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PREFACE
(Vol. I ‘
1t is indeed a great pleasure to me to be able to present the Second Volum
of my book, Accountancy—Principles & Practice, to students and teachers of
the subject. The endearing reception accorded by teachers and students alike
to the first volume has encouraged me to venture on the present volume.

I shall take this opportunity in thanking most sincerely Dr, Prasad Kumar
Ghosh, M.A. (Co.), M.A. (Econ.), Ph.D., Reader, Delhi University ; Dr. Anil
Kumar Mukh . M.A. (Com.), D.Litt., of Commerce Department, Calcutta
University ; Sri K. L. Chatterjee, M.A. (Com.), F.C.A., Principal, City College
of Commerce & Business Administration, Calcutta ; Sri G. D. Roy, M.A. (Com.),
Principal, Rishi Bankim Chandra College, Naihati: Sri Naresh Chandra
Bhowmick, M.A. (Com.), Vice-Principal,y A. C. College. Jalpaiguri: Sri Balai
Sengupta, M.A. (Com.), Vice-Principal, Rishi Bankim Chandra College, Naihati :
Sri Ram Krishna Guha Roy, B.Com., B.A. (Hons.), A.CA. 1L.CW.A. of
Ferguson & Co.:; Sri Priya Ranjan Chowdhury, M.Com.. M.A. (Econ.).
L.C.W.A,, Lecturer, Chandannagore College, Hooghly ; Sri Narayan Ganeuli,
M.A., ACA., Lecturer. City ,College, Calcutta; Sri Milan Datta, M.Com.,
I ecturer, Goenka College of Commerce & Business Administration, Calcutta ,
Prof. Parimal Ghosal, M.A. (Com.), of Sibnath Shastri College, Calcutta ;
Prof. Santi Ranjan Sen, M.A. (Com.), Head of the Departmert of Commerce,
City College, Calcutta: Sri Nirmal Kanti Roy, M.Com., LL.B., Head of the
Department of Commerce, Haripa] College, Hooghly. and others who have taken
preat pains to go through the first volume of my book and have given their
valuable opinions and suggestions. .

This volume fully covers the entire Accountancy (Advanced) syllabus for
B Com. Examinations—both Pass & Honours—of Calentta. Burdwan, North
Bengal and other Tndian Universities. In planning this volume I have also
adopted the same line as in the first. Basic principles and fundamental
procedures of Accountancy are presented in the form of Tables, Charts, Diagrams
and Notes so that the students can grasp the subject without much avoidable
labour. Every chapter contains precise discussions with adequate illustrations
sraded to enable the students to proceed from easy to complex problems. For
students who want to answer Questions on Accountancy in Bengali. a Bengali
Version of the English Text of all the Chapters has been added at the end of
this volume,

T acknowledge my indebtedness to the authors of different books on the
subiect both Indian and Foreign from which T have taken ideas on manv topics.

I offer my thanks to those friends and colleagues who have encouraged me
at every stage with their valuable suggestions in this venture. Put they are not
individually named lest there be any omission. T am indebted to the publisher,
Sri Haradhan Basak, M.Com., of the Alpha Publishing Concern but for whoase
hard labour, this book would never have appeared in print.

. Any similarity of names to those of persons and business and other institu-
tions which might be found in this book is wholly fortuitious.

. I shall be grateful if mistakes, omissions, inaccuracies and deficiencies
Tikely to be noticed by the readers are brought to my notice. I reoret to admit
that inspite of my best efforts a few printing mistakes remain in the book.

I shall consider myself amply rewarded if the book is found suitable by
those for whom it is intended.

All suggestions for further improvement of this book will be accepted with
Al humilite !

»

D. L. Sarkar,



SYLLABUS
for the

i!achelor of Commerce Examination
(Three Year Degree Course)

ADVANCED ACCOUNTANCY—PASS

More difficult questions on the subject prescribed for Compulsory Paper
may be set.

¥~ Amalgamation, Absorption and Reconstruction of Companies.
2. Reduction of Capital.

3~ Departmental and Branch Accounts, -
& Miscellaneous Accounts :—

\{#) Royalty Accounts. -~
\f#) Hirc Purchase Accounts.~
(i) Instalment - Payment—Purchase Accounts. -

(v) Goods on Sale or Return, Including Investment Accounts, Bank
Accounts,VPackages Accounts,

ADVANCED ACCOUNTANCY—HONOURS

(In addition to the subjects prescribed for Advanced Accountancy in the
Pass Course, Elective Subject No. 1, Paper T and Compulsory Paper on
untancy in the Honours Group of subjects.)

(i) Valuation of Company shares (excluding holding Companies).

(i) Principles of Double Accounts (Capital accounts and General
Balance Sheets specially of electricity undertaking).

(¥ Simple cases of holding companies and consolidated balance sheets.
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.CHAPTER XXI1 -
. COMPANIES ( ADVANCED ) »
-(A) Revislon_nl Problems -

(Redemption of Preference Shares, Redempiion of Debentwes, Issue of Bonus Shaes,
Payment of Dividend etc.)

wdemption of Preference Shares :
ustration I
Vanities Ltd. have part of their share capital in 3,000, 5% Redeemable

eference Shares of Rs. 100 each. According to the Articles of Association
the Company the shares arc to be redeemed ata premium of 5%. The
terve of the company shows a credit balance of Rs. 2,00,000. The directors
cide to utilise 50% of the reserve in redeeming the shares and the balance is
be met from the proceeds of fresh issue of sufficient number of shares of
i. 10 each. The premium is to be met from the year’s Profit & Loss Appro-
iation Account.

You are required to give the Journal and the Ledger entries on comple-

in of the above transactions, (C. U. B. Com (Adv.) 1957)
lution
In the Books of Vanities Ltd.
Journal Entries
Particulars L.F, Dr. Cr.
Rs. Rs.
Profit & Loss Appropriation Afc Dr. 15,000
_To Premium on Redemption of Preference Shares A/c 15,000
(Being the provision for the premium payable on redemption.) !
5% Preference Share Capital Afc Dr. 3,00,000
Premium on Redemption of Prefercnce Share s Ajc Dr. 15,000
. To Preference Shareholders’ A/c 3,15,000
Being the amount payable to shareholders on redemption of
reference Sha.rea.f
BankTAg » Share Capital A/ Dr. 2,00,000
_To Ordinary Share Capital A/c .
(Being the amount received from issue of 20,000 Ordinary 2,00,000
Shares of Rs. 10 each.)
Preference Shareholders’ Afc Dr. 3,15,000
.To Bank Afc 3,15,000
(Being the amount paid to preference shareholders.) e
Reserve Fund Alc . Dr. 1,00,000
| .To Capital Redemption Rescrve bund Ajc | 1,00,000
{Bsing the amount transferred to Capital Redem ption Rescive
Fund out of general reserve.)
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Ledger Accomnts
Dr. 5% Redeemable Preference Shares A/c Cr.
RS, Rs.
To Preference Shareholders’ A/c 3,00,000 | By Balance ¢/d 3,00,000
|,
Dr. Prcmium on Redemption of Preference Shares A/c Cr.
. - on s,
To Prefercnce Sharcholders’ Afc 15,000 By P & L Appropriation Ajc 15,000
Dr. Preference Shareholders® A/c Dr.
Rs. Rs.
To Bank Account 3,15,000 | By 5%/ Preference Share Capital 3,00,000
By Premium on Redempation of 15,000
Preference Shares A/c EEE—
3,15,000 3,15,000
L | ——
Dr. Reserve Fund A/c Cr.
Rs. Rs.
To Capital Redemption Reserve
Fund Afc 1,00,000 | By Balance b/d 2,00,000
. To Balance c/d 1,€0,000
2,00,000 2,00,000
s e | a——
By Balance b/d 1,00,000
. Dr, Capital Redemption Reserve Fund A/c Cr.
Rs. 8.
To Balance c/d 1,00,000 By Reserve Fund Ajc 1,00.000
L
By Balance b/d 1,00,000
D, Ordinary Share Capital Ajc Cr.
‘o 8.
To Balance cfd 200,000 | By Bank Account ! 200, 000
R ; =
By Balance b/q i 2,00,000




COMPANIES 3

Tllustration 2
The following is the Balance Sheet of § & Co., Ltd. as on 31st December,
1964 :

Rs. Rs.
Capit Fixed Assets 5,20,000
i::;: d L: Current Assets 3,22,000
rised :

70,000 Equity Shares of Rs. 10

cac
20,000 6% Redeemable
P;eferen(?e Shares of Rs. 10 each 2,00,000

7,00,000

9,00,000
Issued :
39,000 Equity Shares of Rs. 10
each fully paid 3,90,000

16,000 6%, Redeemable Preference
Shares of Rs. 10 each fully paid \/1,60,000

5,50,000 |
Reserves & Surplus : !
Profiit & Loss Account 2,00,000
Current Liabilities :
Sundry Creditors . 92,000
8,42,000 8,42,000

The Preference Shares were redeemed on January 1, 1965, at a premium
of Rs. 2 per share, the whereabouts of the holders of 1,200 such shares not
being known. At the same time, a bonus issue of Equity Shares was made at

ar, 1 share being issued for every 3 shares held, out of the Capital Redemption
eserve Account. o

Draw up the Journal Entries to record the above transactions in th
books of S & Co. Ltd. and show the Balance Sheet as it would appear afte:

such transactions have been completed. (C. U. B. Com. Hons. 1965, Part II)

Solution Journal Entries Dr. Cr.
Date Particulars L.F.| Rs Rs.
1965 -~ A T s e it
Jan. 1| 6% Redeemable Preference Share Capital A/c Dr. 1,60,000
Premium on Redemption of Preference Shares A/c Dr. ’32°000
.To Preference Sharcholders’ A/c ’ 1.92.000
(Bemg the transfer of the amount tof(e Redeemable Prefer- Lt
ence Shareholders’ Account pending repayment.)
Profit & Loss Account Dr. 1,92,000
To Premium on Redemption of Preference Shares Ajc 32,000 )
To Capital Redemption Reserve A/c = 1,60,000 "

(Bd;f the provision for redmption of Preference shares and
premium on redemption out o Profit & Loss A/c.)




ACCOUNTANCY-PRINCIPLES & PRACTICE

Journal Entries (Contd.) Dr. Cr.

Particulars

L.F. Rs. Rs,

Preference Shareholders’ A/c
To Bank Accoun

paid off.)

t
(Being the Preference Sharcholders except 1,200 of them, are]

Dr. 1,77,600
1,77,600

Capital Redemption Reserve A/c
l:uTo Bonus ?;ISlureholdm‘ Alc

Capital Redemption Reserve Alc.)

(Being the sanction of iisue of Bonus Shares at par in the
ratio of 1 Share being issued for 3 shares held, out of the

Dr. 1,30,000
1,30,000

Bouus to ¢ hareholders’ Ajc
To Equity Share Caplltal Alc

(Being the issue of 13,000 Bonus Shares of Rs. 10 per share) l

Dr l 1,30,000
1,30,000

S. & Co., Ltd.
Balance Sheet as at January 1, 1965

Liabilities
Rs.
Share Capital :

Authorised :

70,000 Equity Shares of Rs. 10 each 7,00,000
20,000 6% Redeemable Preference
Shares of Rs. 10 each 2,00,000

9,00,000
E—————

Issued and Subscribed :

52,000 Eqity Shares of Rs. 10 each
fully paid 5,20,000
Reserves and Surplus :
Profit & Loss Account
Capital Redemption
Reserve Account
Current Liabilities :
Sundry Creditors
Sundry Members

8,000
30,000

92,000
14,400

6,64,400

A ———

Assets

Fixed Assets 5,
Current Assets ]

————

6,64,400
——

‘Note : The Amount of C
gkl- 8,22,000 minus th unt
olders) i.e. Rs.1,44,400

t Assets in the new Balance Sheet will
¢ amount of Rs. 1,77,600 paid to Preference wSlur'zc
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Tusration 3

The Balance Sheet of a Company as at 31st December, 1957 was as
follows :

Rs, ! Rs.

Authorised & Issued Capital :
400 6% Redeemable Preference Shares of
Rs. 100 each, fully paid 40,000

Sundry Assets 1,20,000

Cash 40,000
6,000 Ordinary Shares of Rs. 10 each
fully paid 60,000
Share Premium Account 5,000
Profit and Loss Account 28,000
Current Liabilities 27,000

160,000 160,000

By the terms of Issue, the Preference Shares were redeemable at a premium
of 5 per cent on the following 1st January and it was decided to arrange the
redemption as far as possible, out of the company’s resources, subject to
leaving a balance of Rs. 5000in the Profit and Loss Account. It was also
decided to raise the balance of the funds required by the issue of a sufficient
number of Ordinary Shares at a premium of Rs. 2:50 per share.

Show the necessary journal entries giving effect to the above transactions
and draw up the Balance Sheet after the redemption. (C. U. M. Com. 1958)

Solution Journal Entries
l l
Date Particulars ] L. F. l Dr. Cr
T | Rs. Rs
(i | Profit and Loss Account Dr. [ 23,000
Share Premium Account | 5,000
i

Dr.

To Premium on Redemption of Preference Shares A/c i 000

,» Capital Redemption Reserve A/c o 26,000

(Being transfer of the amount from the Profit & Loss A/c and

the Share Premium A/c to partly provide for redemption of
6% Prerence Shares at 5% premium.)

@) | Bank Account Dr. 14,000
To Ordinary Share Capital A/c 11,200
_To Share Premium A/c 2,800
(Bem_g 1,120 Ordirary Shares of Rs. 10 each issued at a
permium of Rs. 2'50 per share to provide fund for redemption
of 6% Preference Shares.)
qGii) 6% Redeemable Preference Share Capital A/c .. Dr 40,000
Premium on Redemption of Prefence Shares A/c Dr. 2,000
To Preference Shareholders’ A/c 42,000
{Being the amount payable to preference shareholders.)
(iv) | Preference Shareholders® Afc Dr.
To Bank Account 42,000

(Being amount paid.) 42,000
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Balance Sheet as at 1. 1.58

Liabilities Rs. Assets Rs,
Rs.
6,000 Ordinary Shares of Sundry Assets 1,20,000
Rs, 10 each 60,000 Cash at Bank 12,000
1,120 Ordinary Shares of
Rs. 10 each 11,200
Share Premium Alc T 71'82(?(?
Capital Redemption Reserve A/c 226' 000 |
Profit and Loss Account 5,000 1
Current Liabilities 27,000 ‘ o
- 1,32,000 1,32,000
3 f‘ P ——"

Nllustration 4
Zenith Enterprisers Ltd. had, as part of their Share Capital, 1,000 Prefe-

rence Shares (Redeemable) of Rs. 100 each fully paid up. The Company desi-
rous of redeeming these shares, issued 5,000 Equity Shares of Rs. 10 each
at a premium of 5%. The Shares were issued specifically for the redemption
of Preference Shares. The balance required for the redemption was to be
met from the Reserve Fund of the Company standing in the books at
R;. 10,00,000. The Preference Shares were to be redeemed at a premium
of 10%.

You are required to journalise the above transactions and give the Ledger

Accounts and the Cash Book recording the above transactions.
(C. U. M. Com. 1960)

Solution Journal Entries
Dr. Cr.
—_—— Rs, Rs,
® Redeemable Preference Share Capital Ajc 1. 1,00,000
Premium on Redemption of Preference Shares A/c Dr. 10.000
To Preference Shareholders® A/c 1,10,000
(Being redemption of 1,000 Preference Shares of Rs. 100 each
at & premium of 109%,.)
i Reserve Fund A/c Dr,
@ Share Premium A/c Dr. 5}288
To Capital Redemption Reserve Ajc ’ 50,000
»» Premium on Redemption of Shares A/c. 10,000
(Being provision for redemption of Preference Shares out of '
Reserve  Fund and provision for the premium payable on
redemption out of Share Premium A/c.) o
Or. Cash Book (Bank Column Only) Cr.
Rs. Rs.
' To Equity Share Capital A/c 50,000 { By Prefereuce Sharcholders A/c
» Shire Premium A/c 2,500 (Being payment on redemption of
(Being amounts received on issue of 1,000 rence Shares of Rs. 100
5,000 Bquity Shares of Rs. 10 each each at & premium of 10%) . | 1,10,000
at & pemium of 5%)
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Redemption of Debentures :
By Purchase in the open market :

Debentures may be purchased in the open market at par or at discount or at
prethium. In practice, however, the purchase will be made ai a time when the market is most
favourable, that is, when the market price is- low. The difference between the
nominal value and purchase price of the debentures will be either profit or
loss which will have to be accounted for through ¢Profit and loss on Redemp-
tion of Debentures Account.”

The debentures may be bought cum-interest or ex-interest. It is called
cum-interest when purchase price includes interest and nothing is payable for
interest for the period from the previous date of payment of interest to
the date of purchase. But for accounting purpose, the purchaser has to cal-
culate the interest to the date of transaction. This amount is debited to
interest account and the remaining amount is taken to be real purchase
price.

If interest for the period from the previous date of payment of interest
to the date of purchase of debenture is required to be paid by the purchaser
in addition to the settled purchase price, it is called ex-interest.

If neither cum-interest nor ex-interest is mentioned, it will always be taken to be as
cum-interest. .

Debentures are always debited with full nominal value.

The credit balance of ¢Profit and Loss on Redemption of Debentures A/c’’
will be transferred to (Capital) Reserve Afc and the debit balance of ¢Profit
& Loss on Redemption of Debentures A/c” will be written off to
revenue.

Hllustration 5

X & Co. Ltd. has Rs. 10,000 6% Debentures of Rs. 100 each. The Company
buys for cancellation the following Debentures :

1968
April, 1 Rs. 5,000 6% Debentures of Rs. 100 each at 98 cum-interest; broker-
age and expenses Rs. 10.

Oct. 1  Rs. 5,000 6% Debentures of Rs. 100 each at 98 ex-interest ; brokerage
and expenses Rs. 10.

The dates of payment of integest being 30th June and 31st December,
calculate interdst in months and ignore income tax.

" Give the Journal Entries and Ledger Accounts. Strike a half-fyearly
balance.

Solution

Notes : (1) Interest @ 69 for 3 months (from lst. January to 3lst March)
on Rs, 5,000 is Rs. 75/-. This amount is included in the purchase price. So,
it will have to be apportioned and debited to Intersst on Debentures Ale.

(2) Interest @ 69 for 3 months (from Ist July to 30th September) on
Rs. 5000 is Rs. 75/-. This amount will have to he paid by the Company in
addition to the purchase price.

(3) The brokerage and expenses paid, will have to be added to the
,Ecost of the Debentures.
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1st half ysar : Journal Entires Dr. Cr.

Rs, Rs,

1968 | Debentures A/c Dr. 5,000

Apl. 1| Interest on Dobentures A/c Dr. FAl

To Bank A/c 4,910

. To Profit & Loss on Redemption of Debentures A/c

ing the of Rs. 5,000 6% Debentures @ 98 cum- 165
interest and brokerage and expenses Rs. 10.)

fune30| Interest:on Debentures Ajc . Dr. 150
.To Bank A/c _ 150
(Being the interest on Debentures for 6 months paid.)

Profit & Loss A/c Dr. 225
» 8. To Interest on Debentures A/c 225
(Being the amount charged to revenue.)

Profit & Loss on Redemptien of Debentures A/c Dr. 165
» To Reserve A/c 165
(Being the profit on redemption transferred to Reserve
Account. )

Profit and Loss Appropriation A/c Dr. 4910

To Reserve A/c . .
” (Being the transfer of the amount to Reserve on redemption 4,910
of Rs. 5,000Debentures,)

2nd half year : Journal Entries Dr. Cr.
Rs. Rs.
't 1| Debentures Ajc Dr. 5,000
Interest on Debentures A/c Dr. 75
To Bank A/c 4,985
To Profit & Loss on Redemption of Debentures A/c 90

(Being the cfburchase of Rs. 5,000 6% l?ebentures @ 98 ex-

interest and brokerage and expenses Rs. 10)
ec, | Profit & Loss on Redemption of Debentures Afc ... Dr. % 90
31 To Reserve Ajc 90
(Being the Profit on redemption transferred to Reserve A/c.)
. Profit & Loss A/c Dr. | 75
To Interest on Debentares A/c 75

(Being the amount charged to revenuc.)

" Profit & Loss Appropriation Afz Dr. 4910
L To Reserve Alc ’ 4910
" ( Being the transfer of the amount to Reserve on redemption 4
| -Rs. 5,000Debentures.)

5 ¢

-
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Dr. 6% Debentures A/c Cr.
1968 Rs. Rs. 1968 -
Apl.1| To Bank Afc Jan. 1 | By Balance b/d 10,000
Cost 4,900
Brokerage etc. 10
4,910
‘| To Profit & Loss
on Redemption 90 5,000
June | To Balance c/d 5,000
30 —_— I
10,000 10,000
Oct. 1 =
To Bank Afc
Cost 4,900 July 1| By Balance b/d 5,000
Brokerage ctc. 10
4,910
To Profit and Loss
on Redemption 90 5,000
5,000 5,000
e ——— =
Dr. Interest on Debentures Ajc Cr.
| -~ Rs. | Rs.
1968 | To Profit and Loss on Redemp-, 1968 | By Balance tansferred to P/L
Apl. l‘ tion of Debeontures Ajc | 75 June Alc 225
30
une | To bank Afe b
' T 225
i ——
! Dec. | By Balance transferred
Oct. 1} To Bank Afc 75 31 g to P/L Alc ¢ 75
]. 75 75
] | ——
Dr. Profit & Loss on Redemption of Debentures A/c Cr.
1968 Rs. 1968 Rs.
June | To Balance transferred Apl. 1] By Debenturc A/c 90
30 to Reserve A/c 165 By Interest on Debenture Afc 75
165 165
e — [
Dec. | To B
a | :l:ll’lcces::{-?e‘“kl/’::ed 0 fou 1 By, Debenture Alc %
c ——
90 90
[S—




10

ACCOUNTANCY—PRINCIPLES & PRACTICE

Hllustration 6

(Redemption by Pnrchase in the open markst)

On Ist January, X Ltd. has Rs. 12,000 6% Debentures. In accordance with
the powers under the deed,
immediate cancellation Debentures as follows :
March 1, Rs. 2,000/- at Rs. 98
August 1, Rs. 4,000/- at Rs. 100}
December 15, Rs. 1000/- at Rs. 98} (ex-interest)

30th June and 31st December.
Show the Ledger Accounts of (i) Debentures and (ii) Debenture Interest,
strike a balance half-yearly. Ignore Income Tax.

Debenture interest is payable halfyearly,

the Directors acquire in the open market for

(G. U. B. Com. (Hons.) 1965)

Salution
Dr. 6°; Debentures Account Cr.
[
Rs. Rs,
1968 19...
Mar. 1| To Bank Ajc 1,960 Jan.1 | By Balance b/d 12,000
To Profit and Loss l
on Redemption 40 l 2,000
|
J%e To Balance c/d 10,000
" 12,000 12,000
‘_ I
Aug. 1| To Bank Alc i 4010 [luly 1} By Balance b/d 10,000
i Aug 1| By Profit & 1 oss on Redemp-
Dec.15) To Bank Afe 985 ! tion of Debentures Afc ’ 10
To Profit & Loss on
Redemption 150 1.000
Dec. | To Balance ¢/d 5,000
k]|
10,010 10,010
- R




COMPANIES 1
Dr. Interest on Debentures Account Cr.
19... 1' Rs. 19... l Rs.
Mar. HTo Profit & Loss on Rede mp- | June | By Balance transferred
tion of Debentures A/c 20-00 30 foP/L Alc 320-00
‘ (two months' interest on
Rs. 2008)
|
Jupe | To Bank A'¢ i 30000 !
30 —— —
320700 32000
-'-_—‘ L
Aug. 1! To Prolit & Loss on Reden:p- )
! tion of Debentures Ajc i 2000 : ., -
: : ; Dec. | By Balance transferred to
{one month’s interest on | B s ! .
l[ Res. 4,000) ‘ 31 i Pm.bl & Loss Aj¢ 197°50
i i ;
! 1 i
| !
Dec. | 1o Bank Ajc [2780 '
s (54 months’ interest |
| on Rs. 1009) i '
i J
 To Bank A/c 1 ;
. (6 months’ interest on ;
D;‘c. [ Rs.,5000) { 15000 ‘
| T romen | i om.en
' 197-50 | 19750
| | | L

bl

Note : Though not wanted the Profit and Less on Redemption of Debentures Alc is also
given in the interest of the students.

\

' Profit & Loss on Redemption of Debentures A/c Cr.
!
E R
; s.
19... 19... Re.
]I;g. To Reserve Afc 6000 Mar. 1| By Debentures Ajc 4000
By Interest on Debenture Afc 2000
60°00 60°00
Aug. 1| To Debentures A/c 10°00
' To Balance c/d 1000 Aug. 1| By Interest on Debenture Alc 2000
! 2000 20°00
Aug. 1| By Balance bjd 1000
X To Reserve Ajc 2500 § ¥ o .l
Dlesc. By Debentures A/c 15700
2500 2500
e ———
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Rlustration 7 (Redemption out of Sinking fund)

The authorised Capital of a Company consists of 4,00,000 Equity shares
of Rs. 10 each. Out of these 1,20,000 shares have been issued as fully paid.

The Company has an outstanding 6 per cent Debenture Loan of
Rs. 12,00,000 redeemable at 102 per cent, and interest has been paid up to date
on December 30, 1962. On that date the balance of the Debenture Redemption
Reserve Account is Rs. 10,00,000 and that of the corresponding Investment
Account is Rs. 10,00,000 (at cost) of which the market value is Rs. 9,00,000.

The Dircetors resolve to redeem the Debentures on January 1, 1963 and
the holders are given an option to receive payment either wholly in cash or
wholly in fully paid Equity Shares at the rate of 8 shares for every Rs. 100 of
Debentures.

75 per cent of the hoMers decide to exercise the option for taking shares
in repayment and cash for the rest is procured by realising an adequate amount
of invesments at the prevalent market value.

Draw up Journal (including cash book) Eatries to give eflect to the above
transactions. (C. U.B. Com. Hons. (Adv.) 1963)

Solutien Journal Entries Dr. Cr.

Date Particulars "L.F. Rs. Rs.

1963 | 69, Debentures A/c ... Dr 12,00,000
Jan. 1| °* Premium on Redemption of Debentures Ajc ...  Dr- 24,000

To Debenturcholders’ A/c
(Being the total sum payable to the Debentureholders,) 12, 24,000

Debenture Redemption Reserve A/c Dr. 24.000
To Premium on Redemption of Debentures A/c ’

(Being the premium on redemption of debentures adjusted 24,000

against Debenture Redemption Reserve Afc)

Debentureholders® Ajc Dr. 918,000
To Equity Share' Capital A/c v 7.20.000
To Share Premium A/c 198"

(Being 759% of the claims of the Debentureholders satisfied by

issue of 72,000 equity shaie of Rs. 10 each in the ratio of 8

equity shares for 1 debenture.)

Bank Ajc R Dr. 306,000
Debentare Redemption Reserve A/c Dr. '3 4'000
To Investments A/c d
(Being the amount received on realisation of investments and 3,40,000
the loss on sale adjusted.)

Debentureholder’s Ajc Dr. 3.06,000
- To Bank A‘[c >
_(Being the rest of the claim of the debenturcholders paid,) 3.06,000

Debenture Redemption Reserve A/c Dr. 9,42,000
_ To General Reserve A/s 9.42.000
: (Beix? the Balance in Debenture Redemption Reserve trans- 42,
ferred to Gemeral Reserve A/c after redemption.)
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Issue of Bonus Shares :

Illustration 8  (Bonus applisd for making parily paid up shares fully paid up and for issuing
Jully paid up Bonous shares.)

The authorised Capital of a Company is Rs. 12,00,000 divided into 12,000
Equity Shares of Rs 100 each, out of which 8,000 shares have been subscribed
and on these Rs. 75 per share has been paid up.

