these accounts at some future time. On liquidation of the company, if there is no
further possibility of any liability arising on these accounts, the entire amount will be treated

-, as accumulatccl prof' it and hence transferred to equlty shareholder’s account

Provisions: The balance shcet of any company often shows prowsmns Ilke (a) provlSlOl‘l for -
deprec1ati‘on (b) provision for investment (c). provision for doubtful debts: (either as a

deduction from the asset or separately on the liabilities side ). Whatever may be the mode of
_presentation -in the balance sheet, on liguidation, if the purchasing company takes over a

' particular asset the provisions pertaining to that asset will also be taken over, and is to be
- transferred to realization account along with the asset. The provision on these assets which
- are. not taken over by the purchasmg company should not be transferred to rcahzatlon

account. They are to be transferred to cqulty shareholders account onl y.

9.11 METHODS OF CALCULATING PURCHASE
CONSIDERATION '

._Parchase conmderatnqn may be c_alculated in the foll'owing ways:

1. A Lumpsum Paymcnt Method

* When the purchasmg company agrees to pay a\@um amount to tﬁe vendor con{pany, itis
id

., called a lumpsum payment of purchase ¢ erdtion. For example, if, “Big Ltd.,’ purchascs '
the business of “Small Ltd.,” and agr pay Rs 3,00, 000 m all |t is an exglmple of
lumpsum payment. ?‘

2. Net Paynfent Mefho_d : M o

Under__thic method purc%consideration is calculated by adding the various .paymcntc__ in
the form of shares, debentur€s, cash, etc., made by the purchasing company. It may be noted

~ that payments are made for what is taken over. Net assets taken over may be agreed to be

paid partly in equity shares, preference shares, debentures or cash No amoum of tabili mes is

. deducted even if these are assumed by the purchasmg company.

It 'is usual p’racticc that the purchasing company issues its own shares as a part of purchése

consideration. For the purpose of calculating purchase consideration, these shares are always -
taken at an agreed value which may be the paid up value, or market value or arny other value.

- Debentures taken over by the purchasing company will have to be replaced by debentures of

the- purchasmg company. Hence corresponding Debentures will be issued to the liquidator.
of vendor company. When debentures are not taken over, if the company goes into

‘liquidation, provision must be made for their payment. ‘This payment may be made out of

cash received or out of new debentures issued to the liquidator, In this case Debenture -
holders account may be treated exactly as shareholders account. If, however Debentures are

satisfied by the purchasing company dlrectly, chcntures will be treated exactly as othcr
. creditors taken over. .
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net payment method cannot be used

' Expenses of Ilqu;dat:on may be borne by the sel]mg company or by the purchasmg company
When borne by the purchasmg company, the amount may be taken as a part of purchase o

consideration. But when the .amount is not handed over to the liquidator, it may be
completel){..leﬁ out from purchase:-consideration and the accounts _ of the vendor company.

_S'u"mmary

E Thus the dtscussmn can be summanzed as under:

a) Add all payments whatever may be the form ie. shares debentures cash etc.,

b). Add all payments whatever may be the purpose 1e for shareholdets debenture- |

-holders credltors hqutdatlon expenses, | etc.,

"¢) Leave out all thc payments made by the purchasmg company to some other party on -

'behaif of the vendor company, and :

- ~d) Do not deduct Ilablllttes taken over by the purchasmg company o -

It may be noted that as far as possnble only this method should be apphed for calculatmg the -
purchase consideration. However this method cannot be - used when some. form of the: .

'payment is mlssmg

-'r .

For example 1t it is given that 10, 000 shares of Rs. 10 each are |ssued at Rs. 15!’- 1 000 9%'

Debentures of Rs. 100 each are issued at Rs.90, and the balance is paid in cash. In thls case

Illustratlon 1
_ AL, agreed a_cquirc the business of B Ltd., as on cemQ 31 ,:'2000;olt'wh_ich date the
~ Balance Sheet of B Lfd., was as follows: o . . .

o

_Ligbilites . 1 Rs. |\ Assets- -] Rs.
Share Capital ) Geoawin - ] 50,000
30,000 shares of Rs. 10 each o S Land&Btuldmgs | 150,000 -
fubly paid . © @oo Plant & Machinery | .. 1,70,000
‘General Reserve. -1 - ssooo | ' e
Prof't&LossAfc T 55000 | Stock - - - - . 84000
7% Debentures ™ . "t - 750,000 | Debtors - - S| 28000
Creditors 0 |__10000|Cash | . 18000 . .
B 500000 0 ._ 500,000

The con51deratlon to be palcl by A Ltd was :
E a) a cash payment of Rs.2. 50 for every share i in B Ltd

b) the issue of 3 shares i in'A Ltd., of Rs. 10 each at an agreed value of Rs. 12 50 per

share for. every 2 sharcs held in B Ltd.

¢) the issue of such an amount of fully paid 6% Debentures in A Lid, at 96% as is°
sufficient to discharge thé 7% Debentures in B Ltd., at a premium of 20%. The -

' expenses othuldatton of Rs. 2,500 were pald to the llqu:dator ofB Lid., by A Lid..
' Ca!eulatc purchase consrderatlon .
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Solutlon

| Caleulatlon of purchase conmderatmn :

 Amount -~

Yo 0

Partlculars - _ ‘Form | o
i) 30 000 shares x 2. SO 75,000 . cash
if} 3/2 x 30,000 shares X Rs. 12 50 _5 62 500  shares”
b. Debenture holders - Rs 50, 000 x _ 60 000 - 6% debentures
120/100 | 2,500 L cash
c. | Lr.qu_ld_atlon Expenses ?,00’000 .:. o
Purchase consideration .
ll!ustratmn 2
* The fol lowmg lS thé Balance Sheet of Y Lid, as on 30"‘ b une, 2099 .
Liabilities Rs. ' Ass_e_ts 'R.s.' .
Equity Share capital o | Goodwill - . | 20,000
.15,000 equrty shares of Rs 10 each | 1,50,000 | Plant & Machinery - 1,50,000
10,000 6% cimulative 1 e -
Preference shares of Rs.10 each 1,00,000 | Current Assits - 2,08,900
5% Debentures of Rs. 100 each 50,000 | Miscellarieous’, .- = ' | . 49,100
Bank O.D 20,000 -
Sundry Creditors 91,5004,
Employee Provident Fund . 14,00 > :
Interest Accrued on debentures _ 00
Contmgent Llablllty \
Arrears of preference : g D
dividend Rs.12,000 : ?\ - B
: ' Q“ 4,28,000 1428000 -

e

X Ltd., agreed 1o take oveMtd from I" July, 2000 on the foJIowmg terms: '

a) XLtd.,isto take over all tangl ble assets except cash,

by Iti is to pay debenture helders at a premlum of 10% by 1ssue of its 6% eumulatlve

preference shares of Rs.10 eac

hinX Lid.

¢) ‘It is to issue one equity share of Rs.10 each and make a payment of Rs 4 in cash in -
exehange of every two equlty shares i in Y Ltd.: '

d) Sundry creditors W|]l receivé 90% of the sums due to them in fufly pa|d equ:ty

shares of Rs. 10 each in X Ltd.,

li‘l full satisfaction of their claums

e) Preferenee shareholders will be 1ssued 5% Debentures in X Lid.

Caleulate p_urehﬂse consideration.’
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Solution -
‘Calculation of pu'fchése consideration

Particulars - - - Amount Form

~ S o ' Rs.
a) Debentureholders: -~ - _ :
5% Debentures -~ . - 30,000
Add: Premium of 10% 5,000 : . .
' S 55,000 . 55000 6% cumulative

S : “pref. shares.
b) Equity shareholders: - , _ o _ :
5,000 Equity shares x V3 = 7,500 x Rs.10=75,000 75,000  Equity shares -

7500st4 : ~ - 30,000 - Cash
c) 'Pre’fe‘renc_e_shayghoiders: ) ' 1,00,000. - 5% d;abentu'res |

d) Sundry creditors o o
91,500 x 90/100 _ - 82,350  Equity Shares

Purchase cohsideration ' . 342350
3. Net Assets or Netwerth Method

Sometlmes it is seen that the full details of purchase price may not be given and thus it is not
possible to add the payments given to arrive at the full amount of purchase price. Under
these circumstances the purchase consideration is. arrwe&% “adding the agreed value of
only those assets which have been taken over by thepurchasing company and- deducting
therefrom the agreed value of those liabilities whic & been taken over by the purchasing
company”. The method is called as net asset?itgh and is adopted only when the net

payment method cannot be adopted. If the putgha e consideration is in fractional value of
shares, such amount is to be settled in th «Ql,c sh. h

.Illuslrat'ion -3 ' <b

Alpha Ltd., and Beta Ltd., dec:ded to amalgamaté and a new company Alpha Beta Lid.,
formed to take over both the businesses. The followmg are Balance-Sheets of the two
Compames :
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____!__-_.,_ o

Liabilities ' . Assets 2 : : ' |

. IAlpha  Befa - " Alpha Beta |

‘Ld. Ltd. Ltd.. -4  Ltd D

. _ -~ Rs. Rs. - Rs. Rs. . ..'[

- Equity Share Capital - | o _ - : ':

of Rs.10 each fully paid | 25,00,000 | 15,00,000 | Goodwill '5,00,000 | 4,00,000 . |

General Reserve 10,00,000 7,50,000 | Land& Buildings 12,50,000 | 9,50,000 o

P&L Account 1,50,000 |  2,50,000 | Plant & Mach. 10,00,000 | 12,75,000 ‘

Workmen compensation | - . | Investments -1 262,500 ‘
fnd - . | 100000 ~ - | Stock 10,00,000 | -7,50,000 -

Dividend equalization - | pebtors 5,00,000 | © 2,50,000 . |

fund o . - 5,00,000 | Bili Receivable .- 1.00,000 o

BankOD | -1 2,50,000 | Cashat Bank 2,50,000 . .

Bills payable - ©2,50,000 | 1,50,000 | Cash o] 12500 ‘

Sundry Creditors 500,000 | 600,000 - . i

N 45,00,000 | 40,00,000 45,00,000 | 40,00,000 :

. |

Calculate the purchase consideration to be 're__c_ei ved by Alpha Lid. and Beta Lid. S L N

Solution

._Ca'lculation of Purchase Consideration

- Alplia Ltd. .

4. Share Exchange Method _

2200

‘In some cases the transferec company issues its own shares to the shareholders of the
transferor company on the basis of intrinsic or market value of the shares concerned. -

Beta Ltd. i
- : _ _ - . ~Rs. . . o
- Land and Buildings _ - N A2,50,000 © . 950,000 o
" Plant & Machinery . Y?‘ 10,00,000 - C12,75000 -
Investments . - - - 2,62500 . ‘
Stock o Q«m_ 10,00,000 7,50,000
- Debtors _ S N 3 5,00,000 ~2,50,000 ' : ‘
" Bills Receivable <2> ' - ©1,00,000
Cash at Bank ' 2,50,000 - -
Cash ) — 12,500 !'
- 45,00,000 40,00,000 !
Less: Liabilities . _ B '
© Bank overdraft’ . e _ 2,50,000
Bills Receivable 2,50,000 . L50,000 - _
Sundry Creditors 500,000 750,000  6,00,000  10,00,000
- 'Purchase Consideration 37,50,000 < - 30,00,000

[ I,




: the number of shares to be issued wnll be Rs. IS 00, 000150 30, 000
.Illustra.tmn.-4 R o e

" Let us consider the _Balz;nce Sheet_ of X Ltd. As.on 31" Marc'h,.200_2.' |

: Otller Information .

Solution

 Calculation of Purchase Consideration:

L 1 Rs.- " Form N
For Preference Shareholders - - . - 30, 000 l‘i% Pref Shares in Y Ltd
of X Lid. +.130,00,000
- For Equity Shareho]ders on Ltd R 00 000 Equity Shares of Y Lid. of
28 x7,50,000xRs.10 - - 50.00,000 | Rs. 10 each. . :
' S 180,00,000]

' Example

|
., . - . |
Ram Ltd., whose share are conssdered as worth Rs. 50 each (Face’ value Rs. 20 each) takes o o |

over the business- of Shyam Lid. (1, 00,000 shares of Rs. 10° each) whose shares are . E
‘considered as worth Rs. 15 each. The total amount payable to Shyam Ltd. is Rs. 15,00,000 S _ |

(i.e. 1,00,000 x 15). If the shares in Ram Ltd are to be :ssuedaspurchase consnderatlon then S

- Liabifities -~ [ "Rs. |-~ Assets ; Rs. - - . &

Sllare capital. ' : - [ Land & Buildings . 150,00,0000 - .

. Equity shares of Rs.10 each - 75,00,000 { Plant & Machinery - 45,00,000 - - o]
- 14% Pref, shares of Rs. 100 each | 25,00,000 { Furniture .= - =~ -~ | 10,50,000 T {
" General Reserve - 12,50,000 | Investments -~ | 500,000 !
“12% Debentures ' | 40,00,000 | Stocks - -} 23,00,000

*Creditors & current liabilities ' 20,00,000 | Debtors S 24,00,000

: - : o Cash & Pank balance £5,00,000 . ..
1,7250000} . . . - [1,72,50,000 N

DY Ltd. Takes over X.Lid. On 1 Apnl 2002

u) Debentureholders of X le are dlscharged by Y L@ '1.0%'premium. by issuing -
" 15% own debentures of Y Lid. ' : . S

m) 14% preference s shareholders of X Ltd. are diseharged at a premium of 20 by issuing . _ o
- necessary number of 15% Preference Sha?gf\’ Ltd (Face value Rs. 100 each) ' o

1v) ‘Tntrinsié value | per share-of X Ltd I 20:and that of Y Ltd: Rs. 30. *Y? Led. will -
issue equity shares to satisfy the “’tyshareholders of X Ltd. on the basis of" _
m‘_[nnsu; value, However the should be made at par ‘value only.  The nornma! o
value of each equity share 6f@ is Rs. 10. - o

Calculate the purchase consideration. -

2



Note: Consideration for debenturc holders should not be mcluded above Su'ch_delqemures”

will taken over by Y Ltd and then dlscharged

-Illustrgtlon -5 . |

~ ‘S’ Lid. is absorbed by ‘P” Ltd. The balance sheet of S Ltd is as under:

_Balance Sheet
- Liabilities Rs.. _ ~_Assets _ Rs.
Share capltal ' I S | Sundry Assets 13,00,000
2000 ~ 7% Pref, shares of - . o '
Rs. 100 each (fully paid) 2,00,000
5000 equity shares of Rs. 100 _ ' ,
each (fully pald) — 5,00,000 |
~ Reserves . 1 3,00,000]
" 6% Debentures . ©2,00,000
Trade Creditors : 1.00,000 : L :
o - 13,00,000 ' o ! 13,00,000

P Limited has agreed' -

D)

- i)

_ iii_'_)

.'iv) '

Solution

to 1ssue 9% Pref. shares of Rs. 100 each in the ratio of 3 shares of * P’ Ltd. for 4:

Pref. shares in ‘S’ Ltd;

to issue to the debentureholders in ghd 8% M_ortgage Debentures at Rs. 96 in -
h are to be redeemed ata _pre_m'ium of

lieu of 6% Debentures in ‘S’ Ltd

20%;. _ < ) _
to pay Rs. 20 per shareg and to issue six equity shares of Rs 100 each
‘(market valug Rs. 125), i%we of every 5 shares held in S Ltd. o :

. to assume the liab “tortrade creditors.

Calculate th@hase consideration. . - S

The purchase consideration will be:

_ Amount (Rs | .' Form
* . Pref. Shareholders : 2,000 x % x: IOO = 50 000 9% Pref. Shares
Equity Shareholders: 5,000 x-20 = 1,00,000 Cash _
5,000 x 6/5 x 125 =_17.50 _7.50,000 . - Equity Shares

. Note

14,00,000

Sﬁppose “the -total number -of fractions a'ri.sing on exchange aggregate to 20 shares
" {equivalent to equity shares in ‘P’ Ltd) each will have to be paid @ Rs. 125 per share; the -
remammg amolint will be seltled by the 1ssue of equny shares Alternatively, fraction:

K
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| Value of 3000 shares @ Rs. ‘?0' ='Rs.' 2,'10;0.00

N .

certlhcates arg 1ssued these are converted into shares on presentatron The holder of the C

rractlon certifi cates must buy more such cemf' cates or sell those he!d by him. _

Ilustration -6

Y .Lud, decides to absorb X Ltd. The Batance Sheet of X Ltd. is as follows:

_Liabilities - 1 "Rs. . | Assets | Rs. .
3.000 Equity shares of | I : Sundry Net Assets ~ol-2,900000 0
‘Rs. 100 each (fully paid) - 3.00000 |P&LAK | 70,000 - -
. Preference Shares SRR - 60000 - L o
' R R XX U I -~ ]3,60,000

Y Ltd abgtess 10 take over the net assets of X Ltd “An equlty share in X Ltd for the -

purpose of absorption, is valued @ Rs. 70. Y Ltd. agrees to pay Rs 60,000 in cash for

payment to preference shaleholders and the balance in the form of its equity shares valued at -
~ Rs. 120 gach. SRR : L

Solntion o

= The purchase consnderat:on will be

Net Assets = Rs. 2 10,000 + hablllty towards preferf{;ﬁvareholders. L
—'Rs 2,10,000 + Rs. 60000 Rs. 2,70,00 o

4

Note -

~ Rs. 60,000 out of the above will be in cash g 1hRs. % 10, 000 in the form ot shares in X Ltd
issued at Rs. 1 20 per share; th'e number of s §“t‘hat will be: lssued : .

210, 0001120 = 1 750 shares @ -

, Suppose in the above example Y Ltd. already holds in X Ltd 1000 equrty shares T'_he' e
. purchase conmderat:on will be: : : B

Amount required_to pa_y to out side sharcholders B

2,000 shares @ Rs 70 (m the form of shares) _ - 1,40,000° ’
Amount 1equned to be pa:d in cash S, 60000 -
: ' 2,00, 000

The total number of shales to, be lssued =1, 40 000:’120 =1, 166 2f3 shares
Notes _' ’ - I R e
- ~1. Cash will be patd for 273 share Rs. 80 R o o
T2 At the time of passmg ‘entries for the purchase of busmess the account
‘ representmb tbe mvestment must be crechted to make it ml




CHECK YOUR PROGRESS - 2

State the methods of determining purchase consideration.

..................................................................................................................

...................................................
.................................................................................................................

.................................................................................................................

- In the case of Amalgamation, Absorpllon and External Reconstructlon atleast one company

goes info llqu:danon (two or more in the case of amalgamatlon) and arother company takes
over the busmessﬂ’busmesses In all these three cases the two common events are
‘liquidation’ and ‘acquisition’. As, one or more than one company will be Ilqmdatcd and
only one company takes over the business or businesses, the accounting treatment wiil be
same in amalgamation, absorption and in external reconstruction. It may be noted that we

have to close the books of the company/companies liquidated and record the take over of

assets and liabilities by the purchasm&, company

9.12 ENTRIES IN THE BOOKS OF VENDOR COMPANY

First let us consuder the entries to be made in the books of the vendor company. It may be
“‘noted that for enablmg the closure of the books of the vcndor company Reallsatlon Afc is

opencd

1. For transfcrring the assets taken over by the purchasing company

" Realisation Account o Dr. .
To Individual Assets A/c. (At Bool@es)

'It may be noted that: o ?\ . o

i) Accum_ulated expenses su@ﬂeliminaay expenses, discount on issue of shares and

profit and loss accou other losses do not come under the definition of assets and

are not transferred to “realization account but are directly transterred to Equity
‘Shareholders Account. '

debentures, a_dvertisiE‘?expe ses, etc,, and accumulated losses like debit balance of

ii} If cash and bank balances are not taken over by the purchasmg company, thcy should
not be transferred to realtsatlon account.

 iii) Goodwilk and 1ntang1b1e assets like, patenl rights, trade marks whnch do not have any
' va] ue, are not transferred to Realizatlon Account,

- For transferrmg llahllltzes taken over by the pu rchasmg company

Individual Liabilities Accounl (At Book Values) . Dr.
To Realisation Account (At Book Values)

It m_ay be noted that:
i) Accumulated prcﬁts like profit and loss account credit baiaﬁce’ general reserve,

share premium, Capital reserve, etc., are not to be transferred to Reallsatlon Account
~ but are to be transferred to shareholders accounl
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'3.. For Piirch_a'se Consideration' Receivable

& For Loss or Gain on Assets or Iiabilities not taken over

i) All those hab:lltles whlch the purchasing company agrees to pay out are to be o :_ -

) transferred 1o Reallsauon Account _ _ S

- m) AI] those I1ab1lmes whlch are not taken over by the purchasmg company are not to _

be transferred to Reallsatlon Account

i

Purchasing Company’s Account . . Dr.
To Realisation Account.

4. For qumdatlon expenses

The expenses incurred on liquidation are called hqmdatnon expenses. These expenses may .

either be borne by the vendor company or by the purchasing company

a). When llqu:datlon expen_se_s are borne by the v__e_n_dor compapy.

. Realiéation'AcCount' . Dr..
To Bank Account '

b _When tiqt:idation expenées are borne by the purchasing con-ipany. |

1) ‘When purchasmg company pays reallsatlon expenses and thlS amount is mcluded in
purchase consideration, the entry is: L

_Reollsatl_on_Account' : - Dr. S o 0
To"Bank-Account' B o O -

2) When purchasmg company bears the ex@w but the amount is- not. surrendered to

- the llqu1dator the accounting treatipént may be in any of the following two methods '

. -y |
D -Noentry Ismademthevendorcom nysbooks I B =

- ii) - The item.is treated as reimbu «ﬁ' and the followmg entries are to be made

a) Purch_asmg Company Account - Db
- To Bank Account -
(Being the liquidation Expenses paid
and due from the purchasmg company)

b) Bank Account o . Dr. o
To Purchasing Company Account - e
(Being the reimbursement of ]|qu1dat10n expenses .
by the purchasmg company) ‘

‘a) The purchasmg company may not take over all the tanglble assets and all the !labllltles :
Those assets which have riot been taken over are to be sold in the open market and -
similarly those liabilities which ‘are not taken over are to. be paid by the Vendor -
Company. In the process of sale of these assets and making payments to these liabilities, - '
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there is a possibility of loss or gain on these transactlons This loss or galn is transferred
to Realisation Account. The eniries are

0] lf there is any profit on sale of these assets -

Bank Account e Dro
- To Assets Alc o
To Realisation A/c
" (Being the amount received on sale of assets not taken
-over by the purchasing company and the profit on sale
of assets transferred to realisation a/c) - T

(ii) Hthere is loss on sale of these assets, the entry is:
Bank Accomt = Dr..