The Company has the following undisposed of balances : .

(a) Rs. 2, 30,000 (Cr.) in the Profit and Loss Account and (b) Rs. 85,000
in the General Reserve.

The Company has decided in general meeting to capitalise the necessary
parts of the above balances (i) by paying as bonus Rs. 25 per share on the
partly paid shares in order to make them fully paid, and then (ii) by issuing
1,000 fully paid equity shares at par as bonus at the rate of one fully paid
share for cight shares alrcady subscribed and paid for. The balance of the
Profit and Loss Account is first to be exhausted and then the General Reserve
is to be drawn upon. Give the Journal entries to give effect to the above

transactions, (C.U. B. Com. Hons. 1965 )
Solution - Journal Entires Dr. Cr.
Date Particulars ) ( L. F. ' Rs Rs.
Profit & Loss Account Dr. 2,00,000
To Bonus to Sharcholders’ Ajc 2,00,000

(Being the sanction of bonus to shareholders «« Rs. 25 per
share for 8000 shares as per resolution Jdated. .. )

Share I inal Call Ajc Dr. ] 2,00,000
To Equity Share Capital Ajc i 2,00,000

(Being the final call @Rs. 25 per share made on 8,000

shares of Rs. 100 each as per resolution dated .. )

R 1

Bonus te Shareholders' Afc Dr. 2,00,000

To Share Final Call Ajc : 2,00,000
( Being the Bonus to Shareholders applied towards mceum.
the fina' calls @ Rs, 25 per share on 8.000 shares. )

Profit & Loss Account Dr. 30,000
General Reseive Account Dr 70,000
To Bonus to Shareholders’ Ajc 1,00.000
( Being the sanction of the issue of 8,000 Bonus Shares of i ’
Rs. 100 each to the existing shareholders in the ratio of | share : |
for every 8 shares held as per resolution dated .. ) i
|
Bonus to Shareholders’ Ajc Dr. | 1,00,000
o Bquity Share Capital A/c 1,00,000

(Being the issue of 8000 Bonus shares of Rs. 100 each ) ; ’
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JUystration @ ( Redemption of Debentures. adeption of the new valuaticn of the assels
’ and issus of Bonous Shares. )

The capital of a Limited Company consisted of 12,500 59 Preference
Shares of Rs. 10 and 25,000 Equity Shares of Rs. 10 each and the Company bas
accumulated out of profits a Reserve Fund of Rs. | Lakh. It further issued *
5,000 Equity Shares during the year at a premium of Rs. 15 per share and the
whole amount has been realised. At the end of the year, an independent
valuation of its assets increased the Balance Shect figures as follows :

- Rs.
Land and Buildings by " 3, 25, 000 .
Plant and Machinery by 1, 50, 000
Permanent way by 1, 25, 000
and reduced the amount of the following :
Goodwill by 75, 000
Concession Rights by 50,000

It was decided (i) to redeem 15,000 Debentures of Rs. 100 each
at 59 premium, (ii) to adopt the new valuation and (iii) to allot onc Bonus
Share of Rs 10 each as fully paid up for every Equity Share.

Make Journal Entries.
( C. U. B. Com. Hons (Adv.) 1966 )

Solution Journal Entries Dr. Cr.
Date Particulars L F. Rs, Rs.
Land & Buildings Ajc Dr. 3,25,000
Plant & Machinery A/c . Dr. 1,50,000
Perinanent way Afc Dr. 1,25,000
i To Capiral Reserve Ajc
n Being the apprecuation in the value of the sundry assets.) l 6,00,000
Capital Reserve Ajc . Dr. 1,25,000 ¢
To Goodwill Ajc 75,000
To Concessional Rights 30,000
( Being Goodwill and Concessional Rights partly written off
out of Capital Reserve )
Debentures A/c .. Dr
Premium on Redemption of Debentures Ajc Dr. ”‘gg'%
| """ o Debentureholders® Afe "
|  Being the total sum payable to the Debentureholders. ) 15,75,000 -
Share Premium Aic - Dr. 25,000
Capital Reserve Afc ) .. Dr. 50,000
To Premium on Redemption of Debentures A/c 75 000
( Being premium payable on redemption of Debentures ’

provided out of share premium and Capital Reserve.)

Debentureholders’ Aje Dr. 15,75,000
To Bank Afc (bt
( Being the amount paid to Debenture holders. ) 15,75,000
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Journal Entries (Contd.) Dr. Cr.
Date Particulars L.F. Rs. Rs.
' Capital Reserve Afc Dr. { 3,00,000
H To Bonus to Shareiolders® Arc : 3,00,000

( Being the sanction of the issue of bonus shares at par (o the |
| shareholders in the ratio of one share for each share held as |
! per resolution dated ...)

!

: Bonus to Shareholders’ Afc Dr. 3,00,000

. To Equity Share Capital Ajc 3,00,000
i ( Being the issue of 30,000 Bunus Shares of Rs. 10 each. )

I

Tlustration 10 (Bonus to shareholders, Issue of Debeniures, Intesim dividend, adjusiment
of accrued interest and outsianding Royalties.)

AMusic Publishers Ltd. carried out the following transaction in the
«car ended December 31, 1965. Give appropriate journal Entries ( including
eash received or paid ). Also give narrations but ignore tax.

1965

Jan. 1 A bonus share dividend of Rs. 5 per share was declared on existing
40,000 Equity Shares of Rs. 10 each. from General Reserve, and
applied in payment of the uncalled liahility ot Rs. 5 per share,
making the shares fully paid.

Feh. 28 Received application money for 50,000 59, Debentures of Rs. 100
each ( to be issued at a discount of 24% ) at the rate of Rs. 50 per
Debenture ( subject to the above discount ).

March | Accepted applications for and issued 40,000 5% Debentures ( at
973%) pro rata to amounts applied for. On Feb. 28, excess applica-
tion monies being retained.

lMay 31 Received balance payable ( in full ) on 40,000 5% Debentures.
July 2 Paid royalties to composers for half-year to 30th June—Rs. 50,000.

Aug. 31 Paid interim dividend on 40, 000 Equity Shares for 1965 @ 109,
actual—Rs. 40,000.

i ‘ .
Dec, 31 Accrued Debenture interest—Rs. 1,50,000
Accrued royalties to composers, Rs. 60,000.

( C. U. B. Com. (Hons) 1966)
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Solution Journal Entries Dr. Cr
Date Particulars L.F. I Rs. ‘ Rs.
1965 | General Reserve Afc - Dr. 2,00,000
Jan. 1 _ To Bonus to shareholders’ A/c 2,00,000
(Bem'g the sanction of bonus out of Gencral Reserve at the
rate of Rs. 5 per share on 40,000 Equity Shares of Rs. 10
each as per resolution dated...... )
Equityr Slg\rc Finsai:l Cal(l:a Ajc Dr. 2,00,000
0 Equity Share Capity) Ajc
( Being the final call 1@ Rs. 5 per share mads on 40,000 shares 2,00,000
of Rs. 10 each as per resolution dated...... )
Bonus to Shareholders’ Afc Dr. | 2.00,000 2.00.00
To Equity Sharc Final Call Ajc _ i ,00,000
( Being thc bonus to sharcholders applied towards meeting i
the final calls @ Rs. 5 per share on 40,000 shares.) i
F'fftz’ | Bank Ajc N ) Dr. | 25,00,000
To 5% Debentures Application Afc i 25,00,000
( Being the Debenture Application money reccived on 50,000
5% Debentures @ Rs. 50 per Debenture. )
Mar. 1| 5% Debenturc Application Ajc Dr. 20,00,000
To 5% Debentures A/fc 20,00,000
( Being the transfer of Debenture Application money for
40,000 59 Debentures alloted, @ Rs. S0 per Debenture as
per resolution dated...... ) i
5% Debenture Alloiment Afc Dr. i 19,00,000
Discount on Issuc of Debentures A/c Dr. 1 1,00,000 20.00.000
. To 5% Debentures Afc Uy
( Being the allotment of 40,000 59, Debcenturcs at Rs, 50 per
; Debenture and adjustment of discount «: 24°;, as per resolu-
; tion dated..... )
5% Debenture Application Afc Dr. 5,00,000
° . To 5% Dcbenture Allotment Ajc 5,00,000
( Being the adjustment of application money for 10,000
Debentures @ Rs. 50 per Debenture towards part-payment of |
allotment money. ) i
May | Bank Ajc pr. : 14,00,000
ny . To 5% Debenturc Aliotment A/c i 14,00,000
(Being Dabenture Allotment money received in full.)
July 2| Royalties Ajc Dr. 50,000
. To Bank Ajc 50,000
(Being the amount paid for royalties to the composers)
. . ) 40,000
Aug. | Interim Dividend Ajc Dr. ’
3 ~ To Bank Ajc 40,000
{Being the payment of interim dividend.)
Dec. | Debenture Interest Ajc Dr. 1,50,000
1 * To Debentureholders Ajc 1,50,000
(Being accrued debenture interest provided for.) I
!
Royalties A/c Dr. ! 60,000 60 000
. To Outstanding Liabilities A/c . . 4
(Buu;heuli\mmem for outstanding royalties to the com- ;
posers. i
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Nlustration 11 (Issue of Shares, Conversion of Share Capital, Issus of Bonus Shares, Payment
of dividend. )

On June I, 1960 New Co. Ltd., was incorporated with an authorised
Capital of Rs. 2,00,000 divided into 20,000 Equity shares of Rs. 10 each. On
that day A, B,C, D, E, F and G, the subscribers to the memorandum, each
paid Rs. 10 for one Equity Share. On July 1, 1960, the following allotments
were made at par for cash, paid the same day—A : 3,999 shares; B: 2,999
shares ; C : 1,999 shares; D : 1,999 shares; E :1,999 shares; F: 999 shares;
G : 999 shares

On January 15, 1964, the existing issued Equity shares were converted into
6% Non-cumulative Preference Shares of Rs. 10 each and renounceable allot-
ment letters in respect of one two-rupee new Equity Share for every one
Preference Share held were issued to the sharcholders by way of capitalisation of
unappropriated profits.

On June, 1, 1965, the Preference shares were converted in two-rupee
Equity Shares of an equivalent total nominal value.

On December 31, 1965, a dividend of 30 Paysa per sh#re was declared and
paid on two-rupee Equity Shares in issue at that date.

Draw up Journal Entries (including Cash items) to give effect to the above
transactions in the books of New Co. Ltd. Ignore taxation. Wherever
necessary, the Share Capital clause of the memorandum was suitably amended.

(C.U. B. Com (Hons.) 1966 )

Salution Journal Entries Dr. Cr.
Date Particulars L.F, Rs. Rs.
1960 | Bank AJc Dr. 70

June | To Equity Share Capital Ajc 7

(Being 7 shares of Rs. 10 eacn allotted to the subscribers as per
resolution dated ... and cash received in full.)

July 1f Bapk Ale Dr. 1,50,000
To Equity Share Capital Ajc o 1,50,000
(Be'ng 14,993 shares of Rs, 10 each allotted as "per rcsolution e

daud ... and cash received in full.)

‘?f: Equity Share Capital Ajc Dr. 1,5°,000

15 | To 6% Non—Cumulative Preference Share Capital A/c 1.50.120

(Being the conversion of 15,000 Equity Shares of Rs. 10 each i

into 15,000 6% Non-cumulative Preference Shares of Rs, 10
each as per resolution dated ... )
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Dr. Cr.
Date Particulars L.F, Rs. Rs.
1964 | Profit & Loss Appropriation Afc Dr. 30,000
Jan. _ To Bonus to Sharcholders’ Alc 30,000
15 | (Bzing the sanction of issue of 15,000 Bonus Shares of Rs. 2
each to the existing shareholders in the ratio of 1 share for
every share held as per resolution dated ... )
Bonus to Sharcholders” Afc Dr. 30,000
" To Equity Share Capital A/c 30,000
(Being the issue of 15,000 Bonus Shares of Rs. 2 each.)
1965 | 6% Non-cumulaiive Pieference Snare Capital Ajc Dr. 1,50,000
ang 1 ° o Equity Share Capital Afc 1,50,000
(Being the conversion of 15000 6% Non-comulative Preference
Shares of Rs. 10 each into 75,000 Equity Shates of Rs, 2 each
as per resolution dated ... )
Dec. | Profit & Loss Appropriation Alc Dr. 000
31 To Dividend Afc 2, 27,000
(Being the declaration of dividend at 30 paysa per share on
90,000 shares of Rs. 3/~ each as per resolution dated ...)
Dividend Afc Dr. 27,000
To Bank Aje 27,000
(Being the dividend paid.)

Nlustration 12 ( Dividend, Bonus Shares, Issue of Shares, Redemption of Debentures )

The Balance sheet of A B Ltd. asat 31st December, 1965 is given below :

Rs.
Share Capital :
Authorised
30,000 Equity Shares of
Rs. 10 each 3,00,000
Issued and paid up .
20,000 Equity Shares of Rs. 10 each 2,00,000
Reserves snd Surplus :
Profit & Loss Afc (Cr.) 1,40,000
Secured Loans :
6% Debentures 1,20,000
Unsecured Loass : Nil
Current Liabilities and Provisions :
* Sundry Creditors 60,000
5,20,000
e

Rs.
Fixed Assets :
Freehold Property 1,00,000
Current Assets, Loans
and Advances:
Stock-in-Trade 1,20,000

Sundry Debtors 80,000

Cash & Bank

Balances 2,20,000
5,20,000
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At the annual general meeting it was resolved :

(i) To pay a dividend of 10 per cent.

(i) To issue one Bonus Share for every four shares held.

(iii) To give existing sharcholders the option to purchase one Rs. 10 share
at Rs. 14 for every four shares held pridr to the bonus distribution.

(iv) To repay the Debentures at a premium of 4%.

- All the shareholders took up the option in (iii) above. Draft the
appropriate Journal Entries and draw up the Balance Sheet after the above
transactions have been given effect to. Ignore taxation.

(C. U, B, Com. (Hons.) 1966)

Solution Journal Entries Dr. Cr.
Date Particulars L.F. Rs. Rs,
Profit & Loss Appropriation Afc Dr. 20,000
To Dividend Afc 20,000

(Being the declaratian of dividend @ 10% on 20,000 shares
of Rs, 10 each.)

D e Al .« D 20,000
0 ban Cc
(B:ing the dividend paid) 20,000

Profit & Loss Anpropriation Alc Dr. 50,000

To Bonus to Sha-eholders’ Alc 50.000
(Being the sanction of issue of 5,000 Bonus Shares of Rs. 10 ’
each to the existing shareholders’ in the ratio of 1 Share
for every 4 Shares heid as per resolution dated ...)

Bonus to Shareholdes’ A/c Dr. 50,000
To Equitv Sha-e Capital Afc <0.000
(Being the issue of 5,000 Bonus Shares of Rs, 10 each.) et

B o Lauity Share Canital A/ L 70.000

‘o Equity Share Canital Afc

To Share Premium A/c 50,000
(Being 5,000 Equity Snares of Rs. 10 each issued at Rs. 14 20,000

each for cash as per resolution dated ....)

6% Debentures Alc w  Dr! 1,20 000
Premium on Redemptinn of Debentures A/c Dr. 4 800
To Debenturcholders’ Afc 1,24,800

( Being the total sum payable to the Dzbentureholders )
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Solution Journal Entries (Contd.) Dr. Cr.
Date Particulars L.F. Rs, Rs,
Share Premium A/c Dr. 4,800
To Premium on Redemption of Debentures A/c 4,800
( Being the premium Pavable on rcdcmpuon of Debentures
provided out of Snar: Premium AJc. )
Debentureholders® Ajc - Dr. 1,24,800
To Bank A/c 1,24,800
( Being the amount paid to the Debentureholders. ) e
A. B. Limited
Balance Sheet as at.
Liabilities Assets
Rs. Rs.
S, St P e
urhorise t,
30.000 Equity Shares of feeno operty 1,00,000
Rs. 10 each 3,00,000 Current Assets, Loan &
Advance ;
lssl;eodoc‘l)réd pé!id up Cgf‘iral .
X qQuity ares o . .
Stock-in-Trade 1,20,0
Rs. 10 each 3,00,000 Sungry Debrors \ 00
Reserve and Surplus :
Profit & Loss A/c (cr) 70,000 Cash & Bank Balances 1,45.200
Share Premium Afc 15,200 r
Current Liabilities & Provi-
sions :
Sundry Creditors 60.000
4,45,.00 4,45,200
y N
Notes: (i) The amount of Cash & Bank Balances is ascertained thus ;
Rs.
Cash and Bank Balance as per old Balance Sheet 2,20,000
Add Cash received by issue of Equity Shares 70,000
‘ Rs. 2,90,000
Less Dividend paid in cash 26,000
Cash paid to Debenturecholders 1,24,800
: 1,44,800

+. Cash & Bank Balance in hand

1,45,200
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(B). Right Shares

1. Issus of Right of Shares :

. When shares are issued by a company after the first issue, these are to be
offered to the existing sharecholders in proportion to their existing equity
share holdings unless the company has resolved otherwise by a special
resolution. This type of issue is called theRight Issue (Sec. 81).

2. Valuation of Right :

If the market value of the shares of a company is high, the right to buy
more shares is valuable. This right itself can be sold. The person buying
this right will be entitled to purchase the fresh shares issued by the com-
pany. For the valuation of the Rght Shares the market value or the esti-
mated value of the existing shares isto be taken into consideration. The
value of right is actually the proportionate excess of market value of a share
over its issue price,

8. Methods of Valuation :

The value of right can be ascertained in ecither of the following
methods :-

(a) First Method :

[Market value—(Market value of the existing holdings Plus Issue price of
the Right Share x No. of shares available against the existing holdings) +
Total No, of shares including the Right Shares.]

(b) Second Method :-

No. of Rights offered
Total No. of holdins including Right

X (Market Value —Issue Price)

Hllustration 13

A company offers to its existing shareholders the right to buy one share of
Rs. 20 each at Rs. 25 for every three shares of Rs. 20 each already held. The
market value of a share of the company is Rs. 30. Calculate the value of

the right.

Solution by 1st method :
30 - (30 x 34-25x 1) +4=30~(90425) +4=30- 1}&
=30-28-75
=Rs. 1:25 (the value of the Right)

Salution by second method :
3 x (30 -25)
=}x5
=Rs.1:25 (the value of the right)

Tllustration 14

A company offers to its existing sharcholders the right to buy one share of
Rs. 10 each at Rs. 12 for every‘three share.s of Rs. 10 each already held. The
l'{lalt;ket value of a share of the company is Rs. 15. Calculate the value of the
right,
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Solution by 1st method—
15-(15%x3+4+12% 1) 41587151425
=75 paise (the vale of the right).

Solution by 2nd method —
}x(15-12)=}x3 =75 paise (the value of the right).

Tllustration 15

The face value of the Equity Shares ofa companyis Rs. 10 and the
current market price is Rs. 17.  The company issues ‘right’ shares at the rate of
3 Equity Shares for every five existing Equity Shares held, the ‘right’ shares
being priced at Rs. 13.

Calculate the value of the right.
(G. U. B. Com Hons. (Adv.) 1963)

Solution

(a) By first method —

17 -(17%x5413%x3)+-8=17 - (854-39) =8
=17 -134=17~15-50=Rs. 1-50 (value of the right)

(b) By second method—
3x(17-13)=3 x4=JE=Rs. 1-50 (value of right)

4. Recording transaclions relating to the issue of Right Shares :

Transactions relating to the issue of Right Shares are recorded in the books
of accounts of the company in the same way as the transactions relating to the
issue of general shares are recorded.

(C) Underwriting of Shares and Debentures

1. Uadsrwriting Commission : The commission payable to the underwriters is
known as Underwriting Commission. Sec. 76 of the Companies Act limits such
commission to 5% of the Issue Price of shares and 21% of the Issuz Price of
debentures. A company cannot pay any commission on issue of shares or
debentures unless it is permitted by its articles. Commission can not be paid
on shares or debentures which are not offered to the public for subgc;ipt]i)on
The issue of shares and debentures may be underwritten wholly or partly b .
one or more than one underwriter. y by

2. Murked Applications : Application forms issued by underwriters or brokers
are stampe 1 with their names. Such applications are called Marksd Appl'cations.
Those application forms which are not stamped are called * Unmarked

Applicaticns.

3. Brokerage : A broker gets commissioq subject to the limits prescribed
sec. 76 on the shares subscribed through him, but is under no obligl:.tion to ul]:z

_up any share that may remain nnsold.

4. Over-riding Commission : The underwriters may enter into separate agree.
ments with sub-underwriters in order to distribute the risk of underwriting
The principal underwriters are generally paid an additional commission, Thi;
commission is called over-riding commission.
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§ Commission on placing of Shares : Sometimes a commission is paid to persons
who first take up the entire issue of shares and then place those shares for sale
to the public. This commission is called the Commission on placing of Shares.
This commission is generally paid in cash. But sometimes it is satisfied
by fully paid shares or partly in cash and partly in fully paid shares.

6. Underwriter’s Liability: When an underwriter underwrites the entire
issue, the shares or debentures left unsubscribed by the puplic will have to
be taken up by the underwriter himself. If the public subscribe for the
whole of the shares, the underwriter does not have to take up any shares,
When there are sub-underwriters, the liability of the principal underwriter shall
be distributed in between himself and the sub-underwriters. When an uuder-
writer underwrites only a part of the issue, his liability will be shares under-
written by him less applications received through him. For the remaining part of
the issue company itsell should be treated as an underwriter. As the underwriters
are liable only for the short-subscription, thc shares subscribed by the public
directly will also be applied in reducing the liability of the underwriters. If all
the shares are subscribed the underwriter will have no liability even though the
applications received through the underwriter is less than the shares under-
written. Where there are number of underwriters, if the applications received
through one underwriter ( i. e. No. of marked applications ) exceed his Liatility,
the excess will be distributed amongst other underwriters in the ratio of their
gross liability or in the ratio of shares underwritten. The gross liability of each under-
writer is ascertained by applying the ratio in which the shares are underwritten
by him to the total number of underwritten shares.

7. Firm Underwriting : Sometimes underwriters request that they be allotted
a certain number of shares and debentures irrespective of their potential
liability under the underwriting agreement. That is they want to subscribe for
the .shares and debentures, whatever the response of the public to
the issue may be. This is regarded as firm underwriting. In such a case the under-
writers will have to subscribe both for shares or debentures underwritten firm and
for shares and debentures they have taken under underwriting contract. In
other words the ultimate liability of each underwriter is the net liability for
short-subscription together with firm applications when, however, the under-
writing agreement provides for relief to be given for firm applications, the
‘number of shares to be taken up by each underwriter as per terms of contract
will be reduced by the number of shares taken firm. ‘

8. Journal Entry for Undevrwriting Commission or Brokerage :

(i) For Commission on Issue of shares payable to underwriter or
Broker :
Commission on Issue of Shares A/c Dr.
To Underwriter’s or Broker’s Afc

(i) For Commission on Issue of Debenrures payable to Underwriter or
Broker:
Commission on Issue of Debentures Ajc Dr.
To Underwriter’s or Broker’s Ajc

(i) 11;0{; Piscount, Commission, Expenses etc. on Issue of
ebentures :

Cost of Issue of Debentures A/c Dr.
To Commission on Issue of Debentures Afc
To Discount on Issue of Debentures Afc
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Ilustration 16 ( Underwriting of the entire Issue )

Kali stores Ltd. made an issue of 5,000 8%, Debentures of Rs. 100 each at
95. The whole of the issue was underwritten by M/s. Agarwal & Co. 4,500
Debentures were applied for and allotted. The underwriters discharged
their liability and were paid their commission, what was at the rate
of 2% on the nominal value of the Debentures. Give journal entries
and show the Balance Sheet of the company.

Solution Journal Entries Dr. Cr.
Date Particulars L.F. Rs. Rs.
Bank A/c Dr
Discount on Jssue of Debentures Ajc Dr 4'%;‘?88
To 8% Debentures Ajc s 4.50.000
(Being cash received on 4,500 8% Debentures of Rs. 100 each L
issued @ Rs. 95 per Debenture.)
M/s. Agarwal & Co. Ajc Dr.
Dilscou:? on Issue of Debentures Afc . Dr. 427 ggg
To 8% Debentures A /¢ . d
(Being S00 8% Debentures of Rs. 100 each issued to M/s. 50,000
Agarwal & Co. @ Rs. 95 per Debenture.)
Commission on Issue of Debentures Ajc Dr. 10,000
To M/s. Agarwal & Co. Alc 10,000
(Being underwriting Commission allowed to M/s. Agarwal & ¥
Co. @ 2% on Rs. 5,00,000 8% Debentures,)
t of 1ssue of Debentures Ajc Dr.
Cos '.}'o ﬁis::oum on Issue of Debentures Ajc 35,000 25.000
To Commission on Issue of Debentures A/c 10,000
(Being discount and commussion transferred to Cost of Issue of d
Debentures Afc.)
Bank Afc . Dr.
To M/s. Agarwal & Co. A/c . 37,500
(Being amount due from M/s, Agarwal & Co. received,) 37,500
Kali Stores Ltd.
Balance Sheet as at......
Liabiltiies Rs. Assets Rs,
Secured Loan : p Current Assets :
8% Debentures o
3,000 %l. 100 each §,00,000 | Cash at Bank 4,65,000

Miscellaneous Expenditres :
Cost of Issue of Debentures 35,00

5,00,500 5,00,u00
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Illstration 17 (Partial Underwriting)

A Co. Ltd. issued 2,000 6% Dehentures of Rs. 100 each at a premium of 10%.
Fifty per cent of this issue was underwritten by M/s. Antkony & Co. @ 2}% on
the issue price of the Debentures. Applications were received for 1,600 ﬁébcn-
tures. Journalise the transactions assuming all moneys due have been received.

Solution

Note : In this case M/s Antony & Co. has underwritten only 509 of the Issue.
For the remaining 509 A Co. Ltd. should be treated as an underwriter.
As no information is available, 50% of the application for 1,600 Debentures
(i-c. 800) should betaken as marked in favour of the underwriter. The
liability of the underwriter will, therefore, be (1,000—800) 200 Debentures.

Journal Entries Dr. Cr.
|
Date Particulars L.F. Rs. Rs.
Bank Ajc Dr. 1,76,000
To 6% Debentures Ajc 1,60,000
To Premium on issue of Debentures A/c 16,000

(Being cash received on 1,600 Debentaures of Rs, 100 each
issued @ Rs. 110 per Debenture.) .

M/s. Antony & Co, Ajc Dr. 22,000
To 6% Debentures A/c 20,000

! To Premium on Issue of Debentures Ajc 2,000

(Being 200 6%, Debentures of Rs. 100 each issued to M/s.

Antony & Co. @ Rs. 110 per Debenture as per agrecment.)
t
[
| Commission on Issue of Debentures Afc Dr, 2,750
! To M/s Antony & Co. Afc 2,750
1 (Being underwriting comwission @ 23% on 1,000 Debentures
! issued at Rs. 110 per Debenture.)

19,450

Bank A/c Dr.
| To M/s. Antony & Co. Ajc

! (Being the amount due from M/s. Antony & Co. received.)

J

Illustration 18 (Firm Underwriting)

Calcutta House Building Association, Ltd. issue 1,00, i
Shares of Rs. 100 each. P. Q. R and S underwrite the entireogsgu?rgnm?lz
proportions of 40%, 30%, 20% and 109 respectively in consideration of a
commission of 4%. They also apply firm for shares as follows: P for 4 000
shares ; Q, for 3,000 shares ; R for 2,000 shares and. S for 1,000 shares. Besides
the firm application of the underwriters, the public apply for 60,000 shares.