Realisation Account - Dr. .
- To Assets Account ‘

'b) On making payment towards the liabilities not taken over by the purchasing cmﬁpa'ny.l_

(i) If excess amount over the book value of liaBilitiés is paid

: Liabi]ities_ Account Dr.
Realisation Account -~ Dr.
To Bank Account

(Being the payment made towards liabil@bt
- taken over and Josg on this payment tran ed
to reahsatlon account.)

(i) If there is any gain on above tra%n"' the entry is:

Liabilities Account “"‘*Dr

TG Bank Acc
“To Reahsatlo ount _

Instead of closing the assets and liabilities not taken over by the purchasing company
~ separately, altcrnatwely these assets and Ilabllitles can also be dealt through Reallsatlon

Account,

-6, For Premlum or Discount to Debentureholders and Preference shareholders, if

any, agreed to in the scheme

~As per the scheme of amalgamatmn or absorptton or extemal reconstruction, the preference
_ shareholders and debenturcholders may have to suffer loss by way of discount on amount
due to them or to receive premium on redemption or in satisfaction of their claims. Unless
" this loss or gain on account of settling the amounts due to preference shareholders, and
. debenture holders, is ascertained and transferred to Realisation Account, the total loss or _
-gain on liquidation of the vendor company cannot be ascertained. Therefore such premium

are discount must first be adj usted before transferring the balance in the Reahsanon Account

to eqmty shareholders account. The entnes for thls purpose are:
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1) Reallsatlon Aeeount o \ 'Dr.-
To Preference Shareholderstebentureholders Afc. -
_(Being the loss due to premium on redemption or in
. satisfying the claim on liquidation is transferred
- to Realisation Account)

11) Preference SnareholderstebenturehoIders Afc . Dr.
~To Realisation Account™ '
- (Being th¢ gain due to the discount on redemptlon or
in satisfying the claims on Ilqwddtlon is transferred
to rea]lsatlon account) C :

7. -F.'or_closing' th_e realization' account

~a) Ifthereis loss o_n rea_lis’at_i'on account: - -

To Realisation Account.

b) '__If there is a gain on Reaiisal_ion Account:

_ Realisation Account . T Dr.

- To Equity Shareholders Account

8. For recehring pure'liase eonSideration - .
\ Cash Account T SN ).
- Shares in Purchasmg Company Alc. s e

~_ Debentures in Purchasing Company A!c O “Dr.

b

To PurchasmgCompany Account ?‘ .

- 9. . For transferrmg Debentures - Q....., o
Debentures Account - % . - N Do
. To Deébenturcholders Account. - R '
10. For paying Debenture_holders -

Debentmeholders Account o o Dr.

To Bank Debentures in Purchasmg Company '
1l. Fo:_- t‘ransferrl_ng preference share caplt__al

' Preference Share Capitai-Ac'connt . b
To Preference Shareholders Account- >~ '

12. For paying the P'reference shareﬁolders '

Preference Shareholders Account S .. Dr :

To Bank Shares i in- Purchasmg Company S
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" purchasing company and

I. The Poulin'g of Interest Method

13 For transferrmg share capltal

Equity Share Capital Account . _— Cpr
.To Equity Shareholders Account ' '

14. For transferrmg the acen mulated profits and accum ulated losses : '

D General Reserve Account - ' : Dr.
Profit and Loss Account S Dr.
Capital Reserve Account © . _ Dr. -
Share Premium Account : Dr.
Dividend Accumulation Reserves Afc - ' D,
Workmen Compensation Fund A/c ' Dr. -
Depreciation Fund Account . Dr,
Insurance Fund Account . B _ Dr.

' To Eqmty Shareholders Account _
(Being the accumulated profits transferred to.
equ:ty shareholders’ a/c)

i) Equity Shareh‘ol_ders Account ' o Dr.
~ To Profit and Loss A/c (if any) . ‘
To Discount on Issue of Shares & Debentures A/c -
To Commission and Brokerage on Issue of
Shares and Debentures Account
To Preliminary Expenses Account
(Being the accumulated losses transferred

to eqmty shareholders’ account) 0

IS. For paymg the equlty shareholders O

Eqmty Shareholders Account - Dr.

. To Bankahares in Purch?g,@ompany
It may be noted’ that, on liquiddtion of' a company, after satisfying the claims of credltors

" debentureholders and preferenté “shareholders as per the scheme of amalgamatlon or
absorption or external re*uct:on ‘the balance of purchase consideration received from’
b balance (if any) together must be equal to the fihal clalm of

Eqmty shareholders as shown by the Equ1ty Shareholders Account.

9 13 ENTRIES IN THE BOOKS OF PURCHASING COMPANY

N S S

Accountmg in the books of Tra n_s_i_‘eree Company

For the transferee cémpany it is'a purchase of business. It has to record the assets and
liabilities taken over and also shows the payment of purchase consideration in its books.
Accountmg in the books of Transtiree Company has to be done accordmg to the provisions

of Accounting Standard - 14. The accounting procedure will differ depending upon the type’
of Amalgamation. There are two methods of accountmg for amalgamatton in the books of '
Transferee Company.

This method is applicable in case of émaigamation in the nature of merger. The

amalgamation is accounted as if separate business of the amalgamating” companies are

228,




In prepar:ng the transferee company s financial statements, the assets, Ilabllttles and
reserves (whether capital or revenue ansmg on revaluation). of the transferor’

o mtended 10 be contlnued by the transferee company. Only minimum changes are made i m_ :
: aggregatmg the individual fi nancial statements of the ama]gamatmg companles “The o
_ features of IhlS method are as follows : : S

o company should be recorded at their existing carrying amounts and in the same form

a8 at the date of amalgamation. The balance of P&L A/c of the transferor com pany =
*- should be aggregated with the correspondmg balance of the transferee company or . '

o transferred to general reserve:

'capltal of' the transferor company should be adjusted in reserves.

at the time of amal gamatlon the transferor company and the transferee compames -
. have conflicting accounttng pollcles a umform set of accounting pohmes should be '

adopted

- II.'Pur_chase Method'

The assets and habthtles of the transferor company s uld be mcorporated at thelr

individual tdentlf'able assets and habrht:es 0 b_a3|s of their fair values at the
date of amalgamatlon ' . : S _—

statements of the transferee cor y
Any excess of the amount of h%constderatlon over the value ot‘ net assets.of the o

transferor .company. acquired by the’ transferee company should be regarded as

the f'ollowmg entry may be passed

Amalgamat]on Ad)ustment Ale. Dr. . - XXX

To Statutory Reserves (lndlvldually) S e XXX
(wrth the amount of statutory.reserves of ' ' -
- transferor company) L

1

Note Amalgamatlon Athlstment Afc should be dlsclosed asa part of “Mlsc Expendlture

- in the Balance Sheet

299

: The dlfference between the amount recorded as share caprtal lssued (pius any I
- additional consideration in the form of cash or other assets) and amount of share

Thls method is used in accountlng for amalgamatton in the nature of purchase The .
. follow:ng are the features of the Purchase Method -

' .exrstmg carrying. amounts or alternat:ve!y the considerafion.should be atlocated to.

. The, reserves (whether capltal or revenue rtsmg ot revaluatton) of the transferor S
- company, other than statutory re : shou]d_not be included in the __f'nanctal R

* Goodwill. TIf the amount of the consideration is than the value of ‘the et assets- '
' acqulred the dlfference shou]d be treated as Capltal Reserve

. Normally, m an, ama]gamatlon in the nature of purchase the :dentrty of the reserves -
-of the transferor company is not preserved. However in order to get the advantage
+of some statutory provisions of it.may be necessary to retain the‘identity of statutory .
- teserves of the transferor company in the books of transferee company. To record -
the statutory reserves of the transteror company in the books of transferee company, N



Accountmg entnes m the books of purchasmg company may be passe in two ways

FIRST METHOD Under thts method a mlmmum of three emnes are passed A néw

~ account “Business Purchase Account" is opened and purchase of busmess is - recorded
' through this account. The journal entrtes are - - . -

_1 For the pnrchase ol‘ busmess

Busmess Purchase Account SRR » o
" To Liquidator of the vendor’ company B S L
* (Being the purchase consideration payable to I o
_ the liquidator on purchase of the busmess) '

. \ . i

. 2. For reeordmg the purchase of mdwldual assets and llablhtles. .

Varlous Asse (excludmg goodwdl) __ o
(taken over at revised values, if any) afc . Dr.
To Various Liabilities S
_ (taken at revised values, if any)
To Business Purchase Account .
' (with purch'ase consideration)

It may be noted that

iy If credit is more than deblt the dlﬁerence |s debited to Goodwill Account.

' ||) If deblt is more than credit, the dlfference is credited to Capital Reserve Account .

3. For making Payment to the hquldatjr oh)dor eu_mpany :

L quidator of Vendor Company L _ Dr.
Discount on Issue of SharesYEhay) Alc. - . Dn
To Equlty Share jtal Account . '
To Preference Sh Cipital A/c.-

To Share Pgé fe. (if any)
- To Debentur ccount R

To Bank Account
(Being the purchase conSIderatton patd to -
the ltqu1dator of vendor compa ny)

SECOND METHOD Under this method only two entrtes are passed

1. For rec'o'rdmg the_ as_sets and llabllitles_taken over

Individual Assets Account . | D
(taken over at revised values; : '
if any and excluding goodwill}

To Individual Liabilities Afc.

(taken over at revised values, if any)

To Liquidator of Vendor Company A/c.

(with purchaseé consideration)

a1,



' _Note' As already explalned in the f rst mcthod the dlfference is dcblted fo Goodw1|l or
credated to thc Cap:tai Reserve as the case may be

2 For makmg payment of pu rchase consxderatlon

Liquidator of Vendor Company Aa’c Dr. .
Discount on Issue of Shares (if any) Account © Dr .
. To Equity Share Capital. Alc. Co
" To Share Premium A/c. (if any)
To Preference Share Capltal Afc o
ToDebentures Account. -~~~ - - L
" To Bank Account. ~ .~ - R

[n addition to either of the above sets of entries, the following entries may be required in the
books of purchasing company towards liquidation expenses borne by it.

1 Ii‘ liquidation eipenses are pai'd' by thé pu rchacing company directly

Goodwm (Capital Rescrve) Account '_: ' Dr
‘(as the case may be) ' o
To Bank Account

2 llquldanon expenses are pald to the llqmdator of the vendor company and
included in purchase conmderatlon ' : :

. this expenditure will be automatically debited to Goodwill Account or Capital Reserve
~Account as the case may be, in such a case no 0 separa ed be made in the books of
purchasing company. : o 6 o .

~As thc_ amount paid is alr_cady mcl_uded in _p_urc_hé.se consici@, the amount paid towards

3. If the vendor company pays the.liQui% expenses’ and subsequently the
purchasing company reimburses them to ve dor company

The entries are: . <b S

) Goodw:ll (Capital Reserve) Account . Dr
To Vendor Company Acc0unt L i
(Bemg the rclmbursable expcnses pald by the
-vendor company) ' - L

i) Vendor Company At:count‘ T Dr. .
To Bank Account: T
(Bemg the liquidation ehpenses reunburscd o
to vendor company) S

. Illustfatlon 7

1. Awrit Ltd. is absorbed’ by Bhavan ] Ltd Gwcn below are the balancc sheet of the two -
compames as on 31 March 2002 ' :
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The holders of gvery three shares in Amrit Ltd was to receive five shares in Bhavan s Ltd
Pass the necessary journal entries in the books of both the companies and the Balance Sheet

of Bhavan's Ltd. after absorption. The amalgamation is in the nature of merger. '

‘Solution

Calculation of Purchase Consideration

‘For 3 shares in. Amrit Ltd. _'S shares in Bha\'fan’s Ltd.
Fro 9,000 shares in Amrit Ltd. -7
=15, 000 shares of Rs: 75 each = Rs. 11,25, 000

JOLzrnaI Entr:es in the Boo]_cs of Amrit Ltd.

J ou'rnho-

-

Date

Particulars

L.F.

.'\Dr.

Rs.

Realisation A/c.
"To Sundry Assets '
To Cash at B
-| (Being the transfe assets to ..
Realisation A/c.) S

| Dr.

| 8. Creditors Afc.
To Realisation Afc.
(Being the transfer ofhabllltles to
Realisation A/c.)

" Dr.

Bhavah’s Ltd. Ale.
To Realisation A/c. _
1 (Being the purchase consideration

1. agreed upon) .

Equity Shares in Bhavan’s Lid. Afc.
- To Bhavan’s"Ltd.

'_Dr'.

"(Being thﬁurchase con51derat1011 recewed)

32

| 17,00,000 |

11,25,000 | S
| 11.25,000

© 25,000 1

60,000

L Amrit -| Bhavan’s | -~ "]  Amrit. | Bhavan’ s“'
~ Liabilities Lid. | Lt~ Assets . Lud. - L.
. L (Rs.) Rsy (Rs.) (Rs)
9,000 Equity sharesof | . | s Assets 16,85,000 | 43,60,000
~ Rs.135 each fully paid [ 12,15,000. | -- | Cash at Bank 15,000 4_0',000_'- N
40,000 Equity shares of N A : R
Rs.75 each fully paid. | 30,00,000
" General Reserve 4,25,000 | 13,00,000
* Profit & Loss A/c. _ - 35,000]
8. Creditors 60,000 | 65000 | _ I R :
17,00,000 | 44,00,000 17.00,000 | 44,00,000

C_rﬁ__ -
Rs._

16,85,000 -
15,000 . -

60,000

11,25,000




| General Reserve A/c.

Equity Share Capital A/c.-

- To Equity Shareholders Alc.
. -(Being share capital and General Reserve.
' transferred to shareho[ders Ale. )

Dr.

. -,.Equny Shareholders Al
To'Realisation A/c.

'(Bemg the loss on realization transferred

o

\ ..‘E(,]l,.lity Shareholders A!c._"
| " To Equity Shares in Bhavan’s,Ltd. . _
{Being the distribution of shares received .

to Equity Shareholders A/c.

_-Dr. ’

‘| from Bhavan’s Ltd. among the shareholders) .'

12,15,000 |
14,25,000

5,15,000 |

- 111,25,000

. 16,40,000 o
515,000

Journal Entnes in the Books of Bhavan s Ltd. _
C : : Journal

Date L Partl_'cufars

'LF,

DI‘.

:'Busineas purchase Ac.

. upon)

“To Liquidator of Amrit Ltd.
| (Being the purchase con5|derat|on agreed

.S. Assets Ale.”

__Rs.,

oo |
S 000

16,85,000 |

Cash at bank A/c. Dr \\/ 15,000 .
- "To'S. Creditors A/c. o B 60,000
~ To Business Purchase Afc. 5 . 11250000 .
To General Reserve - 5,15,000
. - (Balancing figure). SR
| (Being the assets and llabllttles mei L
taken over) &w -
S — 11,25000 | - - . -
' ]_{lqmdatlon ofAmm Ltd: <b I Dr. 1 11,25,000
To Equity Share Capit i o o
(Being the payment of purchase S
cons:cleratmn)
Balance Shéet of Bhavan s ’Ltd as at 31* Mareh 2002 I
____Liabilities: - Rs. . Assets ‘Rs. -
5,000 Equity shares of Rs.75. each - | Sundry Assets - -1 60,45,000 -
fully paid- . | 41,25,000 | Cash at Bank - 1 755,000
(of these 15,000 shares areissved | - | IR
for consrderat:on other than cash) A
~ General Reserve o _]8,15‘,0'00
Profit & Loss Afc. 1 35,000
- 8. Creditors - 1,25,000 y :
- o | 61,00,000 - |.61,00,000
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Illustratmn 8

The balance sheets of A Ltd and B

Ltd as on 31" March 2002 were as foll'tsws

.

(Rs. in thousands)

| S : R l Amrrt Bhavan s Amrit | Bhavan’s
L Ltabllltles Cpad, O Ld, o) o Assets Ltd, L.
| B b ey ey o _(Rs.) | (Rs) -

_ ' _'soooOpref shares of Goodwill - T00
B Rs.100each = 5000 - - |Patemts | 2,000 . -
! - 1,50, 000 Equlty shares R Land & Buildings. 6,000 - -
. ofRs.10exch "'rs,ooo..."_._._ | Plant & Machinery | 155004 = -
| 4,00,000 Equity shares R Motor Vehicles S| 400
; : - of Rs 10each - colsne | o 4,000 | Furniture . -l 250
| L o e 20 000'}_- "-:4:,000 'l_n_vestments' L LS00 - .

: o General Reserve vss20) | Stock ' 03,500 2,390
| o Investment Allowance 1 580 . 320' Debtors 200 - 620.
© Creditors -+ {500 . 210 Cash at Bank 450 170

' 129,400 ] _'"4,530 . 29,400 4,530

equtty shares at Rs 12

shares at Rs. 12:
) of issue prlce) and ws_ ful

l , o Make ]ournal entr:es m the books

‘ o Reserve isa Statutory Reserve

A new cbmpany ‘«C Ltd was. formed to
The terms of acqursrtlon of busmess were as under

|v) Preference shares of A %
WC L, made a pu' ic isst
ssue was underwritten at the conimission allowed by law (

ly subscrtbed All obligations were met.

vt) D- who mooted the scheme was allotted 40, 000 equrty shares (fully patd) at Rs 12.~ _

in conslderatlon of hlS servlces

L - the assumptlon that amalgamatlon is' m t

1) C Ltd 1o have an authortzed caprtal of
' preference shares of Rs. 100 each and 30,00, 000 equtty shares of Rs. 10 each.

settlement being Rs 60, 00 000 cash y '

i Busmess of ‘A Ltd valued at Rs. 3 00
ty shafes of Rs. 12.

- and balance by lssue by fully pald &
'nl) Busrness of * B’ Ltd valued at Rs.

Rs 3 50,00, 000 divided into 50,000, 13% o

000 to be satlsﬁed by the 1ssue ot fully paid .

wei redeemed |

of 30, 000 preference shares at par “and 3,00, 000 equity
5%

acqu:re the assets and llabllltles of A Ltd and B Ltd.

of C‘ Ltd. and prepare the Balance Sheet of ‘C Ltd on |
he. nature of purchase and lnvestment Allowance



SOIIitIOII

: Journal Entrles m the books of C’ Ltd

Date

Particulars

:_Dl'. e
- Rs:

Rs,

Busmess Purchase Af’c
" To Liquidator of A Lid.’
" To Liquidator of B Lid.

'_(Bemg the purchase price payable to o

- liquidators of A Ltd and- B Ltd: )

© Dr.

Patents A/c. -
Lands & Buildings Ale.

| Plant & Machinery Afc.

Motor Vehicles Alc.

| Furniture Afc.

Investments Afc..

i 'Stock Afe.
‘| Debtors Afc.

Bank Afc. -

‘Goodwill Alc. .

To Creditors Afc
To Business Purchase A/c. .

(Being assets and liabilities taken over, B

goodwill being balancing figure.)

_ D |
. Dr.

SDr

. Dr

- Dr,
- De.-

oo Do
o Dr..

C DBr

-ﬁquidator_of-‘A’ Lid Ale.

| Liquidator of ‘B’ Ltd A/c.

To Equity Share Capital A/c.
“To Securities Premlum A;’c
To Bank Afc.

~ Dr.
- Dr.

- | (Being the preliminary expenses met lgy

(Belng the payment of purchase consade
to liquidators of A Lid. and B Ltd.) -

Bank A/c.

shares to public.)

To Bank A/e..
(Being the underwntmg commlssmn pald
@ 5% on issue price.)

Preliminary Expenses A/c. o " Dr |

. To Equity Share Capital”
To Securities Premium Afc

the issue of equity shares.}

Amalgamation Adjustment-A/c. SR Dr '

. To Investment Allowance Reserve Alc.
(Bemg the statutory reserve of A Ltd and

B Ltd brought into the books as per AS-I4’}

- Dr-. |
| To Equity Share Capital A/ ?\ o
To Preference Share Capn@?&.' L
To Securities premiupra/c, PR
(Being the issue of pr’ef% and equity -

| Underwriting Commission A,fc Dr._..':.."ﬁ 1

34, 300-

2,000 -
- 6,000
C 15,500
ST 400 |
S '250. :
5890

e |
| 2,280

6,600
330}
a0

900 |

1300000
4,800

ST
34800

30,0000

a0
S 24,000
4800

. 6,000

3,000 -

- 3,000

600

400

900

718



-

) Balance Sheet of ‘C’ Ltd as at 31° March 2002 {Rs. 000%) -
Llabllltles ‘Rs. . Assets 'Rs.. -
Liabilities ' . Fixed Assets I
- Authorised Share Capltal Goodwill 2,280
_50 000, 13% Pref. shares of - |Land & Bmldmgs 6,000
Rs. 100 each 5,000 | Plant & Machinery 15,500 -
30,00,600 Equity Shares of " | Furniture . 250
Rs. 10 each ' 30,000 | Motor Vehicles - 400
' 35,000 | Patents ' 2,000
C , ' ' Iﬁvestments._l 1,150
Issued and Subscribed Capital Stocks 5,890
30,000, 13% Pref. Shares of Debtors 1,420
Rs. 100 each fully paid 3,000 | Bank _ 890
. Paid up Capital Misc. Expenditure C
- 27,40,000 equity shares of o Prel. Expenses - 480
~ - Rs. 10 each fully paid : 27,400 | Underwriting Commission ' 330
(of these, 24,40,000 shares are | : Amalgamation Adjustment o
issued for consideration other - | . ‘Reserve 900
« than cash) o ' " N R
Reserves & Shares -
- Securities Premium -~~~ | 5,480
invt. Allowance Reserve | 900
Secured Loans ' o --
Un-Secured Loans . -
- Current Llabllltles & . - ' ' _ _ o
'.vansmns_' .\b - ' o
Creditors o o L 1 112 DR _
- Badl 37490

"

9.14 SUMMING UP._ { /.
Sl M

Business concerns combine®

When two or more companies carrying on similar business go into liquidation and a new

Lompany is formed 1o take over their business, it is called amalgamation. When an exnstmg-

company takes over the business of .one or more exlstmg compames itis called absorpnon

fa company purchases major part {more than 50 per cent) of the equity shares of some other

company the company, purchasing: the shares is called a holding company.

- External reconstruction takes places when a néw company is ﬂoated to take over the'
business ofa exnstm;:, company which is then wound up. :

“ In case of an ama]gamation, absorpti_on and external reconstruction, the accounting

procedure is common, The purchase consideration -has to be calculated, the vendor
company’s books are to be closed and the transactions. relatlng to the acquisition: ot business

) 'are to be recorded in the boaks of purchasmg company

Purchase consideration is the amount pald by the purchasing company for acquiring for
~ business .of vendor company. Purchase consideration may be arrived at by Lump sum
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each other, due to various reasons, by means of holding
company or through mergers. Merger may take the form of amalgamation or absorption.




Payment Method or Net Payment Method Net Assets or Net Worth Method and share '
Exchange Method : :

-

9, 15 CHECK YOUR PROGRESS MODEL ANSWERS

L _i)

2. a)
_ ‘... .b) Net Payment Method;-
P o ¢) Net Assets Method; and -'f"
! o ~ d) Share E:\change Method

The followmg are the ohjectwes of mergers
_ a) to eliminate or minimise competition, T
o \b) ‘to poel resources-technical, financial, personnel research and development

to secure economies of scale, ) _ DR oo

’ -d) to control markets and supplies,
e) to 1mprove bargammg capacnty,

'_"n) Reconstructlon 1s external reconstruc’non and reorgamzat:on means mternal. :
reconstructmn . :

Lumpsum Method ;. |

9, 16 MODEL EXAMINATION QUESTIONS

2. Brmg out the SImllanlles and dlfferences betweeham gamatlon abSOI'ptIOI‘I and
_ leconstructton S _ _ ) .
3, IWhat do you mean by purchase cons:derau@_hat are‘the_va'rious methods of .
arrivingatit?,. - _ \ S o
4, Discuss the-contents of A_ccoun i &Ka‘rd— 14 -
1 . O IL %\'nswer the fdlloWing q.:uesti_ im,about 15.lin'es each.-' '
. 1. Whatis Amalgamation’? o | | o
‘ 2 "E,\plaln the meaning of absorption. .
- o 3. What do you mean by External Recons;ruct:cn"
I S o _ A4 What is purchase conmderatlo_n?_ )
i | 5. Explainthe terma: B
i. a) Trade Liabilities;
b)) Accumulated Losses. .
. 6. What is Business Purchase Account'?

L Answer the followmg questlons in about 30 lmes each.

What do you mean by amalgamatlon absorptlon and reconstructlon" ) .-l: o

9.17 RECOMMENDED BOO'KS |
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9.18 GLOSSARY

Absorption

* Amalgamation

Holding Company

Purch_ase Ccnsidcration '

Purchasing Company

.
|

Reconstruction

Vendor thpany .

: ltisa cdmpany which acquires niaj_or}itiz of cquity '

>

o Takc over of the business of one or more
© companies by an existing company

ot Take over of the business of two or more

companies by a new company formed for the
. purpose.

shares of another company-

4

: It is the amount agreed fo be paid by the

purchasing company, for acquiring the business

of another company as compensation. _ _
: Itisthe b:pany which acquires the business of
I' coimpany. ’ '

Q?lcis-coif‘-tv\ro types, internal and external. Internal
re

construction means reduction or alteration of

share capital. In External reconstruction an _
existing company starts a fresh lease of life with
" anew name,

It is the company which sells its business.

Dr. D. Obul Reddy -

=3
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o 10.2 Ulustrative Problems I

UNIT - '1'0_ . AMALGAMATION

il

! Contents

10.0 Alms and Objectwes

.. 101 ]ntroduct;on

103" Summing up

104 Check Your Progress Model Answers
10.5 Model Examination Questlons

10.6 Rocommended Books

107 Glossary : ' -

~ books of Vendor conipany, the realisa

10.0 AIMS AND OBJECTIVES

This umt a:ms at dtscussmg the accountlng lreatment relatmg to amalgamatlon of

companles

' 'Havmg studled and. worked through thlS umt you should be able

¢ solve the problems pertammg, to amalgamatlon of oompames

'_101 INTRODUCTION T \

" You have learnt the conceptual explanatlon calef n of purchase consideration and - © -
init 9. This unit will present youthe

accounting treatment pertalnmg o amalgan% of - compames in detall takmg some

proforma ]ournal entrigs pertaining to amalgamatiof

comprehenswe lllustratlons
You may recall that_tftwo or more cgmpanies combined together to.do similar business it is.

called amalgamation. Here a new % ny is created by old compames To close down the

on account should be opened. Itisa. nominal account -
in nature. Profit or loss on realisation should be transferred to shareholders account. Openmg :
“ entries are to be passed i in the books of purchasing company Closmg entries to be passed in -
- the books of vendor company : : -

- 10. 2 ILLUSTRATIVE PROBLEMS

Illustratlon -1

Consider the following balaﬁco shoets _of X 1td sn_d_ Y Ltd
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‘Balance Sheets as on 31" March, 2002

Y Ltd. -

Liabilities X Ltd YLd | . . Assets X Ld.
§ Rs. Rs. , ' Rs. Rs,
[Equity Share capital  [50,00,000(30,00,000{ Land & Buildings | 25,00,000{.15,50,000
"~ (Rs. 10 each) ' S Plant & Machinery | 32,50,000] 17,00,000
© 14% Pref. Share capital 22,00,000{ 17,00,0000 Furniture & Fittings|  5,75,000] 3,50,000 . -
a (Rs. 100 each) o ' ' Investments ~7,00,0000  5,00,000
General Reserve 500,000 2,50,00Q Stock 12,50,0008- 9,50,000
Export profit reserve | 3,00,0001 2,00,000{ Debtors 9.00,000] 10,30,000
Investrment aliowance _ Cash & Bank 7,25,000f 5,20,000
‘Reserve -1 1,00.,00¢ : '
P&L. Alc. 7,50,000 5.00.00(4
13% Debentures 5,00,000 3,50,000)
{Rs. 100 each) AR - S
Trade creditors 4,350,000 3,530,004
Other current liabilities [ 2,00,000)" 1,50.00 : L
oo 99,00,000 66,00,00p 99,00,000 '66,00,0_00

below:

X Ltd., takes over Y Ltd on ]" Apnl 2007 X Ltd dlscharged the purchase conmderat:on as -

i} Issued 3,50.000 equity shares of Rs 10 each at par to the equity shareholdem of Y

- Lad.

Ai) - Issued 15% preterence shales of Rs
shareholders of Y. Ltd. at 10% premium.

“The debentures of Y Ltd will be converted into &
The statutory reserves of Y Ltd are to be

sheet of X Ltd after amalgamation on the aswon that:

a} the amalgamation is in the natur

b} the amalgamation is in tl

Solution

merger
iture ‘of purcha;e o

© a) Amalgamatmn in the nature uf merger

100 each to d:scharbe the pletelence

ivalent number ofdebentures of X Ltd
ined for 2 more years. Show the balance

Rs. Assets 7

Llabllmes .
Equity share capttal 85,00,000 | Land & Buildings 40,50,000
(Rs. 10-each) Plant & Machinery '49,50,000
15% Pref. Share capital - 18,70,000 | Furniture & Fittings -9,25,000
(Rs. 100 each) Investments o 12,00,000
14% Pref. share capital ..,.,00 00q Stock 22,00,000
(Rs. 100 each) : Debtors -+ 19,30,000
General Reserve’ 80,000 | Cash & Bank = 12,453,000
Export profit reserve _ 5,00,000 -
Investment-Allowance Reserve - 1,00,000f
~ Profit & Loss Afc. 12,50,6001 -
13% Debentures (Rs. 100 each) 8,50,000( .
~ Trade creditors 8,00,0000
* Other current fiabilities - 3,50,000 | . T
o 1,65,00,000 1,65,00,000
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. Workings . T 0

»

Wdrki_li'g Note:

1) The differencé between the amount recorded as share capital issued and_thé amount =~ . -

of share capital of transferor company should be adjusted in reserves. Thus,
General Reserve = ?,50_,000 4_(53,70,0_00 - 47,0(_)_,000)' =Rs, 80,000

- b) Anialgiamati_on in the nature of purchase

Balance Sheet of X Co. Ltd,

Liabilities ___Rs . - Assets __Rs
Equity share capital " - - 85,00,000] Land & Buildings . | '40,50,000 .
(Rs. 10°each) | . - | Plant & Machinery C- 49,50,000
15% Pref, Sharecapital =~ .- [  18,70,000 Furniture & Fittings ' - 9,25,000°
~ (Rs. 100 each) o+ 3 7 o | Investments - . - T 12,00,000 -
14% Pref, share capital - | 22,00,000] Stocks = . ' 22,00,000 -
(Rs. 100 each) IR I - | Debtors ' : 1 19,30,000
- General Reserve: © -5,00,000{ Cash & Bank . S 12,45,000
Capital Reserve (Working),, | - 3,80,00 Amalgamation Adjustment | . e
Profit & Loss Alc. . . 7,50,00 CAgeount . 3,00,000 -
Export profitreserve ~* { - 5,00,00¢ o R S
Investment Allowance Resetve | = 1,00,000] -
13% Debentures (Rs.100 each)| .. 8,50,000
Trade creditors ' - | 8,00,00
- Other corrent liabilities +3,50,00 DR _
D 7 1,68,00,00p - 168.00,000

" 1. Capital Reserve arising on Amalgamation: O S o
S I (Rs.’000) - - (RsJ000)
- A) Net Assets Taken Over: .~ U o . s '
' Sundry Assets ? T 6600000
. Less: 13% Debentures QM ©3,50,000 R
Trade Creditors: . - N - 3)50,000 e
Other Current Liabilities. -~ = % e 2 1.50,000 - 8,50.000
- s N ' ~ (A) 57,50,000
. B) Purchase consideration: .- - . - 3 A
To Equity shateholders of Y Lid. T SRR 35,00,000
To Preference shareholders of Y Ltd: [ - __18.70,000
A | S " (B).53,70,000
C) Capital Reserve (A—B) .~ .~ . 380,000 -

Miustration -2

i

_M_échine 'Ltd.,l and Tools Ltd., have dec_.ided to amalgamate on 31-12-2000 and fdrm a-'r;cW' o
‘company catled Machine Tools Lid. On the date of amalgamation the Balance Sheets of the |

two companies were as follows:
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—-—T —_ .

Liabilities Machine ; “Tools: Assets Machine: |  Tools.
C Lid. (Rs) ! Ltd.{Rs) Ltd. (Rs) | Ltd. (Rs)
" Equity Share- o : ' o
capital of o o T _ :
Rs.10 per share’ 5,00,000 | 3,00,000 | Sundry Assets 4,80,000.} 332,000 .
5% Debenturgs 2,00,000 | 1,00,000 { Frechold property 2,060,000 | 1,00,000
Reserve Fund ' ) - 50,000 | Investments: - 50,000 20,000
Profit & Loss A/c 30,000 20,000 | Sundry Debtors 2,50,000 [ 1,50,000
Mortage ' Preliminary - . :
Loan on Freehold - _ Expenses - 20,000 (- " 8,000
property 50,000 -1 ' :
Sundry Creditors 2.20,000 | _1.30.000 . ' :
' Lo .10,00,000-| - 6,00,000 10,00,0600 | 6,00,000

The purchase conmderahon consists of

i) . The dlscharge of the debentures in Machine Ltd and Tools Lid., by the issue of
: equivalent amount of 6% debentures in Machine Tools Ltd;
ii)  The assumptlon of the liabilities of both the companies..
iii) The issue of equity shares of Rs.10 each in Machme Toois Ltd., at a premlum of

Rs.2 per share.’ _ _ _
For the purpose of amal gamation the assets are to be revalued as per the fol!owmg method

~ Machine Ltd. Tools Ltd. '
" . Rs. "Rs.
Goodwill 1,00,000 75,000
Sundry Assets 4,10,000 . 2,880,000
- Freehold Property 2,60,000 1,40,000
Investments 51,800 -~ 20,000
Debtors 2,257000 0 1,35,000

Tools Ltd., and Machine Tools Ltd.

Solution

Calculation Piirchase €

Assets taken oveé
' : ' ‘Rs. .
- Goodwill 100,000
. Sundry Assets . 4,10.000
‘Freehold Property - 2,60,000
Investments - . 51,000
Debtors 2,25.000
: _ - 10,46,000
‘Less: Liabilities taken over . ' o
Mortgage Loan 50,000 -
“Sundry Creditors _ 2,206,000 - 2,70,000
Purchase COI‘ISldel'atIOD 71,76,000
Purchase consnderation to be discharged by : o
Issue of 6% debentures _ 2,00,600 -
Issue of shares of Rs.10 each : '
at a premium of Rs.2 per share 5.76,000
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Machine Ltd.

7,716,000

Rs.

Show the necessary journal entries for th@)ve transactions in the books of Machine Ltd.,
re necessary ledger accounts also,

' Tools Ltd. ..

75,000
2,80,000
1,40,000

20,000

- _1335,000
6,50.000 -

130,000

e ————

5,206,000

—_—

©1,00,000

420000
5.20.000




No of shares to be lssued

5 ?6 000! 12 = 48 000 shares, 4,20, 000!12 =35 000 shares

Ltd.

. Date

Journal Entrres in the Books of M?chme

' Partlculars

.LF.

~ Dr,
Rs.

Cr.

Realisation Account . - D

" To Sundry Assets A/c L
To Frechold Property A/lc .~
To Investments Afc.

To Debtors A/c

(Being assets taken over by Machme Tools Ltd.

transferred to -realisation account)

Mortgage Loan Account -~ Dr.

Sundry Creditors Account  ~ Dr.

To Realisation Account ' o :
(Being the liabilities taken over transferred to
realisation account)

| Machine Tools Ltd., _Accouht. Dr.

. To Realisation Account

- | (Being the purchase consideration agreed to be
| received from Machine Tools Ltd.}

'| 6% Debentures in Machine Tools Ltd. Alc Dr. |
Equity Shares in Machine Tools Ltd. A/c - Dr. |-

To Machine Tools Ltd.
(Being the purchase consrderatlon recelved)

‘Realisation Account . _ ~ Dr

To Equity Shareholders A/c

(Being the profit on realization: transferred _ <

Equity shareholders account)

1 5% Debentures Account

" To Debenturcholders Afc -
(Being the old Debentures transferre@w .
Debentureholders Account) '

Debenture-holders Account’

To 6% Debentures Alc
(Being the payment made to Debentureho!ders
through the new debentures) '

Equity Share Capital Account . - .[__)_r.
Profit and Loss Aceount . -~ . . Dr.
To Equity Shareholders A/c '

‘(Being the equity share capital and profit and

loss Alc transferred to-equity shareholders

1 account)

Equity Shareholders A!c ’ _Dr._

To preliminary Expenses A/c.
(Being the accumulated expenses transferred to
equity shareholders a’c.) -

Equity Shareholders Account Dr. |

To-Equity shares in Machine tools Ltd

: (Bemg payment made to equ1ty shareholders) '

980 000

776,000

‘| 2,00,000

:65,000-__ -

2,00,000 -1 T
AR _2,00_,000 o
12,00,000 | SR

\ 2,00,000 .

5,00,000 -
30,0000 |

50,000
220,000

20,000

576,000

4,80,000
2,00,000
50,000

2,50,000

2,70,000

7,76,000
7,76,000.

66,000 _' |

5,30,000

20,000

| 5,76,000 -

243




Dr. '

. Cr. i

6% Debentures m Maehme Tools Litd. Aeeount
. To Machme Tools Ltd Af’c 2,00,Q00 By.__'Eqmty Share_holders A{_e_ - 2,00,000.
L.2.00.000 | _2.00,000

Note:

_ Tt may be noted that wh:le solvmg the problems in the exammallon a]l the above.
accounts need not be shown, It is sufficient if Redlisation Account, Purchase Company Alc..

Equity Shareholders Account, and other accounts Wthh may need some acljustrnenl like foss.
or prof‘ iton realtsataon are shown L oo :

_ Jonrnal Entrles in the Books of Tools Lid.

= Date

Cr.

| (Being the profit on realization transferred to Equny

' shareholders aecount)
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Pamculars : L F. Dr.
i - RS; - RS.
- Reahsatnon Account .. . - Dr. 5,92,000 o
To Sundry Assets Alc ' o ' © L [3,22,000
ToF reehold Property A/c™ 1,00,000 -
‘To Investments A/c. 20,000
To Debtors Alé c . | 1,50,000
' (Bemg the assets taken over by- Machlne Tools Lud.
rtransferred to realisation account)
- Sundry Creditors account  ~ .. Dr. 1,30,000 | -
To Realisation Account 3 Lo - 1,30,006
(Being the Creditors taken over. by Machlne Tools 1 T
Ltd. transferred to realisation account) \
- _Machme Tools Ltd. Account \‘> Dr. 5’20!000 ' ’
To Realisation Account - Q - o 520,000
| (Being the purchase consu:le tion yable by AR
Machine Tools Ltd.) %\
AR T 1 -
B 6% Debentures in Machific Tools Ltd. A/c  Dr.’ 1,00,000 .
-Equity Shares in ine' Tools Ltd. Afc - Dr 4,20,000 - :
. Te Machine td. " ‘ ' '5."20-’000’, '
(Being the purchase consideration received.) .
" | 5% Debentures Accoust .. . Dr. 1,00,000
To. Debentureholders A/c. R 1,060,000 -
! { Bemg the old Debentures transferred o
Debentureholc[ers account)
. | Debentureholders Account - Dr. | 1,00.000 . o
To 6% Debentures in Machine Tools Ltd Alc, | 00,000 .
(Being the payment made to Debentureholders _ I
through new debentures)
- Reallsatlon Accounl - " . Dr - 58000 | - -,
To Equity Shareholders A;’e ' s 58,000




T

T g

4

- Equnty Shareholders Account . Dro 8,000 S
To preliminary Expenses Afc 2 b 8,000
'{ (Being the preliminary expenses transferred to
equlty shareholders afc )
- Equity Share Capital A/c. Dr. | 3,00,000 -
- | Reserve Fund A/c.”” Dr, - .| 50,000 - _
Prof t and Loss Accout - - - Dr | 20,000 | - S
To Equity Shareholders A/c’ R : - | 3,70,000 -
(Bemg the equity’ capltal resefve fund and P & L. C
A,fc transferred to equtty shareho!ders account)
- Equity Shareholders Account . - Dr,|  |%20000 ;- -
' To Equity shares in Machine tools Ltd: o _4’20’000 -
(Bemg the payment rnade o equ:ty shareholders) '
Led'ger Accounts _
Dr, - 'Reallsatlon Account _Cr.
To Sundry Assets A/¢ ~ : 3_22 000' By Sun’dry credlto'rs L 1,30,000
To Freehold Property A/c’ 1,00,000 | By Machine Tools Ltd.” 5,20,000
.To Investments A/c - . 20000 . o o
* To Debtors Alc oluso000] o
. To Equity Sharcholders A/c - L - 580001 0 N -
(Profit) L1 6,50,000] 0 : . 6,50,000
.I . '—-—,“—-— /”‘0\ - 4 e
Dr.- Eqmty Sharehglde\rigccount . Cr.
. . - RS'Y‘ o - Rs. .
To Preliminary. expenses. - 78 1B Equlty share capital 3,00,000
‘To Equity shares in B AT < ”‘By Reserve fund : .. 50,000 .
Machine Tools Ltd ' __@)000 ByP&L Ak o 20,000
By Realisation Afc.. -l .58.000 .
--4,2§,0‘0_0 g o 1 428,000 .
‘Dr. - 'Sundrv Assets Account : Cr.
; ' _. E S "Rs.. T . Rs. . _
To Balance b/d . N B X 000 B_y Reahsatlon Alc, ] 3,22,000
4 - . o - -
' 13,22,000 | 3,22,000
Dr. * Freehold Property Account Cr.
. -t Rs. L - -Rs. :
To Balance b/d 1,00, 000 By Realisation Alc. - 1,00,000
l 00 000 1,000,000



. Investments Account

o

Dr.
R Rs. | "~ Rs.
To Balance b/d - 20,000 | By Realisation A/c. 20,000 - -
200000 20,000
Dr. ‘Debtors Account . . Cr,
Rs. | _ Rs.
To Balance b/d -1,50,000 | By Realisation Afc. 1,50,000
1,50,000 150,000
Dr, ' Pnelimih_arv Fxpenses_'Accdunt Cr. 5
: Rs. o S . Rs.
~ To Balance b/d 8,000 | By Equity shareholders A/c - 8,000
L8000} 8,000
Dr. Ec'uity'Sharé.Capital Account - -Cr.
. T " Rs. s : Rs..
To Equity shareholders A/c - 3,00,000 | By Balance b/d | 3,00,000 -
| 3,00,000 | - 3,00,000:
Dr. 5"»Debe@s Account Cr. -
' Rs. ™ Rs..
To Debentureholders Alc. 1‘,@);900 By Balance b/d 1,00,000
Q*r,oo,éoo R 1,00.000
o~ N\ _ . -——-——-"..
" Dr. g - C __Reserve Fund Account Cr.
T ' . Rs. | Rs.
To Equity shareholders A/c 50,000 | By Balance b/d. 50,000
| 50,000 50,000
Dr. | Proﬁt and Loss Account * Cr.
3 Rs. ' \ - Rs.
To Equity shareholders A/c - 20,000 | By Balance b/d. 20,000
| | 20,000 I 20,000
Dr. -Sundry Creditors Account . Cr.
© Rs. ' Rs.
To Realisation Afc. _ 1,30,000 } By Balance b/d. [,30,000
- LL.30,000 |
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fur

és in Machine Tools Ld. Account

. . Rs:

.Cr.

*To Machine Tools Ltd. Afc;

- Dr. L . " Equity share

~ To Macl:ii.ne 'Too_!s Ltd, Alc.

‘Rs.
-4,20,000

4,20,000

By Equity'Sharcholders Al

| 20000 =

420,000

s i Mach'ine' Tools Litd. Acconiit -

" Cr..

- Rs.
420,000

[ 420000 |

By Equity Shareholders A/c

Rs.

| 420000

220,000 o B

. Cr.

Dr. ~© " Machine Tools Limited Account :

To 'Realis_aition' Afe.

o Rs.
5,30,000

By 6% Debenturesin® -

Machine Tools Ltd.. ~
By Equity Sharesin
* Machine Tools Ltd. Afc

' 5,20,000 |

- RS. -

- .l_,OO,_OOO

420000

[ 520000

s

| 'JroJu.rnal Entries in the Books.of Machine Tools Ltd.

First Method:
"~ Date . -

. Particulars

Dr.
Rs.

_ C.r.°.
-Rs.