Show the number of shares to be taken up by each of the underwriters,

19,450

and also the commission received by each. (C.U. B. Com. (Adv.) 1956 )
Solution ) X
Shares applied for by the public 60,000
Shares covered by ““Applicatior. firm" shares
P ... 4,000 shares
Q .. 3000 ,,
R .. 2000 ,
S e 1,000 10,000
‘Total shares applied for 70,000
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The balance of (1,00,000-70,000) or 30,000 shares remaining unapplied
for, will have to be taken up by the 4 underwriters in the ratio of 4:3:2: 1
. Unapplied shares will be taken up by underwriters as follows :
P will take up % of 30,000 or 12,000 shares
Q ) TR T'U of 30,000 or 9,000 I
R 3 1 1"5 of 30,000 or 6,000 ”»
S 5 . vy of 30,000 or 3,000 ,,

30,000

~ P’s Total holding= 12,0004 4,000 (applied firm) or 16,000 shares

Qs ,, ’s = 9,00043,000 ( ,, »» ) or 12,000 ,,

R’S 11 I = 6s000+2,000 ( I ” ) or 8’000 2

S’s ) = 3,0004-1,000 ( Iy P )Ol‘ 4,000 ,,
Commission receivable on the total issue=c$, of 1,00,00,000 or Rs. 4,00,000

The underwriters will share commission as shown below :

P will get (4% of Rs, 4,00,000 or Rs. 1,60,000
Q. . % ofRs. 4,00,000 or Rs. 1,20,000
R, , < of Rs.4,00,000 or Rs. 80,000
S, 5 vfs of Rs. 4,00,000 or Rs. 40,000

Total Rs. 4,00,000

Mystration 19

A company issues 20,000 shares of Rs. 10 each. The entire issue is under-
written as follows :

A — 12,000 shares; B — 5,000 shares ; and C — 3,000 shares. The firm
underwriting were as follows :

A — 1,600 shares; B — 600 shares and C — 2,000 shares. Altogether
14,200 applications including firm underwriting were received. The marked
applications - were :

A — 2,000 shares ; B — 4,000 shares; and C — 1,000 shares. Calculate the

liablity of each underwriter.
fAdapted C. A. Final)

Solution
(2) When shares underwritten firm set off against the liability of underwriters
Underwriters Marked Applications Total
applications firm
A 2,000 + 1,600 = 3,600
B 4,000 + 600 = 4,600
. C 1,000 + 2,000 = 3,000
Tou! o0 & hw
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Now, unmarked applications are :—

( Total applications 14,200 - 11,200 ) = 3,000

The liability of the underwriters will be as under :-

A B C Total

Gross liability 12,000 5,000 3,000 20,000
Less 3,000 Unmarked applications

allocated in the ratio of gross

liability i.e. 12 : 5 : 8. 1,800 750 450 3,000
Balance 10,200 4,250 2,550 17,000
Less Total of marked and firm ,

applications 3,600 4,600 3,000 11,200
Net Liability 6,600 +350 4450 5,800

Credit for over-subscription of

B and C (i.e 3504-450) -800 — - —
Shares lo be taken up as per agreement 5,800 X X 5,800
Add Firm Applications 1,600 600 2,000 4,200
Total Shares to be taken up 7,400 600 2,000 10,000

(b) When shares underwritten firm not set off against the liability of Underwriters.
Unmarked applications = (14,200 —7,000) =7,200

A B C Total

Gross Liability 12,000 5,000 3,000 20,000
Less 7,200 unmarked applications

allocated in the ratio of gross

liability i.e. 12:5: 3. 4,320 1,800 1,080 7,200
Balance 7,680 3,200 1,920 12,800
Less marked applications 2,000 4,000 1,000 7,000
Balance . . 5,680 4800 920 5,800

Credit for B’s over-subscription

to A and C in the ratio of gross

Liability i.e. 12 :3. 640 - 800 160 —
Net Liability . s 5,040 X 760 5,800
Add Firm Applications 1,600 600 2,000 4,200
Total Shaves to be taken up 6,640 ° 600 2,760 10,000
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(D) Pre-incorporation Profit & Loss
(i) Presincorporation Profit :

A company comes into existence only after its registration or incorpration.
It can not, therefore, carn any profit prior to its date of incorporation. But,
some times, it happens that a new company is formed to take over a running
business from a date prior to the date of its incorporation. The profit earned
from the date of purchase upto the date of incorporation ( in case qf a private
company) and upto the date of commencement of business (in case of public
company) is Capital profit. This profitis called Pre-incorporation profit or
profit  prior to incorporation. The pre-incorporation profit belongs to the
vendor and the profit earned after incorporation i.c. Post-incorporation
profit belongs to the Company. But by virtue of an agreement with the
vendor, the Company may be entitled to such profit. Pre-incorporation profit
may be adjusted with the goodwill or may be transferred to Capital Reserve.
Pre-incorporation profit may also be utilised in writing down prclimin'f\ry
expenses, discount on issue of shares and debenturs etc. Pre-incorporation
profit is not available for dividend. But post-incorporation profit is revenue
profit and available for devidend.

If the vendor or selling Company claims an interest on the outstanding
purchase consideration, the amount is to be set off against pre-incorporation
profit. If the selling company claims some estimated profit instead of interest,
the amount is to be considered in purchase consideration. The excess, if any,
or pre-incorporation profit will be transferred to Capital Reserve and deficiency,
if any, will be adjusted with Goodwill.

The total profit for the year (i.e. the year of the purchase of the business)
is to be divided inte ‘Pre’ and ‘Post’ incorporation profit. Proper allocation
of ‘pre’ and ‘post’ incorporation profits can only be made by preparation
of a Profit & Loss A/c on the date of incorporation. But this means taking
stock and closing books of accounts. Taking stock and closing books of
accounts in the intervening period provg to be most inconveniént. Therefore,
the normal practice is to prepare profit and loss Account only at the end of the
year and then to allocate the profits on some equitable basis between two
periods—(i) upto incorporation and (2) after incorporation.

The allocation is made on the following basis :

(a) Trading Account is te be prepared for the entire accounting period.
- (b) Gross prafit should be allocated according to the ratio of turnover (sales)

for the two periods. When exact sales are not available, gross profa
may be distributed between the two periods on time basis,
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(¢) Profit and Loss Ajc will be divided into two parts i.e. Pre-incorporation
and Post-incorporation periods with the corresponding gross profits.

(d) Expenses relating to sales such as commission, carriage, discount allowed,
bad debts, advertisement, brokerage etc. should be allocated in the ratio
of sales.

(e) Standing charges such as rent, salaries, interest, taxes. depreciation,
insurance, printing & stationery, telephone, postage, general expenses etc.
should be allocated on time basis.

(f) Preliminary expenses, Directors’ fees, Interest on debentures, Commission
to managing agents, Auditor’s fees etc. should be charged wholly to the
post-incorporation period. '

(g) Interest on purchase consideration is charged to pre-incorporation period.
If purchase consideration is paid sometimes after incorporation or comm-
encement date, proportionate amount should be charged to Post-incorpora-
tion period.

(h) Partners’ salaries, interest on capitals etc. should be charged to Pre-
incorporation period.
(ii)  Pre-incorporation Loss :

Pre-incorporation loss may be cither (i) added to goodwill o2 (2) set off
against post-incorporation profit or (3) carried forward with post-incorpora-
tion loss or (4) deducted from Capital Reserve.

Where a pre-incorporation loss occurs and interest is payable on purchase
consideration, the loss would be increased by the amount of the interest
paid. _

Tllustrafion 20
Devanath Limited was registered on Ist April, 1948 as a private Limited

?gc;rélpany, to take over the business of Messrs. Devanath as on the lst January,

The following balances have been taken from the books of Devanath Ltd.
as on the 31st December 1948 : —

Sales (Sales for the Company period amounted to Rs.

Rs. 2,00,000) 2,50,000
Gross Profit (For the company period amounted to

Rs. 60,000) 1,00,000
Director’s Fees 1,200
Preliminary Expenses 5,000
Rent 3,600
Debenture Interest 2,600
Salaries 6,000
Insurance Premium 500
Audit Fees 1,000
Depreciation of Plant . 750

. You have been asked to ascertain the Net Profit relating both to the Pre-
incorporation and the Company periods, . (C.U.B. Com. (Adv) 1948)
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Solution
Devanath Ltd.
Dr. Profit & Loss Account for the year ended 31st Dec. 1948. Cr.
T
1
' Pre-incor- Pre-incor-
Particulars { poration | Company Particulars poration | Company
' | “period | Period period | Period
. ! Ra. Rs. Rs. Rs.
To Salaries . 1,500°00 | 4,500:00 | By Gross Profit b/d 40,00000 | 60,000-00
»» Rent ' 900700 .. 2,70000
» Insurance Premium | 12500 375-00
»» Directors’ Fees | — | 1,20000
" Prehmnnl.ry Expenses | — £,000°00
nture Interest -_ 2,6070°00
» Audit Fees — | 1,00000
» Depreciation of Plunt‘ 187-50 562'50
» Net Profit 37,287°50 | 42,062°50
! 40,00000 | 60,00000 40,000,00 | 60,0000

Notes : (1) Company period means Post-incorporation period.

(2) Directors’ fees, Preliminary expenses, Debenture interest, and
Audxt fees should be charged wholly to the Post-incorporation
penod

(3) Rent,insurance premium, salaries, and depreciation are allecated
on time basis i.c. }th for Pre-incorporation period and }ths for
Post-incorporation period.

Tllustration 2{

A. B. C Ltd. was incorporated on 1st April, 1959 to take over as a going
concern the partnership business of X and Y with effect from 1st January of the
same year, from which date all profits of the business were to belong to the
Company. The agreed purchase price was paid to the vendors on 30th
April, 1959 with interest, which was due from lIst January to the date of

payment.
The following is a list of items to be included in the Profit and Loss
Account for the year to 31st December, 1959 :

Rs. Rs.
Wages e 22,400  Interest paid to Vendors 1,220
General Expenses 3,684 Directors’ Fees 2,675
Vendors' Salary 1,850  Depreciation of Motor Vans 460
Rent & Rates 764-  Gross Profit 42,000
Commisssion on Sales 2,100

Bad Debts 367
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The following additional information is avaibale :
#/(a) Sales during the year were—January to March Rs. 60,000; April to
December Rs. 1,50,000. Gross Profit was earned at a uniform rate of 20 p. c.
,on sales throughout the year. The rate of Commission on sales was 1 per

cent,
(b) Salary paid to Vendors was for thcir service in manag'mg the business
upto 31st March, 1959. .
(c) Bad Debts written off comprised a debt of Rs. 177 taken over from
the Vendors and an amount of Rs. 190-against goods sold in July, 1959.
(d) Wages and General Expeﬁ-se; are equally spread over the year,
assuming that all months are of equal length.
(¢) Two three-wheeler vans were taken over from the vendors at an
agreed value of Rs. 1,500 and a new one was purchased for Rs. 1,200 on Ist
May, 1959. The rate of depreciation is 20 per cent per annum.

Prepare a Profit and Loss Account in columnar form distinguishing
between the periods prior to and after the incorporation of the Company. ‘)

(C. U. B. Com. (Adv.) 1963)

Profit and Loss Account
Dr. for the year ended 31st December, 1952 Cr.
Pre-incor- | Post-incor- . Pre-incor- | Post-incor-
Particulars poration poration Particulars poration | poration
period period period period
. T Rs. Rs. " Rs.,
To Wages 5,600 16,800 | By Gross Profit b/d 12,000 30,000
» General Expenses 921 2,763 @ 20% on Sales
» Vendors' 1,850 —
» Rent & Rates 191 573
" » Commission on Sales| 600 1,500
» Bad Debts 177 190
» Depreciation on
. Motor Vans 75 385
» * fees - 2,675
» Interest paid to
Vendors 915 305
» Net Profit 1,671 4,809
12,000 30,000 12,000 30,000
=1 {'_ Sl

Notes: (1) Wages and general expenses are allocated on time basis i.¢. jth for
pre-incorporation and §ths for post-incorporation period.

) Depreciaticn on Rs. 1,500 @ 20% is Rs. 300. This is allocated on

time basis i.e. Jth (Rs. 75) for ‘pre’ and jths (Rs. 225) for ‘post’

incorpotation period. Depreciation on Rs. 1,200 @ 20% for
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the period from Ist May 1959 to 3lst December 1959 (i.c. 8 months)
is Rs. 160. This amount will be charged to post-incorporation
profit.

(3) Interest ‘on purchase consideration was paid to vendors on 30th
April 1959. From lst January 1959 to Ist April 1959 (i.e. 3 months)
is ‘pre’ and from lst April 1959 to 30th April 1959 (i.e. 1 month) is
‘post’-incorporation period. So interest isallocated on time basis
i.e. in the ratio of 3 : 1 between the two periods.

Tllustration 22

‘A’ Co. Ltd. was incorparated on lst May, 1963 to take over the business
of X’ Co. Ltd. as a going concern as from Ist January, 1963. The Profit and
Loss Account for the year ending 31st December, 1963 is as follows :—

‘A’ Co. Ltd.

Dr. Profit and Loss Account Cr.

Rs. Rs.

To Rent and Taxes 12,000 | By Gross Profit b/d 1,55,000
,» Insurance 3,000
,»» Blectricity charges 2,400
,, Salaries 36,000
»» Director’s Fees 3,000
,» Auditor’s Fees 1,600
,, Commission 6,000
,» Advertisement 4,000
,,» Discount 3,500
,» Office Expenses 7,500
,»» Carriage 3,000
,» Bank charges 1,500
,»» Preliminary Expenses 6,500
,» Bad Debts 2,000
,» Interest on Loan 3,000
,» Net Profit 60,000

1,55,000 : "1,55,000

The total turnover for the year ending 3lst December, 1963 was Rs.
5,00,000 divided into Rs. 1,50,000 for the period up to Ist May, 1963 and
3 ,50,000 for the remaining period,

‘Ascertain the profits earned prior to incorporation of the Company.
(C.A. Inter. May 1964)
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Solution
‘A’ Co. Ltd.
Dr. Profit & Loss A/c. for the year ended 31st December, 1963 Cr.
. e Pre-incor-  Post-incor- — Pre-incor- ! Post-incor-
Particulars poration  poration Particulars * poration | poration
- ; !
] Rs. Rs. : Rs. Rs.
To Rent & Taxes 4,000 8,000 | Bv Gross Prrfit bjd | 16,500 1,08,500
.. Insurance | 1,000 . 2,000 (allocated in the |
., Electric Charges 800 | 1,600 ratio of sales |
,» Salaties 12,000 | 24,000 ie.3:7) (
,. Directors’ fees - 4,000 l
, Auditors’ fees - 1,600 :
., Office Expenses 2,500 5,000
., Bank Charges 500 - 1,000
. Interest on Loans 1,000 2,000
.. Commission 1,800 +,200
. \dvertisement 1,200 2,800
.. Discount 1,050 2,450
, Carriage 900 2100
.. Bad Debhts 600 1,400 )
.. Preliminary Expenses —_— 6,500 . i
.. Net Profit c/d 19,150 40,850 .
| 46,500 108,500 ;46,500 1,08,500
i ) [ ——
| ! '

Notes: (1) Rent & Taxes, Insurance. Electricity charges, Salaries, Office
Expenses, Bank charges, and Intcrest on loans arc allocated on

time basis i.e. } for ‘Pre’ and 2ds for ¢Post’ incorporation
periods. »
12y Commission, Advertisement, Discount, Carriage, and Bad Debts
are allocated in the ratio of sales (i.e. 3 : 7) between Prc and Post
incorporation periods.
(3) Directors fees, Auditors’ {ces and Prcliminary Expcnses are charged

wholly to the Post-incorporation period.

(E) Management and Managerial Remuneration

1. Company Management :

The shareholders. are the proprietors nl a company.

But, in practice,

they have nothing te do with its management. They elect from amongst
themselves some representatives and the management of the company is. vested
in them. These representatives are called individually Direclors and collectively
Board of Direciors. The Board cxercises over-all control and supervision over
the affairs of the company. It is the ultimate executive authority in all affairs of

the Company.
5
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A public company and a private Company subsidiary to a public Company
must have at least tiree directors, while a private Company not being a subsidiary
to a public Company must have at least {wo directors.

An individual director can also act as thc manager, or the managing or
wholetime director of the company and can exercise all those powers as dele-
gated to him by the Board of Directors.

Besides directors, a Company may have Managing Agent or Secretary and
Treasurer or Manager. But according to section 197A of Companies Act a
company can not he managed at the same time by more than one of the
following :—

(1) Managing or wholetime Director
(i) Managing Agent
(iii) Secretary & Treasurer and

(iv) Manager.

2. Managerial Remuneration :

Remuneration payable by a public Gompany or a private Company which
is a subsidiary ol a public Company, to its directors, managing agents, secre-
taries & treasurers or managers for services rendered by them in managing the
affairs of the CGompany, is termed as Managerial Remuneralion.

(a)  Ouverall maximnm resmuneration

¢ Section 198 puts an overall maximum limit of 11Y% of the net profits of
the Company on the total remuneration payable *to the managerial personnels
ie. directors, managing or wholetime director or managing agent or secretaries
& treasurers or managers—to all of them taken together.

In computing the net profits for this purpose directors’ remuneration
should not be deducted from the gross profit. In calculating the maximun
limit i.e. 119 of the net profits, fee$ payable to the directors for attending any
Board or Committec meeting and any amount paid to a technical adviser who
is also a director should not be included. Remuneration, however, will include
all sorts of perquisites (such as rent free accommodation, fre¢ motor car, free
passage, [rce education of children, pensionary benefits etc.) allowed to the
managerial personnels.

(b)  Querall minimum remuneration :

If'a Company has no profits or the profits are insufficient in any financial
year, a minimum remuneration upto Rs. 50,000 may be paid to the managerial
.persounels with the approial of the Cemiral Government. The Central
Government has the power to increase the minimum remuneration in appro-
priate’ cases
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3.  Remuneration of Directors :

The remuneration of directors is to be determined by the articles or by
the resolution of the company subject to section 309 of the Companies Act.
A director inay get his remuncration by monthly payment. He may receive
fees for attending Board or Committce meetings. . Besides he may get
commission on net profits ot thec company.

If there is only bne managing or wholetime director, his commission
can not exceed 5% of the net profit. \Where there are morc than one
managing or whole time director the commission can not exceed 10% of
the net profit for all of (hem together. Other. directors (i.e. not whole time
or managing directors) may gel their remuneration either by way of salary
or by way of commission. The commisson of all such direciors can not
exceed 1% of the net profits if the company has a wholetime/managing
director or a managing agent or secretarics & treasurers or a manager. The
commission payable to all such directors can not exceed 39, of the net
profits in other cases (i.c. if the company has no managing/wholctime direc-
tor or managing agent or secretaries & treasurers or manager.)

The provisions of section 309 do not apply to private company
unless it is a subsidiary of a public company.

Any amount paid to a technical adviser, whe is also a director, is not
1n be included in the remuncration of a director.

According to sections 310 and 311 auy increase in the remuneration

. . L
the directors requires thc approval of the Central Government.

of

In calculating the commission of the directors. the net profit of the
company are to be computed according to the sections 349, 350 and 351
except that the directors’ remuneration is not to be deducted from the gross
profits.

4. Remuneration of Managing Agent and Secretaries & Treasurers

According to section 348 the remuneration of the managing 'agcmg

shall “not exceed 109 of the annual net profits of the company. Under

section 352 additional remuneration may he allowed to them if approved by
a special resolution and also hy the Central Government.
Any payment made by way of remuneration to any partner when the

inanaging agent isa firm, to any director when the managing agen! is a
public company, to any director and member when the managing agent is
a private company, shall he deemed to be included in the remuneration of
the managing agent.

According to section 354, a managing agent is not entitled (o any office
allowance, but he may be reimbursed actual expenses incurred by him on
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behalf of the managed company' provided it is sanctioned by the Board oi
Directors or by the company in general meeting.

Under section 198 an amount not exceeding Rs. 50,000 can bc paid as
remuneration to the managing-agent if there are no profits or the profits are
insufficient, with the approval of the Cientral Government.

The managing agents can not draw their remuneration until the
accounts of.the company for the related year have heen audited and laid
before the company in general meeting. However, the minimum remunera-
tion (i.e. not exceeding Rs, 50,000), i approved, may be paid in such instalments
as specified in the articles or in a resolution or in agreement hetween the
managing agents and the campany.

For calculating the remuneration of the managing agents, the net
profits of the company are to be computed according to the provisions of the
sections 349, 350 and 351.

Scctions 356-360 govern the appointment of managing agents as selling and
buying agents and payment of remuneration for that.

According to section 381 the remuneration of the secrelaries & (reasurers is to
be calculated in the same manner as that of the managing agent, except that it
must not exceed 74% of the net profits of the company computed under
sections 349, 350 and 351.

Slab System or Sliding scale :

The remuneration ol the managing agent and the secretaries & treasurers
is made payable.on a slah system introduced in 1959 by an order of the Central
Government. The sliding scale is given below :—

) Managing Secretaries &
Agents Treasurers
On first Rs. 10 lakh of net profit 100, 73%
. next,, 10 . ., . 9o, 63%
»» N (L 39 a9 8%, 6%
’ w10 1] » 2 7’.'0 5.}?’41
(Y} W9 IO A LE Y » 600 4&?:»
oo o 2w 540, H%
. 28
Y] BET Y] 25 ’” 3v s 3 5";, 37;%
On Balance i.e. aver Rs. | crore 10/ 3%

5. Remuneration of Manager :

Ac:cnrding to section 387 a manager ofa company may receive his
‘remuneration by way of monthly payment and/or by way of specificd percen-
tage of-net profits'of the company computed under section 349, 350 and 351.
His total remuneration can‘not exceed 5% of the net profits without the appro-
yal of the Central Government.
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6. Computation of the net profits :
Managerial remuneration is connected with the net profits of the company.
So computation of net profits is important. The net profits of a company
are ascertained according to sections 349—351. The net profits are determined
in the following manners :

(a) To be added with profits :

Bounties and subsidies received from any Government or any public
authority unless the Central Government otherwise direcis.

by Nl to be added with profils ;

{i) Premium on shares and debentures issued by the Companv.
tii) Profits on sales of forfeited shares by the Company.
fii} Profits of a capital nature including profits from the sale of the whole
or a part of the undertaking of the Company.
{fiv) Profits from the sale of any immovable property or fixed assets of a
‘ompany.

Provided that where the amount for which any fixed asset is sold exceeds
its written down value as per section 350, credit should he given for so much of
the excess as is not higher than the difference hetween the original cost and the
written down value of (hat fixed asset.

faY To be deducted fiom profils :

(i) All the usual working charges.
(ii) Directors’ remuneration.
(iii) Bonus or commission paid or pavable to the Company’s staff engaged

on a whole-time or on a part-time basis.
(iv) A tax on excess or abnormal profits.
(v) Any tax on business profits.
(vi) Interest on dehenture issued by the (‘.ompanv
(vii) Interest on mortgages executed by the Gompany and _ on loans and
advances secured by a charge on its fixed or floating assets.
(viii) Interest on unsecured loans and advances.
(ix) Repairs to movable or immovable property, not being ol a capital
nature.
(x) Outgoings (donations to charitable funds etc.)
(xi) Depreciation as specified in section 350.

It is the normal depreciation calculated under the Indian Income Tax
Act for the fingncial year for which net profits are to be ascertained. Normal



38 ACCOUNTANCY—PRINCIPLES & PRACTICE

depreciation includes extra and multiple shift allowances but excludes any.
special, initial or other depreciation or any development rebates.

If any asset is sold, discarded, demolished or destroyed before it is com-
pletely writien off, the excess of the written down value over its sale proceeds
(or scrap value) has to be written off in the year of sale, demolition, destruction
ctc.

(xii) Any revenue loss arising after the commencement of this Act in so
lar as it has not heen taken into account in computing the net
profits of that year or any subsequent year preceding the year in
respect of which the net prfits are to be computed.

(xiii) Any compensation or damagec payable on account of a legal
liability including a liability arising from a hreach of contract.

(xiv) Any insurance premium paid against the risk of meeting any
liability such as is referred to in clause (xiii)

(xv) Debts considered bad and written off’ or adjusted during the year
of accounts.

(d) Not to be deducted from profits : .
(i) Remuneration payable to the Managing Agents.
«(ii) Income tax, super tax or any other tax payable hy the Company
on its income.
(i) Any compensation, damages or payments made voluntarily by the
Company.
(iv) Loss of a capital nature not including any excess referred (v in
section 350.

Profit Sharing arrangement :

According to Section 351 if there is a profit sharing arrangement between
two or more Companies under the same managing agent, the profits paid should
he excluded from the profits,of the Company making payment and included in
the net profits of the Company receiving the payment in calculating the remu-
neration of the managing agent.

A siatemen! showing how profits have been ascertained will have to he
attached with the Profit & Loss Acccount of the Company for the purpose of
managerial remuneration.

Commission 1o any o fficer o employee :

. If any commission or remurieration  based on net profit is payable to any
officer or employee of a Company, the net profit shall be ascertained in the
manner set out in sections 349, 350 and 351. The commission payable to any
.staff-is to be computed after deducting such commission from the net profit.
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Tlustrtion 23

3

lalculatc the -commission payble to the Managing Agent according to

section 348 of the Companies Act.

Profit and Loss Account of a Company

For the year ended 31st December 1968

‘ Rs. ! ‘Rs.
To Salaries & Wages 5,00,000 By Gross Profit b/d i 40.00,000
. Directors’ fees ; 1.00,000 .. Profit on sale of Company’s |
.. Repairs : 50,000 machine 2,00,000
.. Depreciation | 3,50,000 ,. Bounties & Subsidics received l
.. Working Charges i 1,00,000 from Govt. :  8,00,000
.. Provision for tax ©3.00,000 i
.. Interest on Debentures ©1,00,000 :
., Proposed Dividends ¢ 200,000 :
,. Development Rebatc . 1,00,000 i
., Balance ¢/d " 32.00,000 !
 50,00,000 " 50,00,000
gw i —
Solution
Rs.
Giross Profit as per Profit & Loss Afc " 10,00,000
Add Bounties & Subsidies 8,00,000
48,00,000
Rs.
Less Salaries & Wages 5,00.000
Directors’ fees 1.00,000
Repairs 50,000
Depreciation 3,50,000
Working CGharges 1,00,000
Interest on Debentures 1,00,000
12,00,000
Profits under Section 349 36,00,000
Remuneration of the Managing Agent on Sliding Scale
Rs.
On Rs. 10,00,000 @ 109 1,00,000
Ou Rs. 10,00,000 @ 99, 90,000
On Rs. 10,00,000 @ 8%, 80,000
On Rs. 6,00.000 @ 7Y%, 42,000

3,12,000
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Tllustrtion 24 ( Commission to.thaging Agents)

From the following Profit and Loss Account of A B C Ltd. (a manufac-
.turing Concern) for the year ended 3lst December, 1963, calculate the
Managing Agents remuneration in terms of the Companies Act, 1956.
Managing Agent is entitled to a commission of 109, on the net profits of the
company.

Rs. Rs.
Salary & Wages Gross Profit 4,80,000
including Bonus 2,00,000  Bounties & Subsidies
Rent, Rates & Taxes 10,000 - received from Govt. 5,000
Repairs & Renewals 15,000 Premiuin on Issue of
Insurance 3,750 Shares/Debentures 12,500
Miscellaneous Expenses 23,250  Profit on sale of
Voluntary Compensation 6,000 Forfeited Sharcs 500
Bad Debis 2,500 Profit on sale of fixed assets 80,000
Interest on Ba* Overdraft 13,650
Interest on Debentures 7,500
Dirertor’s fees 4,500
Loss on sale,of investments 12,500
Depreciation on fixed assets 18,350
Donation 30,000
Incoine tax 1,31,000
Net Profit for the year 1,00,000
Rs. 5,78,000 Rs. 5,78,000
Note : (1) Original cost of the fixed assests sold Rs. 1,00,000
Written down value of the fixed assets sold ~ 30,000
. Sale proceeds of fixed assets 1,10,000
_ (2) Donation allowable under Sec. 293 of
oo (‘ompanics Act. 1956 25,000

(C. U. B. CGon. (Hons.) Part IT 1965 )
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Solution Rs.
Gross Profit as per Profit& Loss Account 4,80,000
Add Bounties & Subsidies received from Govt. 5,000

4,85,000

Rs.