“Business Purchase Account

'.t.he

_Dr. |
- D,
D
Dr. |-
Dr.

| . To Liquicator of Machine Lid. Afc.

- 1" To Liguidator of Tools Lid. Afe. . '
(Being ‘the purchase price -pa al:ﬁ?To
liquidators of Machine Ltd. a@gﬁl Ltd. on
Amalgamation.) N -

- Sundry Assets Afc.: . <O -
Frechold property Afc. = W/ S
Investments A/c. S
Debtors Account - '
Goodwill'A/c.(Balancing figure)

To Mortgage Loan Alc. :
 To Sundry Creditors Alc. _
,  To Business Purchase A/c. = o :

- | (Being the assets and liabilities taken over}

-+ [ Liquidator of Machine Ltd. A/c. '

Liquidator of Tools-Ltd. Afc.
To Equity Share Capital A/c.
" To Share Premium A/c. o
‘To 6% Debentures A/c.

- Dr.

each at a premium of Rs.2 per share and Rs.
3,00,000 6% ‘Debentures in settiement of the

“purchase price to the liquidator of Machine Ltd. &

(Being the issue of 83,000 equity shares of R&.10]

12,96,000 |

776,000 |
. 5.20,000

©7,76,000

) s20000

©'6,90,000. |
.4,00,000
71,000
3,60,000 |
1,75,000

50,000 -
© 3,50,000
i 12,96,000

830,000
1,66,000
$3,00,000

| Toolsfad) -
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lnstead of passmg three Joumal entrles as above in the books of Machme Tools Ltd only

two entnes can be passed-in the followmg manner: .

4

: Second Method L o / : - -
" "Date’ o Particulars =~ . 'LE |  Dr. Cr.
S o L . . Rs. Rs.
- ‘Sundry Assets Ale. - D} . 6,90,000 [
 Freehold Property A/c. .-~ . - Dr. 4,00,000
Investments A/c.- " 7 . . Dr 71,000 |-
| Debtors Ale. - - .0 0 pr i | 360,000
| Goodwill Ale. (Ba]ancmg fgure) “1,75,000 T o
- To Mortgage Loan A/c. - . - 50,000
" To Sundry Creditors Afc. 3,50,000
. To Liquidator of Machine Ltd. Ale. 1 7,76,000
To qumdator of Tools Lid., A/c. - _ 5,20,000
B (Bemg the assets and liabilities taken overon | - -
- | amalgamation and the purchase price due to the | -
liquidators of Machine Ltd. and Tools Ltd.y ' -
- | Liquidator of Machine Ltd. A%e. -~ -Dr. | . 7,76,000
i Liquidator of Tools Ltd. Alc. . Dy 5,20,000 .
| To Equity Share Capital A/c. T - 1--8,30,000
To Share Premium Afc. - 11,66,000
To 6% Debentures Ale;

© ['ktd. and 35,000 shares of .Rs.10

| premium of Rs.2 per share and. 005000 6%
[ Debentures to the. liquidator ls Ltd. in | -

| (Being the-issiie of 48, 000 shares of Rs. 10 éach at

a premium :of Rs.2 ‘per -share and 6%

| Rs.2,00,000, Debentures to liquidator ofEachme o

settlement of the Ptjrehase'prices_)_

at a| =

3,00,000

_Note' It is adwsab[e to pass sepatate g tries for the take-over of the a!;sets and liabilities
from mdmdual compamé&? : o .

2

. _ Balanee of Machme Tools Itd as on 31" Dec, 2000
Liabilities - -~ = ™ " Rs. |- " Assets . Rs.
Share Capital =~~~ Fixed Assets - IR
83,000 equity- shares. of Rs. 10 - | Goodwill | _ -1,75,000 - -
each fully paidup © 8,30,000 | Freehotd property 4,00,000 -
- Reserve and Surplus .~ | Sundry Assets - 6,90,000
Share premium ' | 1,66,000 | Investments _ 71,000
Secured Loans- " .| Current Assets N
Mortgage loan . 50,000 | Debtors’ 173,60,000
’ 6% Debentures (assumed to| 3,00000) -
~ be secured) S S -
Current Liabilities - .= o
Sundry Creditors 3.50.000 o o
- 16,96,000 ' ' 16.96.000

CHECK YOUR PROGRESS - 1

- Calculate purchase consideration from the fo[lowmg

A P. Limited and Indla L:mlted agreed to amalgamate and form anew’ company Hmdustalt '

Ln'mted Baiance sheets of both the compames are as fol[ows
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325,000

- Liapinnes - Ingia ] Al CASsets - | Jnaa CAF.
- Ld. | Lid. | Ld | Lt
_ Rs: - Rs.. | S | Rs..".| Rs.o
~ Authorised, issued ' oL Goodwill . - | -1,00,000 [ 50,000 -
* and paid up capital Land &' buildings--' - 3,00,000 | 2,50,000
50,000 shares of . N : B I '
~ Rs.10each. . | 5,00,000 5,00,000 Plant&Machmery - -3,50,000 (
Share premium _ 50,000 | 1,50,000 Furmture . T 50,000 25,000
- "Reserves and surplus | 2,00,000 [ '1,75,000 { Stock - . 60,000 ~50,000°
* Profit & Loss Afc. 50,000 | © 25,000 | Sundry Debtors 1. 1,00,000| 1,50,000;
Sundry Creditors 2,50,000 | 1,50,000 | Other. . B P
" Bills payable . - 40,000 | - 60,000 Cur_rent Assets | 1,30,000 | 2,00,000 .
: . : Discountonfssue | - [ 7 .
of Debentures - [ - - - 10,000 -
10,90,000 | 10,60,000 - [10,90,000 | 10,60,000

' Hindustan Limited takes over all assets and !_iab'ilities_a_’_[ book value except goodwill. .

Mustration -3 .
X Ltd., and Y. Ltd., are domg sumlar business. To avmd unnecessary competltlon and to.. .

- economise expenses, they have décided to amalgamate and I as one.company in the.
name of XY Ltd. On 31* March, 2001. On this date their Sheets are as follows:: '

Llabllmes o X Y - ASSO - XY
T Lid. | w2 - led. ] Lid.
- . . Rs, Rs. : ' . Rs.. Rs.
Share capital - S - ' Go w1| oo 10000
Rs.10 per share 1,00,000 |~ 60,0007 Paterits L 2,500 . 8,000
Sundry Creditors 18,650 8,310 \Plam&Machmary 40,000 21,000
Profit & Loss A/c. - 1 840 | Furniture & Flttmgs 4,600 | 3280
Bank overdraft 6,050 Stock - 42,460 |- 16,990 -
' o : Debtors’ 15,630 | .~ 9,550 .
N Cash -1 130
1 .} Profit& Loss Afc 19420 -~ -
. 1,24,610 68,950 1,24610 | 68,950

XY Lid. agreed to take over the

current assets at book values and fixed assets at the-
’rollowmg values: ST S ' Y

X L. - Y Lid.
: Rs. “Rs.
Goodwill 1,000 - 1,000
Patents - . o500 © 2,000
Plant and Machinery” ~~ . 27,0000 - - 11,000
* Furniture and Fittings L0.3,000 0 2,300
C © 31,500 16,300
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1. XY Ltd., has issued 1200 6% preference shaljés' of Rs.l()_éach, 6,449 equity shares of _
* 'Rs.10 each and has agreed to pay the balance of _purchase_consideration in cashto X -

~Lad. : :

AR

~ 2. Y Ltd., has agreed to recéiveﬂ its purchase cons_i'_dér_ation in 3,430 equity shares of Rs.10

- each, and the balance.in cash from XY Lid. . .

3. Sundry creditors of X Ltd., agreed to receive 1200 6% preference shares of Rs.’l 0each
issued by XY Ltd.. and the balance in cash available after payment of all other

liabilities and expenses. R
4. liquidation expenses of X Lid., are Rs.500 and Y Ltd. are Rs.300.

In order to pay off the purchase consideration of X Ltd., and Y Ltd., and to Strehgtﬁen
its working capital position, XY Ltd., has issued 7% 1 00 debentures of Rs.100 each at
a discount of 5% per debenture and 1800 6% preference shares of Rs.10 each, to the

public and the amount is received.

Prepare necessary jedger accounts in the books X Lid., and Y Ltd., to close them and pass
~ entries in books of XY Ltd., and prepare opening Balance Sheet as on 31¥ March, 2001.

Solution L -
o Books of X Ltd. -
* Calculation of purchase consideration and mode of discharge
Assets taken over Rs. Mode of payment ~ Rs.
Agreed value of fixed assets 31,500 1200 6% preference sharesof
: . Rs.10each T 12,000
Book value of current assets -~ 58,090 6,449 equity shares of Rs10each - 64,490
' - L _ ®sh (Balance) - _-13,100
| - . : 89!595 NS 789,590
Dr.. . - " Realisation Account ' Cr.
. ?Rs _ E Rs. -
To Patents _ % 2,500 | By XY Ltd. 89,590
To Plant & Machinery Q‘*w 40,000 | By Sundry Creditors - _ .10
To Furniture & Fitting . 4,600 | By Equity shareholders (Loss) 16,090
To Stock % © 42,460 : ST
To Debtors . 15,630
To Cash (Expenses) 500
- - - 11,05,69 1,05,690
Dr. = ' Equity Shareholders Account : Cr.
: - Rs. - : . Rs. _
- To Profit Loss Alc. _ 19,420 | By Equity Share Capital 1,00,000
. To Realisation Alc. (loss) - 16,090 S - ' -
To Equity shares in XY Ltd. 64,490 L
1,00,000 1,00,000
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: " Dr,

Sundrv Credltors Account

Cr

D

 To Rcél_isation-A}’c. )

T 6% Préfcrehce'

shares in XY Ltd
To Cash '

) '_ To Reahsatlon Afc(Ga:n)

- Rs. _
| By Bal_anCe bz_‘d _

12,000 | S

- 6,550

ST

18,560

18, 560

Cash Book _

Particulars Cash

. Bank . Particulars

[ Cash

] Bank'- _

ToXYLd.

- To Cash (C) _ T

13,100 -

Rs. o
‘| By Balance
By Realisation Alc
(expenses) -

By Bank (C)

- 6,050

13,100

6,050 |

By Sundry Cr_ed_itdrs o

Rs.:

500

6,050 -
13,100 |

Rs. .
6, 050

6.050 .

XY Litd. Account

Cr

& -

1 89,590

89,590

. . XYL
: By Cash :

By Equity shares in XY Ltd,
2. |- By 6% Preference Shares in’

Rs.
64 490

12000
13,1G0

5 TR

Cr. '

o XY Lid. Al

e Dr. B 6% Preference Shares in X\(LDAccount o _
| 12 %, gSundry Creditors Ale.

000

haand

: 12000%-- -

A4

- Dr | . ._ -Eq'unty Shares in XY Ltd Account

- Cr. -

‘ToXY L Al. '

Rs.:
64,490

. 64,490

By Equ:ty Shareholders A/c

L -64,490 "

64 490_. L

" Books of Y Ltd

Calcu!atmn and Dlschargc of Purchase cons:deratlon - '

Assets taken' over
. Agreed value of fixed assets

‘Current assets at Book Value

Rs. R Modc of payment
3,430.equity shares of Rs. 10 each

16,300
: 26, 6'?0 ‘Cash (Balancc)

T 42, 970
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Reallsatlon Account

A

' Cr. .

. Dr.

To Equity shares in XY Ltd.

34,300 | By Profit and Loss Alc.

Dr. o
g : R Rs. _ Rs.
~~ To Goodwill, 10,000 | By XY Ltd. Ale. 42,970
To Patents _ 8,000 | By Equity shareholders(Loss) 26,280
To Plant & Machmery 21,000 | T ' :
To Furmture & Fittings 3,280
To Stock ' - 16,990
To Debtors - . 9:550
To Cash - 130
Ta Cash (Expenses) 300
C o 69,250 .
T 69,250
: Eqmty Shareholders Account Cr.
_ ' - : Rs. Rs. -
To Realisation A/c. 26,280 | By Equity Share Capital 60,000
640

-_'Dr.

To Cash’ 60 R
60,640 | L 60,640

_ Dr. Cash Account ' Cr,

. - Rs. ' " Rs. -
To XY Ltd. Alc. - 8,670 | By Sundry Creditors 8,310

: ' .| By Realisation (expenses) . 300
| By*Equity shareholders A/c. | 60

8,670 | . L. 8670

"Dr. ' Sundweditom Accounf Cr.
To Cash * ” . 8,310 | By Balance b/d 8,310
@ 8310 8310

Eqmty Shares in XY Ltd. Account_ | Cr.
- _ . Rs. _ ' Rs. -
To XY Ltd. Alc. 24,300 | By Equiity Sharcholders A/c. 34,300

[ 34300 | 34.300
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“Books of XY Ltd,
Journal E:_ltries

- Date

. Particulers o R 9% U

*Dr.

- Rs.

Cr.

2001 -
March 31

Goodwill Ale. _ Dr

| Plant & Machinery Afc: . Dr
) Furmlure&Flmngs Af’c .- Dr |
Stock Alc. - . b A

Patents A/c. o Dr.

Debtors Ale. ~ ' Dr. |
Cash Afe. *. ' - Dr.
To Liquidator of X Ltd Ar’c '

To Liquidator of Y Ltd. Ac. '
(Being the assets taken over and purchase
consideration is due to the Ilqwdators on

amal gamatlon)

Liquidator of X Ltd' Ale. . Dr
Ltqmdator of YLd.Ac. - Dr
To Equity Share Capital A/c. -
To 6% Preference Share Capltal A,fc o

To Cash Alc.

Rs.10 each, 1200 6% preference shares of
Rs.10 each and the balance paid in cash i in |

discharge of purchase consideration) - -~
Cash Ale. Dr.

To 7% Debentures A/c..

pubhc) - LI

Ca'sh_A;’.c. . B
" To 6% Preference Share
(Being the issue of 1

Wal Alc.

shares of Rs. 10 each to © ubllc)

(Being the issue of 9,879 equlty shares of | -

Discount on Issue of Debentures Afc.  Dr. 0

(Being the issue of 100, 7% .De'benture ,
| Rs.100 each at a dascount of 5% tothe

6% preference |- |

2 000
2,500
- 38,000
5,300
59,450
. 25,180
130

89,590

42970

9,500

. 18,000

so0 |
110,000

. 89,590

42,970

12,000

21,770

Balance Sheet of XY Lid.
as on 31st March, 2001

Assets

. Rs. -

" . Share Capital _
3,000 6% preference shares of o
Rs.10 each (including 1,200
shares issued to Liquidator of
X L) -
9879 equity shares of Rs 10 each
7% 100 Debentures of .
Rs.100 each

Liabilities "Rs.
Patents.
30,000 | Stock'
98,790 | Debtors

10,000

1,38,790

| Goodwill

" | plant & Machlnery )
| Furniture & Flttmgs :

Cash (130+ 18000
+ 9500 — 21770)
Discount on Issue of
Debentures

2,500
38,000 -
. 5,300
59,450
25,180

5,860

13879
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2

CHECK YOUR PROGRESS - 2

i~ Purchase consideration is Rs.5,50,000, is paid in the form of equity shares” of
Rs.3,00,000 in shares of Rs.100 each, in the form of 12% debentures Rs.1,50,000 and

the ‘balance in the form of cash. Pass journal entry in the books of vender compa

- receiving purchase consideration.

oo

ny for

' ....i.i. For.th'é‘ a'b'ove. problem write journal entry in the books of puréh'aé‘ing corﬁbany for

payment of purchase consideration. . :

........................................................................................................................................................

. 10.3 SUMMING UP

When . two or more companies carrying on similar business go into liquidation and a new
company -is formed to take over their business, it is cailed amalgamation. In case of
amalgamation, liquidation expenses, paid by vendor company or purchasing company, are
debited to the Realisation Account. While passing journal entries in the books of purchasing
company, if the total amount of assets taken by the company is more than the liabilities and.
purchase consideration, the difference is transferred to capital reserve account and shown on

" liabilitiés side of Balance Sheet. On the other hand, if the total amount of total liabilities and
purchase consideration -is more than the total assetSaken over, the difference is transferred
to goodwill account and shown on the assets side'of Balance Sheet. ' =

10.4 CHECK YOUR PROGRESS MODEL ANSWERS
1§ IndiaLimited . &,&Zﬁo | | |
: ) A.P.Limited _ .‘7;'9__0,_00})

2.  Shares of Purchas%vmpany Ale.  Dr.

- " 12% Debentures Account.’ B

- Cash account : - Do

' To Purchasing company Account.

"ji*  Liquidation of Vendor Company A/c  Dr.
To Share Capital Account
To 12% Debentures Account L8
To Cash Account -

3,00,000°

£ 1,50,000
1,00,000

5,50,000

. 3,00,000

1,50,000

5,50,000

. 1,00,000

10.5 MODEL EXAMINATION QUESTIONS

1. Answer the following questions in about 30 lines each.

1." State the various accounting entries to be passed in the books of vendor company in ~

P the event of amalgamation.
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. assets and liabilities are to- be taken at book values except they
' Ltd Wthh is cons;dered valueless R 6 .

Il. Answer the following questi_ons-in' about 15 lines each. -

What is amal gamat:on‘?

-' Problems

1. Rama Engmeermg Company Ltd and Krisfina Engmee'nog Company .' Ltd S
- amalgamated into Ramakrishna Engineering Company Ltd..on 31" March 2001 on -

whlch date thelr Balance Sheets were as follows

Llabllltles | Rama. Krlshna _ _Assets _ | Rama -~ »Krlshna =
: ‘Engg.. .| Engg. .+ | Engs Engg
Ltd, - Ltd. L ftd | Ltd.
S - Rs. Rs. - 7+ Rs. . - Rs.
~ Share capital . | R Fixed Asses I |
-+ Fully paid shares - | Goodwilt b - ] 160,000 0
- of Rs.100 éach I 4,00,000 | 8,00,000 | Building - - - § 1,20,000 | 1,00,000 -°
o T Y etane o] 2,40,000 | 3,20,000
 Reserves & - - IERTRR -F-urniture N 20,000 40,000 - -
Surples . o o} S AR L
- Capital Reserve .~ | 2,00,000| . 40,000 Current Assets SRR
-+ General Reserve - 40,000 -~ {Stock - 4,00,000 | 5,60,000 -
- Profit & Loss A/c | 1,60,000 T Sundry Debtors - 4,16,000 |~ 52,000
. Sundry Creditors - | : 80, 000 3,20,000 | Cash - | 4,000} - 8000 -
R _ Prof't&LossAlc B T 1.60.000 .
12, 00000 | 1400001 . - - .[12,00,000 | 14,00,000

ion, for which purpose all

Ramakrishna Engg.Co.Ltd., for the amount of purchase con; urp: _
ood will of Krishna Engg."

'The-_shareholclers.'of the ‘amalgamated” companies are” -t: be paid 'equ'ily'.'sha'res _in_'
2

Calculate the purchase conmderatlon and show thg?pening Ba_larice :_She__e_t of Repjakri;hna.'i -

Engmeermg Co.Ltd. -
- (Ans ‘Purchase conisideration as per- n a55¢ method Rama Engg Co Ltd Rs 8, 00 000; R

Krishna Engg. Co. Ltd Rs.5,20,000; B @ e Sheet total Rs.22,80,000)

2 For problem 1 above pass Journal entnes to close the books of Rama Engg Co Ltd and :
Krishna Engg ‘Co. Ltd.. - o o . :

3. For problem 1 above show :mportant !edger accounls in the books of Rama Engg Co L

Ltd and Kr:shna Engg. Co. Ltd.

4. Telangana Eqmpments Lid., and Rayalasema Equ1pments Ltd. carry on S|m|lar busmess_ - B
and it is agreed that they sho_u]d amalgamate into Andhra Pradesh Equipments Ltd. The -

" ‘new company, Andhra Pradesh Equipments Ltd., is to take over the, assets and liabilities -
“of the existing companies. On 31St December 2000 the Balance Sheets of the two

'companles are as follow‘;
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~ Liabilities .| Telangana | Rayalaseema Assets | Telangana | Rayalaseema.
" | Equip.Ltd. | Equip.Ltd. o |'Equip.Ltd | Equip. Ltd. =
— | . Rs " Rs. Rs.| . Rs.
Share Capital: ‘ - . | Freehold B .
Fully paid shares _ o Property. - 2,10,000 1,20,000
- of Rs 10 each 3,00,000  1,60,000 ] Plant & Mach. 50,000 ~ 30,000
General Reserve | 1,60,000 - Motor Vehicle 20,000 | -
Profit & Loss Af¢ " 40,000 40,000 Stock 1,20,000 | 1,5§;000‘
5% Debentures - . 1,20,000 | Debtors - 1,64,000 42,000
Sundry Creditors |  1,50,000 64,000 | Cash& Bank’ 86,000 36,000
62505000 3,84,000 | - _ 6,50,000 | - 3,84,000

The new company took over the assets and Jiabilities at book values with the following = '

exceptions:
iy  Goodwill of Telangana-Equi'pment Ltd., and 'Rayalaseetﬁa Equipment Ltd. is to be
 valued at Rs.1,60,000 & Rs.60,000 respectively. ' ' -
ity Motor Vehicle of Tellangana Lid. is to be valued at Rs.60,000 . _
iii) Debentures of Rayalaseema Equipment Ltd., are to be discharged by the issue of 5%

You are required to pass journal entries to close the books of Telangana and Rayalaseema
~ Equipments Ltd: Also the draw up the Balance SI@{ the new. companyas on 1st Jaunary,
- 2001 L . \ ' N _ :

' .(Ans:

Debentures of Andhra Pradesh Equipments Ltd., at a premium of 4%. The debtors’
and cash of Rayalaséema Lid., are retained by the liquidator and debtors are

" recovered and the sundry creditors are paid out by him.

Purhase’ considera_tiqn as per ’nets method: Telangana Equipments Ltd.,
Rs.7,00,000, Payable in fully, paid“shares of, say Rs. 10 each. Rayalaseema
Equipments Ltd. Rs. 3,66,_00%“36 discharged in.the form of 5% debentures

‘Rs.1,24.800 including 4% Premtam, and inthe form of shares -Rs.2,41,20(_). Balance -

Sheet total of AP EquipmefitS§tid. on 1-1-2001 Rs.12,16,000). -

5. APOLLO Ltd., and Q@ ax Ltd., agreed to amal.gam'ate and form account new

company Apollo-Blue Max Ltd., which will take over all the assets and the liabilities of
the two existing companies. s -' : o :

In the case of Apollo Lid., the assets and liabilities are taken over at book values for shares
in Apollo—Blue Max-Ltd., at the raie of 5 shares of Rs.10 each in Apolio-Blue Max Ltd., at
a premium of 10 per cent, for every 4 shares in ApolloLtd. I

In the case of Blue Max Lid (a) The 5% Debentures would be paid off by the issue of an
‘equal number of 7%. Debentures. in Apollo Blue Max Ltd., at a discount of 10 per cent.(b)

" The 6% preference shareholders of Blue Max Ltd., would be allotted 4,7% preference
shares (of Rs:100 each) in Apollo-Blue Max Ltd,, for every 5 shares held in Blue Max Lid.
(c) The equity share-holders would be allotted sufficient shares to cover the balance amount
rafter adjusting asset values by reducing plant and machinery by 10 % and providing 5% on

cent.

sundry debtors. Equity shares to Blue Max Ltd. were also issued at a premium of 10 per.

[

The ]iquida_ti_bn expenses of the ven'ldor-'coﬁlpanies came to Rs.5000 each and were paid.
directly by the new company. ' ' :
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- The summari sed Balance Sheets of Apolio Lid.; and Bluc Max Ltd on 31”' December 2000
the date of merger were as follows: : : :

- Ltabmtles Apollo Blue-max Assets . - Apollo- Blue-max
» o Ltd. - L. - -~ Lid, Ltd.
- T Rs. ®s. | “Rs, Rs.
6% Preference . | - - | Plant & | .
; .- shares of Rs. 100 . .Machinery - 8,00,000'|  8,00,000
" each ' - " 3,00,000 | Stock . 90,0001~ 70,000
‘Equity shares of . | o IR | Sundry Debtors 95,000} 50,000
s s Rs.l0each - 4,00,000 1  5,00,000 | Cash& Bank 65,000 . - 50,000
5% Debentures .| -- . 2,00,000 | P&L Afc. - 1,40,000
‘Contingency 500001 - ' -
Reserve - o
_' CP&L A/ 5,00,000 -
I Sundry Creditors { 1,00,000 -1,00,000- _
- 1 10,50,000 | 11,00,000 10,50,000] _£1,00,000 -

I: Show theJoumal enmes in the Books of Apollo Ltd Blue Max Ltd and Apollo Blue Max
Ltd.. in respect of the merger : _ . o . :

- Hint : Purchase chSIderaU{)n and its payment:

| B N o o Apollo' " BlueMax, = . I
R | R .~ WRs. . Rs.
C Debentures (2,00 000x90f100) - 0-‘ . - 1,80,000 T
L ~ Preference shares in Apollo-Blue Max - N S

| Go0000x4s) O 2,40,000 .

P S EqU]ty shares in Apcllo Blue Max : : ?\ s

| 40,000 shares X 5/4 = 50,000 shares of R, o o

Lo each ata premmm of 10% i.e. at Rs. [ 15/ : 5,_50_,000 LT

l_ ' Balance of Rs. 3.57, 500 in 32, 500 sh@ﬂ{s 11each L

- ' including premium I 3,57,500 o Ty
' {Assets taken over at adjusted values Rs. 8,77, 500 _ - e A

l minus liabilities taken over Rs. 1,00,000 =

! Rs. 7,77.500 minus debentures Rs. 1,80,000,

! : Prefelence Shares Rs. 2,40, 000 Rs, 3 57, 500)

|

|

_—

7.77,500
&z:

(Ans; Loss on Real:satwn— Apo]lo Ltd. Rs 400 000 Blue Max Rs. 2500 to equity
shareholders) . _ . _ .

5,50,000 -

6. Show |n1portant ledger accounts in the books of' Apollo Ltd “and Blue Ma:\ ltd to the '
i ' above prob]em and also give the openmg Balance shcet of Apollo-BIue Max Lid., '

i (Ans balance Sheet total Rs. 19,17,500) -
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107 GLOSSARY _

Amaalgamation o

* Purchase consideration

Vo
Purchising Company:

Realisation Accoy nt

-+ Take over of the busmess of two or.more -~ B s

companies.by a new company formed fOI‘ D
the purpose. - ' : e g

, o]
It is the amount agrecd to be paid by the o I]
o

purchasing company for acquiring the busmess of .
the Vendor company as compensatlon _ R |

(s the company which acqulred thc busmess of I !
; another company - _ T r
_ L |

|

: ltisan account wh:ch wrll be openccl to close the R
busmess irrthe Vendor company o I

NS Dr. D. Obul Reddy . - . |
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" UNIT -11 : ABSORPTION

Contents -

110 Aims and Objectives .~
11.1 Introduction o

11.2 Illustratwe Problems -

1.3 Summmgup o E o
114 Check Your Progress Model Answers_ o '

11.5 Model Examination Questlons

11.6° Recommended Books

ll 7. Glossary :

- ll 0 AIMS AND OBJECTIVES

This unlt aims at dlscussmg the accountlng treatment pertalnmg to absorptlon of compames. _

' Havmg stud:ed and worked through thls umt you should be able to

. expiam the accountlng procedure relalmg to absorptlon,
¢ solve the problems

111 INTRODUCTION

We have already dlscussed the calculatlon of purchase conSiderdtion and proforma journal

* . entries pertaining to absorption (Amalgamauon in the re of Purchase) in Unit 9. This'
. unit is presented to illustrate the-accounting trea

" Companies. When an existing company takes o?@e business of one or more: existing

companies, it is called abserption. .The compafiies- whose business is taken over are

liquidated. Hence no new company is cr%m formed but only the existing company
he

rptlon is that in-case of amalgamation .two or

difference between amalgamation an
new company is formed to take over the business

more companies go into llqmdatron and

- (usually big one) buys the business 'o% 1 xisting company or compames The main

of old companies. Whereas. in case of absorpt:on one or more compan!es go into llqmdatlon o
and some existing company (usually strong one) buys the ‘business of other exrstmg; .

company or companies and no new company is formed

it pertaining to Absorption of

| 11.2 __ ILLUSTRATIVE PROBLEMS' :_

Illustratlon l

The followmg is the Balance Sheet of Akshaya Ltd ason 3 ls' December 2000

. R, — TR
.ShareCapitaI S o Good’will_ ST N 2,00,0000
~1,00,000 shares of Rs.10 o | Land & Buitdings .+ ¢ |.2,00,000 ¢
- gach fully paid - 1'10,00,000.] Plant & Machinery | 440,000
General Reserve = ~ | 80,000 | Patents and Trade Marks - . 30,000

N
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. Contingency Reserve
_Profit & Loss Alc.

‘orkmen’s Compensatlon .

_ Fund
Sundry Creditors -

30,000 | Stock L
80,000 | Sundry Debtors

.| Cash at Bank
- 1,60,000 _Prehmmary Expenses

14.00000] - -

50,000 | Less:Provision for D.D.

12,000

1,68,000

20,000

[14,00,000

'] .2,10,000 -
1,80000 -

132,000

Akshaya Ltd., was tzken by Xerol Lid., 'wh_i_ch has agreed to pay Rs.14,00,000. This will be -
paid Rs.12,00,000 in fully paid shares of Rs. 100 each and thé balance in cash. There was 2
contingent liability in respect .of a claim for compensation under the workmen’s -
- Conmipensation Act. The claim was not taken over by Xerol Ltd. Akshaya Lid., ultimately .-
paid Rs.20,000 towards this claim. The expenses of the liquidation of Akshaya Ltd., cameto
* Rs.10,000 which were paid by Xerol Ltd., in addition to the-purchase consideration agreed
Land and Buildings of Akshaya Ltd. are to be revalued at Rs.3,00, 000 The Balance Sheet of

Xerol Ltd. as on 31" Deeember 2000 was as under

!
Balance Sheet.

Rs. ! .

Share Capltal = Goodwill 2,60,000
20,000 shares of Rs.100 each _ | Land & Buildings - 6,00,000-

~ fully paid _ ' 20,00,000_ ‘Plant & Machlnery 8,00,000
General Reserve 2,00,000 | Stock 5,00,000

- Profit & Loss A/c. 1,00,000 | Sundry Debtors 3,00,000°
6% Debentures 4,00,000 | Cash at Bank 4,40,000 .
Sundry Creditors 2,00.000{ L [ ‘

: : . 1.29,00,000 0 ' 29,00.000
: o ,"\’_ . 2 .

Rs. -

important Ledger accounts. Also give t
the takeover and redrafi its Bal:

‘Solution - <b .

Sheet after the completion of absorptuon

Books of Akshaya Limited

- Give the necessary journal entries close the books of Akshaya Ltd and show the
%]’Burnal entries in the books of Xerol Ltd., to record

26

- Journal
. Date | : . Particulars . o | LF ‘Dr. Cr.. .
' ' ' ' ' : | Rs. Rs.
ce- Reahsatlon Account Dr. 13,92',000 T
1 To Goodwill Alc e o 2,00,000 -
‘To Land & Buildings Afc 12,00,000.
- To Plant & Machinery A/c. 4,40,000
- To Patents and Trade Marks A/c 30,000
To Stock Alc. ' 1-2,10,000
To Sundry Debtors A/c. -~ 1,80,000
‘To Cash at Bank A/c. 1,32,000
| (Being the transfer of various assets to realization ! :
account on sale of busmess to Xerol Ltd. )




‘To Realisation Alc.

| Xerol Limited Account -~ - Dr

| paid by the Xerol Ltd.)

' Workmen s Compensatlon Fund Alc.:

To Realisation A/c :
(Being the purchase consideration agreed to be

Cash Account .

To Xerol Limited Ale.
(Being the respect of shares and cash in
satisfaction of purchase consideration.

Xerol Limited Afc. .. Dr
“To Cash Account - - =
(Being the payment of hqu1dat10n expenses
which are to be met by Xerol Ltd.) -

Cash Account o . Dbr
To Xerol Limited A/c. S

(Being the liquidation expenses re1mbursed by '

Xerol Ltd.)

" To Cash Ale -
(Being the payment of claim from '@men’s R

Compensation Fund A/c.) 7y .

Share capital Alc. L Dr:

| General Reserve Alc. - . Dr
‘Contingency Reserve Ale.. Dr.
Profit and Loss Afc. ~ - . Dr.|
“Workmen' s Compensation Fund Ale. - Dr|
Realisation A/c. (Profit) U Dr|

“To Shareholders Alc.

Sundry Credltors A!c I Dr |
- Provision for Doubtful Debts Afc '_ Dr._

(Bemg the transfer of sundry credltors and the |

'pl‘OVlSlon for doubtful debts to rcahsat:on
account) '

Shares in Xerol Ltd.'A;’c_.- : o Dr.‘

| (Being the transfer of various accounts.and prof' t]. .
4 on realization account to sundry shareholders afc. )

Shareholders Af’c . B Dr

(Being the transfer of prellmmary expenses 10
shareholders alc.) :

To Preliminary Expenses Ak L,

o (/
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1,60,000
12,000

14,00,000 |
1 14,00,000

12,00,000 -
-~ 2,00,000

10,000 |

20,000

10,00,000
80,000

30,000

. 80,000
36,000

. 1,80,000

20,000

10,000

| 1,72,000

10,000

--20,000

20,000

14,00,00_0 L

10,000

14,00,000




- _Shareholders Ale. s " Dr. 1 13,80,000 R
+ | To Shares in Xerol Ltd. Afc - 12,00,000
~ 'To Cash Afc. : ' 1,80,000
(Béing the payment of dues to sundry share - '
~ holders in the form of shares received from -
Xerol Lid. as cash balance) =
: Important Ledger Accounts o
Dr. Realisation Account Cr.
- . -RS;_ o . "Rs, -
. To Sundry Assets 13,92,000 | By Sundry Creditors 1,60,000
‘To Shareholders A/c. . - | By Provision for D.D. 112,000
(Profit transferred) 1.80,000 { By Xerol Ltd. _14,00,000
R 15, 72,0001 : -] 15,72,000
Dr. Cash and Bank Account Cr.
: Co " " Rs. Rs.
To Balance b/d 1,32,000 By Realisation A_-_;_"c. (transfer) 1,32 000
To Xerol Ltd. 2,00,000 | By Xerol Ltd. (Exp) 10, 000
. To-Xerol Ltd. (expenses . .| By Workmen’s compensation .
recelved) 10,000 [ . fund claim paid : 20,000_ '
' By Shareholders A/c. - s
: : ' ettlement) 1.80.000
'3,42,000 _3.42.000
Dr,” Xeﬁ?)‘l)l.amlled Account Cr.
“To Realisation A/c. ' <}“‘- | By Shares in Xerol Ltd, 12,00,000
(Purchase consideratioh) | '14,00,000 | By Cash 12,00,000
~ ToCash Ale. - . By Cash (Exp-received) 10,000
(Expenses received) 10.000 : AP _
. S 14.10,000 14,10,000
Dr. Shares in Xerol Limited Account < Cr. -
T . Rs. S - Rs.
To Xerol Ltd. Ae. 12,00,000 | By Sharesholders A/c. - 12,00,000
-12,00,000 | [ 12,00.000
" Dr. Workmen’s Compensation Fund Account Cr.
| - 1w |  Rs.
To Cash A/c. (Claim Paid) - 20, 000 By Balance b/d 50,000
To Shareholders A/c. (transfer) | 30.000 o .
: o S 50,000 © 50,000 . -
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“Cr. . |

(Being the assets and liabilities -
Goodwill is the difference b

total credits |

en over..|’

and debits)

| Goodwill-Ae.
' . To Cash Alc. -

' Akshaya lelted)

{Being the payment of Ilqmdatton expenses toﬁ_- '

Dr.

=

- qumdator of Akshaya Lid. Ae.
’ To Share Capital Afc.

10,000 |

14,00,600

Dr. S Sharehoiders Account _. _ Cr
T T Rs. | - " Rs. |
* . ToPreliminary Expenses - _ 20,000 | By Share Capltal Afc 10,00,000

To Shares in Xerol Ltd. - | 12,00,000 | By General Reserve.Az_’c _ 80,000 -

To Cash A/c. ' ~+/1,80,000 | By Contingency Reserve A/c. ~ °| - 30,000

: By Profit and Loss A/c. | - 80,000

By Workmen's compensatlon IR R

- Fund Afc. -~ 30,000

|z | By Realisation A!c 1.80,000-

1400000 - 14,00,000 '

. Books of Xerol Ltd. -
: o - Journmal - .

- Date o Part'iculars_' .| L.F. . .Dr. _
R Busmess Purchase A,fc . Drf '14,00,000 1.

] To quutdator of Akshaya Ld. Ar’c o, 14,00,000-
(The purchase consnderatton agreed to be pa1dj_' - ' S
for the takeover) ' : '

- | Land and Buﬂdmgs Alc.. Dr.{. | "3,00,000*):

"Plant and Machinery Afc. . Dr| o 440000
Patents and Trade Marks A/c. “Dr.{ | 30000 [
‘Stock Ale. Dr. |- N\ 2,10,000:
Sundry. Debtors NC ~ Dr. \\) 1,80,000
Cash Afc, Desy, - 1,32,000 |
‘Goodwill (Balancmg ﬁgure) Afc l{) .| 2;80,0000 | o
To Sundry Creditors Alc. . e PRI - 1,60,000
" To Provision for Doubtful Debts Aa’c?‘ 1 12,000
. To Business Purchase A/c. I 14,00,000

10,000

12,00,000
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~ToCash Alc. - . 2,00,000
(Being the discharge of purchase cons:deratlon)_ )
' o * Revatuatlon ﬁgure




Balance sheet of Xerol Ltd.

= as on 31* Dec. 2000
- _Liabilities "Rs. E ~_Assets Rs.
‘Share capital . Fixed Assets
Issued and Subscribed: ; Goodwill :
32,000' share of Rs.100eash, (2,60,000+2,80,000+10,000) | 5,50,000 -
fully paid (of which 12,000 Land and Buildings
shares were allotted for _ : 1 (6,00,000+3,00,000) 9,00,000
consideration other than cash) | 32,00,000 o _ -
: - ) Pant & Machinery .
Reserves and Surplus . (8,00,000+4,40,000) 12,40,000
_ General Reserve 2,00,000 | Patents and Trade Marks 30,000
Profit and Loss A/c. - 1,00,000 | Current Assets ' :
~ Secured Loans ' Stock (2,10,000+5,00,000) - -| 7,10,000
- 6% Debentures 4,00,000 | Sundry Debtors ~ 3,00,000 |
Current liabilities and : o +1,80,000
Provisions S : 4,80,000 | .
* Sundry Creditors - | 3,60,000 | Less: Provision 12,000 | 4,68,000
E : Cash and Bank =~ -
(4,40,000+1,32,000-2,20, 000-
I 10,000 = 3,62,000) 3,62,000
| 42,60,000 . o 1| 42,60,000

O

‘Nishan Limited. For debe

 CHECK YOURPROGRESS -1/

Calculate purchase consideration fro%'ﬁjllowing information: -

" Nishan Limited was absorbe

paid Rs.20 cash and 2 sh

“Mahendra Limited. For this purpose Mahendra Limited
of Rs.10 each calculated at Rs.16 each for every one'share in
holders Mahendra Limited issued debentures at a discount of
5% and paid Rs.10,000 for liquidation expenses. lehan company has debentures of

Rs.1,50, 000 and 30,000 shares of Rs:50 each.

................................................................................................................

................................................................................................................
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_The following is the Balance Sheet of Artos Ltd. As on 31" December, 2000

Liabilities _Rs. Assets - __Rs.
“Share capital I Goodwill - . 8,00,000
10% preference shares of Rs. 10 | Land & Buildings . - -1 7,00,000
- each, fully paid v 10,00,000 | Pant & Machinery - .| 13,00,000
- Equity shares of Rs 10 each Rs. 8 .| Stock ... 7,00,000
. paidup _ - | 20,00,000 | Sundry Debtors .-',--9-,00',000 T
~ General Reserve BN | 400,000 { Less: Provision =~ =~ T
Profit and Loss A/c. - ' 8,00,000] ~  forD.D. - 40,000 | 3,60,000 . -
" Insurance Fund = © .| 1,00,000 S B
Provident Fund = | 60,000 | Cash.and Bank S| 6,40,000
Workmen's profit sharing fund | 2,80,000 S ' _
Sundry Creditors . - 2,40,000
Bills Payable ' - 1,20,000 T IR
' - : 50,00,000y ¢ [50,00,000 .

Supreme Ltd has decided to absorb the business of Artos Ltd. For this pu.rpos'e land: and

buildings are to be valued at Rs.12,00,000. Plant and Machmery at Rs. 10,00,000 and other -
assets are taken at book values. The consideration being the assumption of trade liabilities,
_ the payment of liquidation expenses of Rs.5,325, the payment of workmen’s profit sharing

fund at a. premium of 10%, the issue of one equity share of Rs.20 each for every two

preference shares in Artos Lid., the isstie of one equity share of Rs.20 for every three equity -

shares in Artos Ltd., and the payment of Rs.4 per equity share in Artos Ltd., in cash. The
. equity shares of Supreme Ltd are quoted in the market at Rs% ' R

Calculate purchase consrderatlon and make Joumal.cs in the books of both the

o compames : _ :

Solution
S %

. Calculation of purchase consideratiori; <b

In the problem all modes of paymems are clearly gwen Therefore the net payment method

can be adopted. .

-'Part_icuia_r_s S I . Amount FormofPrlym_ent' g

1) - Shares for preference Shareholders r’or every
2 shares held one share of Rs.20' . . -
1,00, 000 shares X Rs.20 X '/2 ie, 50000 x Rs 20 - 10,00,000  Equity shares

ity Shares for equity shareholders f'or every 3 shares'
held one share of Rs.20 - '

| 2,50,000 shares x l-f_3 = 83,333 shares

~. 83,333 sharesxRs.20 -~ - 16,66,660  Equity shares -
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i)

- vi)

Smce fraction share cannot be issued, that 1/3 share:
is satlsﬁed in cash at market value i.e., 1/3x Rs.45

-Payment in cash- at Rs 4 per share -

-, 2,50,000 shares X Rs 4

Workmen 5 proﬁt sharmg fund

Add 10% | premlum 28,000

A4 Aedhed

quuldatlon expehsgs .

 Total purchase consideration

Books of Artos Ltd.,
Journal

©10,00,000

©2.80,000

5

-~ 3,08,000.

Cash

Cash
. . - Cash
05325

" Cash .

Date

. Particulars

L.F. Dr.
Rs.

Cro
a RS-

| Realisation Account - o Dr.
To Goodwill Ale. '
To Land and: Burldmgs
To Plant and Machmery Afc
To Stock Ale,
" To Sundry Debtors A;’c -
To Cash and Bank A/c..
(Being the transfer of assets taken overto-
Reallsatlon Alc. ) L \

| 'Sundry Credito'rs Afe.

Bills payable A/c. S -~ D

Provision for Doubtful Debt r‘ - Dr.
To Realisation Afc.

| (Being the transfer of{ial it'i:es't'aken overto -

| Realisation Alc)

Supreme Ltd. Alc. _ S ' _' Dr. |

"To Realisation Ale.
(Being the purchase consnderatlon recenved)

5ol

" To Workmen's Profit Sharmg Fund Alc.