Less Salary & Wages including Bonus 2,00,000
Rent, Rates & Taxes 10,000
Repairs & Renewals 15,000
Insurance 3,750
Miscellaneous Expenses 23,25(0)
Voluntary Compensation 6,000
Bad Debts 2,500
Interest on Bank Overdraft 13,650
Interest on Debentures 7,500
Director’s fees 4,500
Depreciation on fixed assets 18,350

Donations 25,000 3,29,500

1,55,500

-dd Profit on Sale of fixed assets (See note below) 70,000

2,25,500

So, Managing Agent’s Remuncration at 109 on Rs, 2,25,500= Rs. 22,550
) -

Note : Where the amount for which any fixed asset is sold exceeds its written
down value as per scction 350, credit should be given for so much of the excess
as is not higher than the difference between the original cost and written down
value.

Here the fixed asscts purchased for Rs. 1,00,000 written down to Rs. 30,000
by writing off depreciation is sold for Rs. 1,10,000. So the managing agents will
get commission on Rs. 70,000 (Rs. 1,00,000—Rs. 30,000) i.c. excluding the profit
over original cost.

Tllustration 25 (Commission to Directors and Managing Agents) _
Calculate the commission payble to Directors aud Managing Agents.
Dr., Profit and Loss Account for the year ended 31st December, 1968 Cr.
' |
. Rs. ! Rs.
To Depreciation ' 30,000 By Gross Profit b/d 20,00,000
» Directors’ fees i ,000 By Profit on sale of Buildings 60,000
» Expeases for share issue 1,000 ‘
»» Loss on sale of assets [ 4,000
» Development Rebate i 10.000
» Provision for taxation . 5,00,000
.. Balance c/d ! 15,10,000
| 20,60,000 20,60,000
| e com




42 ACCOUNTANCY—PRINCIPLES & PRACTICE

The Directors are entitled to 10% commission on net profits. The Mana-
ging Agents are entitled to 109, commission calculated on sliding scale.

Note : The Cost of Building was Rs. 3,00,000. Written down value of the
Building was Rs. 2,60,000. It was sold at Rs. 3,20,000.

Solution Rs
Profit as per profit & Loss Account 15,10,000
Add back = Rs.
Expenses for share issue 1,000
Loss on Sale of assets 4,000
Development Rebate 10,000
Provision for taxation 5,00,000
5,15,000
20,25,000
Less  Capital profit on sale of Building
(i-c. Rs. 3,20,000—-Rs. 3,00,000) 90,000
Net profit under section 309 and 198 200.05,000
Overall Managerial Remuneration (@ 119, of T
Rs. 20,05,000 (under section 198) 2,2(),3.'#.
Directors’ Commission ¢ 19, of Rs. 20,05,000 20,05
mme——
Managing Agents’ Commission :
Net Profits Rs. 20,05,000
Less Directors *Commission Rs. 20,050
{‘ommission by sliding scale on  Rs. 19,84,950
On Rs. 10,00,000 @ 10% =Rs.  1,00,000
On Rs, 9,84,950 (; 9% =Rs. 88,645-50 1,88,64550

Hustration 26 (Gommission to Managing Director and other Directors)

Mr. Dinda is the Managing Director of X Co. Ltd., He is entitled to 59,
of the net profits as his remuneration. Other directors are entitled to19 of the
net profit of the Company. Profits of the Company for the year ended 3Ist
December, 1968 ammount to Rs, 25,00,000 after charging depreciation Rs. 5,00,000.
Development Rebate Reserve Rs. 4,00,000, provision for income tax Rs. 6,00,000,
but before charging the remuneration of the Managing Director and other
Directors. Depreciation under Sec. 350 of the Companies Act 1956 amount to
Rs. 10,00,000. The Sur Tax amounts to Rs.6,00,000. Calculate the remuneration
of the Mpnaging Director and other Directors.
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Solution Rs.
Profit as per Profit and Loss Account 25,00,000
Rs,
Add back : Depreciation 5,00,000
Development Rebate Reserve 4,00,000
Provision for Tncome Tax 6,00,000 15,00,000
40,00,000
Liess : Depreciation under Sec. 350, 10,00,000
Sur Tax 6,00,000 16,00,000
Profit under Section 198 : 24,00,000
AManaging Director’s Commission :
5% of the net profits Rs. 24,00,000 = 1,20,000
e ]
Other Directors’ Commission @
19/ of the net profits Rs. 24,00,000 = 24,000

(F) Payment of Interest out of capital

According to section 205 of the Companies Act dividend can not he paid

except out of profits. But there are Companies which would require heavy
initial capital and would not be able to earn profit for a fairly long time during
its initial stage. Section 208 allows such Companies to pay interest to its share-
holders even in the ahsence of profits during the initial period of construction
on certain conditions.

1

Conditions for payment of interest :
(1) Shares are issued to finance the constructions of works or buildings

or the provision of plant which can not be made profitahle for a lengthy
period.

(2) The payment of interest is authorised by articles or by special
resolution.

(3) The sanction of the Central Government is obtained for such payment.

(4) The rate of interest must not exceed 49 per annum or such other rate

as the Central Government may, by notification in the Official Gazette,
direct.

~

(5) Interest will he paid on so much of the share capital as is for the time
heing paid up.

(6) The payment of interest shall be made only for such period as may
be fixed by the Central Government; but the period shall in no case
extend beyond the half year next after the half year during which the work
of building is completed or the plant provided.
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Example : 'The construction of a plant is over on 15th April, 1968. So interest
can not be paid after 31st December. 1968.

(7) The interest paid shall not be deducted from the amount paid up on
shares,

The Central Government may order an enquiry at the cxpense of the
Company before sanction is given.

2. Treatment in Accounts :

Such interestis treatell as part of the cost of construction and added to
the cost of related works or buildings or plants i.e. these are not taken to
Profit & Loss Account hut debited to the related Asset Account. The amount
of capital on which and the rate at which such interest is paid is to he shown
clearly. But According to Schedule VI of the Companies Act 1956 the interest
so paid is to be shown under the Lead ‘Miscellaneous Expenses’ on the assets-sidc
of the Company Balance Sheet.

3. Interest on Loan raised for Capital purposes :

If loans (like debentures) are raised for capital purposes, interest on such
loans may be paid out of Capital. Such interest will, however, be charged to
the related Asset Account. Section 208 is not applicable to the payment of
such interest.

[llustration 27

The Gouhati Gas Co. Ltd. undertook to construct a Gas plant for which
it issued 5,00,000 Equity Shares of Rs. 10 each. Rs. 5 per share was paid up.
'Fhe Company got the necessary sanction from the Central Government to pay
interest on its shares out of Capital @ 4% per annum. The plant was
constructed in the course of (wo years at a cost of Rs. 20,00,000. Show how
the payment of interest will be shown in the Company Balance Sheet.

Solution
The Gaubati Gas Co. Ltd.
Balance Sheet as at......
Liabilities Rs. Assets Rs.
Share Capital : Fixed Assets
_Authorised Capital : Plant 20,00,000
5,00,000 shares of Rs, 10 each 50,00,000
| ————— i Miscellumous Expenses : .
Issued & Subscribed Capital © Interest paid on Share Capital of
5.00,000 shares of Rs. 10 each $0,00,000 | Rs. 25,00,000 @ 4% for 2 years. 2,010,000
. | ——
Paid up Capital : Current Assets, Loans & Advances :
5,00,000 shares of Rs. 10 each, Rs.5 (A) Current Assets:
* per share being paid up 25,00,000 Cash 3,00,000
; 25,00,000 25,00,000
! ' i —
WeT———— o
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(G) Divisible Profits

. What are Divisible Profits :

Profits available for distribution to the shareholders of a Company are
known as Divisible profits. Divisible profits are now determined by Section 205
of the Companies Act and by certain case-laws. Requirements of the
Clompany’s memorandum and articles in this connection are also to be
complied with. The principles which determine the divisibe profits are stated
below : :

(1) No dividend shall be paid cxcept out of profit for that year or out of
profit for any previous year or ycars or out of hoth or out of moneys
provided by the Central or State Governments for payment of dividend
in pursuance of a guarantee given. ’

(2) Unless the Central Government specially allows otherwise, the divisible
profit’is to be ascertained after providing for depreciation under setion 350
or by any other method giving similar effect in the long run.

(3) Provision for depreciation on fixed assels is to be made not_ only for
the current year but also for arrears of depreciation of the previous
years which fall after the commencement of the Companies (Amendment)
Act 1960. I in previous years there is loss after providing for depreciation,
the loss or depreciation whichever is less is to be set off against current or
past profits before the payment of dividend. .

i4) Provision for depreciation on floating or Current assels is to he made.

(5) If a loss is suslained in a particular year, the past profit or general
reserve, if any, will first be applied against the loss and only the bhalance, if
any, will be available for dividend.

(6) Past Losses must be set ofl against General Reserve, if any. In the ahsence
of any General Rescrve current profits may be distributed without making
good past losses.
(7) If the goodwill of a Company is written down out of profits, it may
e written up to its true valuc by crediting profit and loss account. Fixed
assets previously written down may also he written-up upto its reasonahle
value.
(8) In certain circumstances Capiltal profits may be distributed as dividend
provided such profits are realised, surplus remains after revalutoin of
all assets and the articles permit such distribution. But Capital Redeniption
Reserve, Premium on issue of shares and profit on forfeiture of shares can
not be distributed as dividend even if, the articles permit.

(9) The Directors have the absolute power to set.aside out of the profits
of a Company any amount as reserve before declaring dividend,
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2. Profit & Loss Appropriation Account :

The account showing the disposal of profits is called the Profit &
Loss Appropriation Account. The amount of profit brought forward from
the previous year and the profit of the current year are shown on the
credit side of this account. Amounts set aside as (ieneral Reserve, Dividend
Equalisation Fund, Sinking Fund for Redemption of Debenture, Dividends
and Balance, if any, are shown on the debit side of this account.

3. Dividend : .

Dividend is a share of a company’s profit divided amongst its share-.
holders in proportion to their respective shareholdings. Dividend is declared
by the Board of Directors in the annual general meeting of the company
separately for the different classes of shareholders. The dividend can not
exceed the amount which is recommended by the the Boad of Directors.
Dividend may be paid either on face values or on paid up values of the
shares held. In the absence of any indication in the articles the rate of
dividend applies to the paid up values of shares. Dividend must be paid
within 42 days from the date of declaration either to a registered share-
holder or to his order or to his banker in cash, cheques or warrants pay-
able on demand. Unclaimed dividends became time-barred after three years. The
Board of Directors may apply dividend payable (o a shareholder towards
call money due from him. No dividend can hear any interest against the
company. Dividends on shares having calls in arrear should be calculated on
{he amount actually paid and calls in advance should not he taken as part of
paid up capital for the purpose of dividend. On payment of dividend Cash
or Bank Ajc is credited and respective Dividend Afcs. are credited.

Sometimes, in order to cnsure [unds to pay the dividend, the necessary
amount is trasferred to a special Dividend Bank Accouni and the Banker is ins.
iructed to honour dividend warrants against that account.

4, TInterim Dividend :

Sometimes directors are authorised by the articles to pay dividend for
the current year, before the close of the CGompany’s accounting year. Such a
dividend is called interim dividend. Interim dividend is declared entirely at the
responsibility of the directors: If it is subsequently found that the profits of
the Company are not sufficient to cover the amount paid as interim dividend,
the directors will have to make good the amount. On payment of interim
dividend, it is kept in suspense so long as the final dividend is not declared

5. Income Tax deductible at source :

) Income tax at the prescribed rates is to be deducted at the time of pay-
ment of dividend. This tax is in addition to the tax payable by the Company
on its profits. The taxes so deducted must be paid to the Income Tax Dcpartl-
‘ment within a week from the date of payment of dividend. The shareholders
are issued ‘Tax Deduction Certificales which enable them to get proper refynds
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rrom the Income Tax Department while paying Income Tax on their indi-

vidual incomes.
tax due on such dividends.

6. Scrip Dividend :

If a Company declares tax free dividends, it will have to pay the

Some Companies previvusly used to distribute dividends to its shareholder
in the form of shares of other companies, which were held as investiment. Such
dividend was called Scrip Dividend. But now payment of dividend except in.cash

or cheque or warrant is prohibited

7. Transactions Relating to Dividend :

Transactions

1. On declaration of Dividend :
(a) On Ordinary Shares :

(b) On Preference Shaers :

Journal Entries

(a) Profit & Loss Appropriation Ajc ... Dr,
To Ordinary Share Dividend A/c
(b) Profit & Loss Appropriation Aj/c ... Dr.

To Preference Share Dividend A/c

I~

On deduction of Income Tax on Dividend
at source : .
(a) On Ordinary Share Dividend :

{b) On Preference Share Dividend :

(a) Ordinary Share Dividend \/c
To Income Tax Deducted at Source A/c.
(b) Preference Share Dividend Ajc ... Dr.
To Income Tax Deducted at Source Ajc

3. On Transfer of an amount to special
Dividend Bank Account:
(a) For Ordinary Share Dividend :

(b) For Prefercnce Share Dividend :

(a) Ordinary Share Dividend Bank Ajc ... Dr.
To Bank Ajc

(b) Preference Sharc Dividend Bank Ajc  Dr.
To Bank Account

4. On Paymecnt of dividend :
(a) Ordinary Share Dividend :

(b) Preference Dividend :

(a) Ordinary Share Dividend A/c r.
To Ordinary Share Dividend Eank A[c

(b) Preference Share Dividend Ajc ... Dr.
To Preference Share Dividend Bank A/c

5. On payment of Income Tax to Income Tax
Department :

Income Tax Deducted at Source A/e ... Dr.
To Bank Account

6. On Payhient of [nterim Dividend :
(a) Ordinary Interim Dividend :

(b) Preference Interim Dividend :

(@) Ordmary Interim Dividend A/c ... Dr.
To Bank Account

(b) Preference Interim Dividend A/c Dr.
To Bank Account

7. On adjustment of Interim Dividend with
Final Dividend :
(a) Ordinary Share Dividend :

(b) Preference Share Dividend :

(a) Ordlnuy Share Dividend Ajc .. Dr.
To Ordinary Interim Dividend A/c
(b) Preference Share Dividend A/c ... Dr,
To Preference Interim Dividend A/c

8. On creation of Dividend Equalisation F'und :

Profit & Loss Appropriation A/c Dr.
To Dividend Equalisation 1" und A/c
9. On drawing an amount from the Fund : Dividend Equlisation Fund Afc Dr.

/

Po—

"To Profit & Loss Appropnahon A/c
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Tlustration 28 - (Calculation of dividend and deduction of tax)

A Company has issued 10,000 ordinary shares of Rs 10 each on which Rs.
8 per share has been paid-up. The company declares dividend at the ratc ot
10%. Income Tax is deductible (supposed) at the rate of 25%. Calculate
Dividend and the Income Tax.

Solution
Paid up Capital (i.e. 10,000x8) = Rs. 80,000
Dividend on Rs. 80,000 @ 10 = Rs. 8, 000
Income Tax @.25% on Rs 8,000 =Rs. 2,000
Hlustration 29 {Galeulation of dividend and deduction of tax)

A Company issued 10,000 ordinary shares of Rs. 25 cach on which Rs.

20 per share was paid up on Ist January, 1968 and the call of Rs. 5 per sharc
was made and paid on 1st July, 1968. The Company declares a divinend at
the rate of 10% on 31st December, 1968. Income Tax is deductible (supposed) at
the rate of 25%,. Calculate the Dividend aud the Incomne Tax.
Solution

From lst January to 30th Junc (ie. for § year) paid up Capital

is Rs. 2,00,000 (i.e. 10,000 x 20).

From Ist July to 31st December (i.c for } ycar) paid up Capital i

Rs. 2,50,000 (i.e. 10,000 x 25)

» Dividend will be—--
@ 109 om Rs. 2,00,000 for § year = Rs 10,000
@ 10% on Rs 2, 50,000 for } year ~ Rs 12,500

Rs. 22,500

Now, Income Tax wil be :
@ 25% on Rs. 22,500 = Rs. 5,625
———— ———=
Mlustration 30 (Tax free dividend)
A Company declares a dividend at the rate of 129 frec of tax on Rs.
1,00,000. Calculate the amount to be provided by the Company in the Profit
and Loss Account of the related year.

Solution
'I'ne amount of dividend payable to shareholders :
@) 12% on Rs. 1,00,000 = Rs. 12,000
E 4

The amount to be paid by th Company as tax :
@) 259, (supposed) on Rs. 12,000 = Rs. 3,

——

».  Amount to be provided in the Profit & Loss Account :
(Dividend Rs. 12,000 1-Tncome Tax Rs.3.000) - Rs. 15,000
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Tllustration 31 (Interim Dividend)

A Company pays interim dividend @ 6% on its Capital of Rs. 5,00,000
divided into 50,000 shares of Rs. 10 each. At the end of the year it declares
a final dividend of 10%. Calculate the total dividend during the year.

Solution
(a) Interim dividend will be :

@ 6% on Rs. 5,00,000 =  Rs. 30,000
(b) Final dividend will be :
@ 10% on Rs. 5,00,000 = Rs. 50,000
(c) Total dividend will be .. Rs. 80,000
e —
Tllusiration 32 (Profit & Loss Appropriation Account)

X & Co. had a credit balance of Rs. 20,000 in its Profit & Loss Alc on
Ist January, 1968. During 1968 its profit was Rs. 1,60,000. The Income Tax
for the year amounted to Rs. 50,000. The Company decided to transfex
Rs. 20,000 to Sinking Fund forRedemption of Debentures, Rs. 12,000 to General
Reserve and tq pay a dividend @ 10% for the year 1968. The paid up Capital
of the Company was Rs. 4,00,000 divided into 40,000 shares of Rs. 10 each.
Give the Profit & Loss Appropriation Account.

Solution
Dr. Profit & Loss Appropriation Account Cr.
figures for figures for
the previous| Rs. the previous Rs.
year year
To Sinking Fund for Balaj
Redempgtion of By Balance bid 20,000
Debentures 20,000 By Profits for the
TO General Reserve 12,000 ;?rovi:itonyegr (tl:;:-
To Proposed Dividend 40,000 tioo) 110,000
To Balance c/d 58,000
1,30,000 1,30,000
——
Hllustration 33 (Divisible Profits)
The position of a Company in different ycars is as follows :
Year Depreciation Charged Net Profit or Net Loss
. Rs. Rs.
1965 30,000 40,000 (loss)
1966 40,000 . 50,000 (profit)
1967 25,000 15,000 (loss)
1968 35,000 20,000 (profit)

The Company wants to know the amount of divisible profits in its hawd
as at 31st December 1968. Calculate the divisible profits.
7
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Solution

Notes :(1) 1965 : The loss or depreciation whichever is less is Lo be set off against
current or past profits before the payment of dividend. Here depreciation
Rs. 30,000 being less, is to be provided.

(2) 1967 : Here loss Rs. 15,000 being less, is to be provided.

Now, Divisible Profits as at 31st December, 1968 will be :

Rs.
Profit for 1966 . 50,000
Profit for 1968 20,000
Rs. 70,000

Less Depreciation (1965) 30,000
,  Loss _ (1967) 15,000 45,000

Rs. 25,000
————

(H) Capital Reorganisation
(Alteration and Reduction of Capital)

A Company may reorganise its Capital by following means :

(1) By alteration of share capital and Jor
(2) By reduction of share capital.

(I) Alteration of share Capital (Sections 94—98) :

A Company, if authorised by its articles, can alter its share capital in
any one or more of the following-ways.

(a) By increasing the share capital.

(b) By consolidation and subdivision of shares.

(c) By converting fully paid shares into stock or stock into shares, and
(d) By decreasing the share capital i.e. cancellation of unissued shares.

1f authorised capital is increased, the company must file notice of the
increase with the Registrar within fifteen days of the resolution. In case of
increase or decrease of authorised share capital necessary changes shall be
made in authorised capital in the Balance Sheet of the Company. For
- alteration -of sharc capital in any other way, the company must file notice
of alteration with the registrar within thirty days of the resolution.

.. In case of subdivision of shares, care must be cxercised to see that the
‘proportion between the amount paid and unpaid on every reduced share
is same as it was in case of undivided shares.
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Journal Entries relating to Alteration of Share Capital

Transactions

Journal Entries

(1) For increase of Share Capital.
Note : Necessary changes will be made .in the
gﬁxetgorised Capital in the next Balance
t,

No Journal Entry.

Note : When new shares are issued journal
entries will be on the same lines as for the
original issue.

(2) For consolidation of shares :

Note : Share Capital A/c with old details is to be | Share Capital A/c (old) Dr.
closed and another Share Capital A/c with To Share Capital A/c (new,
new details is to be opened.
(3) For subdivision of shares : .
Note: Share Capital A/c with old details is to be | Share Capital A/c (old) Dr.
closed and another Share Capital A/c with To Share Capital A/c (new)
new details is to be opened.
(4) For Conversion of shares into stock : .
(a) at par: (a) Equity Share Capital A/c Dr.
To Equity Stock A/c
(b) at a premium 2 (b) Equity Share Capital Ajc ... Dr.
To Equity Stock Ajc
To Equity Stock Premium A/c
(¢) at adiscount : (c) Equity Share Capital A/c Dr.
Equity Stock Discount A/c Dr.
To Equity Stock A/c
(5) For conversion of stock into shares : Equity Stock A/c Dr.

Note : Entries will be reverse to those relating
to conversion of shares into stock.

To Equity Share Capital K}c

(6) For decrease of Share Capital i.e. cancella-
tion of unissued shares :
Note : Necessary change shall be made in the
sAgxet:aorised Capital in the next Balance
t.

No Journal Entry

lustration 34

(Consolidation)

A limited company having a share capital of Rs. 50,000 divided into
5,000 shares of Rs. 10 each resolve to consolidate the shares into 500 shares

of Rs. 100 each.

Solution

Give the journal entry.

Journal Entry

Share Capital A/c (Rs. 10) Dr. Rs. 50,000
To Share Capital A/c (Rs. 100) Rs. 50,000

(Being the consolidation of 5,000 shares of Rs. 10 each into 500 shares of

Rs. 100 each as per resolution dated...)

Rlustyation 35

(Sub-division)

A limited company having a share capital of Rs. 5,00,000 divided into

5,000 shares of Rs. 100 each of which Rs. 75 per share called and paid up,
resolves to sub-divide the shares into 50,000 shares of Rs. 10 each of which
Rs. 7:50 per share paid up.  Give the journal entry.
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Solution Fournal Entry
Share Capital A/c (Rs. 100) Dr. Rs. 3,75,000
To Share Capital Ajc (Rs. 10) Rs 3,75,000

(Being the sub-division of 5,000 shares of Rs. 100 each of which Rs. 75
per share paid up, into 50,000 shares of Rs. 10 each of which Rs. 7:50 per
share paid up as per resolution dated...)

Hlustration 36 ’ . (Conversion into Stock)

A Ltd. Company resolves to convert its 1,00,000 equity shares of
Rs. 10 each fully paid into Rs. 10,00,000 worth of stock. Give tne journal
entry.

Solution Journal Entry
Equity Share Capital Ac Dr. Rs. 10,00,000
To Equity Stock Alc Rs. 10,00,000

(Being the conversion of 1,00,000 equity shares of Rs. 10 each into
Rs. 10,00,000 worth of stock as per resolution dated...)

(2) Reduction of Share Capital :

Reduction of Share Capital is governed by sections 100—105 of the
Companies Act. A Company, if authorised by its articles, may reduce its share
capital by special resolution and confirmation of the Court for the following
purposes :

(a) to reduce liability in respect of unpaid capital ;

(b) to pay off paid up capital which is in excess of the needs of the
Company ;

(c) to write off (cancel) any paid up capital which is lost or unrepresented
by available assets.

Before confirming the special resolution of the Company for reduction
of capital, the Court will consult the affected creditors and after being fully
.satisfied it will confirm the reduction on such terms and conditions as it thinks
fit. The Court may direct the Company to add the words “and reduced”’ to its
name for any specified period. The order of the Court is to be registered with
the Registrar.

After the reduction of capital the memorandum and the articles are to be
suitably altered.

Gﬁgiul reduction is also known as Internal Reconstruction.
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Journal Entries relating to reduction of Capital

Transactions Journal Entries
(1) On reduction of members’ liability on| Share Capital A/c(Partly paid) Dr.
uncalled capital (i.e. when uncalled capital To Share Capital A/c (fully paid).
on shares is cancelled) :
2) On refund of paid up Capital : (a) Share Capital A/c Dr.
(a) for the amount to be refunded : To Shareholders’ A/c
(b) Sundry Shareholders’ A/c Dr.
(b) for actual payment of the amount : To Cash Afc
(3) (a) For writing off or cancelling any paidup | (a) Share Capital A/c Dr.
capital : To Capital Reduction Afc

(b) When description of the shares is totally
changed with the reduction of capital :

(b) Share Capital A/c (old)
To Share Capital A/c (new)
To Capital Reduction Afc

(c) For writing off any assets : (c) Capital Reduction Afc Dr.
To Assets A/cs
(With the amount proposed to be written off.)
(d) On provision for bad and doubtful] (d) Capital Reduction A/c Dr.
debts : To Provision for Bad and Doubtful
Debts Ajc
e) For increase of liabilities : (e) Capital Reduction A/c Dr.
To Liabilities A/cs.
(f) For decrease of liabilities : (f) Liabilities A/cs Dr.
Note : Anentry reverse to that relating to To Capital Reduction A/c
increase of liabilities is to be passed.
(g) Forexpenses on account of reductionof | Capital Reduction Ajc Dr.
capital : To Cash Ajc
(h) For writing off fictitious assets (i.e. P& L | Capital Reduction Afc Dr.