' (10% premium being loss on payment of

- workmen’s profit sharing fund. transfcrred to
'Reahsatton Afc )

' RealiSation Afc | - : Dr,
To Bank Alc. : : : '
(Bemg the payment of 11qu1dat10n expenses )
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Realisation Alc. S Dr. | |

2,40,
1,20,
40

50,40,

39,80,

5,

000

000
000
000

000

28,000

325 |

8.00,000

13,00,000

- 7,00,000

19,00,000
6,40,000

28,000

- 5325

7,00,000

4,00,000°

39.80,000




- _Equ:ty shareholders Afc . - Dbr.} | 693325 _ S
~ To Realisation Alc. o - 6,93,325 -
| (Being the loss on realization transferred to '
= equity sharehqlders Alc) .
= | Equity Share Capital A/c. Dr. | 20,00,000
General Ressersve Afc. .. - Dr - 4,00,000 | -
Insurance Fund A/c. e ' ‘Dr. 1,00,000 -
Profitand Loss Ale. -~ & “Dr. |- 800,000 | - o
To Equity shareholders Afe. ' . ' ~+133,00,000- -
.t (Being the transfer of accumulated profit to the
equaty shareholders A;’c ) :
- 'Prowclent Fund Afe. . = - o Dr : 60,000 4 '_ u
‘| Workmen’s Profit Sharmg Fund Af’c - Dr. 1. _3"»0_8’000 Lo
To Bank A/c. . s ' ' S 3,68,000 -
(Bemg the payment of liabilities not taken over
by Supreme Ltd.) :
™ | Preference Share Capital A/e. - Dr. 10,00,000 | -, :
' To Preference Shareholders Afc. - | 10,00,000
| (Being the transfer of Share Capital of o
shareholders Afc )
~ | Bank'Akc. - - o o Dry | 13,013,340
Shares in Supreme Lid. A!c . br | 2666660 [ - -
: To Supreme Ltd., Afc. - ' ' B 39,80,000 .
s (Bemg the rece:pt of purchase conmderatnon)/"\
& B
B Preference Shareholders Alc. Dr. 10,00000 | - .
1 To Shares in Supreme Lid. Ale. ?\ 10,00,000
| (Being the duscharge of amount dQ)—prefe're_ncc _
sharehoidels) . N\ e _
- Equlty Shareho!ders Alc. Dr. | - 2606675 | ¢ . .
- To'Shares in Supreme. L1d. A;"c ' ' - 116,66,660
To Bank A/, 9,40,045
(Being the dlscharge of amount due to equlty a !
shareho!dcrs) :
- Dr. : Reallsatlon Account (
To Sundry Assets - 50_,40,000 By Sundry Liabilities © - 4,00,000 .
To Workmen’s profit | - | By Supreme Ltd. (Purchase 1 .
" Sharing fund Ale. | 28,000 'Consideration) - | 39,80,000
" To Bank (Liquidation exp) 5,325 | By Equity Sharehotders A/c: - ' '
L (Realisation loss). | 693,325
507332 . . 50,73,325

e

Cr'..' .
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Dr.

-Chsh"and Bank Account .

Cr.
) - Rs. S : - Rs.
To Balance b/d. 6,40,000 | By Realisation A/c. (transfer). |, 6,40,000 .
T o By Realisation A/c. (Exp) 5,325
To Supreme Ltd., Alc. 13,13,340 | By Provident Fund 60,000
(Purchase consideration Cash | | By Workmen’s P. S. Fund 3,08,000.
o party . By Equity Sharehoiders A/c. 9.40.015
- . 19,53,340 - ' ' 19,53,340
Dr. Equity Shareholders Account . Cr. .
: _ Rs. Rs.
To Realisation A/c. {Loss) - 6,93,325 | By General Reserve 4,00000
“To Shares in Supreme Ltd. 16,66,660 | By Insurance Fund - 1,00,000
To Bank A/e. © 9,40,015 | By Profit &Loss Alc, © 8,00,000
. ' | By Equity Share Capital 20,00.000
33,00,000 . . ! , : B .332002000 '

~Notes: i) Preference shares, unless otherwise spec:lﬁed are non
are not entitled to any share in any accumulated rese
Therefore, accumulated reserve like general reserve,

loss account credit balance etc., belong to equrty shareholders

it Though ledger accounts are not asked for unless realis

knovm

iii) To Kno_w the cash position,
' _' settiement, cash (and Bank} accour
available in the cash {and Ba

shareholders account.

-part.icipating and hence, they _
rves or undistributed profits.
insurance fund and profit and’ -

at:on account is prepared the
profit or loss, which has to be transferS to shareholders account, cannot be

) has to be paid to shareholders as final
has to ‘be prepared. To Debit balance.

ount must be equal to the credit balance in the
payi g the cash balance cash account and sharehoiders

account must automaticalfy get closed. . .
: %ooks of Supreme Limited o
. : ~ Journal SR, L
Date Particulars - ' |LF.| - Dr Cr.
- - | Rs, Rs..
-- | Business Purchase A/c. Dr.|. | 3980000 |
To Liquidator or Artos Lid. S { 39,80,000
(Being purchase consideration payable for the :
acqu:smon of Artos Ltd ¥
~ | Land and Buildings A/c. " Dr. 12,060,000
Plant and Machinery A/c. Dr. 10,00,000 -
Stock A/c. - Dr. .7,00,000 -y '
Sundry Debtors Afc. Dr. | 9,00,000 _
Bank Alc. - : Dr. 6,40,000 | -
" To Sundry Creditors A/c 2,40,000
. To Bills Payable Arc.
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To Provision for Doubtful Debts A/c. : ‘ e ' . 40,000

To Business Purchase Alc. - ' IR 39,80,000
. To Capital Reserve A/c. (Balancing figure) E ' 60,000
‘| (Being the assets and liabilities taken over from '
Artos Lid., the difference between total debits
and credits transferred to capital reserve a/c.)

- | Lguidator of Artos Ltd Afc. Dr.
~ To Equity Share Capital A/c. _ -39,80,000
- To Bank Afc. : o _ 26,66,660
(Being the discharge of purchase consideration) S 13,13,340

Notes: i) L&B and P&M &re shown in the Purchasing company books, at the agreed values
' and their-assets at book values. '

.ii} Supreme limited has taken over only trade liabilities (S.Crs., BI_P here)

iji) Sl.md'rjf: debtors are to be shown at its full value without ded'ucting:provis'io.n, if
any, doubtful debts. Provision for doubtful debts a/c., should be shown
- senarately. :

iv) Goodwil! of Artos Ltd., which is taken over by Supreme Ltd., is not shown in
the books of Supreme Ltd., as the value of assets taken over is more than the
purchase price. The difference between total debits,and total credits is capital
reserve. Capital reserve account and goodwi@
simultaneously. Hence, Goodwill is not shm?;-\"

)\

CHECK YOUR PROGRESS-2 - o

i) Calculate profit or loss on reatisation fmﬂ'@&l!owing: '

: . ' : Rs.
~ Total of the assets as per book values. <b ' . 2,45,000
Total of the liabilities as per the bock vaiues . 55,000
Purchase cons-i_deratién : o ‘ ' 2,15,000
Liquidation expenses paid’ . ' _ 5,000 .
Profit and Loss Account (Credity . . ' : 135,000-
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Illustration -3

East Coast ‘Company Ltd., sells its business to Metal Products Ltd as on 31"l December
2000. On that date the balance sheet of the company was as follows:

Liabilities _ |°_Rs. _ Assets Rs. '\ .
Paid up share capital ' : o .
6,000 shares of Rs.100 each ~ | 6,00,000 | Goodwill S - 1,50,000
Reserve Fund - - - 1,50,000 | Freehold Property - '4,50,000
* Profit and Loss A/c. | 60,000{Stock . - 1,05000

10% Debentures © | 3,00,000} Plant & Machinery _ 2.50,000 .
Trade Creditors . 90,000 ] Bills Receivable - | 15,000
' RE Sundry Debtors © 80,000

Cash and Bank - - 1.50,000 °

12.00,000 _ : - _ 12'500!000 .

Metal Products Ltd has agreed to take over r the assets, except cash and Goodwill, at 10% o

less than the book values, to pay Rs 2,24,000 for Goodwﬂl and take over the debentures

,The purchase consideration payable to East Coast Co. Ltd was discharged by the ailotment

of 4,500 shares of Rs. 100 each ata prem:um of Rs.10 per. share and the balance in cash.

The cost of liquidation amoumed to Rs. 10 000 whlch were met by East Coast Co. Ltd

pass necessary. entrles to record the acquisit

Lid. N ' E O '

You are requlred to show the |mportant accougs in the books of East Coast Co. Ltd., and :

Solution _ ?\ _ _ _
Il_‘t this problem how much ta Produots Ltd., is paying to East Coast Co. Ltd., is not

* consideration.

specified. Therefore, ?t assets method can be adopted for. calculating purchase

. Calculation of _Purchase cdnsidefation -

Assets taken over at revised values: - T

' ' R

' Goodwnll L _ 2,25,000
Freehold Property (Rs.4,50,000 — Rs.45 000) 4,05,000

< Plant and Machinery (Rs.2,50,000 — Rs.25 000)_ 2,25,000
Stock (Rs.1,05,000 —Rs. 10 500) o _ 94,500
Bill Receivable (Rs.15,000 - 1 ,500) : 13,500
Sundry Debto:_'s (Rs.80,000 - Rs.8,000) = . - 72,000
: ' "~ 10,35,000
Less: Debentures takenover =~ o _3,00,000
* . Purchase Consideration ' oo 7,35,000

business in the books of Metal Products




e

-Mode-qf;_Payme_nt of Purchase Consideration: '

Sharcs:'-4450_0 shares of RS.IOO each

at a premium of 10%

Cash (Rs.7,35,000 - 4,95 ,000)

Total Payment

4,95,000
2,40,000

7,35,000.

=t :

Books of East Coast Com pimy Limited o

* (Important Accounts) -

o Cr.

25000

Dr. Realisation Account
' o 1+ Rs. _ - Rs:
To Goodwill - 1,50,600 By Debentures _ 3,000,000
To Freehold Property 4,50,000.{ By Metal Products Ltd. o
- To Plant & Machmery ' 2.50,000{ - (Purchase consideration) * | 7,35,000
To Stock = -1,05,000 { By Shareholders A/c, = C
‘To Bills Receivable - 15,000 " (loss on realisation)
i To Sundry Debtors- S - 80,000, B ' '
- To Bank (Liquidation exp.) __10.000 E .
R : . -10360!0@0 _ .1.0!605000 :
Dr, Bank Account __ Cr.
To Balance b/d. . 1,50,000 | By Realisation (Exp.) A/c. 160,000
To Metal Products Ltd. 2,40,000 | By Trade Créditors . | . 90,000
- _ . < | By Shareholders A/c. - o
_ ' : | settlement) - 2,90,000
©§.3,90,000 | @ R ©3,90,000
 Dr. Sharelﬂ}ats\{Accou'nt Cr. :
. To Realisation A/c. (loss) - By Share Capital A/c. 6,00,000
. To Shares in Metal Products - - 000 By Reserve Fund A/c. 1,50,000
To Bank (final settlement) ' 2290,000 By Profit and Loss Alc. 60,000 -
o B 8,10,000 L 8,10,000

Notes x) Cash and Bank was not taken over by Metal Products Ltd hence not
- transferred to Realisation Account ' :

i) Trade creditors were not taken by the Igurchasmg Company, hence not
transferred to Reallsatlon Account and were pald by the East Coast

Company
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Journal Entries in the Books of Metal Produets Ltd.

- Cr.

Date Particulars L.F. Dr.
: . ' " Rs. Rs.
- Business purchase Account o . 7.35,000
To Liquidator of East Coast Co. Ltd. 7.35,000
(Being the purchase consideration payable for the
acquisition of East Cost Company Ltd.)
- Goodwill Afc. . - Dr, 2,25,000
" Freehold Property A/c. © 0 Dr | 4,05,600
Plant & Machinery Alc. br. 2,25,000
Stock AJc. Dr. 94,500
{ Bills Receivable A/c : Dr. 13,500
Sundry Debtors Afc. - : - br 72,000
To 10% Debentures Afc. 3,060,000
To Business Purchase Afc.. ~7,35,000
(Being the assets and liabilities taken over from -
| East Coast Company) s '
- Liquidator of East Coast Co. Lid. A/c. Dr, 7,35,000 _
To Share Capital A/fc. o ' 4,50,000
. To Share Premium A/c. - 45000
To Bank Afc. : _ 2,40,000
(Being the discharge of purchase consideration by '
issuing 4,500 shares of Rs.100 each, at a 10%
premium and the balance paid in cash)b

)

CHECK YOUR PROGRESS »3 _ =

o,

. Find out total of the equity sha

Equity share capltal <b

Balance of General Reserve
‘Profit and Loss Account (Cr.)
Loss on Realisation Account . - ~
Discount on issue of Debentures '
Shares-paid by purchasing company

- Cash paid to equity shares”

I(E:ccount from the following:

Rs .
2,00,000

50,000

30,000,

15,000 -
5,000

- 2,00,000

60,000

...............................................................................................................

11.3 SUMMING UP

When an existing company takes over the business of oné or more existing companies, it is

called absorption. In the case of absorption assets and liabilities taken by the purchasing
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"-sheet : L _ . . o . .
114 CHECK YOUR PROGRESS MODEL ANSWERS _ R

1L Purchase constderatlon .- o Rs. 1712 500 |

2.0 .t?roﬁt on Realis'atiot_"l'; o . Rs 15,090_

ii).ReaIisatlor'a f.\ccount: . _ Dr '
To Shareho[ders Account ' | S
3. Total oquulty Sharcho[ders Accountls Rs 280 000 | | N | S
11 S 'VIODEL EXAMINATION QU]LSTIONS |

- I Answer the followmg questlons in about 30 Imes eaeh.

_company are clubbed together wuth assets of purchasing coMpa|1y while preparing balance.

.

 Write proforma entries in the books of purchasmg company ' . : _ . '
2 Explain the accountmg treatment pertammg to Absorptton with an example S - ‘

II Answer the followmg questlons in about 15 Imes each.

1. What is absorptlon’? e L R _ - ‘
2. Exp]amthe various items whlch -are {o bedebtted to Reahsatlon Account - Y
o l Balance Sheet oprex Ltd. .on 31 December 200@:15 follows: _ e |
o __Liabilities- " Rs. S, Assets . - T7 Rs.
.- Share capital N - |Jeand 3nd Buildings | 230,000 -
- 8,000 Equity shares of Rs.50 | - ' %ﬂand Machinery =~ . | 1,80.000 )
_cach, fullypaid” 7. 1 4,00000 | Farniture .. 20,000 - -
" General Reserve . .~ | B '50% Stock N o ~ 90,000
-Workmen’s Accident - 7| Sundry Debtors . 1L,00,000 | : :
Compensation Fund -, | +30,000 ] Less: Provision for D.D. . '5 Qo0 [- 95000 -
~ '1000-7% Debentures of -l eash - ) 12000 0 -
- Rs.S0each - . . 50,000 Dlscount on [ssueofDebentures L 3,000
~ Sundry Creditors . |- 40,000 |- S 2 IR
Bank Overdraft R 10000 e e s S - ii
Staff Provident Fund = .~ - |- 40,000 I E S S
T 3 '6,20,000 o - .6,20,000° j

The business ‘of” Apex Ltd. is taken over by Ba|&Ji Ltd. on 315' Dcc 2000 The purchase .
consnderatlon is to be dlscharged as follows ' . . e

DA cash payment of Rs.. 10 for every share in Apcx Ltd : o
. i} An exchange of 5 shares in Balaji Lid: of Rs. 10 each at'the market va[ue of Rs. t5 - . - S
- per share for every two shares in Apex Ltd. : ’
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2. The Balance Sheet of Luma Co. Ltd. on 31* March, 2001 was as follows: |

iii) A cash payment of Rs. 60 for evéry_d_ébenturé in Apex Ltd., in full d_is;charge of the
debentures: - - - Lo . R _

. There was an outstanding liability of RS. '-B,OOQ on account of workmen’s compensation ..

fund. The liquidation expenses of Rs. 5,000 were borne by Apex Ltd.

Show the. Realisation Account, Cash Aécouht and the S_harelml.ders Aécount in the Books of
Apex Lid. ' : o : _ . '

{(Answer: Purchase conside_rat'.ion Rs;'4,40,0_00; Reaiisati'on ILoss Rs. 94,000)

Liabilities. . Rs.. Assets - Rs.
Share capital o . o I I
20,000 shares of Rs.10 each- | 2,00,000 | Fixed Assets | 2,00,000
Sundry Liabilities = - . 50,000 | Current assets . . _ 40,000
: ' L ' P & L Account _ S 110,000
1 250,000 : - 2,506,000

Monarch Ltd., absorbed the Luma Co. Ltd., and took over the assets for Rs. 1,52,000,
payable Rs. 1,00,000 in shares of Rs. 10 each, and Rs, 52,000 in cash in order{ to endble _
Luma Co. Ld., to pay off its liabilities and the cost of liquidation. - N :

Pass Journal entries to close the books of Luma Co. Ltd., and prepare Shareholders Accouht,_ o

‘Bank Account and Realisation Account. a\g o
(Hint : Luma Ltd. pays Sundry Liabilities Rs. 50,600 and ]iqui_dation expenses Rs. 2,000)

o (Ans'wer.: Reaisation Loss Rs. 90,000) ;

'3, Oasis Ltd. decides to sell | usi_zs_s to Madhulika Ltd. On 31% Dec. 2000 on which
" date its balance sheet was asdetow: S L

Liabilities %/ | Rs.  Assets Rs. |

Share capital: . _ T | Goodwill - o ' 60,000 .
50,000 shares of Rs.10 each 5,00,000 | Land and Buildings - 1,50,000
General Reserve - | 50,000 | Plant and Machinery = | 2,20,000

Profit & Loss Alc. o 40,000 | Stock o | 2,00,000 -
10% Debentures ' 1,00,000 | Sundry Debtors . | 1,50,000
* Sundry Creditors : .1,50,000 .} Cash at Bank R | - 70,600
Bills Payable - 10,000 : RN :

- 850,000f . - - - | 8,506,000

-

Madhulika Ltd.. took over all the assets except cash at bank. Goodwill is taken over at Rs.
1,00,000; land and buildings at Rs. 1.80,000 and other assets at book value. Madhulika Ltd.,
also undertook to discharge sundry creditors and bills payable. The purchase consideration is
payable as Rs. 90,000 in cash, and the balance in the form of fully paid shares at Rs. 150

" each, (the par value being Rs. 100 only). - Liquidation expenses were Rs. 15,000/~

- Record the above transactions in the journals of the two companies.
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—————— e —

\

i) Though share $ par value is Rs 100, |t is |ssued at Rs. 150,10 Oams Ltd

(.:

(Answer Purchase eonmderaﬂon Rs. 6 90 000 Reahsauon Proﬁt Rs 55 000)

Capot Co. Ltd., as a going concern as both are engaged in the same busmess The
‘balance sheets’ of the lwo compames o'h 31% Dec. 2000 the date of absorptlon are gwen

36210 -

Lid., and take oveér the assets.
pald shares of Rs. 10 each, and the payment of Rs. 30,000 in ¢

o ICapol Lid. The Inventaa Ltd wasalsc to pay Rs 14,00
%\ Ltd., and the Balance Sheel of the o

1

2’ 67,050, -

[A‘nswer

5 Godavarl Co Ltd., agleed to acquire the busmess of Kmnerasam Ltd., as on. 3I“‘ '
December, 2000 The summarased balance sheet of Kmnerasanl Ld.

~ Hints: On acqu:smon ot C apo] Ltd
is not desirable to show captta
to Goodwill Afc.

~ Prepare the 'aceounts 'show1_ng the ahsorptuon in
Inventaa Ltd after the absorption.

Lot

pad .

" The lnventaa Ltd., was to pay the debentures (by its own debentures) and Ilablhues of Capol
The Purchase consideration be

ss, there is an excess deblt of Rs. 32 950, As n

L]

" 4. In order to effect economies in the workmg, the lnventaa Ltd agreed o take over the *

the issue of 40,000 fully
y the Inventaa Ltd., to the .
3 ards 11qu1dat10n expenses s

Purchase conslderatuon Rs 4,44, 000 Balance sheet total (before paylng Sundry
Credltors and O.D. of Capoi Ltd.) Rs. 2? 45 890 ] . o
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72,000,

below: ) _
Lnabllmes ‘ Gapol _ Inventaa h Assets -Capol' | Inventaa - .
Led. | Lid. - o Ltd. Ltd.
- “Rs. . Rs. | - " Rs. | Rs. .
Authorised Capital | . -~ | | Goodwill 50,000 | 3,00,000
Shares of Rs.10 each | -8,00,000 | 20,00,000 | Land &Buildings | 3,57,820 } 19, 38,300
- . |y = " | Plant & Machinery" -1-,64,390- 38?680
Paid up Capital” . R T
Fully Paid shares of | K Sundry Creditors | 39,840} _72,_400
. Rs.10 each © 5,00,000 | 15,00,000 | Stock | 78,520 | 1,79,260
. P&L Alc. 26,950 98,850 | Biils Receivable: | -~ -~ '
10% Debentures. [ 1,00,000.| 5,00,000 | Bank Balance- - 1,68,420. -
- Sundry Creditors - - |~ 43,620 . = 83,420 SR S
. Bank Overdraft 7.20000) - g _
R ' 6,90,570 | 21,82,270 6,90,570 1 21,82,270

on that date was

-as foilows: . _
- Liabilities ~ Rs. | Ass'eis S - Rs. -
~* Share capital _ o Y Goodwill - ) . 2,00,000" .
. 1,20,000 fully paid shares of | Buildings & Machmery _ *12,80,000
" . Rs.10 each - - 12,00,000 | Stock . . ©'3,36,000 -
General Reserve ' . 3‘,_40,'000' Debtors ..

h

L

e :
rve and goodwill sunu]taneous[y, it was credned -
Henee finatly goodwﬂi is Rs. 3, 00, OO{} — Rs. 32,950 = Rs.




Profit & Loss Alc.

_ 2, 20 000 Cash and Bank - 1,12,000
» 6% Debentures 2,00,000. S
Creditors - _ 40,000 o : R
' Rt 20,00,000 . . S - 20,00,000

- The purchase consideratilon payable b)HZ God‘avaﬂ Ll’d was agreed as follows:

a) A Cash payment equwalent to Rs. 2. 50 for every Rs. 10 share n Kmnerasanl Ltd

b) The issue of 1,80, 000 shares of Rs. 10 each fully pald in Godavarl Ltd ‘at an agreed
- value of Rs 15 per share .

' ~¢) The issue of such an amount of fully pald 5% debentures of Godavari Ltd at 96 per
' cent, as is suﬂ'cmnt to. d1scharge the 6% debentures of Kmnerasant Ltd at a

premlurn of20% ; .
The Directors of Glo_davari'-Ltd.h,' agreed te'va]ue the buildings and. machinery at Rs.
'24,00,000, the stock at Rs. 2,84,000, and the debtors at theit face value subject to an

allowance of 5% to cover doubtful debs. The cost ofllqmdatlon of Ktnnerasam Ltd., came
toRs. 10,000.

Fal

Give ledger accounts to close the books. of the Kinnerasani Ltd., and draft Journai entnes.
. requlred in the books of Godavan Ltd. : : '

Hints: i) Purchas» consideration ' A  Rs.

a) Cash 1,20,000 x Rs. 2.50- : 3,00,000 _'
b) Shares 1,80,000 x R$. 15 ) - 27,00,000°
(Rs. 18,00,000 face value ares Rs. 9,00,000 '
- share premium) o @ A _ 3
¢) Debentures Rs. 2,004800 x 120 /100 - 2.40,000
- S 4{‘%‘ - "‘3240000

" ii} Pace value ofdebe ures issued = Rs. 2 40, 000 x 100 /96 = Rs. 2, 50, 000

it} The hqulda(%(penses are bome by Kinnerasani Ltd. C
iv) Good will a/cNft Godavari Ltd.is - - Rs. 4,1.5,600.

: (Answer Realisation Prof t: Rs 12 30 000)

-6. The foliowmg are the summansed Balance Sheets of Navabharath: Ltd., - and

Yuvabharathl Ltd on 3!" December 2000

Navabharatlﬁ o Yuvabherathi

Ld. - - L.,
. _ Rs. -~ Rs. .
" Liabilities . s S A
Authorised Capital o o . ; : IR
~ Shares of Rs. 10 each : - 20,00,000 ' 8.00.000
- Issued Capital 10,00,000 - . 80,000
General Reserve ©2,00,000 . 1,00,000"
" . Profit and Loss A/c. 1,12,580 77,300




' Hmts (1) Navabharathl Ltd has taken over onl%g
| I

-"'Cur'ren_tLia_bilities_:' . R ' T ] -
. Accounts Payable o - . - 78,960

2,24,200 -

" TaxationProvision - . . . 1,50,000° 96,000 .
v L o : 16,86,780 o 11,52,260
Asséts - R -Navabhnrthi - Yuvabharthi -
o) S - Ltd. Rs. ... Ltd.Rs; -
 Freehold premises : 388560 -
“Leasehold premises - o Lo T 3124800 L
Plant & Machinery ' _ 468,560 0 2152600 o
* Fixtures and Flttmgs o e 43,440 - 20940 . -
Stock & Work in progress . 304380 " 1,97,340
Accounts Receivable - o L 2,52,820. ~ 1,88,660 .
" Unexpired Payments e 5960 - . 2,800
Cash and Bank . o . 222860 . 2,1478
. o . 16,86,780 - 11,52,260

. Navabharathl Ltd took over lhe fixed ~ assets and stock’ and work in  progress of

Yuvabharathl Ltd., from 1* January, 1996 for a sum of Rs. 9,00,000 to be satisfied by an
allotment of shares. The vendor company has to pay the necessary costs of sale amounting to
- Rs.20,000. The accounts recewable reallsed Rs 1,82, 0(}0 The absorptlon bemg complete

: youarelequlredtoshow I _ s o o

il

.'a) The Realisation Account Cash Account and Shareholders’ Account in ‘the books of _ _l

. Yuvabharthi ._Ltd assummg that the ﬁral taxatlon liability of that company to be

. Rs.74000 - - 0 %
- b) _The necessary Jommal entnes m the books of Navabh ath Ltd and to prepare the

balance sheet aﬁer absorptnon o L v R :
I"assets and stock for a sum of Rs: .

9,060,000 consnderatlon Accounts recéifable (i.e. Sunclry Debtors) and cash are . '

prepaid insurance) also are not stated

not taken over. Unexpired pay:{&( _
as taken over.by the Navabharat d. Since they canriof be separately reallaed .o

. itcan be assumed that N%rathl has taken them and paid Rs. 2 800 "I hus o
-"the total purchabe consuderat n comes to Rs. 9 02, 80(} L

'(i_i)' ‘Taxation prowsuon is Rs. 96,000. ‘Actual’ llablllty pald is Rs. 74,000 Therefore' o
: Rs 22, 000 balance has to be transferred 1o shareholdcrs account : o

( m) Accounts payable (| ¢, Sundry Credltors) are paud by Yuvabharatm Ltd

(Answer Reahsatton prof’t Rs 1,27, 320 Balance Sheet total Rs 25 86 780)
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11.5 GLOSSARY

Absorption

Vendor Company

Liquidator,

Liduidation Expenses

Taking over the business of one or more

companies by an existing company.

It is a company which sells its business.

A person who is appo'intf:d to conduct the

' liquidation proceedings of the company.

Expenses incurred towards winding up of the

- Vendor Company.

Dr. D. Obul Reddy

S
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| 12’.0 AIMS AND OBJECT.IVESJ':

. The aim of thls unit is to lllustrate the accountmg treatment pertammg o’ reconstructlon of
: compames ! - : : . . . .

i
R

. Having _studied and -worked thr0t|g!1 thi's unit, yoti ShOtlld be able_'to: |

. explam the accountlng treatment 1n ‘case of exte /reconstruction and internal -

'reconstructlon .
e explam the conccpt of' mter company ogllngs d

.. .so[ve the problems on’extemal andanter [reconstr_uction.. '
. M B :

- 12 INTRODUCTION | m

—

You may .recall that the .accountmg, procedure, in cdse of amalgamation, absorption and -~ -

external’ reconstruction is same. Further the previous three units made you perfect in

calcutatmg the - purchase consideration and preparing the accounts pertaining to
= Amalgamatlon and Absorpnon This unit is presented to |Ilust1ate the accountmg lreatment L
'pertam:n gto externa] reconstructl on and mternal reconstrucuon

' Reconstructlon is of two types mterna! reconstructlon and external reconstmctlon In case of :

internal reconstruction the company. changes its capital structure by reducing share capital.

In case ol external reconstruction a new company is ﬂoated to take over the ‘business of an -

existing company which is then wound up
: o f : .

12, 2 ILLUSTRATIVE PROBLEMS ON EXTERNAL

RECONSTRUCTION =

" li]ustratmn 1

Given below is the -Balance__S_heet of Better Ltd. as at _Marc_h 31, 2001 .

a




" Solution

2. Payment to unsecured creditors amouhting to'Rs 2,90,000

Liabilities. ~ * Rs. | . Assets , Rs. .
40,000 shares of Rs. 10 each | Land and Buifdings . - | 3,220,000 - .
fully paid L 4,00,000 | Plant & Machinery ] 1,30,000
Creditors ' 3,00,000 | Stock. o -~ .70,000
o N O | Debtors - N : ,HO 000"
Cash. - LS00
Preliminary Exp. - 5,000
- Profit & Loss Alc. .~ |___54.500
L 7,00,000 } - B . ' o 7,00,000 -

- The foliowing schéme- of reconstruction was arranged" -

1. The company to go into llqu1dat|0n and a new company Best Ltd. w1t11 an authorized

capital of Rs. 8 00,000 to be formed to take over the assets and liabilities.

2. Prefereritial eredltors of Rs. 10:000 included in the creditors are to be paid i in full.

3. Unsecured creditors to receive either a) 50% of their claim in cash or b) 6% .

Debentures i in the new company eq uivalent to their claims at par.

4. Shareholders in Better Ltd to be allotted one share in Best Ltd of Rs. 10 each Re _

5 paid for every share held in Better Ltd. ;

©~ 5. Reconstruction costs amountlng o Rs 6 000 to be pald by Better Ltd ’rrom cash

“made avallable by Best Lid.

Half" of the_unsecured'credltors in val'ue.opted for immediate cash payment for which
purpose necessary cash was made available by making a call of Rs. 5 each on the partly paid
_shares allotted as aforesaid.” Best Ltd.; valued ali%s (except land and building) taken
. over from Better Ltd., at book value. B

' Prepare necessary ledger accounts in the booetter Ltd., and the Balance Sheet of Best - -

Ltd. o o ?‘ -
%Boekg GFBeterLtd. -0
Calculation of _Purchase Consider'ati(m B - .

~Amount | Form ™

‘ ._'1. Payment to preferential_cre'ditors' S 3 10,000 | Cash

(total creditors 3,00,000 — Preferenctial creditors Rs.10,000)
" 50% of the half of the claim - o _ :
2,90,000 x 50/100x Vo= = - . L '72,000* | Cash

U 50% ofthe creditors \ L T © 1,45,000 6% Debentures
3. Paymenl 1o ‘shareholders _ R e
40,000 shares of Rs. 10 gach Rs. 5 pald up’ o 2,00,000 . Shares . -
4, Payment towards reconslructlon expenses o | B 6.000 '.Ca_sh .

Total . 433500

22 T




* If the credltors opt for cash payment they w1ll get only 50% of their claim. Half of the

creditors opted for cash payment. Their claim is half of Rs: 2 90, 000 i.e., Rs. 1,45, 000..
- They will get ha]f ofthls claim, that is Rs 72, 500 .

_’The value of Land and Buuldmgs not fo be taken at book value is ascertamed as fo[lows

- ToCash (Expenses)

- [Ceasso0|

g C L -,'Amount- From
-~ .Purchase consideration L ] 4,33,500
Less:” Book value of all assets™ - L
- (except land and building) - S
Plant and Machmery ' - 1,30,000
Stock . - 70,000
Debtors - 1,20,000 I
. Cash . ' 500 _3,20,500
) 'Value of Land & Bunldmgs _' 1,13,000
"Dr. Reallsatnon Account Cr.
e Rs. L . Rs.
. To Land-& Buildings ~3,20,000 | By Be'st L'tc!. (Purchase B
-~ To Plant & Machmery 1 1,30,000 - consideration) - .4:',-33,500'
To Stock . . 70,000 | By Creditors (Profit) 72,500
"To Debiors - 1,20,000° By Equity Shareholders A/c. | 1,40,500 -
To Cash~ © 500 (Loss) Lo L '
6000} - S

646500 -

Cr'.-".

- To Realisation,Alc. '

72,500

.3,00,000

Dr. .~ .. Equity Shareholders Aecpun . Cr
o ~Rs. | Rs.
- To Preliininary Expenses Ale. | 5,000 Share Capltal Alc 1 4,00,000
-To Profit and Loss Afc. .1 . 54,500 %‘ 1 '

To Realisation Afc. . 1 1,40,5 L L

‘To Shares in Best Ltd, A/e, | 2,‘00,!@ [P A

o T 400,000 4,00,000 -

_DBr. Credltors Account -

. Fo Cash (Pref. creditors) - _ _.10,000 To Ba]ance-b!d. o 3,00,000

To Cash (Payment) 72,500 S -

To 6% Debentures - 1,45,000 |-

1z 3,90200‘9 h
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Books of Best Ltd

Date | Partlculars LF. | Dr. | Cr.
_ - : : N Rs. | Rs. =
-} Land and Buildings A/c. Dr | . L3000 o
Plant & Machinery Ale. Dr. | 1,30,000
Stock Ale. Dr. - 70,000
Debtors Alc. Dr.| - 1,20,000
" | cash Az, Dr.| IS I
To Liquidator of Better Ltd. Afc. 4,33,500
‘ (Being the assets taken over on reconstruction
and the amount due to the hqmdator) '
— | Cash A Dr.| | 2,00,000% |-
To Equity Share Capital A/c.’ ' : '- 2,00,000 -
(Bemg the call money received on 40 000 .
shares at Rs. 5 per share) -

* Shareholders in Better Ltd., are allotted 40 000 shares of Rs 10 each Irea‘ung Rs. 5 only
as paid. That means the allotted shareholders have to pay the remaining Rs. 5 per share.
Best Ltd., has called that amount, and the shareholders pald that amount Rs.'5 x 40, 000 =

- 2,00, 000:
* = | Liquidator of Better Ltd. A!c Dr.. 1 433,500

- To Cash ' ' B 88,500

To Equity Share Capital Alc. 2,00,0600

To 6% Déebentures Alc. L ’ 1,45,000

_ (Bemg discharge of purchase conmderatnon) :
. . . ) ) \ : -
Df. ' ' . Ca;sh;,AcM : Cr.
A i
To L1qu1dator of Better Ltd 50 Y- L:qundator of Better Ltd . 88,500 -
" To E.qulty Share (‘apltal Ale, _2‘% By Balance o/d. 112,000
' < %,0 00 : 2500,500 o

p—— ——

N T
<2)a1aqce Sheet of Best Litd.
V" . as on 31" March, 2001

Liabilities ' Rs. Assets Rs,
" Share Capital . o Fixed Assets o :
Authorised Capital . : Land and Buildings - 1,13,000
80,000 equity shares ofRs. 10 |- - Plant & Machinery 1,30,000
each - 1 8,00,000 { Current Assets S
. . ' T | Stock ' ' _ 70,000 -
Issued and subscribed and ' Debtors - 1,20,000 .
Paid up capital Cash J1,12,000
40,000 shares of Rs. 10 each o '
(Aﬂotted Rs. 5 paid up on
each share for consideration :
‘other than-cash) fully paid ., | 4,00,000 |.
6% Debentures 1,435,000 : '
: '5,45,000 1 5,45,000

g

———— T




- CHECK YOUR PROGRESS -1 _

i) Kathu Limited was formed to acquire the business of Raghu Limited, which was to be
- wound up, the purchase consideration is Rs. 4,50,000. The assets and liabilities taken by
- Kathu Limited and their agreed values are as foltows: Fixed assets Rs. 5,25,000, Stock

“Rs. 1,20,000, Debtors Rs. 1,80,000, Bills Receivable Rs. 20,000, Bank Balance Rs. -

.30000 Creditors Rs.

1,40.000, Bills Payable Rs. 90,000 and other liabilities Rs.

1,25, 000.. Pass opening entry to recou:i above assets and liabilities and f' nd out capital

reserve or goodwill.

M e L R L T L L L L R LT LT o T

...-----......;...........,'...............-............-.......................‘........._.-. ....................

i) quuldatton expenses pald by vendor company Rs. 5,000. Pass the entry in the books of - .

vendor s company.

T

...............................................................................

. Illustration -2

Dark Co Ltd havmg provec[ unsuccessful resolved by a speclal resolut:on to wmd up for

the purpose of reconstruction and sale to a new company, Light Co. Ltd. The Balance Sheet

of the company at the date of confirmatory resolutlon was as follows:

a -

RS. o

Llabﬂttes Rs. ’ . MAM\ .
Share Capltal . ' ‘Land and Buildings . 4,50,000 -
80,000 ordmary shares of - | Plant& inery 1240000 0
. Rs. 10 each fully paid - 8,00,000 | Sun b_tors 1,05,000 | - N
6% 2,000 debentures of . ss: Provision for N
- Rs.100each 2,00,00094 A Bad & D.D. 5,000 1,00,000 -
Sundry Creditors:, 50,000 [ Stock = o - 50,000
Bills Payable 2(% Cash at Ban}: ) - 5000
. : ' - - Profit & Loss A/c.: 225000
a _10,?0,000 - ' 10,70,000

[ =t S Ay .

, B The new eompany was to take over assets and liabilities.

: 2) The capital of the new company was o be Rs. 15 00 000 in I, 50 000 shares of Rs 10' L '

each.

‘The scheme of reeomlructlon assented to by all part:es was as follom .

"3) The new company was to dlscharge purchaee conSIderatlon as f'oi]ows
a} The issue of 7% 2,000 debentures :

b} The.dssue of 1,20,000 erdinary shares of Rs 10 each wslh Rs. 5 per credlted as-
paid-up and as to Rs. 40,000 in cash. :

h . 4) The members of the new company’ were to pay the balance of Rs. 5 per share due

upon the shares issued to them at Rs. per share. The expenses of reeonstructlon

‘Sheet of Li ght Ltd

385

N amounted to Rs. S 000. All cal]s were duly pald

' Pass Journal entries to close the books of Dark C‘ompany Ltd and show the open:ng Balance '




Solution

~ Purchase Considération

. . : Amount S
1. 2,000, 7% Debentures of Rs. 100 each - 2,00,000 n
2. 1,20,000 equlty shares of Rs. 10 each Rs. 5 paid up 6,00,000 .
3. Cash . _ . - 40,000
_8,40,000
~ Entnes t0 Close the Books of Dark leltl"d N :
Date’ Pamculars . LF.| Dr . Cr. -
' - _ . - Rs. Rs.
- Reahsatom Alc. Dr. 8,45, 000 o
‘To Land and Bu;ldmg ' 4,50,000
To Plant & Machinety 2,40,000
- To Sundry Debors - 1,05,000
~ To Stock 50,000
(Being the transfer of assets to Reahsat:on Alc)
_Sundry Creditors Aa’c. S Dr.| - - 30,000 1~
_ | Bills Payable A% - - D - 20,000
Provision for Bad Debts Afc. - . Dr. | 5,000 ;
To Realisation A/c. Co ' 75,000
(Being the liabilities transferred to Realisation -
Account) N\ -
Light Ltd. Akcl O ~ Dr 840,000 .
- To Realisation Afc. '. 8,40,000 -
(Being the purchase c’ons‘iu?lion-due from gl ' '
| _Light Lid.) o
Reallsatlon Af L - D= 5000 | - 3
- To Bank A® . - 5,000
(Being the reconstruction expenses paid) . ST
| Realisation Ale. ' " Dr. - 65000 -
- To Shareholders Alc. ' 165,000
.I (Being the profit on realization transferred to
shareholders A/c.) '
Shareholders Ac.  ~ ~~ Dr. 2,25,000
- To Profit and Loss Account o 2,25,000
| (Being the accumulated losses transferred to o -
shareholders A/c.) '
Share Capital Ale. | Dr. | 8,00,000 |
- " To Shareholders A/c. ' ' 8,00,000
( Being the share capital transferred to
" shareholders account)
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—_——g—— -

- | b¥s Lebentures ArL.
To Debenture holders A;"c ‘ 2,00,000
(Being the Debentures transferred to "
Debentureholders Az‘c )
| 7% Debentures in Light Lid. Aic "D | 2,00,000
© | Equity Shares in Light Ltd. A/c. Dr.| 6,00,000
Bank Alc.. .Dr. 40,000 -
To Light Ltd. A/e. | - | |- 840,000
(Being the purchase c0115|derat|on received ‘
from nght Ltd ) :
- Debentureholders Aa’c - Dr.: 2,00,000 - S
To 7% Debentures in Light Ltd. Afc L ' - 2,00.000
(Being the debentures received by '
Debentureholders)- '
' Shareholders Afc _ "~ Dr. 640,000 | -
" To Equity Shares in Light Ltd ' R 6,00,000
] To Bank A/c. T 40,000
N {Being the allotment ofeqwty shares of Light . Lo
Lid., and payment of cash in satlsfacnon of .
the claim. ) :
Reallsatlon Account G
To Land & Buildings - 4,50,000 | By Sundry-C gbs o so000
. To Plant & Machinery. 2,40,000 | By Bills Payab R 20,000
- To Sundry Debtors 1,05,000 | By Provi§iomnfor D.D. ~~ <. | . 5000
"Ta Stock” S 50,000 | By Ligh. o 8,40,000
"To Bank (expenses), 5,000 1 ?\ . C
. To Sharehoiders Afc. (profity { - 65,000 L { = " '
S Y TS as.000 e 7915000
Dr. ' DémEQholders Account - Cr,
o S 1 Rs. T ] Rs.-
Ta 7% Debentures Alc. 2,00,000 | By 6% Debentures Alc. - 1. -2,00,000
2,00,000 200000
Dr. Shareholders Account - Cr.
“Rs, Rs-_
To Profit and Loss Afe. .-~ .1 2,-5,000 | By Share Cap:tal Ale. 8 00,000
To Equity Shares in Light Ltd. | 6,00,000 By Realisation Afc. - 165,000
. To Bank Alc.. ' 40,0001 S e -
. 8,65,000 | "8:65,000 . -
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ur. : Hank Acéount, Cr.
. - . - " Rs. . : o Rs.
To Balance b/d. 5,000 | By Realisation A/c, _
" To Light Ltd. 40,000 | - (Expenses) 5,000
' ' . By Shareholders A/c. |—.40.000 -
45,000 : : 45,000
: Journal Entries in the Books of Light Limited
Date . Particulars L.F. Dr. Cr.
. -~ _ Rs. Rs.
=~ | Land and Buildings A/c. Dr. | . 450,000 '
Plant & Machinery A/c. Dr. | 2,40,000
Sundry Debtors Afe. Dr.| . [ 105000
Stock_A/c. D . 30,000
Goodwill Afc. ‘Dr.| | 70000 -
To Sundry Creditors A/c. . 50,000
. 20,000
‘To Bills Payable A/c. _ 5,000
To Provision for Bad Debts Alc. . | 8.40.000
To Liquidator of Dark Ltd. Afc.” o
(Bemg the assets and liabilities taken over ﬁ'orn
" Dark Ltd., and the purchase consideration due
to the Liquidator of Dark Ltd.)
= .| Bank Afc. Dr. - 6,00,000 | o
~ To Share Capital Afc. _ - | 600000
° | (Being the balance of Rs. 5 per share on '
] 20 ;000 shares recelved from the sharéhplders)
. qumdator of Dark Ltd. A/c. . O Dr. - 8,40,000 | :
To Share Capital Alc. : _ + 6,00,000
' To 7% Debentures Alc ?\ : 2,00,000
ToBank Alc.. y 40,000
| (Being the issue Of‘]@ﬁﬂ equity shares of -
Rs. 10 each, _R_ paidtup, the issue of 7%
Debentures andhebalance of Rs. 40,000 paid |’
in cash, in discharge of purchase consideration) |
Balance Sheet of nght Ltd.
. L) re—
~ Liabilities - Rs. T Assets _ Rs.
- Share Capital . | Fixed Assets
Authorised Capital 1,50, 000 | Goodwill - 70,000
- shares of Rs. 10 each 15,00,000 | Land and Buildings 4,50,000
Issued, Subscribed and ' ' Plant and Méchinery - 2,40,000
- Paid up - Current Assets .
1,20,000 shares of Rs. 10.each | Sundry Debtors - 1,05,600
fully paid up (including the . . ] Less: Provision for : L
amount of Rs. 5 per share on Bad& D.D. - _ 5.000 [ 1,00,000
issue as part of purchase ' Stock _ ' 50,000
_ consideration) 12,00,000 | Bank (6,00,000 — 40,000) -

5.60,000




7% Debenitures . - | 2,00000]
Sundry Creditors- -~ .. - 50,000 [

~ Bills Payable . S - [-_.20,000 . SR I
L - 470,000 | L - 14,70,000

 either in the figure of goodwill or capital reserve.

. Out of these goods purchased, Rs. 6,00

12.3 INTER COMPANY OWINGS _

If any..amount_is owed by the purchasing company to the vendor company or \rice-versa at '

the time of amalgamation or absorption of companies, this is to be eliminated. Suppose, A

Limited acquires the business of B Limited and the latter company owes a book debt of R, °
5000 to the former company, then after the absorption both the sundry debtors and sundry -
.creditors should be shown in the Balance Sheet of the purchasing’ company at the figures.
‘after deduction of Rs. 5000. This will not affect the entries to be. passed in the books of
vendor company (B Ltd.) but the purchasing company (A Ltd.) is required to pass one more . -

entry i.e.,

. Sund_ry.Creditor's Ar’c.. | Dr. :5,0(:}_'{.].' ;
To Sundry Debtors A/e. . 5000 .