Commission, Preliminary Expense, Good-
will, Useless Patents & Trademarks etc.) :

A/c (Dr. Balance), Discount, Underwriting]

To Profit & Loss Ajc

To Discount A/c

To Underwriting Commission A/c
To Preliminarx Expenses A/c

To Goodwill Ajc

To Patents & Trade marks A/c

(i) On transfer of the credit balance ( if any )
of Capital Reduction Ajc to Capital
Reserve Afc:

Capital Reduction A/c Dr.
To Capital Reserve A/c

Hlustration 37

(When uncalled capital on shares is cancelled)

X Co. Ltd. passed a special resolution and obtained the necessary sanction
of the court to reduce the uncalled liability on its shares on, the basis of the

following Balance Sheet,
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Balance Sheet
Authorised Capital : Rs. Rs.
50,000 Bquity Shares of Rs. 10
each 5,00,000 Land & Buildings 2,50,000
2,000 6% Preference Shares of Plant & Machinery 1,50,000
Rs. 100 ecach ... 2,00,000
Furniture & fixtures 60,000
7,00,000
Issued & Paid up Capiral : mscemme=y  Sundry Debtors 40,000
40,000 Equity Shares of Rs. 10
each of which Rs. 8 per share Stock-in-trade 55,000
paid up 3,20,000
Cash at Bank 45,000
1,000 6% Preference Shares of
Rs. 100 each of which Rs, 80 per
Share paidup ... 80,000
Sundry Creditors ... 2,00,000
6|00 I000 6!00!000 —

The Company cancelled the uncalled capital on equity and preference shares.
It also passed a resolution to restore the authorised share capital to its orignal
figure. Give the necessary journal entries and draw a revised Balance Sheet,

Solution Journal Entries
Rs. Rs.
Equity Share Capital A/c (partly paid) Dr. 3,20,000
To Equity Share Capital A/c (fully paid) 3,20,000
(Being the reduction of the face value of equity shares
of Rs. 10 each to Rs. 8 per share as per Board’s resolution
and sanction of the court.)
6% Preference Share Capital A/c (partly paid) Dr. 80,000
To 6% Preference Share Capital A/c (fully paid) 80,000
(Being the reduction of face value of Preference shares
of Rs. 100 each to Rs. 80 per share as per Board’s
resolution and sanction of the court.)
(Revised) Balance Sheet
Ks. Ks.
Authorised Capital :
62,300 Equity Shares of Rs. 8 each ... | 5,00,000 Land & Buildings 2,50,000
2,500 Preference Shares of
Rs. .. | 2,00,000 Plant & Machinery 1,50,000
7,00,000 Furniture & Fixtures 60,000
Sundry Debtors 40,000
-Issued & Paid up Capital : " g
40,000 t;l:rsgham of Rs. 8 per 520,000 Stock-in-trade 55,000
l,ONG%yPulmnce Shares of Rs. 80 Bank 45
pet share fully paid .| 80,000 Cash at Ban ,000
Sundey Credisors : 2,00,000
6,00,000 6,00,000
: 5 | — S—
Mr nar . paomas pror Ta ot Ear >
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‘Rlustration 38 (Refund of paid up capital)

The following is the Balance Sheet of Sound Trading Corporation as on
i31st December, 1962 :

Liabilities Asseis
Nominal Capital : Rs. o . Rs.
50,000 Equity Shares of oodwi ] 50,000
Rs. 10 each 5,00,000 Free hold premises 6,00,000
) Plant & Machinery 1,00,000
50,000 5% Free of Tax Stock 40,000
Preferenee Shares of Sundry Debtors 70,000
Rs.10 cach 5,00,000 Cash at Bank 3,00,000
10,00,000
e
Issued Capital ¢
45,000 Equity Shares of
Rs. 10 each fully paid 4,50,000
45,000 5% Free of Tax
Preference Shares of
Rs. 10 each fully paid 4,50,000
9,00,000
Sundry Creditors 10,000
Profit & Loss Alc 2,50,000
11,60,000 11,60,000

The Shareholders resolved that the credit balance of P/L Afc should be
ealt with as follows :—

(1) Preference Dividend to be paid,

(2) The Equity Shareholders to receive a dividend at the rate of 10 pers
cent Free of Tax. )

(3) A return of capital (subject to recall) to be made to the Shareholders

—Preferenfce  Shareholders to receive Rs. 1:25 per share and the
cquity shareholders Rs. 2-50 per share,

A holder of Rs. 1,000 Preference Shares gave the necessary notice to the
“Mpany and the Balance Sheet immediately after the scheme has been carried

‘ut Showing the treatment of the sum the Preference Shareholders refused to
ceept.

(Institute of Bankers, 1963)
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Solution Journal Entries Dr. Cr.
Rs. Rs.
Ptoﬁt & Lous Appr gmuon Alc . Dr 22,500
hare Dividend Alc 22,500
saeolgg the declaration of preference dividend @ §% on
5,000 preference shares of Rs. 10 each.)
Profit & Loss Appropriation A/c . Dr. 45,000
o Ordinary Share Dividend Afc 45,000
(Being declaraueu of ordinary dwndend @ 10% free of tax
on 45,000 ordinary shargs of Rs. 10 cach.)
Preference Share Dividend Ajc Dr. 22,500
Ordina.ry Share Dividend A/c Dr. 45,000
To Cash A/c 67,500
(Being the dividend pa id)
Preference Share Capital A/c Dr. 56,250
To Preference Sharcholders’ A/c 56,250
(Being reduction of paid up capital @ Rs. 1'25 per share on
45,000 preference shares of Rs. 10 each as per Board’s
resolution and sanction of the court.)
Ordinary Share Capital A/c Dr. 1,12,500
To Ordinary Shareholders’s Ajc 1,12,500
(Being reduction of paid up capital @ Rs. 2'50 per share
on 45,000 ordinary shares of Rs. 10 each as per Board’s
resoluuon and sanction of the Court.)
Preference Shareholders’ A/c Dr. 56,250
To Cash Ajc 56,125
To Suspense A/c 125
(Being the amount paid to the preference shareholders less
amount not accepted on shares amounting to Rs. 1000)
Ordinary Shareholders’ Ajc Dr. 1,12,500
To Cash Ajc 1,12,500
(Being the amount paid to the ordinary shareholders.)
Notet The amount of Cash at Bank is ascertained thus :
Rs.
Cash at Bank as per old Balance Sheet 3,00,000
Rs. i
Less Dividend paid 67,500
ammount paid to ordinary
shareholders 1,12,500
amount paid to preference
shareholders 56,125 2,36,125
/Cush at Bank-as por revised Balance Sheet 63,875
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(Revised) Balance Sheet of Sound Trading Corporation
Liabilities Rs. Assets Rs.
Authamecégapimls ; ¢ Rs. 10 Goodwill 50,000
50,000 uity Shares o s. .
each 5,00,000 Freehold Premises 6,00,000
50,000 5% Free of Tax Preference Plant & Machicery 1,00,000
Shares of Rs. 10 each . 5, 00,000
Stock 40,000
10,00,000
Issued & Paid up Capital : —-| Sundry Debtors 70,000
45,000 Equity Shares of Rs. 10 each Cash at Bank 63,875
of which Rs. 750 per share
paid up 3,37,500
45,000 59 Free of Tax Preference
Shares of Rs. 10 each of which
Rs, 8'75 per share paid up 3,93,750
Sundry Creditors 10,000
Suspense Account 125
Profit & Loss A/c 1,82,500
9,23,87% 9,23,875
L ——— ——

" Hustration 39 (Writing off paid up capital which is lost or unrepresented by avaialble assets)

|
|
| as under :

Auorisedht Capital :

10,000. Shares of Rs. 100
each

Issued Capital :

‘8,000 Ordinary Shares of
Rs. 100 each

Debentures
Liabilities :
For goods

supplied Rs. 4,50,000

For Income tax Rs. 10,000

Rs.
Fixed Capital Assets
10,00,000 (at cost)
Stock-in-trade
Sundry Debtors
Investments
8,00,000 Cash at Bank
13,80,000 Profit & Loss Afc
4,60,000
26,40,000

3. The Balance Shect of Calco Ltd. as on 3lst December, 1968 stands

Rs.

14,30,000

80,000
30,000
17,000
13,000

10,70,000

26,40,000

The Company being in a bad way, an arrangement on the following lines
has been mutually agreed upon :

(i) The Ordinary Shareholders are prepared to have their- capital reduced
to 5 per cent of their present holding.

8
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(ii) The Debenturcholders are agreeable to have their claim reduced to
50 percent which is to be satisfied half by the issue of 7 per cent
Mortgage Debentures, and half by the issue of 8 per cent Preference
Shares of Rs. 100 each.

(iii) The unsecured Trade creditors are prepared to forego 20% of their
dues in exchange for ordinary shares of the like amount.

(iv) The assets are to be reduced to the revalued figures as under :

. Rs.
Fixed Capital Assets .. 11,00,000
Stock-in-trade 50,000
Debtors 20,000
Investments 7,000

Show the ledger accounts and other entries for the completion of the
Scheme and prepare the final Balance Sheet.
(C.U.B. Com. (Adv.) 1951—Adapted)

Solution

Note : The reduction of the claims of creditors and debentureholders
should be credited to Capital Reduction Account. The name of the account
then may be “Reorganisation_Account” or Reconstruction Account.”

Journal Entries Dr. Cr.
Rs. Rs.
Ordinary Share Capital A/c Dr. 7,60,000
Debentures A/c Dr. 6,90,000

To Capital Reduction A/c . 14,50,000
(Being the reduction of Rs. 95 per share on 8,000 ordinary
shares and 50% of the debentures as per Broard’s resolution
and sanction of the court.)

Capital Reduction A/c Dr. 14,50,000
To Fixed Assets Ajc 3,30,000
To Stock-in-Trade A/c 30,000
To Provision for Bad Debts Afc 10,000
To Investment Afc 10,000
To Profit & Loss Alc . 10,70,000

(Being_the revaluation of assets and the losses written off out

of Capital Reduction A/c as per Board’s resolution and sanction

of the court.)

Debentures Ajc Dr. 6,90,000
To 72{, Mortgage Debentures A/c 3,45,000
To 8% Preference Share Capital A/c 3,45,000

(Being the claims of ihe debentureholders satisfied half by
issue of 7% Mortgage Debentures and half by issue of 8%
Preference Shares as per agreement with them.)

| Trade Creditors’ Afc . Dr. 90,000
.- ToOrdinary Share Capital Ajc 90,000
(Beiag 900 ordinary shares of Rs. 100 each fully paid allotted
to Unsecured trade creditors in exchange of foregoing 20% of
thair dues as per agreement with them.)
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Ledger
Dr. Capital Reduction Account Cr.
0 . Rs. Rs.
To Fixed Capital By Equity Share
Assots Afc 3,30,000 Capital A/c 7,60,000
,» Stock-in-Trade A/c 30,000 » Debentures A/c 6,90,000
., Provision for Bad
Debts Alc 10,000
,,» Investment A/c 10,000
» Profit & Loss Afc 10,70,000
14,50,000 14,50,000
G | | ————
Dr. Debentures Account Cr.
. Rs. Rs.
To Capital By Balance b/d
Reduction A/c 6,90,000 13,80,000
» 1% Mortgage
Debentures A/c 3,45,000
,» 8% Pref. Share
Capital A/c 3,45,000
13,80,000 13,80,000
R ——— —
Dr. Fixed Assets Account Cr.
Rs. . Rs.
To Balance b/d 14,30,000 By Capital Reduction A/c 3,30,000
,» Balance c/d 11,00,000
14,30,000 14,30,000
R
To Balance b/d 11,00,000
Dr. Stock-in-Trade-Account Cr.
Rs. Rs.
To Balance b/d 80,000 By Capital Reduction A/c 30,000
,,» Balance c/d 50,000
80,000 80,000
L 2 e ——
To Balance b/d 50,000
Dr. Sundry Debtors’ Account Cr.
To Balance b/d Rs. Rs.
30,000 By Capital Reduction A/c 10,000
»» Balance c/d 20,000
30,000 30,000
— SEE—
To Balance b/d 20,000
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Dr. Investment Account Cr.
Rs. Rs.
To Balance b/d 17,000 By Capital Reduction
Alc 10,000
,» Balance c/d 7,000
17,000 —_—
To Balance b/d -m“‘ 17,000
Dr. Profit & Loss Account Cr.
Rs, Rs.
To Balance b/d By Capital Reduction
10,70,000 Alc 10,70,000
10,70,000 10,70 .-(;O?J
I ESTE— e —
Dr. Trade Creditors Account Cr.
. Rs. Rs.
To Equity Share By Balance b/d 4,50,000
Capital Afc 90,000
,»» Balance c/d 3,60,
4,50,000
e 4,50,000
By Balance b/d 3,60,000
Dr. Equity Share Capital Account Cr,
Rs. Rs.
To Capital Reduction Ajc 7,60,000 By Balance b/d 8,00,000
,» Balance ¢/d 1,30,000 .» Trade Creditors A/c 93,000
8,90,000 8,90,000
e I
By Balance b/d 1,30,000
Dr. 8% Preference Share Capital Account Cr
Rs. Rs,
To Balance ¢/d 3,45,000 By Debentures A/c 3,45,00(
L L -
By Balance b/d 3,45,000
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Jr. 7% Mortgage Debentures Account Cr.
Rs. Rs,
To Balance ¢/d 3,45,000 By Debenture Afc 3,45,000
* S — ———
By Balance b/d 3,45,000
CALCO LTD. ( and reduced )
Balance Sheel as at December, 31, 1968
|
Liabilities Rs. Rs. : Assets Rs. ' Rs.
SAARE CAPITAL : FIXED ASSEIS: !
Awihorived : Assets 14,30,000
1,31,000 Ordinary Shares of Less amount written off 3,30,000 | 11,00,000
Rs. 5 each 6,55,000 —_—
INVEST MENTS :
3.450. 8%, Preferencc Shares
of Rs. 100 each, 3,45,000 Investments 17,000
10,00,000 Less amount writtenoff 10,000 7.000
e cmoml%lsaﬂl Bssr:rs,
Issued & Subscribed : LOA
Her s ubserbet ADVANCES :
8,000 Ordinary Shares of Rs.
5 each fully paid 40,000 A. Current Assets :
;S,OO%Ordinary Shares of Rs. Stock-in-Trade 50,000
each fully paid issued in
consideration otherwise than Sundry Debtors 30,060
Cush 90,000 | 1,30,000 Less Provision for Bad
) ) Debits 10,000 20,000
Z&.r451()l 8‘1780 Prefe‘:e?clel Sharej -
of Rs. each ful i
issued in consideration other- Cash at Bank 13,000
wise than Cash 3,45,000
SECURED LOANS :
7% Mortgage Debentures 3,45,000
CURRENT LIABILITIES
AND PROVISIONS :
A, Current Liabiliries :
Trade Credttors 3,60,000
B. Provisions :
For Tncome Tax 10,000
11,90,000 11,90,000
————————— —
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istration 40 (writing off paid up Capital unrepresented by available assets)

The following is the Balance Sheet of Remfry & Co. Ltd. as on 3lst
icember, 1961 :

Rs. Rs.
thorised Capital : Goodwill 70,000
6,000 Shares of Land and Buildings 80,000
Rs. 100 each 6,00,000 Plants and

- Machinery 1,50,000

ued and Subscribed Capital : Stock 50,000

2,000 Shares of Rs, 100 Sundry Debtors 43,000

cach fully paid 2,00,000 Cash at Bank 2,500

200 5% Decbentures of Preliminary Expenses 4,500

Rs. 1,000 each Profit and Loss Ajc

fully paid 2,00,000 (Debit Balance) 1,00,000
Sundry Creditors 50,000
Bills Payable 5,000
Bank Overdraft 45,000

5,00,000 5,00,000

The folloming scheme of reconstruction was duly approved and
opted :

(a) Without altering the number of shares in the Authorised Capital
- Issued and Subscribed Capital, the face-valuc and the paid up value of each
are be reduced to Rs. 50 ;

(b) The existing Debentures be converted into 100 73% Debentures of
i, 1,000 each fully paid ;

(c) Assets be revalued as under :—Land and Buildings Rs. 72,000 ; Plant
id Machinery Rs. 1,40,000; Stock Rs. 45,000 ; Sundry Debtors subject to
3ad Debt Reserve of Rs. 2,500 ;

(d) Goodwill, Preliminary Expenses and the Debit Balance of Profit ard
)88 Account be completely written off.

Show Journal entries in the books of th Company and also the Balance

ool gwmg effect to the scheme of reconstruction.
' (C.U.B. Gom. (Adv.) 1968.)
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Solution
Journal Entries
Rs. Rs
Share Capital Afc Dr. 1,00,000
5% Debentures Alc Dr. 1,00,000
To Capital Reduction Ajc . 2,00,000
(Being the reduction of face Value and paid up Value of each
share by Rs. 50 and <% Debentures by Rs, 1,00,000 as per
Board’s resolution and sanction of the court.)
5% Debentures Ac Dr. 1,90,000
To 7§% Debentures Ajc 1,00,000
(Being the claims of ths debenture holders satisfied by issue of
7} Debentnrs as per agreement with them.)
Capital Reduction A/c Dr. 2,00,000
To Good will Ajc 70,000
To Preliminary Expenses A/c 4,500
To Profit & Loss Afc 1,00,000
To Land & Buildings A/c 8,000
To Plant & Machinery A/c 10,000
To Stock A/c 5,000
To Reserve for Bad Debts Ajc 2,500
(Being the revaluation of assets and the losses and expenses
written ofi out of Capital Reduction A/c as per Board’s resolu-
tion and sanction of the court.)
Balanoe Sheet of Remfry & Co. (and Reduced.)
as on 31st December, 1961
Authorised Capital : Rs. Fixed Assets : 3
6,000 shares of Rs. 50 each. 3,00,000 Land & R}likilngs 72,000
Plant & Machiner 1,40,
Issued & Subscribed Capital : Y 40,000
Current Asséts ¢
2,000 shares of Rs. 50 each Rs.
fully paid 1,000-00 Stock 45,000
Sundry Debtors 43,000
Secured Loans : Less: Rgeegve for Bad 2' 00
ts B
100 7§9% Debentures of Rs. -_
1,000 each fully paid 1,00,000 Cash at Bank 40,500
Current Liabilities : 2500
Sundry Creditors 50,000
Bills Payable 5,000
Bank Overdraft 45,000
3,00,000 - 3,00,000
——
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Capital Reduction Scheme

(i.e. Internal Reconstruction Scheme )

1. Its mesning: Sometimes companies become unable to pay dividend
on share capital, even if, they earn profits. This state of affairs is brought about
mainly by overcapitalisation. In such circumstances the companies usually
introduce capital reduction scheme. The shareholders, debentureholders and
creditors make some sacrifice for common good. In other words the liabilities
of the company are rearranged. -

2. Its objects: Fvery scheme of capital reduction has one or more of
the following objects :-—
(a) Simlification of the capital structure for raising further capital ;
(b) Elimination of past accumulated losses ;
(¢) Payment or conversion of onerous liabilities and pressing loans ;
(d) Reduction of fixed charges and
(e) Distribution of dividend on share capital.

3. Its Conditions : A scheme of Capital reduction or internal reconstruc-
tion must fulfil certain conditions.

Some of the conditions are :
(i) The assets of the company for which such scheme is to be carried
out are over valued. 1t has huge accumulated loss. The profit of lhe
company is insufficient for distribution.

(ii) The crisis of the company is just over and the company expects
fair return in near future.

(iii) The name of the company still retains some goodwill value.

(iv) The company is in a position to provide sufficient working capital
either by making calls, or by issuing fresh shares, or by arranging overdraft etc.

(v) The company should be able to pay off or convert onerous
liabilities and pressing loans.

(vi) The existing control should remain.

{(vii) The ordinary shareholders should bear the major loss arising out
of capital reduction. Other parties i.c. preference sharcholders, creditors,
debentureholders etc. may also sacrifice to some extent. The sacrifice of each
group is to be passed by 3ths majority of the group. )

4. Its working: (a) The amount of loss to be wiped off is to be
calculated by adding up past accumulated losses, fictitious assets, overvaluation
of assets, under-provision of liabilities etc. The total loss may be reduced by
profit on revaluation of assets or excess-provision of liabilities.

(b) Sa'ériﬁce must by allocated on fair and equitable basis amongst
different parties i.e. ordinary shareholders, preference shareholdcrs, debenture-
holders, creditors.
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ustration 41 (Capital Reduction Scheme)
The summarised Balance Sheet of Broad Co. Ltd. as at 31st December,
163 was as follows :—

Rs. Rs.
Authorised Capital : Gooduwill 3,00,000
Fixed Assets

5% Cum. lst Pref. Shares of at cost less depreciation  4,12,320
Rs. 100 each 6,00,000

6% Cum. 2nd Pref. Shares Floating Assels 3,35,330
of Rs. 100 each 2,00,000  Profit & Loss Alc 2,00,000
Equity Shares of Rs. 10

each 5,00,000

Rs. 13,00,000

Issued and Paid up Capital :
5% Cum. Ist Pref. Shares 4,00,000
6% Cum. 2nd Pref. Shares 2,00,000

Equity Shares 4,00,000

10,00,000

Sundry Liabilities 2,47,650
Rs. 12,47,650 Rs. 12,47,650

The dividend on the st Preference Shares had been paid regularly until
‘wo years ago and the dividend on the 2nd Preference Shares until four
years ago.

You are required to set out your views in the form of a report to the
Directors, suggesting a Capital Reduction Scheme for their consideration,
giving reasons for the suggestions you make.

(C. U. M. Com. 1964)

Solution

To
The Directors
Messrs Broad Co. Ltd.
Calcutta-4

Gentlemen,

As requested we have the pleasure in submitting hereunder our
suggestions for a scheme of reduction of capital of your company to be put
before the various classes of shareholders. In drafting the proposed scheme
it has been assumed that :—

9
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(@) The first preference share shall be preferential as to repayment of
capital over all other classes of shares.

(b) The second preference shares shall be preferential as to repayment
of capital over the equity shares and that

(c) Reserves have been drawn upon in certain years to meet the preference
dividend.

(1) Losses ete. to be written off :  ~ : Rs.
(a) The amount of goodwill 3,00,000
(b) The debit balance of P/L Ajc 2,00,000
(¢) The amount of loss (assumed) due to revaluation
of floating assets 30,000
.». Total amount e  9,30,000
e

Therefore, the capital of the Companyis to be written down by this
amount i.e. Rs. 5,30,000

(2) Allocation of loss between different classes of Shareholders :

As neither class of the preference shares carries the right to participate in
any surplus arising in the event of the winding up of the Gompany and both
classes of preference shares are entitled to return of capital on a winding up,
in priority to the equity shares, the loss will have to be borne mainly by the
ordinary shareholders. The ordinary shareholders have also sacrificed more
than is apparant on the face of the Balance Sheet as the reserves built up in past
years out of divisible profits are utilised for the payment of dividends to the
preference shareholders.

But, it should be borne in mind that some advantages will accrue to the
pteference shareholders if the losses of the Company are written off. They will
have the prospect of immediate dividends and market value of their shares will
be improved. If reduction is not made the preference shareholders will get no
dividend until the debit balance of the P/L A/c is completely written off. In
addition, if it is decided to eliminate goodwill out of future profits before
declaring dividends, the resumption of dividend will be delayed further.
So, the preference sharcholders may be asked to make some capital
sacrifice.

Preference sharcholders do not carry any right to dividend unless the
dividend is earned. So, in the event of winding up of the Company, they will
not get their arrear dividends. Therefore, the preference shareholders may be
asked to forego their claim of arrear dividends.
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(3) Re-organisation of Capital :
The following proposals for reorganisation of capitals are therefore
submitted :— Rs.
(i) 40,000 Equity Shares of Rs. 10 each to be
written down by Rs. 9 per share ... 3,60,000
(ii) 2,000 6% Cum. Second Preference Shares -
of Rs. 100 each to he written down by

Rs. 75 per share 1,50,000
(iii) 4,000 5% Cum. First Preference Shares
of Rs. 100 each to be written down by
Rs. 5 per share ... 20,000
" 5,30,000

(4) Compensation to the Preference Shareholders :

In order to compensate the loss in earnings of the preference shareholders,
it is suggested that the rate of dividend be increased to 539% on Ist Preference
Shares and to 8% on 2nd Prcference Shares. For providing sufficient working-
capital and to enable the Prefercnce Shareholders to partcipate in the manage-
ment of the Company, fresh equity shares may be issued to them for cash consi-
deration.

(5) (Revised) Balance Sheet after reduction

Liabilities Rs. Assets Ras.

Authorised Capltal :
6,000 539 First Preference Shares
of Rs. 95 each s 5,70,000 | Fixed Assets: 4,12,320
2,000 89 Second Preference Shares 3,05,330
of Rs. 25/- each 50,000 | Floating Assets e
50,000 Equity Shares of Re. 1/- each 50,000

6,70,000

Issued and paid up Capital :

4,000 51% First Preference Shares of
Rs. 95 each 3,80,000

2,0008% 2nd Preference Sharcs of
Rs. 25 each

50,000
40,000 Equity shaves of Rs. 1/-each 40,000
Current Liabilities :
Sundry Creditors 2,47,650
7,17,650 7,17,650

We shall be glad to give you any further information you may require.
Yours faithfully
Chartered Accountant
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(A) Issue of Right Shares :

1. The face value of the Equity Shares of a Company is Rs. 15 each and
the current market price is Rs. 20 .The Company issues right shares at the.rate of
two Equity Shares for four existing Equity Shares held, the right shares being
priced at Rs. 17. Calculate the value of the right.

(Ans: Value of rightisRe 1/-)

2. A Company offers to its existing shareholders the right to buy one
share of Rs. 25 each at Rs. 30 for every two shares of Rs. 25 each already held.
The market value of a share of the Company is Rs. 36.

Calculate the value of the rights.
(Ans: Vaule of right is Rs. 2/-)

(B) Underwriting Commission :

3. The X & Y Co. Ltd. made an issue of 5,000 4 per cent Debentures of
£ 10 each at £9-10s. per Debenture. The whole issue is underwritten by A.B. &
Co. for a commission of 5 per cent on the nominal value. Applications were
received for 4,500 Decbentures which were duly alloted and paid for. The
remaining 500 Debentures were alloted to A.B. & Co. under the terms of their
underwriting agreement.

Write up the Debenture Account in the Company’s Ledger, the Account
of A.B & Co., and the ““Cost of Debenture Issue’’ Account. Also show the
Company’s Journal (C.A)

4. 8. Co. Ltd. issued 12,000 6%, Debentures of Rs. 100 each at a discount
of 49. Eighty per cent of the issue is underwritten by M/s. Bhatia & Co. for a
commission at the rate of 29, on the nominal value of the Debentures. Appli-
cations were received for 10,000 Debentures. Journalise the transactions
assuming all moneys due have been received. Also show the Balance Sheet of
the Company.

5. The Bengal Iron Company, Limited issued 74 per cent Preference
Shares of the face value of five crores of rupces at par and 6 per cent Debentures
of the face value of three crores of Rupees at a discount of 10 per cent. Messrs.
S.D. & Co. underwrite the whole of the issue for a commission of four per cent
on the Preference Shares and of five per cent on Debentures. Preference Shares

, of the value of four crores of rupees and Debentures of the value of two crores
»of rupoes are taken up and paid for by the public. The balance is alloted to the
“Wnderwriters under the terms of the underwriting agreement.
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Preparc the Ledger Accounts where these transactions will be found
recorded ; what amount will the underwriters have to pay to the Company ?
How will these figures appear in the Balance Sheet of the Company ? How will
they appear in the Balance Sheet ten years after such issue, if the Debentures are
redeempble in 30 years ? (G.D.A)

6. The following underwriting takes place :

A 6,000 shares ; B 2,500 shares and C 1,500 shares. In addition there is
firm underwriting : A, 800 shares, B 300 shares and C: 1,000 shares.

The share issue is 10,000. Total subscriptions including firm underwriting
was 7,100 shares and the forms includcd the following marked forms :

A 1,000 shares ; B 2,000 shares ; and G 500 shares,
Show the allocation of liability of the underwriters. (C.A))

(Ans : (a) When applications firm set off against the libility of underwriters :
A—-3,700; B-300; C—1,000; Total—3,000
(b) When application firm not set off against the liability of wunder-
writers :—A — 3,320; B - 300; C - 1,380; Total-5,000

(C) Underwriters’ Account

7. A Company underwrote 5,000 Rs. 10 Shares in a new issue made by
B.C. Co. Ltd. The underwriting commission was 5 per cent payable as to 50
per cent in fully paid shares and 50 per cent in cash. In addition to these
sharcs the company made a firm application for a further 1,000 shares.

The issue was not fully subscribed and the company had to take up 20
per cent of the shares underwritten.
Prepare the necessary accounts in the books of the underwriting Comnpany.
(Agra University, B. Com. 1958)
(D) Per-incorporation Profit
8. A Ltd. company was incorporated on Ist July 1947 for the purpose of
purchasing an established private business as from Ist April 1947. The fully
paid capital of the company consisted of Rs 2,00,000 in Rs 10 shares. 500 6%
Debentures of Rs 100 each were also issued and fully paid.

The account for the year ended 31st March, 1948 disclosed the following
particulars :

Sales for the year Rs. 3,21,040 ; Sales for 1st April—1st July 1947 Rs.
80,260 ; Gross profit for the year Rs. 41,280

Managing Directors’ Salary, Directors’ fees, Preliminary Expenses written
offand Secretary’s Salary Rs. 5,800.

Bad Debts Rs. 1,489 of which Rs. 402 related to st Apri! - 1st July 1947,
Interest on debentures Rs. 2,000
Depreciation on Machinery and Plant etc. Rs. 2,520,
Advertising and General Expenses Rs. 5,840.
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You are required to prepare a statement giving views as to the proper
apportionment of the profit, of the company as between profit available for
distribution and profit prior to incorporation.

(Bombay University ; B. Com.)

(Aws :  Profit prior to incorporation Rs. 7,828 ; Profit after incorporation
Rs. 15,803) .

9. John Simpson Private Ltd. which was incorporated on Ist May, 1960,
acquired the business of John Simpson with effect from st January, 1960. The
accounts of the Company were closed for the first time on 30th September,
1960 disclosing a gross profit of Rs. 84,000. The Establishment expenses were
Rs. 21,330, Director’s fees Rs. 15,000 per month, and Preliminary expenses
Rs. 2,250, Rent upto 30th June was Rs. 150 per month, but thereafter it was
increased to Rs. 375 per month. Included in the Director’s fees was salary to
the manager at Rs. 750 per month. He was appointed a Director at the time
of incorporation ¢f the Company.

Prepare a statement showing profits prior and subsequent to incorpora-
tion assuming that the net sales were Rs. 12,30,000, the monthly average of
which for the first four months of 1960 being half that of the remaining period.
The bnsiness earned profits at a uniform rate. (C.A. Inter. Nov. 1961)
(Ans : Profit prior to incorporation Rs. 10,920 and profit after incorpora-

tion Rs. 36,975)

(E) Managerial Remunération :

10. The following is the Account of the Happy Company (India) Ltd.
Profit & 1.oss Account for the year ended 31st December, 1966.

Rs. Rs.
To Administrative, selling and By Balance from
finance expenses 5,76,628 Trading AJc 38,35,414
s»» Managing Agents’ allowance 18,000 »» Interest on
,» Director’s remuneration 23,484 Investments 19,964
»» Debenture Sinking Fund 4,800 »» “crip fee 37

.» Investment Revaluation Reserve 9,800
,» Depreciation on fiixed assets 4,69,713

,» Provision for taxation 11,40,000

,» General Reserve 5,00,000

.» Balancc carried down 11,12,990
38,55,415 38,55,415
C————1 L

By Balance 1.12.65 3,12,632
»» Balance b/d 11,12,990

14,25,622
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The Managing Agents are to get 10% Commission (on sliding Scale) subject
to a minimum of Rs. 18,000 per annum and other directors are to get 1% on
net profit.

Show the computation of managerial remuneration.

(C U. B. Com.(Hons.) 1967

11. Xand Y, are appointed the Office Manager and Factory Manager
respectively of A,B,C Ltd. on Januray 1, 1964. Their terms of appointment
included amongst other things the payment of a commission on the following
basis :

X = a Commission of 5% on the net profit after charging the commission of Y.
Y = a Cammission of 4%, on the net profit after charging the commission of X.

The Profit and Loss Account of 1964 disclosed a net profit of Rs. 10,00,000.
After providing for above commission to X and Y the Company decided to
provide Rs. 5,00,000 for Income Tax, Rs. 2,00,000 for Reserve and to declare a
dividend of 8% on the paidup capital of Rs. 30,00,000. The Balance of Profit
and Loss Account on ist January, 1964 was Rs. 30,000

You are required to ascertain the Commission payable to X and Y and to
show the profit and Loss Appropriation A/c for 1964. (C.A.)

Note ¢ (1) Computation of commission to X and Y—
on every Rs. 109, X will get Rs. 5 and Y Rs. 4.
* On Rs. 10,00,000, X will get Rs 45,872, and Y Rs. 36,697

(2) The commission payable to any staff is to be computed after dedu-
cting such commission from the net profit.

(F) Payment of Interest out of Capital :

12.  Eastern India Construction Co. Ltd. undertook to construct a Railway
Line. The Company issued 20,00,000 shares of Rs. 10 each for this purpose and
called up Rs. 5 per share, All the call moneys were realised. The Company
obtained necessary sanction from the Central Government to pay interest @ 3%
perannum. The Railway Line was constructed in the course of 3 years at a
cost of Rs. 75,00,000. Give the Balance Sheet of the Company showing the
interest paid on capital.

(G) Alteration of Share Capital :

13 A Ltd. Company having a share capital of Rs, 5,00,000 divided into
50,000 shares of Rs. 10 each resolve to consolidate the shares into 5,000 shares of
Rs. 100 cach. Give the journal entry. .

14. X Co. Ltd. having a share capital of Rs. 25,00,000 divided «into 25,000
shares of Rs. 100 each of which Rs. 75 per share called and paid up, resolves
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to subdivide the shares into 2,50,000 shares of Rs. 10 each of which Rs. 7:50 per
share paid up. Give the journal entry.

15. Y Ltd. Company resolves to convert its 2,00,000 equity shares of Rs. 10
cach fully paid into Rs. 20,00,000 worth of stock . Give th journal entry.

(H) Capital Reduction :

16. A Company has a paid-up share capital of Rs. 6,40,000 divided into
80,000 Equity Shares df Rs. 10/- each, Rs. 8 per share paid-up. The profit & Loss
Account shows a credit Balance of Rs 2,80,000

The company decides to reduce the paid-up share capital to Rs. 6 per share
paid-up by paying off the necessary amount out of the accumulated profits.
Give the appropriate journal entries.

(C.U. B. Com. (Adv.) Hons. —1964)

17. The Balance Sheet of Hind Ltd. as on 31st Deccmber, 1964 is given

below :
Balnace Sheet as at 31st December, 1964
Liabilities Rs. Assets Rs.

Paid up Capital Land & Buildings 95,000
15,000 Equity Shares of Machineries 35,000
Rs. 10 cach 1,50,000 Stock 25,000
1,500 preference sharcs ol Sundry Debtors 40,000
Rs. 100 each 1,50,000 Cash at Bank 5,000
Sundry Creditors 50,000 Profit & Loss Ac 1,50,000

3,50,000 3,50,000

ettt b et bt Ml

It was resolved that the Equity and Preference Shares be reduced to same
number of shares cach of Rs. 4 and Rs. 40 repectively and that the amount
that realised be utilised in (a) writing down the stock by Rs. 10,000, (b) writing
off the adverse balances of the Profit & Loss Ajc and in reducing the
Machinery by Rs. 10,000, (c) the balance left was to be used in raising a
Reserve against Sundry Debtors.

Give the journal entries recording the above transactions in the books of
the company. Give also the Balance Sheet of the company after reduction of
capital.

(Burdwan University, B. Com, (Adv.) 1965)
"(Ans: Total of Balance Sheet Rs, 1,70,000)
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18. The following is the Balance Sheet of Careless Trading Corporation
Ltd., as on 30th June, 1956 :

Capital & Liabilities Assets & Properties
Rs. Rs.
Authorised Capital : Goodwill 20,000
50,000 preference shares cf Lecaschold premises 1,07,000
Rs. 10 each 5,00,000 | Plant & Machinery 60,000
50,000 ordinary shares of Patents 1,73,900
Rs. 10 each 5,00,000 | Preliminary Expenses 2,000
Stock 34,000
10,00,000 ’
. o Debtors 56,000
Issued Capital : Cash in hand 100
25,000 preference shares of Profit & Loss Afc 1,23,000
Rs. 10 each 2,50,000 (Debit Balance)
25,000 ordinary shares of
Rs. 10 each fully paid 2,50,000
5,00,000
Sundry Creditors 40,000
Bank Overdraft 36,000
5,76,000 5,76,000

The Company proved unsuccessful and resolutions were passed to carry
out the following scheme of reduction of capital :

(1) That the preference shares be reduced to an equal number of fully
paid shares of Rs. 5 each.

(2) That the ordinary shares be reduced to an equal number of fully
paid shares of Rs. 2:50 each.

(3) That the amount so available be utilised towards wiping off losses and
the reduction of assets as follows :

Preliminary Expenses, Goodwill, and Profit and Loss Ajc to be written off
entirely ; Rs. 27,000 to be written off Leasehold Premises; Rs. 14,000 to be
written off Stock ; Rs. 6,000 to be reserved for Doubtful Debts,

20% to be written off Plant and Machinery, and the balance available to be
written off Patents.

Make the Journal Entries in the Books of the Company and prepare a
Balance Sheet giving effect to the above.

(Institute of Bankers, 1957)

(Ans : Total of the Balance Sheet Rs. 2,63,500)
10
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19. The following is the Balance Sheet of a Limited Company as on
31.12.1958,

Rs: Rs.

Authorised and Issued Capital : Goodwill 30,000

25,000 Equity Shares of Land & Building 1,30,000

Rs. 10 each. fully paid 2,50,000 Plant & Machinery 1,05,000

25,000 7%, Cumulative Patents 75,000

Preference Shares of Stock 1,10,000

Rs. 10 each, fully paid 2,50,000 Debtors 1,40,000

6% Debentures (giving a Cash at Bank 2,500

floating charge on assets) . 1,50,000 Profit & Loss Ac

Interest on Debentures 18,000 (Debit Balance) 1,65,000
Bank Overdraft 30,000 Less Profit 45,000

Creditors 14,500 1,20,000

7,12,500 7,12,500

The Preference dividends are in arrears for three years.

The working of the Company for the year 1968 having shown considerable
improvement, the. Directors decide upon a scheme of reconstruction with a
reduction of capital. With a view to assist the scheme,the Debentures-holders
have agreed to accept fully-paid Equity Shares for half the amount of the interest
due to them and forego the balance and to accept further Debentures for Rs.
60,000 for cash to help rcpayment of Bank Overdraft and to provide working
capital. Preference Share-holders are also agreeable to forego half the amount
of their accumulated dividend, to accept fully-paid Equity Shares for the remai-
ning half and to reduce the future rate of dividend to 6%

Draft the Balance Sheet of the Company after re-organisation on the basis
of the following additional information :—

(a) To write off Goodwill ; (b) To write off accumulated Losses ; (c) To
depreciate Plant & Machinery by 10%; (d) To write down Patents by Rs.
45,000; (¢) To provide 5% for Doubtful Debts; (f) To depreciate Stock
by 10%. {C.U. B. Com., (Adv). 1960)

(Ans. Total of Balance Sheet, Rs. 5,19,000)

20. Below is thc Balance Sheet of the Blank Co. Ltd. on 31st December
1943 :—

Nominal Capital :— £ £
1,00,000 Prefercnce Patents at cost 1,14,663
Shares of £1 each 1,00,000 Leasehold works 3,820
1,00,000 Ordy. Shares Machinery & Plant 4,120
of £ 1 each 1,00,000 Sundry Debtors 1,241

2,00,000 Stock on hand 4,921
SRR

Issued Capital :— Advertising Suspense 2,000
74,720 Pref. shares Preliminary Expenses 406
fully paid 74,720
42,633 Ordy. shares Profit & Loss Account 1,482
fully paid 42,633 Cash in hand 28

1,17,353
Sundry Creditors 14,000
Bank Overdraft 1,328
1,32,681 1,32,681
I S
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The Company proved unsuccessful and resolutions were passed to carry
out the following scheme of reconstruction :—

(1) That the 4 | preference shares be reduced to an equal number of
fully paid shares of 10 sh. each. (2) That the £ 1 ordinary shares be reduced
to an equal number of fully paid shares of 6 sh. 8d. each. (3) That the amount
thus rendered available for the reduction of the assets be apportioned as
follows :—

Preliminary Expenses ; Profit and Loss Account ; and Advertising Suspense
Account to be written off entirely ; £ 1,200 off the Leasehold works ; £ 1,400
off the stock ; 20 per cent off the Machinery and Plant, and the balanecavailable

to he written off patents. Prepare Balance Sheet giving effect to the above.
(London Chamber of Commerce)

(Ans :  Total of the Balance Sheet £ 66,899)
21. Victoria Industries Ltd. decides to write off its accumulated losses

by reducing its capital. The following Balance Sheet as an 31st December, 1946
is drawn up for the consideration of directors :—

Rs. Rs.
Authorised Capital : Land & Buildg. (cost) 4,00,000
25,000 Ordy. Shares of Plant & Machinery(cost) 5,00,000
Rs. 100 each 25,00,000 Furniture (cost) 25,000
Issued Capital : Stock at cost 2,90,000
20,000 Ordy. Shares Book Debts (good) 2,95,000
Rs. 75 paid 15,00,000 s» (doubtful) 1,00,000
Forfeited Share: Afc 1,40,000

69 Debentures 5,00,000 Stores 1,00,000
Liabilities for goods 1,35,000 Goodwill (cost) 50,000
Liabilities for expenses 65,000 Development expenses 50,000
Security Deposit 1,00,000 Cash Balances 10,000
Profit and Loss Afc 6,20,000

24,40,000 24,40,000
e ——— e ]

With appropriate sanction, the authorised, issued and paid up Capital is
reduced to 20,000 Ordinary Share of Rs. 30 each.

The accumulated Losses, Goodwill, Development Expenses, 10%
depreciation on Land and Buildings, 159 on plant and Machinery and 20%
on Furniture were written off and a Reserve of Rs. 50,000 was created for
Bad Debts

Show the necessary Journal Entries, Capital Reduction Account, and the
Balance Sheet after the scheme is completed (Agra University M. Com. 1947)

(Ams: Total of the Balance Sheet Rs. 15,50,000, Capital Reduction Ac Rs. 1,50,000)
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22. The Balance Sheet of Exchange Traders Ltd. as at 31.12.55 :—

Capital & Liabilities :— Rs. Property and Assets :— Rs.
Authorised & Issued Share Goodwill (at cost) 90,000
Capital— Land & Buildings
20,000, 5%, pref. shares of at cost 2,70,000
Rs. 10/- each 2,00,000 Less Depn. 35,000
50,000 ordy. shares of . 2,35,000
Rs. 10/- each 5,00,000 Plant & Machinery
Share Premium 70,000 at cost 2,15,000
Loan (unsecured) 80,000 Less Depn. 78,000
Liabilities for : 1,37,000
Purchases & Expenses 92,000 Stock-in-Trade 2,07,000
Sundry Debtors 75,000
Cash at Bank 7,200
Preliminary Exp. 41,500
Profit & Loss Ac 1,49,300
9,42,000 9,42,000

A Scheme for reduction of capital was suggested on the following
lines :—

(a) Preference Share to be reduced by Rs. 2:50 per share but Preference
Shareholders would receive also one Ordinary Share of Rs. 5/- each for every
10 Preference Shares held.

(b) Ordinary Shares to be reduced by Rs. 5/- per share.

(c) Land and Building to be reduced to Rs. 2,10,000/-, Plant and Machi-
nery to Rs, 1,30,000/- and Sundry Debtors to Rs.62,000/-

(d) Stock-in-Trade to be taken at Rs. 1,25,000.

(e) Share Premium Account, Goodwill Account and Fictitious Assets to
be written off.

(i) Describe the procedure that should be followed in getting the scheme
approved.

(ii) Show the Journal entries necessary to record this scheme when finally
approved and show also the revised Balance Sheet of the Company after
reduction.

(C.U. M. Com. 1957)

(Aws : Total of the Balance Sheet Rs. 5,82,000)
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23. Messrs. Mehta & Co. promoted a joint stock Company in 1926. The
Company was not successful on account of abormal depression in trade.
On 31st December, 1936, their Balance Sheet stood as follows :—

Liabilities Rs. Assels Rs.

Nominal Capital :— Land & Buildings 1,80,000
10,000 Shares of Machinery 3,00,000
Rs. 100 each 10,00,000 Furniture 10,000
Paid up Capital :— Stock 90,000
8,000 Shares of Debtors 80,000
Rs. 100 each 8,00,000 Goodwill 50,000
Loan from Mehta & Co.  2,00,000 Cash 10,000
Creditors 2,00,000 P&L Ajc 4,80,000
Rs. 12,00,000 Rs. 12,00,000

After carrying out necessary formalities the following scheme has been
agreed upon by the persons concerned :

(1) The Rs. 100 shares to be reduced to Rs. 50 each. (2) The 2,000 shares
which were unissued are now to be issued as fully paid (i.e. at Rs. 50 each) to
Messrs. Mehta & Co. in full settlement of their loan. (3) The Creditors accept
Rs. 1,50,000 in fully paid debentures in full settlement of their debts. (4) The
amount thus rendered available is to be utilised towards writing.off Goodwill
and loss on Profit & Loss Ajc entirely and the balance to bhe written off the
Machnery Afc. Give the necessary Journal entries to carry out the above scheme
and prepare the Balance Sheet of the Company after completion of scheme.

(Bombay University)

(Ans: Total of the Balance Sheet Rs. 6,50,000)

24. Ura Ltd has made losses for a mumber of years.
The items of the Balance Sheet at December 31, 1955, were :

Authorised and Issued-capital— £
1,00,000 Ordinary Shares of £ 1 cach fully paid ... 1,00,000
25,000 6 per cent Preference Shares of £ 1 each
fully paid . 25,000
Debentures .. v .. 20,000
Creditors e . .. 15,000
Bank Overdraft . 31,000
£ 1,91,000
L —— &
Patents . e e 10,000
I;rl:chold Buildings... gg,%
nt & Machinery... X
Stock y 20,000
Debtors e .. 25,000
Profit & Loss Ajc ... .. 51,000
Preliminary Expenses 5,000

£ 1,91,000
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Resolutions were passed to—

(a) reduce the Ordinary Shares to 2s. each fully paid.
(b) reduce the Preference Shares to 10s. each fully paid.
(c) write off—

(i) debit balance of Profit & Loss A/c

(ii) preliminary expenses

(d) reduce the values of the following assets to the amounts shown :

Patents £
Stock £15,000
Plant & Machinery £25,000

Prepare the necessary Journal Entries and a Balance Sheet giving effect to
these resolutions.
(Institute of costs & works Accountants, England, Inter June 1957)
(Ans : Total of the revised Balance Sheet £90,001)

25. The following is the Balance Sheet of the Hind Mata Manufacturing
Company Limited as on 31st December, 1964.

Liabilities Assets Rs.
Capital : Goodwill 30,000
25,000 Equity Shares of Rs. Freehold land &
10 each fully paid 2,50,000 | Building 1,30,000
25,000 7% Preference Shares Plant & Machinery 1,05,000
of Rs. 10 each fully paid 2,50,000 | Plants 75,000
| Stock-in-trade 1,10,000
5,00,000 | Sundry Debtors 1,40,000
6% Debentures giving a floating Cash at Bank 2,500
charge on the assets 1,50,000 | Profit & Loss Afc
Interest on Debentures unpaid 18,000 Rs. 1,65,000
Bank Overdraft 30,000 | 1.ecs Profit 45,000
Sundry Creditors 14,500 ~ 1,20,000
7,12,500 7,12,500
—————— L —

The Preference Dividends are in arrears for 3 years.

The working of the company for. the year 1964 has shown considerable
improvement yielding a net profit of Rs. 45,000 which profit is likely to be
maintained even in the near future, the Directors decide upon.a Scheme of
Reconstructon with a reduction of capital so that regular payment of dividends
may be maintained in the future.

With a view to assisting in the scheme, the Debentureholders have agreed
to accept equity shares for half the amount of the interest due to them and
forego the balance and to accept further Debentures for Rs. 60,000 for each
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giving 2 floating charge to help to-wards repayment of Bank Overdraft and to
provide working capital

While the Preference Shares do not give any preference as to refund of
capital any arrear of dividend has a first charge on any surplus in case of winding
up. The Preference Shareholders are agreeablc to forego half the amount of

their accumulated dividend, to accept Equity Shares for the remaining half and
to reduce the future rate of dividend to 6%

Draft a suitable scheme as would help to reorganisc on the following

lines :—

(1) To write off goodwill

(2) To Write off Accumulated Loss

(3) To Depreciate Plant & Machinery by 109

(4] To write down Plants by Rs. 45,000

(5) To provide 5% for Doubtful Debts

(6) To Depreciate Stock by 109,

(Institute of Bankers, 1965)
(Aus : Total of Balance Sheet Rs. 5,19,000)

(I}  Capital Reduction Scheme :

26. The following is the Balance sheet of Lintus Stores, Ltd, on the 3Ist
December, 1959 :—

Capital and Liabilities Assets & Properties

Capital : Fixed Assets Rs.

800 ordinary shares of Goodwill 30,000

100 each fully paid 80,000 Machinery 90,000

400, 6% Cumulative Current Assets :

Preference Shares of Stock 20,000

Rs. 100 each fully

paid 40,000 Sundry Debtors 26,000

Cash in hand 4,000

Current Liabilities 1,00,000 Profit & Loss Ac 50,000
Rs. 2,20,000 Rs. 2,20,000
c ] e

Draft a suitable report to the Directors of the Company suggesting a
scheme for reduction of capital which would help to reorganise the company on
the following lines :—

(a) To write off the Profit and Loss Account and the goodwill
(b) To depreciate Plant and Machinery by 10 per cent.

( C.U. M.Com. 1960 )
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27. following is the Balance Shect of N.D. Ltd. as at 3Ist December,
1957 :—

Liabilities Assets Rs.
Share Capital : Goodwill 25,000
Authorised and Issued Freehold Property
10,000°6%, cum. pref. shares at cost 90,000
of Rs. 10 each fully paid up 1,00,000 Plant and Machinery
at cost Less : Depn.
20,000 equity shares of Rs. 10 - written off 85,000
sach fully paid up 2,00,000 Investment (Market
T 3,00,000 value Rs. 86,000) 80,500
Cfcdilo rs 75 ,Om %:!;:tko rs 2(5):888
Bank Overdraft 15,000 Cash at Bank 500
General Reserve 70,000 Profit & Loss Ajc  1,04,000
460,000 4,60,000

Prepare a Capital Reduction Scheme which in your opinion would be
necessary and redraft the Balance Sheet after incorporating your proposals for
submission to the Board of Directors. The cumulative preference dividends
are in arrears for two years,

(C.A. Final—November 1968)

28. Swastika Limited has passed throug heavy depression and losses. The
Directors now feel that the business has now turned the corner and therefore
request you to advise as to the basis on which a scheme of reduction of capital
should be put up before the different classes of shareholders.

The Ralance Sheet of the Company as at 30th June, 1961 was as follows :—

Capital & Liabilities Rs Assets & Properties Rs.
Share Capital Fixed Assets at cost 7,30,000
Authorised and Issued Stocks 1,75,000
f’?’g:lg.%eizl‘? pref. shares 5,00,000 lnv:;tn;!ents at cost 6(5),000
80,000 Egnity Shares of as »000
Rs. 10 each 8,00,000 | Profit & Loss Ajc :
Reserves 36,000 Loss b/f Rs. 4,93,000
Bank Overdrafts 37,000 Less Profit
Sundry Creditors 42,000 for the year 48,000 4,45,000
14,15,000 14,15,000

. 'The market value of thc Investments .was Rs, 73,000. Thc Preference
Dividend was in arrears for five years.

Se¢ out your views in the from of a report to the Directors, giving reasons

for the suggestions you make. (C.U. M. Com. 1961)
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(I) Purchase of a Business, Conversion etc.
1. What is Parchase of a Business :

Sometimes a limited Company already in operation igkes over some other
business trading more less on same lines. Again private businesses are frequen-
tly converted into limited Companies in order to secure the advantages enjoyed
by such a company. In some cases limited liability companies are newly formed
with the express purpose of taking over the business of an established concern
which may be a proprietorship or a partnership. The company acquiring the
business is called the purchaser and the person who sells the business to the
company is called the vendor and the amount payable for the business is known
as purchase consideration.

2. Determination of Purchase Consideration :

The purchase consideration is determined as per agreement. 1t is usually
calculated as follows :

The assets including goodwill taken over at agreed valuations are
added and liabilities taken over at agreed valuations are deducted to get
the net tangible assels. The amount of the net tangible assets is taken as
purchase consideration. The purchase consideration may also be agreed at a lump
sum.

Where the purchase consideration it greater than the amount of net
tangible assets, the difference is taken to be Goodwill. Where the purchase
consideration is less than the amount of net tangible assets, the difference is
transferred to Capital Reserve in the books of the new company.

Purchase consideration may be paid partly in cash and partly by the allot-
ment of shares and debentures of the new company. The shares may be allo-
tted as fully paid or partly paid and they may be issued at par or at premium,

Notes : (1) Fictitious assets having no realisable value should be ignored in
determining the purchase consideration. Such assets are debit balance of
Profit & Loss Account, Preliminary Expenses, Goodwill if of no value,
Revenue Expenditure temporarily capitalised, etc.

(2) Amounts such as capital, reserves (except bad debt reserve), credit
balance of Profit & Loss Account, etc. should not be taken into account.

(3) When business is taken over as a going concern, cash and goodwill
may be presumed to be taken over.

(4) Debtors and Creditors taken over only for collection and payment
shall not be considered in purchase consideration.

9) Distinction between provision and reserve should be carefully
followed. :

-

11



82 ACCOUNTANCY—PRINCIPLES & PRACTICE
3. Closing Journal Entries in the books of the Vendor :

Transactions

Journal Entries

(1) On transfer of all assets at book vlaues to
Realisation A/c :

Realisation A/c
To All Assets Alc

{2) On transfer of all liabilities at book values
to Realisation Ajc:

SundryLiabilities A/c ...
To Realisation A/c

(3) For Bad Debts Reserve and Depreciation
Fund Ajc:

Reserve for Bad Debts A/c
Depreciation Fund A/c ...
To Realisation A/c

Dr.
Dr.

(4) (1) When some assets mnot taken over by

hasing Company and those assets are
realised by vendor :

(b) For the amount of loss on realisation of

(a) Cash or Bank A/c
To Related Assets A/c

Dr.

(b) Realisation A/c Dr.
these assets : To Related Assets Afc
f,? For the amount of profit on realisation | (c) Bank A/c Dr.
these assets To Realisation Afc
(5) (a) When some liabilities are discharged by | (a) Related Liability A/c Dr.
vendor : To Bank Ajc
(b) For loss on discharge of liability : (b) Realisation A/c Dr.
To Liability A/c
(c) For profit on discharge of liability : (c) Liability A/c Dr.
To Realisation AJc
6) (a) For payment of Realisation Expenses : a) Realisation A/c Dr.
© ® pey ( To Cash or Bagk Alc
(b) () When Realisation Expenses are | (b) (i) Purchasing Company A/c Dr.
paid but to be borne by the purchasing To Cash or Bank A/c
Company ; (i) Cash or Bank A/c Dr:
(i1) On receipt of Realisation Expenses To Purchasing Company Ajc
from the purchasing Company
(7) For the amouat of 'pun:hlu consideration | Purchasing Company A/c Dr.
payable by purchasing Company : To Realisatioh A/c
(8) The Balance of Realisation Ajc will be
either Profit or loss : .
(a) For profit on realisation : (a) Realisation Ajc . . Dr.
To Propri%c:r‘s Capital A/c
Pmner(n)' Capital A/c
r
Shareholders’ A/c
(as the case may be )
(b) For Loss on realisation : (b) Proprietors’ ((:)arplml Alc Dr.
Partners’ Cu%t:l Ale Dr.
Shareholders’ A/c Dr.
To Realisation A/c
(9) On receipt of the amount of purchase consi- Cash or Bank A/c Dr.
y deration from the purchasing Company : Shares Ajc Dr.
o Debentures Ajc Dr.