The same entry will be passed in the books of purchas_ing:bbinpany even if Rs. 5,_000 is owed

 by‘A'Ltd.to B’ Lid.

Stmilarly, before acquisition, if some goods are sold by purchasing ¢ompany to the vendor -
~ company or vice-versa and- goods remain unsold on the date of acquisition, when the _
- business is acquired, the unsold stock at invoice price will also be acquired by the . -
purchasing company for which it must have taken.some profit. Thus, it becomes essential 10 -
reduce the unsold stock to its cost price and the profit elen’w@l automatically be adjusted -

On the-ofherhand; it goods are purchased by the ing company from' the vendor

company and some goods remain unsold with the purchasing company the way’to elitﬁi'nate

the unrealized profit charged by the vendor comany Js to debit goodwill or capital reserve
- and credit the stock account with the amount,af uni€alized profit. T

Example: X Ltd., has bought goods of the igvoice valug of Rs. 15,000 from Y Ltd. The
company invoices goods at cost plug - Later, X Ltd. acquires the business of Y’ Ltd.
i1 stock are remained. S '

~ Sol: Caiculation of unrealized profit: .

6,000 X 20/120 = Rs. 1,000

* X:Ltd. must pass the f'oll'owing édditionalje_n‘try' in additi_on to usual entries; '

Goodwill or Cap'ital.ReServe'A;’_c} ‘Dr. - 1,000 .7 o
ToStock Ale: o © 1,000

Inter - Company Holdin_g_s

~ The term inte_r-company' holding:':refeljs to the stake held by one company in another
- - company. There may be three situations with reference to inter-company holdings: -

£
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i)  Shares held by the transferee company in the transferor company.
i) Shares held by the transferor éomp'_éi_-:rl'ly- in the transferee company. -

iif) Shares held by both companies in one another.

CHECK YOUR PROGRESS — 2

 Give the answers for the following:

Y

i) To which account the liabilities not taken over by the new company, are transierred for

&

cancellation.

i) To which account accumulated profits and losses of the vendor company are trénsferred. :

R R T N T N N R L

................................................................................................................
as

12.4 INTERNAL RECONSTRUCTION

' In‘case of internal reconstruction the company will not be liquidated, but accumulated losses
and fictitious assets will be written off by reducing the capital of the company. Internal
" Recorstruction. and capital reduction mean the same. The claims of shareholders and
sometimes even of creditors are suitably adjusted to write off accumulated tosses, fictitious
assets. - No new company is formed and the old company with its reconstituted capital

structure continues to carry on business. If the claims of the creditors and debentureholders - .

are also reduced then it is more appropriate to call it as ‘Reorganization’.

A comparnly can reduce its share capital acco’rd@ the Combanies_ Act. A sumniary of
‘these provisions are as under: _ R '
) 1t should be _author'i'zed by theeArticles of Association. L
ii) The company should p&@spe ial resolution for capital reduction.
P

ili) The company must ap 10 the court for an order confirming the reduction of

capital on such -. and conditions as it thinks fit. The court may direct the
© company to add theyord “And Reduced” to its name for such period as it thinks fit.

- The order of the court has ta be registered with the Registrar of companies.
Accounting Treatﬁlent_

1. For reducing the Capital:

Equity Share Capital A/c. (old) * Dr. | (with the paid up vaine
Pref. Share Capital A/c. {old) ' Dr.'}- of the old Share)
To Capital Reduction Alc. R
{or) ' '

To Reconstruction A/c. - _ _ . o :
To Equity Share Capital A/c. (new) | (with the paid-up value
To Pref. Sh_are capital A/c. (new) of new shares)
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2. 1f any sacrtf‘ ce has been made by credltors debenture holders etc .

ICI‘BdItOFS Ale. ' Dr S

- Debentureholders Afc. - D, e 3 I

- To Capital Reduction Afc. ‘e
or Reconstruction Alc.
‘or Reorganisation A/c.

3 When Caprtal Reducnon / Reconstructlcn Afc is’ utlhzed for wrltmg off accumulated L

!osses fictitious assets ete.:

Cap:tal Reductlom" (or Reorganlsatl on) Alc. br.

ToP&L Ale. . o

~To Prel. Expenses Al

- To Discount on isstic of shares Alc.
To Discount on issue of Debentures Afc._-

_To Goodwill Ale.
To Patents or Trade Marks A/c. -
To Other Assets (individually) Aa’c
To Capital Reserve A/c. -

(If any balance is left)

' Illustratlon -3

The followmg is the Balance Sheet of Hopeless as at 31ist March 2003

Lnablhtles o] R b AQets 1 Rs. .
20, 000 Equity Shares of Bu1|d1 \) . 12,00,000 -
Rs. 10 each, (fully paid up) -2,00,000] Ma C . {1,50,000 :
10% Cumulative Pref. Shares” | . Patetts” . .- | 40000
of Rs. 100 each fully paid | 1,00,000 ek ) 70,000
9% Debentures o ] Lo0 ‘Debtors . . 60,000
Trade Creditors o : 3,5@*0@5!1 at Bank -~} 10,000
T Prelithinary Exp. . - - | ..20,000 -
% | Profit & Loss Alc. L 12,00,0000
zs0000l o 7| 150000 - "

The company proved | unsuccessful and it passed the following resolution and obtained the '

necessary cont’ rmation from the court.

. ’1. The Pref. Shares to be reduced to an equal number of 12% cumulatwe Pref Shares S

of Rs. 30 each. :
2. The equity shares to be’ reduced o1 an equal number of shares of Rs 2 each

To reduce the Debentures by 20% and issue new 13% Debentures for the balance

4. To reduce the claims of creditors by Rs 10 000

The amount thus made avaliable be utrhzed to write off the.fictitious assets patents by Rs
25,000 and to' reduce the value of stock. by Rs. 10.000 to make a pmwsron for Doubt.ul

- debts to the extent of Rs. 15 .000.
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Pass the journal entries

to give effect the above and show the c_ompany’__s post reconstruction -

(Being the amount of reconstruction utilized
to write off, Profit & Loss A/c. Prel. expenses

and to write down the value of others assets)

Balance Sheet.
Solution : o
' Journal
Date™ L Particulars TLF. | Debit Credit
- = ' ' (Rs.) (Rs.)
- 10% Pref. Share capital A/e. - Dr. 1,060,000
(of Rs. 100 each) - :
To 12% Pref. Share capital Ae. 30,000
‘To Reconstruction Ac. - _ - 70,000
(Being the reconstruction made by converting -
Pref. Shares into new 12% Pref. Shares of
Rs. 30 each and balance. transferred to
Reconstruction A/c.)
Equity Share capital A/c. Dr. 2,00,000 ,
(of Rs. 10 each) ' ' 40,000
To Equity share capital A/c. .o '
(of Rs. 2 each) £,60,000
- To Reconstruction A/c. - o : '
(Being reconstruction by making equity shares
| of Rs. 2 each and balance transferred to
reconstruction) L
9% Debentures A/c. - 0:’. : LOO’OOO_ : ‘
To 13% Debentures Afc. ' 80,000
- To Reconstruction Afe. Q © 20,000
{Being reconstruction done by,issue’ofnew '
I3% Debentures and the batan nsferred
to reconstructmﬁ Alc) \/3«».., |
Trade creditors A/ g . Dr 10,000 Lo
 To Reconstructiofl Avc. ' - 10,000 o
(Being the sacrifice:made by creditors )
transferred to Reconstruction Alc.) N
Reconstruction A/e.. = - - Dr 2’60’009 2,00,000.
~ To Profit and Loss Alc, . ' ’2'0"000
To Preliminary expenses Afc. ' 25.000
To Patents Aje. - - ]0’000 :
To Stock Afe. L 5’000 _
To Provision for Doubtful debts Afe. - ’




- Balance Sheet of Hopeless; Ltd. (and reduced) as at 31* March, 2002

Liabilities ~ Rs. Assets Rs,
Share Capital Fixed Assets :
20,060 Equity shares of Rs. 2 , Buildings 2,00,000
each fully paid - 40,600 § Machinery ©1,50,000
1000-12% Pref. shares of Rs 30 each o Palents 40,000 '
fully paid 30,000 { Less: Written off 25,000 . -
- ' : A : 15,000 -
Secured loans _ Current Assets,
13% Debentures _ - 80,000 | Loans & Advances .
' Stock 60,000
Debtors 60,000
Current Liabilities and Less: P.DD. 5,000 55,000
Provisions ' o
Trade creditors S - 3,406,000 | Cash at Bank 10,000
C S 1 4,90,000 1_4,90,000

12.5 SUMMING UP

External recuiistruction takes place when a new company is floated to take over the business

of an existing company which is then wound up. ‘In case of amalgamation, absorption and =~

external reconstruction the accounting procedure is common. The Vendor company is to be
closed and the transactions relating to the acquisition of business are to be recorded in the
books of purchasing company. In the case of internal l‘ec@ction the share capital is

reorganized.

12.6 CHECK YOUR PROGRESS : MODED ANSWERS

;E . ~ Rs. Rs.

1. i) Fixed Assets Account ' Dr.

5,25.000
Stock Account 1,20,000
Debtors Account o Dr. 1,80,000
Bills Receivable Accoum - Dr. 20,000
Bank Account : Dr. 30,000
: To Creditors Acgount : ' 1,406,000
To Biils Payable Account: 90,000
To Other Liabilities Account © 1,25,000
To Business Purchase Account 4,50,000
. To Capital Reserve Account (Bal. fig.) 70,000
. * -
it} Realisation Account o Dr.- 5,000
To Bank Account o 5,000

2. 1} Realisation Account =
ii) Equity Shareholders Account



12.7 M’ODEL EXA'MINATION' QUESTIONS

L Answer the follomng questlons in about 30 lines each.

. * Explain the accounting treatment pertaining to external reconstructron with an

~example.

IL. Answer the_ folldWi\ng q"uestions'in_' about 15 lines each,

© 1. What is exterial rcconstructlon'?'

2. Explain the various items that are to be deblted and credited to the Equ1ty '

shareholders account.

* What do you mean by Inter Company megs

4. Explam the accountmg treatment penamlng to mternal reconstructlon

Problems '

f. On 315‘ Decembel, 2000 the Balance Sheet of Pennar Co. Ltd., was as tollows

-

| Rs.

Llabﬂlt-les Rs. T~ Assets
" Authorised Capital o Fixed Assets t6,00,000
" . Shares of Rs. 100 each 25,004,000 | Stock 70,000
: _ _ o : Sundry Debtors b 150,000
Paid up-capital Cashinhand - 5,000
15,000 fully paid shares Profit and Loss A/c. '1,50,000
of Rs. 100each ' 15,00,000. .

Sundry Creditors 4.75,000 ‘0 i

T 19,?55%% 19,75,000

As the company is in difficulties,
purpose a new company Pinakil

excluding cash for a sum of

amounted to Rs. 5.000.

‘Give necessary ledger accounts to close the books of Pennar Co. Ltd.

(Answer : Realisation Loss : Rs. 3,25,000).

?’ms decided to reconstruct the company. For this
i Ltd., is formed. The new company took over the assets
£'1%5;00,000 to be satisfied by the issue of 10,000 fully paid
shares of Rs. 100 each %}}f ayment of the balance in cash. The liquidation expenses

R

2. Shakii Ltd., falls into financial difficuliies and paéses the necessary resolution for the
~ winding up for'the puipose of reconstruction and for sale to a new company, Trishul Ltd
~ The Balance Sheet of Shakti. Ltd., on 31“' March 2001 is as f'ollows S

{ .
_Llablhtles o . Rs. \Assets_ o R,
Share Capital : Goodwill 1,00,000
- 1,00,000 shares of Rs. 10 each | 10,00,000 | Land and Buildings. | 3.70,000
‘Sundry Creditors - ' 1,50,000 | Plant & Machinery .- - 3,00,000
' '{ Book Debis ~1,20,000
| Stock - : 60,000
~Profit & Loss Afc. - 2,00,000
| 11,50,000 1 11,50,000
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Trishul Ltd., took over all the assets of Shakti Ltd., for a sum of Rs.7,00,000 but not its

_ liabilities. The capital of Thrishul Ltd., consists of 1,50,000 shares of 10 each. The

purchase price of Rs.7,00,000-is to be satisfied by issue of 1,00,000 shares of Rs.10each

credited as Rs.5 paid and the balance in cash. The Balance of Rs.5 per share was paid on

allotment. The winding up expenses of Shakti Ltd., amounted to Rs.5000 and the formation
expenses of Trishul Ltd., were Rs.3,000.

You are required to make the necessary journal entries in the books of the companies.
Hint ;: Formation expenses are preliminary expenses. -
(Ans : Realisation loss Rs. 2,55,000)

3. The following is the Balance Sheet of Samatha Co.Ltd. on 31” December, 2000.

_ - Liabilities -1 Rs 3 Assets ~ Rs.
Share Capital o Plant and Machinery - 4,00,000
1,20,000 shares of Rs. 10 each 12,060,000 | Patents - ' -} 12,00,000
Sundry Creditors . - 114,060,000 | Stock : 3,00,000

. B Book Debts , 5,00,000

Cash ' : 12;500
Preliminary Expenses ' 72,500
Profit & Loss Alc. ' 1,15,000
26,600,000 ' ' _ 26,00,000

The company being unable to raise furtfier capital and patents appearing in the books i - .
excess of their value, the following scheme of reconstructioNs submitted to the share-
holders and creditors. ' ' '

a) The company to go inte voluntary !iquidati@d a new company called the -
“Samatha Company (2001) Limited” is taube foftfied with an authorised capital of
Rs.20,00,000 in Rs.10 per share, to take ov assets and liabilities. '

B} The liabilities are to be discharge y the new company in the following way:
Preferential creditors of Rs.20 %&le are to be paid in full, and the other creditors are
to be paid 25% in cash, and 50% 6% debentures of the new company.

c) 1,20,000 shares are te e issued to the shareholders of the old company as Rs.5 per
share paid, the balance of Rs.5 being payable on allotment. :
d) The costs of liguidation amounting to Rs. 17,500 are to be paid by the new company
as part of the purchase consideration.

Assuming that the scheme hns been sanctioned, you are required. (i) to show the ledger
accounts in the beoks of Samatha Company Lid., and (1i) to pass journal entries in the books
of Samatha Company (2001} Ltd., and give its opening balance sheet. oo

Hints : 1. Preliminary expenses and P & i. Alc. (Dr.) balance are directly transferred to
shareholders A/c.

2. Sundry creditors are discharged by the new company. 'I“h{efefore, transfer them
to Realesation A/c. ‘ ‘ :
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3, Purchase consideration is Rs.6,_f?,500 i.e., what is paid"'to th_e liqui'datbr of
~ . vendor company (Rs.6,00,000 shares plus Rs, 17,500 expenses).

4. Suﬁdry Creditors dischargecl'By'the new company are.Rs.I-O,SS,OOO .i.el, )

+ Rs.20,000 pref. Creditors +25% 0fRs.13,80,000 in cash =Rs.3,45,000+50% of
' 13,80,00{}_ in 6% Debentures = Rs.6,90,000, thus the total is Rs.10,55,000.

.. 5. If assets including patents are shown at book value in the new company books,
there will be capital reserve of Rs.7,40,000. Since the patents are appearing at

- €xcess value, instead of showing capital reserve, that amount is used to reduce
the value of patents. Thus, in the books of new company patents value would

be Rs.12,00,000 ~Rs.7, 40,000 = Rs.4, 60,000.

* (Answer: Balance sheet total: Rs.] 8,90,000).

™. The following is the balance sheet of Simhapuri Ltd. a5 on 31-12-2001.

_ Liabilities |- Rs. . . Assets ~ - -~ Rs.

. Anthorised Capital . | Land and Buildings .~ [ 4,50,000"

- 10,000 shares of Rs. 100 each 10,00,000 | Plant & Machinery : 1. 2,600,000
Paid up capital . L Furniture ' 50,000
10,600 share of Rs. 100 each o Stock _ : ' 2,50,000
fully paid - - | 10,00,000 | Book Debts - o 1,50,0000

8% Debentures | 2,00,000 | Cash : - b 10,000
- Sundry Creditors 30,000 | P&L Afe. - - [11.20000
o . 12,30,000 _ : 12,30,000
e :

- It was decided to reconstruct the company and Ms purpose a new company, #Simhapuri

(New) Limited” was formed with an authdfised capital of 10,00,000 divided into 5, 000 %
preference shares of Rs.100 each and 5,000.¢
assets and liabilities of the Simhapuri on the following scheme.

i) Thé debentureholders i B.Simhapuri Ltd., are to accept 2,000 preference sharés.'

ii) . The shareholders he old company are to receive one equity share in the new
company for two s "::@ held by them in the old company; S

" iii) The cost of reconstfuction amounting to Rs.15,000 is paid by the new compény:_

iv) The balance of préferencc shares is to be issued'fo_r' cash.

. A'ssumi'ng that the scheme is implemented, you are required (a) to close the accounts of the

old company and, (b) to gi\ée'the initial balance sheet of the new comparny,

I(Aﬁ.s'wer: : Phrchase-‘c_onsiderétidn Rs.5,15,000; Realisation losé Rs.3, 80,000; Balanfz_e Sheet
total Rs.13,95,000). - o B . :

v

5. M. ABC_& Co., after a series of he;vy ].osses resolve to go into voldntéry li_quidation ]
~and to reconstruct by means of ‘a new company under-reconstruct by means of 2 new = .
company under the name and style of ABC & Co. (2002) Ltd. On the date of reconstruction,

__the Balance Sheet of ABC & Co. Ltd. stood as follows: o

quity shares of Rs.100 each, to take over the .



Ll

Liabilities

Rs.

Rs.

o Assets
Cap1tal s R Freehold Property . 3,92,500
" 2,00,000 shares of Rs.5 each " Machinery B 2,39,000
©fully paid - | 10,00,000 | Motor Lorries 19,400
Sundry Creditors - 30,000 | Stocks 191,410 -
- Bank Loan 15,000 Sundry Debtors ~-1,09,100
Bills Payable 10,000 ]| Bank 3,390
S | . lravrak 2,00,000 .
[1055000] -

' The followm gare the terms of reconstrucnon

D ' _The new company 1s to takeover the assets of the ‘old company and not l:ab:lmes

" ii) The caplta] ofthe new company is to cons&st of.5,00,000 shares of Rs 5 each

iil) The new company is to. issue 2,80,000 sahres of Rs. 5 each credited W1th Rs. 2. 50 . |
per share as paid up to the old company and fo pay Rs. l 00 000 in cash by way of

purchase consideration.

iv) The batance of Rs. 2.50 per share payable by the members of the new company is to _. .

be pald as to Rs l 25.0n appllcatlon ancl Rs. 1.25 on allotment

All the money due on few shares was duly paid- up The expenses of reconstructlon

o amounted to Rs. 45,000 and the: regtstratlon expenses ofthe new company to Rs. 25 000

" Give Journa] entries, Reallsatlon Account and Shareholders Account in the books of the old
" company, and Balance Sheet of the new company.. : :

N (A“S“'er l) Loss on Reahsatton Rs. 1,00,000. . _
o iy Balance Sheet Total Rs. 14,55,000) - :

6. The followmg is the balance sheet _of,Nava,Bhai%)C‘o. Limited. :

Liabilities

e

Rs. .

Rs. s Assets - . _
Authorised Capital . |- QO Patents ~8,50,000
10,000 Pref. shares ofRs IOO N .Premises _ : l 30,800
each ‘ -10,00,000 | Plant & Machlnery o 422000
- 10,000 Ordinary shares of i« |Debtors . 76,500 -
Rs. 100 each L : 10.00,000 | Stock in trade 55,000 -
: 20,00,000 | Share discount 18,000
o T 1 Prel. Expenses - 12,000
"Subseribed Capital . . - | Deficiency Account 1,15,000
. 7,500 Pref. Shares fully paid - 7,50,000 | Cash in hand ™~ S
© 5,000 Ordinary Shares — : | - T
* fully paid ‘ 5,00,000°
Sundry Creditors -30,000
- Bank overdraft 20.000 L e
I | 13,00,000 - 1 13,00,000

" The following scheme of reconstruction was adop'ted: o
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i) The preference shares be reduced to an equal number of fully paid shares of Rs. 50
-each and the ordinary shares be reduced to an equal number of shares of Rs. 25

“each,

- it) The amount available be used as fo!]ows: :

a) To write off Rs. 30,800 on premises and Rs. 15,000 on stock.

b) To reduce plant and machinery by Rs. 8,440 and to value debtors at Rs. 61,200.

¢) To eliminate fictitious assets and reduce pateﬁts to Rs. 5.00.000.

" Redraft the Balance Sheet giving effect to the scheme.

(Ans:. Balance Sheet Total Rs. 7,35,460.)

7. The summarized balance sticet of X Co. Ltd. as on 31" March 2003 was as below:

Liabilities Rs. Assets Rs.

5,000 Equity Shares of Rs. 100 - | Goodwill 90,000
each . 3,00,000 § Land & Buildings 1,060,000
6% Debentures 2,00,000 | Plant & Machmery 2,40,000
Profit Prior to incorporation 10,000 | Patents ' © 30,000
Creditors ' 1,40,000 | Bank balance 5,000
Bank over draft 50,000 § Debtors 90,000
Motor Car 10,600
Stock in Trade 95,000
P&l Alc. 2,00,000
1 Preliminary Expenses 40,000

| 9,00,000 9.00,000

.

The business has passed through a depressd the worse seems to have been over.

The following scheme of reconstructioﬁ%imdopted with the consent of all:

it} Each share was to be re

ii) Each sharcholder #
him, at its new vald

1/5" of its value.

to help the company with working capital.

- i) Al f'ctltl_ous items including goodwitl and patents were to be eliminated.

subscribe for half the number of shares already held by
pay immediately in cash for the new shares taken by them,

Tiv) A provision of 5% on debtors in reépect of doubtful debts was to be created.

V) Motor Car was to be reduced to half of its value,

vi). Plant and Machinery was to be written down by the balance of the amount available.

You are asked to give ne(.essary Journal entries to record the above and show the resulting

Baiance Sheet.

(Ans; Balance Sheet Total : Rs. 5,40,000)
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129 GLOSSARY

Internal Reconstruction

External Reconstruction

Reduction of share capital with or. without
reduction in borrowed capital under a scheme of N
reorganization without liquidation sanctioned by -
court. . R

: Ifan existing compaﬁy starts fresh busi_ness with

a new name is catled external reconstruction.

" Dr. D. Obul Reddy
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