To Purchasing Company’s'Ajc
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transfer of General Reserve, Credit | General Reserve Ajc
(w)b(a)l‘;nee of Profit & Loss A/c, Debenture | Profit & Loss A/c (Cr) .. Dr.
Redemption Fum‘l}.l l?ivid::}d Equalisation ggl:.:‘ntlgeERedﬁm%uonFFugd . g,
y . to Shareholders’ Afc: ividend Equalisation Fun .
Fund, etc. 10 8 To Shareholders’ Alc
(11) On transfer of Sharc Capital Afc and | Share Capital Afc Dr.
i eserve to Shareholders’ Afc : Capital Reserve Afc Dr.
Capitsl R © / To Shareholders’ Ajc
ransfer of fictitious assets such as Debit | Shareholders’ Ajc « Dr
2 lgllla:me .of P/L Alc, Preliminary Expenses To (related) Fictitious Assets A/c
etc. to Shareholders’ Afc :
13) On distribution of Cash, Bank, Shares, | Shareholders’ Ajc Dr.
( )De'l‘:cntures etc. to Shareholders : To Cash or Bank Afc
To Shares A/c

To Debentures Ajc
(with the amount of respective assets received
by them)

4. Journal Entries in the books of the Purchasing Company :

Transactions

Journgl Entries

(1) On taking over of assets and liabilities :

Various Assets A/cs (with agreed amounts)  Dr,
To Various Liabilities A/cs
(with agreed amoynts)
To Vendors® A/c_(with purchase Price)
(or Bnsiness Purchase A/c)

(2) Where the purchase consideration is greater
than net tangible assets :

The difference is to be debited to goodwill A/c

(3) Where the purchase consideration is less tha:

The difference is to be credited to Capital Reserve

the net tangible assets : Ale
(#) If the vendor is entitled to interest on | Interest Ajc Dr,
purchase price: ™ To Vendors’ Afc
—— (with the amount of Interest due)
(5)(a) If realisation expenses areto be borpe | (2) Goodwill Ajc Dr.
by purchasing Company : . Or
Preliminary Expenses A/c Dr.
® 0 ¢ () Vendors A6 e
n ent of the expenses : endors’ Afc Dr.
paym pen To Bank or Cash A/c
(6) For the payment of purchase consideration : | Vendor’s A/c Dr.
(or Business Purchase A/c Dr.)
To Share capital A/c

——

To Debentures A/c
To cash or Bank A/c
(what is given)

Hlustration 42

(Purchase of a sole proprietorship bussiness)

P, a manufacturer, has accepted an offer from the New Manufacturing Co.
Ltd. to acquire his business as from January.1, 1966.
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The purchase price is to be based on P’s Balance Sheet as at 31st December,
1965, subject to an agreed figure of Rs. 1,00,000 for the Goodwill and a valua-
tion of the fixed assets and the stock. The other items are to be taken over at
book figures. P is to retain the balance at the hank to guarantee the debtors
and to assume responsibility for any undisclosed liabilities.

The purchase price is to be discharged, so far as possible, by the issue of
Rs. 10 shares, fully paid, in the New Manufacturing Co. Ltd. at an agreed
market price of Rs. 15 per share. These shares are to be issued only in multi-
ples of 1,000 shares and balance is to be paid in cash.

P’s Balance Sheet as at December 31, 1965 is given below :

Liabilities Rs. Assets Rs.
Sundry Creditors 36,470 | Fixed Assets :

Outstanding expenses 2,750 Freehold Property 1,04,620

“apital Account 3,99,160 | Plant & Machinery 1,52,740
Current Assets :

Stock 1,16,770

Sundry Debtors 52,200

Balance at Bank 12,050

438,380 4,38,380

The Frechold Property was valued at Rs. 1,68,700, the Plant & Machinery
at Rs. 2,46,050 and the Stock at Rs. 1,26,750.

Expenses of the share issuc were Rs. 1,700 and were paid by the Company.
The purchase price was discharged on February 1,1966.

(a) Calculate the number of shares to be issued by the Company.

(b) Draw up the journal entries in the Company’s book to record the
above transactions, indicating those relating to cash

(North Bengal University, B. Com. Part II, 1966)

Calculation of Purchase Consideration :
Assets taken over by the New Manufacturing Co. Ltd. :—

Rs. Rs.
Goodwill 1,00,000

Freechold Property 1,68,700
Pant & Machinery 2,46,050

Solution

Stock 1,26,750

Sundry Debtors 52,200 6,93,700
Less ‘Liabilities taken over by the New Manufacturing Co. Ltd :—
e Sundry Creditors 36,470

Outstanding Expenses 2,750 39,220

Amount Payable to P as Purchase Price : 6,54,480
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Discharge of Purchase Consideration :

issued to P at the market price of Rs.

Shares of Rs. 10 each will be issued to P only in multiples of 1,000 shares.
The market price of each share is Rs. 15. So, 43,000 shares of Rs. 10 each can be

shares @ Rs. 15 per share is Rs. 6,45,000 (i.e. 43,000 x 15).
The Balance of Rs. 9,480 (i.e. Rs. 6,54,480—Rs. 6,45,000) will be paid to P

in cash.
In the Books of the New Manufacturing Co. Ltd. (i.e. Purchasing Company)

15 per share. The total value of 43,000

Journal Entries Dr. Cr.
‘ Rs. Rs.
ey 11 Goodwill Afc Dr. 1,00,000
| Freehold Property A/c Dr. 1,68,700
| Plant & Machinery A[c Dr. 2,46,050
Stock A/c Dr. 1, 26 750
Sundry Debtors A/c Dr. 52 200
To Sundry Creditors Alc 36,470
) To Outstandmg Expenscs A/c 2,750
! To P’s (Vendor’s) Afc 6.54,480
l (Being P’s Assets and Liabilities taken over as per agrcement)
Feb. 1/ P’s (Vendor's) Ajc . Dr. 6,54,480
{ To Share Capital Ajc 4,30,000
| (43.000 shares of Rs. 10 each)
X To Share Premium A/c 2,15,000
i (@ Rs, 5 on 43,000 shares)
| To Cash Afc 9,480
i (Being the issue of 43,000 shares of Rs. 10 each at Rs. 15 per
( share fully paid and payment of the Balance in cash in discharge
g of purchase consideration)
" ‘ Prehmlnary Expenses A/c Dr. 1,700
To Cash Ajc 1,700
i (Being expenses on issue of shares paid.)
. 1 Share Premium A/c Dr 1,01,700
! To Goodwill Ajc 1,00,000
| To Preliminary Expenses A/c 1,700

(Being ‘Goodwill and Preliminary Expenses written off ont of
Share Premium)

HNlustration 43

Note : Assumed that the fictitious assets i.e. goodwill and preliminary
expenses are written off out of share premium.

(Purchase of the business of a firm)

S. Ltd. was formed on Ist January, 1969 with Authorised Capital of 12,000
Equity Shares of Rs. 50 each and 4,000 Preference Shares of Rs. 100 each to
acquire the partnership business of B and C at an agreed price of Rs. 2,00,000
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The assets and liabilities of the business taken over wereas given
below :—

Liabilities Assets

RS. RS.
Sundry Creditors 25,000 Frechold Premises 1,00 000
Capital Accounts : Plant & Machinery 80000
B 1,25,000 Stock 20’000
C 75,000 Sundry Debtors 25’000

]

2,00,000

2,25,000 2,25,000

The purchase consideration was to be discharged on 15th January, 1969 by
the issuc of 1,000 Preference Shares of Rs. 100 each as fully paid up and 1,000
Equity Shares of Rs. 50 cach as Rs. 25 per share paid up and the balance to be
paid up by cash.

The remaining Preference Shares and 7,000, Equity Shares were issued on
15th January, 1969 to the public and were fully paid up.

You are requested to journalise the transactionsin the booksof S. Ltd.
assuming that the purchase consideration was fully paid off.

Give also the opening Balance Sheet of the company resulting from the
above transactions, as on 15th January, 1969.

Solution
In the Books os S. Ltd. (Purchasing Company)
Journal Entries Dr. Cr.
1969 . Rs. Rs,
Jan, 1| Freehold Premises A/e Dr. 1,00,000
Plant & Machinery A/c Dr. 80,000
Stock Ajc Dr. 20,000
Sundry Debtors A/c Dr. 25,000
To Sundry Creditors A/c 25.000
To B & C (Vendors) Ajc 2.00.000
(Being the assets and liabilities of B & C taken over as per e
agreement)
Jan. | B & C's (Vendors’) Ajc Dr.
15 To Preference Share Cu‘;iul Ajc 1,25,000 1,00,000
To Equity Share Capital A/c ’25:000

(Being Issue of 1,000 Preference Shares of Rs. 100 cach as fully
paid up and 1,000 Ejuity Shares of 50 each of which Rs. 25
per share paid up in part satisfaction of the purchase consi-
deration as per Board's resolution)

Jan. | Preference Share Application & Allotment A/c Dr. 3,00,000

15 To Preference Share Capital Afc 3.,00.000
(Being application and allotment moneys @ Rs. 100 per share e
duc on 3,000 Preference shares as per hoard’s resolution.)

1S | Equity Share Application & Allotment A/c Dr.
L To Equggl Share Capital A/c 3,350,000
gn a}’pgaﬂon and allotment moneys @ Rs. SO share
on 1y '

3,50,000

Equity Shares as per Board’s resolution
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Dr. Cash Book (with Bank Column only) Cr.
1969 i Rs. 1969 ! Rs,
Jan. | To Pref. Share Application & Jan. | By B & C’s (Vendors’) A/c 75,000
15 Allotment A/c 3,00,000 IS | (Being the amount paid
(Being application & allot- i to the vendors’ firm in full
ment moneys on 3,000 . satisfaction of purchase
preference shares received.) ., consideration.
1
ToE Share Analication & » By Balance cld. 5,75,000
o Equity Share A pplication . ;
Allotment A/c 3,50,000 ‘
" (Being the application and ‘[
allotment money on 7,000 i
equity shares received) | —
6,50,000 ; 6,50,000
——— | [——
s | To Balance b/d 5,75,000 ;
Balance Sheet of S. Ltd. as on 15th January, 1969
Liabilities Rs, Assets Rs.
Authorised Capital : Fixed Assets :
4,000 Pref. shares of Rs. 100 cach 4,00,000 Frechold Premises 1,00,000
12,000 Equity shares of Rs. 50 Plant & Machinery 80,000
cach, 6,00,000
. 10,00,000
Issued & Subscribed Capital | Current Assets :
a) 1,000 Pref. shares of Rs, 100 each
issued to Vendors for considera- Stock 20,000
tion other than cash 1,00,000 Sundry Debtors 25,000
Cash at Bank 5,175,000
(b) 3,000 Pref. Share of Rs. 100 each
fully called and paid up 3,00,000
(c} 1,000 Equity shares of Rs. 50
cach issued as Rs. 25 per share
paid up for cosideration other
than cash 25,000
(d) 7,000 Bqui!{ shares of Rs. 50
each fully called up & paid up 3,50,000
Sundry Creditors 25,000
8,00,000 8,00,000
ch—— (..
lustration 44 (Purchase of the business of a company and edjustment of goodwill.)

On January 1, 1963, Century Dealers Ltd. is taken over by New Enterpris¢
td. registered with an authorised capital of Rs. 40,00,000 divided into 4,00,000

juity Shares of Rs. 10 each.
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At December 31, 1962 the Balance Sheet of Century Dealers Ltd. stood as
follows :
Authorised, Subscribed, Rs.
and paid-up Capital : Rs. Goodwill 2,00,000
50,000 Equity Shares of Land & Buildings 2,80,000
Rs. 20 each 10,00,000 Plant & Machinery 6,60,000
10,000 6% Preference Furniture & Fittings 24,000
Shares of Rs. 100 each 10,00,000 Investments 4,00,000
20,00,000 | Stores & Spare parts 1,32,000
General Reserve 8,00,000 | Stock-in-Trade 6,80,000
Profit & Loss Afc (cr.) 1,00,000 | Sundry Debtors
Loan from Bank 50,000 (Good) 6,76,000
Sundry Creditors for goods 1,60,000 | Cash & Bank balance 78,000
Sundry Liabilities for expenses 40,000 Preliminary Expenses 20,000
31,50,000 31,50,000
Raa— —

The terms of taking over are as follows :

All the assets (including Goodwill and cash) and liabilities of the old
company are to be taken over by the new campany at the book values except
that—

(a) Plant & Machinery is to be reduced by 10%, (b) Furniture &
Fittings are to be reduced by 20%, (c) Investments are to be rated up by 5%
(d) Stock-in-trade is to be revalued ata 49 higher figure. The Purchase
consideration is to be met by 3 Equity shares (fully paid) in the new company
for each Equity Share in the old company ; 12 Equity Shares (fully paid) in the-
new company for each preference share in the old company and Rs. 2,10,000
in cash.

In the books of the Gentury Dealers Ltd. draw up, the Business Realisation
Account and Sundry Members Account.

Also show the opening entries in the books of the New Enterprise Ltd.

( C.U. B. Com. (Adv.) 1963—Adapted)

Solution In the Books of Century Dealers Ltd. (Vendor)
Calculation of Purchase Consideration : R
(i) 1,50,000 equity shares of Rs. 10 each fully paid being '
" @ 3 shares in New Enterprise Ltd. for 1 share in
Century Dealers Ltd. ... 15,00,000
(ii) 1,20,000 equity shares of Rs. 10 each fully pa:d being
@ 12 equity shares in New Enterprise Ltd. For |
" Preference share in Century dealers Ltd. 12,00,000°
(iii) €ash - 2,10,000

29,16,000
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Dr. (Business) Realisation Account Cr.
Rs. Rs.

To Goddwiil 2,00,000 | By Loan from Bank 50,000

,» Land & Buildings 2,80,000 | ,, Sundry creditors 1,60,000

., Plant & Machinery 6,60,000 | ,, Sundry liabilities 40,000

,, Furniture & Fittings 24,000 | ,, New Enterprises Ltd. A/c 29,10,000

,» Investments 4,00,000 (Purchase consideration)

,» Stores & Spare parts 1,32,000
,» Stock-in-trade 6,80,000
.» Sundry Debtors 6,76,000
» Cash at Bank 78,000
,, Balance c/d 30,000

31,60,000 31,60,000

| —e—— .
To Premium gga Redemption of By g:ltaﬂf:s ;?’ gn realisation—trans 30,000
P 2 - -

reference Shares 200000 | » g rred to Equity Shareholders’ Afc | 1,70,000

2,00,000 2,00,000

W — T —

Note : All assets taken over except Preliminary Expenses are transferred
to Realisation Account at book values.

Sundry Members A/c ( Equity Shares )

Dr. (i.e. Ordinary Shareholders’ A/c) Cr
Rs. Rs.
To Preliminary Expenses A/c 20,000 | By Equity Share Capital Ajc 10,00,000
»» Loss on Realisation 1,70,000 ,» General Reserve A/c 8,60,000
" Alc 2.10,000 | ., Profit & Loss A/c 1,00,000
» Bquity Shares in New Enterprise
Ltd, 15,00,000
19,00,000 19,00,000
R —— R —
. Sundry Members® A/c (Pref. Shares)
Dr. (i.e. Preference Shareholders® A/c) Cr.
. Rs. Rs.
To Equity Sharesin New Enterprise By Pref. Share Capital AJc 10,00,000
Ltd. 12,00,000 »» Premium on Redemption of
Preference Shares 2,00,000
12,00,000 12,00,000
e = 1L

Notes : (1) It is assumed that Preference Shares are non-participating.
(2) As Preference Shares are redesmed @ 12 Equity Shares of Rs. 10 each for
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1 Preferenee Share of Rs. 100 each, the preference sharecholders’ premium
on redemption will be Rs. 2,00,000 which amount is credited to the Preference

Sharcholders’ Afc.

In the Books of New Enterprise Ltd.

Valus of goodwill has been arrived at thus :

The total value of assets taken over :
Rs. Ks.
Goodwill 2,00,000
Land & Buildings 2,80,000
Plant & Machinery 6,60,000
Less Depreciation 66,000 5,94,000
Furniture & Fittings 24,000
Less Depreciation 4,800 19,200
Investments 4,00,000
Add Appreciation 20,000 4,20,000
Stores & spare parts 1,32,000
Stock-in-trade 6,80,000
Add Appreciation @ 4% 27,200 7,07,200
Sundry Debtors 6,76,000
Cash & Bank Balance 78,000 31,06,400
Less Liabilities Undertaken :
Loan from Bank 50,000
Sundry Creditors 1,60,000
Sundry Liabilities for
expenses 40,000 2,50,000
Net value of business taken over : 28,56,400
e

. The Purchase consideration is Rs. 53,600 (i.e. Rs. 29,10,000 - Rs. 28,56,400)
more than the net value of business acquired. This amount is taken as increased
value of Goodwill of the business acquired. So in the new company’s book
goodwill will be shown at a higher figure of Rs. 2,53,600.
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Opening Journal Entries Dr. Cr.
I Rs. Rs,
Sundry Assets A/c Rs Dr. 31,60,000 -
Goodwill 2,53,600
Land & Buildings 2,80,000
Plant & Machinery 5,94,000
Furniture & Fittings 19,200
1nvestments 4,20,000
Stores & spare parts 1,32,000
Stock-in-trade 7,07,200
Sundry Debtors 6,76,000
Cash & Bank Balance 78,000
To Loan from Bank 50,000
,» Sundry creditors for goods 1,60,000
,» Sundry Liabilities for Expenses 40,000
., Century Dealers Ltd, Afc 29,10,000
. (Being the assets and liabilities of Century Dealers Ltd. taken
over as per agreement)
Cash Ac Dr. 2,00,000
) To Share Capital A/c . 2,00,000
(Being issue of 20,000 shares of Rs. 10 each fully paid)
Century Dealers Ltd Ajc Dr. 29,10,000
. To Equity Share Capital A/c 27,00,000
: » Cash Afc . 2,10,000
(Being the issue of 2,70,000 shares of Rs. 10 each as fully paid
and payment of Rs. 2,10,000 in full satisfaction of purchase
I consideration.)

Note : Assumed that 20,000 shares of Rs. 10 each are issued to the public to pay
the amount of cash to the vendor.

Tllustration 45

. . Capital & Liabilities
Capital :

40,000 Equity shares ofRs. 10

cach fully paid
ls}\:s:irva‘:ml

undry itors

Profit & Loss Afc

(Purchase of the business of a Company & Calculation af

Capital Reserve)

The New Co. Ltd. was formed to take over the business of the Old Co.
Ltd. of which the Balance Sheet stood as follows :

Rs,

4,00,000
1,00,000
80,000

20,000

6,00,000

Property & Assets

Land & Building
Plant & Machinery
Furniture & Fixture
gundry Debtors

tock
Cash in hand & at Bank

Rs,

1,75,000
1,25,000
10,000
2,15,000
45,000
30,000
6,00,000

The Purchase consideration was Rs. 1,00,000 payable in cash ; Rs. 1,00,000
by the allotment of 1,000 4% Debentures of Rs. 100 each ; and three fully paid
shares of Rs 10 each of the New Co. Ltd. in exchange of four fully paid shares
of Rs 10 each of the Old Co. Ltd.
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The assets are to be taken over at their book values. The nominal capital

"of the New Co. Ltd was Rs. 5,00,000 divided into 50,000 Equity Shares of Rs. 10

each. Out of this, 30,000 shares had been allotted to the public and the Applica-

tion Money (Rs 2:50 per share) and Allotment Money (Rs 2:50 per share) had

been received in cash in full. On the due date the cash consideration was paid,

the stipulated Debentures were issued as fully paid and the vendor’s shares were
allotted. The Preliminary Expenses amounted to Rs. 10,000.

Give the Journal Entries to open the Books of the New Co. Ltd. and draw
up the opening Balance Sheet =~  (Burdwan University, B.Com. (Adv.) 1966)

Solution
(1) The purchase consideralion is ascertained thus

Rs.
(i) Amount payable in cash : 1,00,000
(ii) 1,000 4% Debentures of Rs. 100 each : 1,00,000
(iii) 3 shares of Rs. 10 cach of the New
Company for 4 shares of the OIld
Company issued : (i.e.w;mox3=30,000 3,00,000
shares of Rs. 10 each will be issued)
= Purchase Consideration 5,00,000
(2) Capital Reserye is ascertained thus :
Total Assets Rs. 6,00,000
Less liabilities 80,000
Net tangible assets = 5,20,000
Less Purcahse consideration 5,00,000
~ Capital Reserve 20_,000 )
Journal Entires in the books of the New Co. Ltd. Dr. Cr.
D 1,75,600 R
Buildings Ajc r. ,15, .
lll"lan:ts& & h‘;hclh‘;g.elylAlc Dr. 1,25,000
Furniture & Fixtures A/c Dr. 10,000
Sundry Debtors Ajc Dr. 2,15,000
Stock ALC‘ Dr, 45,000
Cash in hand and at Bank A/c Dr. 30,000
To Sundry Creditors Ajc 80,000
+» 01d Co, L1d. (vendors ) Ajc 5,00,000
., Capital Reserve Alc 20,000
(Being the assets and liabilities of Old Co. Ltd. taken over as
per agreement.)
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! iEsu
i 75,000 Rs,
| Cash or Bank Ajc . Dr.
To Ordi. Share Application Ajc 75,000 °
(Being application money @ Rs. 2.50 per share rcceived on
30,000 shares.)
T 75,000
I Ordi. Share Application Afc Dr.
y  To Ordi. Share Gapital A/c 75.000
! (Being the transfer of the application money @ Rs. 2'50 per '
\ share for, 30,000 shares allotted, to Share Capital A/c.)
75,000
| Ordi. Shares Allotment A/c .. Dr
To Ordi. Share Capital A/c 75.000
(Being_the allotment of 30,000 shares @ Rs. 250 per share *
as per Board’s resolution.
75,000
Cash or Bank A/c . Dr
To Ordi. Share Allotment A/c 75,000
(Being allotment money received @ Rs, 2'50 per share on 4
30,000 shares.)
5,00,000
0ld Co. Ltd. (Vendors’) Ajc w. Dr.
To Cash Ajc . 1,00,000
,» Ordinary Share Capital A/c 3.00,000
» 4% Debentures Afc . 1.00.000
(Being the payment of Rs. 1,00,000 in Cash, and issue of v
30,000 shares of Rs. 10 each fully paid and 1,000 49
Debentures of Rs. 100 cach to the Old Co. Ltd. in settlement
of purchase consideration.)
Preliminary Expenses A/c . Dr 10,000
To Bank A/c . ’ 10,000
(Being preliminary expenses paid.)
Capital Reserve Afc Dr. 10,000
To Preliminary Expenses A/c 10,000
(Being preliminary expenses written off against Capital
Reserve.)
Balance Sheet of the New Co. Ltd. as at.
Liabilities Rs. Assets Rs.
Share Capital : Fixed Assets :
Authorised : Land & Buildings 1,75,000
60,000 ordinarv shares of Rs. 10
each Plant & Machinery 1,25,000
.. Issued & Paid-up Caplital : 6,00,000
(i) 30,000 ordipary shares of Rs, 10 (== | Furniture & Fixtures 10,000
cach of which Rs. 5§ per share
called up and paid up. 1,50,000 Current Assets :
(ii) 30,000 ordinary shares of Rs. 10 Stock 45,000
cach issued for consideration other
than cash. 3,00,000 Sundry Debtors 2,15,000
. Reserve & Surplus :
Capital Reserve 10,000 Cash in hand and at Bank. 70,000
Secured Loans :
4% Debentures 1,00,000
Current Liabilities :
Sundry Creditors 80,000
s|4olooo 6&.000
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Note : Cash in hand and at Bank is ascertained as follows :

Rs.
As per Old Co. Ltd’s Balance Sheet 30,000
Add Issue of shares in cash 1,530,000
1,80,000
Less Cash paid to vendors Rs. 1,00,000 '
Preliminary expenses 10,000 1,10,000 Rs. 70,000
AREE———
Dlustration 46 (Adimission, Retirement, & Conversion)

Bose and Sen are partners sharing profits 3 : 2. On the 30th June, 1960,
they admit Gupta as a partner, and the new profit ratio is 2:2:]1. Gupta
brought in fixtures Rs. 3,000 and cash Rs. 10,000, the goodwill being (a) Bose
and Sen Rs. 20,000 and (b) Gupta, Rs. 10,000, but neither figure is to be
brought into the books.

On 31st December, 1960 the pertnership is dissolved, Bose retiring and the
other two prtners forming a Limited Company with equal Capitals, taking over
all remaining assets and liabilities, Goodwill being agreed at Rs. 40,000 and
brought into the books of the limited company. Bose agrees to take over the
business car at Rs. 3,700. Plant was sold for Rs. 3,000 being in excess of
requirements.

The profits of the two preceding years were Rs. 17,200 and Rs. 19,000
respectively and it was agreed that for the half year ended 30th June, 1960 the
net profit was to be taken as equal to the average of the two preceding years
and current year.

No entries had been made when Gupta entered, except for cash.

From the following Trial Balance, and the infromation given above show
the ledger entries in the books of the firm and the limited company, no new
books opened by the latter. Bose agrees to leave Rs. 50,000 on loan to the
company, secured by 6 per cent debentures :

Trial Balance, 31st December, 1960 - Dr. Cr.
Rs- Rs.
Bose — Drawings and Capital 5,000 35,000
Sen — Drawings and Capital 5,000 20,000
Gupta—Drawings and Capital 2,800 10,000
Debtors and Creditors 31,000 12,000
Plant (Book value of plant sold, Rs. 4,000) 23,000 :
Fixtures . 7000
Motor car 2,700
. Stock at 3]st December, 1960 13,000
Cash at Bank 16,300
Profit & Loss Account for the year ...  — 29,800
1,06,800 1,06,800
Solstion ' (C.U. M. Com. 1961)

Note : No new books of accounts are opened by the new company,
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Dr. Profit & Loss Appropriation Account Cr.
19¢0 . Rs. 1960 Rs.
June | To Partners’ Capital Afc Dec. | By Profit & Loss Ajc—
30 Rs. 31 Net profit 29,800
Bose § 13,200
Sen } 8,800 22,000
lgoic. To Partners’ Capital A/c
Fose § 3,120
Sen } 3,120
Gupta § 1,560 7,800
29,800 29,800
e ——— e

Note : Profit upto 30th June 1960 calculated as follows :
Profits for preceding years = Rs. 17,200 + Rs, 19,000 = Rs. 36,200
Add profit for the current year ... Rs. 29,800

Rs. 66,000
B0~ Rs. 22,000
The profit for the half year ending 30th June, 1960 will be equal to this
average.

~ Average profit will be Rs.

Dr. Cash Book Cr.
1
1960 Rs. 1960 Rs.
Dec. Dec.
81 | To Balance b/d 16,300 31 | By Bose’s Capital Alc 7,620
To Plant A/c (sold) 3,000 - ,» Sen's Capital A/c 7.580
To Gupta’s Capital A/c 7,580 o (to adjust share Capital)
(to adjust share Capital) ,» Balance c/d 11,680
26,880 26,880
e ——"1 —————
Hlustration 47 ( A Gonuversion Scheme )

Ramesh and Ishan are:partners sharing profits and losses in the proportion

of 3 : 1 after providing interest on capital at 5% per annum and salary of Rs.
4,800 to Ramesh and of Rs. 4,200 to Ishan per annum. But as from Ist october
1965 they decide to change their profit sharing ratio to 5 : 2, other conditions
being the same. The Balance Sheet as at 30th September, 1965 is given below :—

Rs. Rs.
Trade Creditors ... 27,600 Cash Balances 17,400
Loan : Ishan o 12,000  Trade Debtors 39,000
Capital : Stock in hand 44,400
T Ramesh ... 54,600 Furniture & Fixture 4,800
Ishan ... 34,200 Plant & Machinery 22,800

1,28,400 1,28,400
—
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They also decide to convert the firm into a private limited company on

the understanding that the relative position of the partners on the new basis

shall be preserved. It is further agreed that the private limited company will

take over at the book values all the assets except the plant and machinery which
is to be taken at Rs. 30,000 and goodwill at Rs. 33,600.

You are requested to submit a report containing your recommendations

to carry out the desired arrangements and to show the opening Balance Sheet

of the new company. Ignore all expenses.
(C. U, M. Com. 1965)

Solution
The Partners
Messrs. Ramesh & Ishan
Calcutta-4

Dear Sirs,

As requested we have the pleasure in submitting hereunder the proposed
scheme for conversion of your partnership business into a private limited
company.

Suggested Scheme

1. The capitals of the partners are not proportionate to their respective
share in profits and losses. If there were heavy profits or losses on revaluation
of the assets some cash adjustments might be necessary between the partners. In
order to retain the similar position in the proposed company the following
adjustments are recommended.

2. The capital accounts after adjustment of goodwill and profit on
revaluation of assets will be as follows :

Ramesh Ishan
Rs. Rs.
Present Capital 54,600 34,200
Add Share of profit on revaluation of Plant
& Machinery in the ratio of 3 : 1
(Rs. 30,000 - Rs. 22,800)=Rs. 7,200 ... 5,400(3) 1,800(})
» Share of goodwill i.e. Rs. 33,600
in the ratio of 3 : 1 25,200(3) 8,400(3)
© 785,200 44,400
Less Capitals in new profit sharing ratio
i.e.5:2 85,200 34,080
Surplus Capital held by Ishan over Ramesh X 10,320

19
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3. In the event of liquidation Ishan should receive out of the realisation ~!
of the assets an amount of Rs. 10,320 before Ramesh receives anything. So,
it is proposed to issue to Shri Ishan 1,032 6% Preference Shares of Rs. 10 each
fully paid. Itis also suggested to issue 11,928 Ordinary Shares of Rs. 10 each
fully paid to the partners—Ramesh 8,520 shares and Ishan 3,408 shares.

4. The proposed company may be registered with an authorised capital
of (a) 15,000 ordinary shares of Rs. 10 each and (b) 5,000 g%, preference shares
of Rs. 10 each. .

5. Ishan may be compensated by issuing 120 69, Debentures of Rs. 100
each to him for his outstanding loan of Rs. 12,000.

6. Itis suggested that Sri Ramesh and Sri lshan should be appointed
wholetime directors and paid a monthly salary of Rs. 800 and Rs. 700
respectively.

7. The Balance Sheet of the proposed company is enclosed herewith for
your ready reference.

We hope you will find the suggested scheme in order. We shall be glad
to give you any further information you may require.

Yours faithfully
Chartered Accountants

Balance Sheet of the Company as at 1.10.1965

Liabilities Rs. Assets Rs.
Authorised Capital : S Fixed Assets :
15,000 ordinary shares of Plant & Machinery 30,000
Rs. 10 cach 1,50,000 Furniture & Fixtures 4,800
5,000 6% preference shares of Goodwill 33,600
Rs. 10 each 50,000 .
Current Assets Loans & Advances :
2,00,000 Stoch-in-hand 44,400
o]  Trade Debtors 39,000
Cash Balances 17,400
Issued & Paid up Capital : .
11,928 ordmary shares of
Rs. 10 each’ 1,19,280
1,032 69, preference shares of
Rs. 10 each 10,320
Secured Loans :
6% Debentures 12,000
Current Liabilities & Provisions :
Frade Creditors 27,600
1,69,200 1,69,200
1] R —




EXERCISE

Purchase of Sole proprietorship business :
1. C. Dutta’s Balance Sheet at Dec. 31, 1957 was as follows

Rs. Rs.
Sundry Creditors 10,000 | Property 1,00,000
Bills payahle 40,000 | Plant & Machinery 50,000
Capital 3,15,000 | Stock 1,50,000
Sundry Debtors 60,000
Bank 5,000
Rs. 3,65,000 Rs. 3,65,000

A Limited Company was formed to purchase the business for the sum of
Rs. 4,00,000 payable as follows : 5% Debentures Rs. 1,00,000 ; 8% Preference
Shares Rs. 1,00,000 ; Equity Shares Rs. 1,50,000 ; and the balance in cash,
the company agreeing to take over all liabilities.

The registered capital of the company was Rs. 5,00,000 divided into 20,000
Pref. Shares and 30,000 Equity Shares of Rs. 10/- each.

5,000 Pref. Shares and 5,000 Equity Shares were offered for subscription
to the public. The Preference Shares were issued at par payable Rs. 2:50 on
application, Rs. 2:50 on allotment, and the balance one month after allotment.
The Equity Shares were issued at Rs. 12-50 per share payable Rs. 2:50 on
application, Rs.5 on allotment (including Rs. 2:50 as premium) and Rs. 5
one month after allotment.

The issued capital was fully subscribed, and the shares and debentures
including the vendor’s were allotted. All calls were duly paid except the
amount due on allotment and final instalment on 50 Equity Shares which were
forfeited.

The company paid the vendor the amount due to him in cash, and also
Rs. 7,000 for Preliminary Expenses.

Record the above transactions in the company’s ledger, and prepare a
Balan ce Sheet showing the position of the company.’

(C. U. B. Com, (Comp) 1942— Adapted)

(Ang: Balance Sheet Total—Rs. 5,12,000)
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2. The Handloom Products Ltd. was formed to acquire the business of
Kapadawala & Co., whose Balance Sheet at the date of purchase was agreed
as follows :—

Rs. Rs.

Creditors i 2,500 | Cash in hand 175
Capital 13,000 | Cash at Bank 825
Debtors 3,100

. Stock-in-trade 5,000

Fixtures etc. 500

Machinery 3,900

Leasehold Premises 2,000

15,500 15,500

The agreement entered into provided that the purchase price should be
Rs. 18,000 payable as to Rs, 12,000 in Cash and as to Rs. 6,000 by the allotment
of 600 fully paid shares of Rs. 10 each in the Company. The Nominal Capital
of the Company was Rs. 30,000 of which 2,000 shares of Rs. 10 each were
allotted on Ist July, 1958 payable as to Rs. 5 on application, Rs. 5 on allotment.
Show the opening Journal Entries of the Handloom Products Ltd.

(Institute of Bankers, 1959)

(Ans ; The amount of goodwill Rs. 5,000 being excees of purchase
consideration over net value of assets acquired.)

Purchase of partnership firm : '

3. Careful and Painstaking Ltd., is a company formed to take over the
partnership business of Sleeper and Idler with effect from January 1, 1955 on
which date the Balance Sheet of the firm stood as follows :

Liabilities Rs. Assets Rs.
Sundry Creditors 15,72,200 Leasehold Land 60,000
Bills Payable 2,36,000 Buildings . 1,20,000
Outstanding Liabilities for expenses 19,500 Furniture & Fittings 8,000
Loan from Bank 3.69,000 Plant & Machinery 3,75,000
Capital Accounts : Sundry Debtors 10,14,000
Rs. Bills Receivable £,83,000
¢ leeper 30,000 Stock-in-hand 90, 000
Idler 25,000 ) Rs.

| 55,000 Cash in hand 200

Cash at Bank 1,500
1,700
22,51,700 22,51,700

—

The assets are to be taken over at the following values :—
L.easehold Land, as per Balance Sheet ; Buildings at Rs. 40,000 ; Furniture
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and Fittings at Rs. 4,000 ; Plant & Machinery at 2,50,000 ; Sundry Debtors at
75 per cent ; Bills Receivable at Rs. 4,00,000 ; Stock at Rs, 75,000,

Regarding liabilities, Sundry creditors have made a compromise at 50
per cent ; Holders of Bills Payable have agreed to forego 25 per cent of their
claims ; Outstanding liabilities are settled at 50 per cent. Loan from Bank is
to be paid in full.

The purchase consideration has been fixed at Rs. 40,000, half to be paid
in cash and half in fully paid shares of the company at par.

The company has been registered with an authorised capital of Rs.25,00,000
divided into 25,000 Equity Shares of Rs. 100 each.

10,000 shares (including shares payable to vendor) have been issued at par.
They have been called in full and all calls due have been received. The
Preliminary Expenses in connection with the formation of the company amount
to Rs. 25,000 and share selling commission to Rs. 12,000.

Show the opening Balance Sheet of the Company with the assets and
liabilities as stipulated.

(C. U. B. Com. (Compartmental) 1955)
(Ans: Total of Balance Sheet : Rs. 25,88,200)

4, Set out below is the Balance Sheet as on 31st December 1943, of Messrs
Black and White_who are equal partners :

. £ £
T’? Capital : By Land and Buildings 22065
J. Black 30,000 »* Machinery & Plants 12,800
” W. white 20,000 » Stock 10,760
50,000 »* Sundry Debtors. 4,250
”* Sundry Creditors 3,700 » Cash at Bank 2,750
» Investments 1,075
53,700 53,700

.+

A Limited Company with a Nominal Capital of £ 1,00,000 in ordinary
shares of £1 each, was formed to acquire and carry on the business. The vendors
guranteed the debts, and agreed to pay off the creditors. The company took
over the whole concern with the exception of the cash and investments, the
Purchase price being agreed at £ 60,000. The vendors were paid as to £ 50,000
in fully paid ordinary shares and as to the balance in cash. The balance of the
share capital was taken up by the public and fully paid up. Show the entries
to close books of the old firm and to open those of the new company,

(London chamber of commerce)
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5. H. Dutt, J. Boseck and R. Kapoor carrying on the same class of
business, decided to combine and form into a private limited company on
1.10.62 by taking over their assets and liabilities at their book values. The capi-
tal of the company was to be Rs. 6,00,000 in Rs. 10/- equity shares, all of which
are to be issued as fully paid shares to their vendors in proportion to the in-
terests handed over.

On 30.9.62 the book values of various assets and liabilities were as follows :

H: Dutt J. Boseck  R. Kapoor

Rs. Rs. Rs.
Stock 80,250 72,465 1,50,500
Sundry Debtors 54,225 1,38,700 2,66,410
Bills Receivable 23,730 23,750 —
Bank Overdraft -- 18,850 -
Cash at Bank 13,425 —_ 62,650
Sundry Creditors 30,000 87,725 2,40,730
Bills Payable 45,000 —_ 1,02,780
Reserve Account — —_ 50,000

Rs. 7,900 was paid by the company as preliminary expenses. Show the
opening journal entries of the company and draft the Balance Sheet as at
1.10,62. . (C.U. M.Com. 1962)

(Ans : Balance Sheet total Rs. 11,06,285)

Purchase of the business of a Company :

6.The Balance Sheet of the Poona Beauty Products Limited as at 3]st
December 1965 was as under :—

Capital ¢ Rs. . Rs.
12,000 Equity Shares of Rs. 50 Land & Building  5,00,000
each fully paid 6,00,000 | Plant & Machinery  2,00,000

Sundry Creditors 1,50,000 | Trading Stock 70,000

Bank Overdraft 1,30,000 | Sundry Debtors 1,00,000

Profit & Loss Afc (Dr.) 10,000

~'3,80,000 3,80,000

-The Company went into liquidation and sold its assets. to the Poona
Modern Elegant Preparations Limited for Rs. 7,65,000 which were agreed to be
paid by the latter Company in the following manner :

(i) Rs. 2,85,000 in cash which could enable the Poona Beauty Products
.Ltd..to discharge its Sundry Creditors and Bank Overdraft and to meet-the cost
of winding up of Rs. 5,000,
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(i) Rs. 4,80,000 in the form of allotment of 48,000 Equity Shares of Rs. 10
each fully paid in the Poona Modern Elegant Preparations Limited.

Pass the necessary Journal Entries for (a) closing the books of the Poona
Beauty Products Limited and (b) recording the purchase transactions in the
books of the Poona Modern Elegant Preparations Limited.

(Institute of Bankers, 1966)

7. Light Ltd. takes over the business of Dark Ltd. as from Ist June, 1949,
on the following terms :—(a) Assets and Liabilities are to be taken over at their
book values, (b) 4% Debentures of Rs. 100 each of Dark Ltd. are to be re-
placed by 5% Debentures of Rs. 100 each of Light Ltd, at 1% premium. (c)
2 shares of Light Ltd. of Rs. 10 each at par to be given in exchange for 3 shares
of Dark Ltd. of Rs. 5 each. The following is the Balance Sheet of Dark Ltd.
on which the taking over is to be effected

Capital Rs. Rs.
40,000 shares of Rs. 5 cach 2,00,000 Plant & Machinery 2,50,00
4% Debentures of Rs. 100 Land & Buildings 1,20,000
each 1,00,000 Furniture & Fixtures 25,000
Reserve Fund 20,000 Debtors 15,000
Creditors 2,90,000 Stock 1,80,000
Profit & Loss Afc 10,000 Investments 25,000
Cash Balance 5,000
6,20,000 6,20,000
e e —"
Close the books of Dark Ltd. and show the opening entries in the books
ol Light Lid. (G-U. B. Com. (Adv.) ]950)

( Ans: Profit on realisation Rs. 36,670 )

8. <A’ Co. Ltd. decides to sell its business to the “B” Go. Ltd. as on
31st December, 1962.

On that date the Balance Sheet was as follows :—

Liabilities Rs. Assets Rs.
Paid up Capital Freehold property 1,50,000
20,000 Equity Shares Plant & Tools 15,000
of Rs. 10 each 2,00,000 Stock-in-trade 35,000
5% First Mortgage Debentures 1,00,000 Sundry Debtors
Sundry Trade Creditors 30,000 (all good) 40,000
Reserve Fund 50,000 Bills Receivable 20,000
Profit & Loss Alc 20,000  Goodwill 40,000
Cash in hand and
at Bank 1,00,000

4,00,000 4,00,000
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The «B” Co. Ltd., agreed to take over the assets (exclusive of Goodwill
add cash) at the amount stated in the above Balance Sheet, to discharge
thereout the liabilities to Trade Creditors and to pay Rs. 1,00,000 for Goodwill,

The purchase price was to be discharged by the allotment to the «A’* Co.
Ltd. of 12,000 Equity Shares of Rs. 10 each in the Capital of the «“B”’ Go- Ltd.
at Rs. 12:50 per share and the balance in cash.

The «“A” Co. Ltd went into voluntary liquidation and Mr. Straight.
forward was appointed Liquidator. The expense of the liquidation amounted
to Rs. 3,000.

Close the books of <“A’ Go. Ltd. and show what the shareholders will
receive in all. (Institute of Bankers, 1963)

9. The Anglo-Egyptian Co. Ltd. decides to sell its business to the British
& Colonial Co. Ltd. as on 31st December 1943 :—

On that date its Balance Sheet was as [ollows ;—

Laibilities £ Assets L
Paid up Capital Freehold Property 15,000
20,000 share of £ I each 20,000 Plant and Tools 1,500
5% First Mortgage Debentures 10,000 Stock-in Trade 3,500
Sundry Trade Creditors 3,000 Sundry Debtors

Reserve Fund 5,000 (all good) 4,000
Profit & Loss Account 2,000 Bills Receivable 2,000
Goodwill 4,000

Cash in hand and at
Bank 10,000
40,000 40,000

The B & C Co. Ltd. agreed to take over the Assets (exclusive of Goodwill
and cash) at the amounts stated in the above Balance sheet to discharge
thereout the liabilities to Trade Creditors, and to pay £ 10,000 for Goodwill.

The purchase price was to be discharged by the allotment to the A. & Co.
Ltd. of 12,000 shares of £ | each in the capital to the B & C Co. Ltd. at 25s per
share and the blance in cash.

The A. & Co. Ltd. went into voluntary liquidation and X was appointed
liquidator. The expenses of liquidator amounted to £ 300.

Write up and close the bocks of the A. & Co. Ltd. and show what the
shareholders will receive in all.

(Chartered Accountants)

‘-( Awms : Profit on Realisation £ 5,700 ; Shareholders to receive : £ 15,000
in Shares and £ 17,700 in cash).
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10. Smallfry Ltd. entered into an agreement with Giant Ltd. whereby the
latter undertook to acquire the Goodwill and Assets, apart from cash, of the
former as on December 31, 1965. A summary of Smallfry Ltd.’s Balance Sheet
on that date was as follows :

Liabilities Rs. Assets Rs.

Share Capital : Buildings, Plant and
In Shares of Rs. 10 each  6,60,000 Machinary 6,30,000
General Reserve including Goodwill 60,000
profit & Loss Account 1,08,000 Stock on hand 1,15,000
6% Debentures 1,20,000 Sundry Debtors 27,000
Sundry Creditors 12,000 Cash at Bank 68,000
9,00,000 9,00,000

For the purpose of acquisition, the Buildings, Plant and Machinary
were valued at Rs. 8,20,000 and stock on hand at Rs. 1,20,000. The Sundry
Debtors were taken over at their book values subject to an allowance of 5% in
respect of any debts that might prove to be doubtful. Smallfry Ltd. were to
discharge liabilities other than the Debentures. In consideration of the acquisi-
tion, Giant Ltd. undertook :—

(a) to issue 80,000 of their Rs. 10 Equity Shares, fully paid, at Rs. 12 per
share ; (b) to issue, in discharge of the 6% Debentures of Smallfry Ltd. at a
premium of 5%, Debentures at a discount of 4%, as would be sufficient for the
purpose ; (c) to pay cash equivalent to Rs. 2 per share in respect of the shares
in Smallfry Ltd.

Give the Journal Entries to record the above mentioned transactions in
the books of Giant Ltd. and state what course you would suggest as regards
the discount on the 5% Debentures issued.

(C.U. B. Com. (Adv.) 1966)
{Ans : Purchase Consideration—Rs. 12,18,000.)

11. D Ltd. was formed to take over the business of G. L;d. on and from
Ist January, 1960, on the basis of the latter’s summarised Balance Sheet
as under:

Rs. Rs.
Share Capital 80,000 | Goodwill 10,000
General Reserve 15,000 | Plant & Machinery 75,600
Profit & Loss Ajc 4,500 | Stock 28,350
539 Debentures 24,000 | Debtors 29,050
Creditors 18,170
Bank Overdraft 1,330

———een.

1,43,000 | 1,43,000
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The agreement provided that :—

(a) D Ltd. should issue to G. Ltd. 6,000 Equity Shares of Rs. 10 each,
fully paid, at an agreed value of Rs 12:50 per share. (b) D Ltd. should pay
Rs. 50,550 in cash to G. Ltd. (c) D. Ltd. should issue such an amount of 59
Debentures at a discount of 4% as would be sufficient to discharge the existing
Debentures of G. Ltd. at par. (d) G. Ltd. should discharge its own liabilities,
(¢) The Plant & Machinery of G. Ltd. should be valued at Rs. 80,000
stock at Rs. 27,500 and Debtors-at book value, subject to a provision of Rs.
500 for bad and dubtful debts.

Show the Journal Entries in the Books of D. Ltd. and prepare its opening
summarised Balance Sheet.

(C.U. B. Com. (Adv) 1964-adapted)

(Ans: Purchase Consideration Rs. 1,49,550; Balance Sheet total
Rs. 1,50,500)

Conversion Scheme :

12. Sen and Bose are in partnership as wholesale dealers, sharing profits and
losses in proportion of 3/5 and 2/5 respectively. They also decide to allow
interest on capital and loan at 5% per annum and that Sen will receive a salary
of Rs. 400 per month and Bose of Rs. 350 per month.

Balance Sheet as on 30th June, 1963

Rs. Rs.

Capital and Liabilities Assets
Sundry Creditors 40,000 Goodwill 4,000
Loan—Sen 16,000 Cash at Bank 5,000
Capital Accounts : Sundry Debtors 36,000
Sen 60,000 Stock 93,000
Bose 29,000 Furniture 7,000
1,45,000 1,45,000

They how decide:to share profits and losses in proportion of 4/7 and 3/7
from lst July, 1963, other provisions continuing. They, also decide to convert,
thefirm into a private limited company on the understanding that the relative
position of the partners on the new basis should be preserved. Value of good-
will is agreed at Rs. 14,000.

You are required to submit your recommendation in the form of a report
to the -partners to carry out the desired arrangement. Show also the commien-
cmg Balance Sheet of the new company. Preliminary expenses of the ¢ompany

and realisation expenses of the firm may be ignored.
. (c. U- Mi Como lgsS)
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13. Rudra and Iyer are in partnership as wholesale dealers, sharing
profits and losses in proportion of three-fifths and two-fifths respectively. They
also decide to allow interest on capital at 5% per annum and that Rudra will
receive, a salary of Rs. 800 per month and lyer of Rs. 700 per month.

The following is their Balance Sheet as on 30-9-62 : .
Rs. Rs.
Sundry Creditors 23,000 Bank Balance 4,000
Loans and Advances 10,000 Sundry Debtors 37,000
Capital Accounts : Stock 1 32,500
Rudra 45,500 Plant & Machinery 21,200
Iyer 28,500 Furniture & Fixtures 12,300
1,07,000 1,07,000

They now decide to share profits and losses in proportion of four-seventh
and three-seventh from 1-10-62, other provisions continuing. They also
decide to convert the firm into a Private Ltd. Co. on the understanding that
the relative position of the partners on the new basis should be preserved.
Goodwill is agreed at Rs, 14,000.

You are required to submit your recommendation in the form of a report
to the partners to carry out the desired arrangement. Show also the
commencing Balance Sheet of the new company. Preliminary expenses of the
company and the realisation expenses of the firm may be ignored.

(C. U. M. Com. 1962)

14. The following is the Summarised Balance Sheet of M]s. Sur, Sen,
and Sarkar Co. as on 31st August, 1961 :—

Rs. Rs.
Sundry Creditors 2,000 | Fixed Assets
Loan Account— Less Depreciation 90.000
Sen 10,000 | Goodwill 10,000
General Reserve 8,000 Floating Assets 75,000
Capital Account—
Sur 70,000
Sen 60,000
Sarkar 25,000
1,75,000 1,75,000

Sur, Sen and Sarkar are sharing profits in the ratio 2: 2 : 1 after providing
for the following : (a) Salary of Rs. 2,000 and Rs. 3,000 to Sen and Sarkar each
year. (b) Interest on loans. (c) Interest on capital @ 4%.

. They now decide to form a private limited company to take over the
business as from 1st September, 1961. The assets and liabilities are to be taken
over by the company at book values with the exception of goodwill which is
to be taken over at Rs. 51,000. The partners now request you to suggest the
allocation of capital and interest of the partners in the new company so as to
preserve as far as practicable the same rights as between themselves as obtained.
In the partnership. '

(C, U. M. Gom, 1961)
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(J) Amalgamation, Absorption & Reconstruction
1. Amalgamation :

When a new company is formed to take over the business of two
or more companies engaged generally in the same line of production or
business activities, it is called Amalgamation. The constituent companies go
into liquidation and shares of the newly formed company are issued to the
liquidators of the amalgamating companies by way of consideration.

2. Absorption :

When an existing company buys out the business of other existing
companies, it is called absorption. In this case the absorbed company is liquidated
and shares would be issued to the liquidator of this company by way of
purchase consideration.

3. Reconstruction :

Reconstruction is of two types—internal and external. Internal reconstruction
means capital reduction which is already discussed. External reconstruction
means formation of a new company to take over the business of an existing
company which is then liquidated. When a company is over-capitalised
or suffers heavy loss it requires external reconstruction. The newly formed
company will issue shares and debentures by way of purchase consideration,
which would be distributed amongst the shareholders, debentureholders,
creditors etc.

4. Purchase Consideration :

The element of purchase of business is present in each of the
cases of amalgamation, absorption and reconmstruction (external)., So,
purchase consideration is required to be determined in each of these cases,
The determination of purchase consideration is same as already discussed in
the previous chapter (Purchase of Business, Conversion etc.).

5. Moutual Indebtedness (Inter-Company Owings) :

Mutual indebtedness, that is, amounts owing by the selling company to
the purchasing company or vice versa will be eliminated at the time of
amalgamation, absorption or purchase of business.

"It should be noted that the purchasing company will take over the entire
stock of the vendor company. This stock may include the goods sold by
purchasing company to the vendor company. On re-acquisition of this stock
by the purchasing company, the profit must be eliminated. By this goodwill
or capital reserve as the case may be, will automatically be adjusted.

¥ any poftion of the goods purchased by the purchasing company from
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the vendor company remains unsold, the unrealised profit charged by the
vendor company will have to be eliminated by debiting Goodwill or Capital
Reserve,-as the case may be, and crediting Stock Account.

6. Inter-Company holdings :

(a) When shares are already held by the vendor company in the purcha-
sing company, these shares can not be taken over with the other assets as it is
illegal under Companies Act to acquire one’s own shares. In such a case the
shares already held by the vendor compamy are to be deducted from the
number of shares that would have been otherwise allotted to the selling
company.

(b) When shares are already held by the purchasing company in the
vendor company the purchase consideration has to he adjusted for the shares
held. As purchasing company which is also a shareholder of the vendor
company, can not be paid in terms of its own shares, only the shares to be given
1o the outside shareholders should be issued by the purchasing company to the
liquidator of the selling company.

(c) When Shares are held hy tbe purchasing company in the selling
company and the selling company in the purchasing company, it is called
crossholding.

7. Treatment in Accounts :

Accounting treatment is same as in the case of business purchase already
discussed. In each of the cases of amalgamation, absorption and reconstruction
where the procedure for the liquidation of a company is needed, a Realisation
Account is opened in the books of the liquidated company and all assets and
liabilites are transferred to this account. Employees’ Provident Fund, Super-
annuation Fund, Pension Fund etc. are also transferred to this account if these
liabilities are taken over by the purchasing company. Then Realisation Account
is credited and Purchasing company is debited with the agreed amount of
purchase consideration. The balance of Realisation Account is transferred to
Sharcholders’ Account.

Equity Share Capital, Reserves and Surplus, and accumulated loss will be
transferred to the Shareholders’ Account.

Note : The accounting procedure suggested above is not actually followed in
practice. The liquidator opens his own set af books and maintains
accounts in his own procedure which is different from normal Double Entry
System.

(a) Journal Entries to close the books of the Company going into liquidation will be
same as discussed in relation to purchase of business. .
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(b) Journal Entries in the books of the Purchasing Company :

(1) On taking over of assets and liabilities :

Various Assets A/cs Dr.
(with agreed amounts)

To Various Liabilities A/c
(with amounts)

To Liquidator of old campany A/c
(with purchase price)

(2) When the purchase consideration is greater
than net tangible assets ;

The difference is to be debited to goodwill AJc.

(3) When the purchase consideration is less

The difference is to be credited to Capital

than net tangible assets : Reserve Afc.
(4) If the quchuigg company agrees to bear | Good will or Capital Reserve A/c Dr.
the expenses of liquidation of the vendor company. To Cash or Bank A/c

Note: This entry need not be passed if the
amount of expenses is included in the purchase
consideration.

(5) On payment of purchase consideration to
the Vendor Company :

Liquidator of the Vendor Company A/c ... Dr.
To Share Capital A/c

To cash or Bank A/c

To Debentures A/c

( what is given)

Alternative method of recording the transactions in the books of the
purchasing company i.e. when a Business Purchase Account is opened :

Transactions Journal Entries
(1) For the full amount of purchase consi- (1) Business Purchase A/c Dr.
deration : To Liquidator of Old Co. A/c
(2) For the various assets taken over : (2) Various Assets A/cs - Dr.
To Business Purchase A/c
(8) For the various liabilities taken over : (3) Business Purchase A/c Dr.
To Various Liabilities A/cs
(4) To transfer the balance of Business pur-
chases A/c:
(i) If credit balance (i) Business Purchase A/c Dr.
To Capital Reserve .
(ii) If Debit balance (ii)) Goodwill A/c Dr.
To Business Purchase A/c
(5) On payment of the purchase (5) Liquidator of Old Co. A/c Dr.

consideration :

Tllustration 48

To Cash or Bank Afc
»» Equity Share Capital A/c
., Pref. Share Capital A/c
.» Debentures A/c

( as the case may be ) -

( Opening entries and amalgamated Balance Sheet : )

- Two companies with similar business decide to amalgamate on the basis
of their respective Balance Sheets as shown below, and form themselves into a
new company called Indo-Pakistan Manufacturing ,Corporation Ltd. Show by
working what amount of shares in the Indo-Pakistan Manufacturing Corpora-
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tion Ltd. will be due to the shareholders of the old companies and give the
opening entries and the Balance Sheet of the Indo-Pakistan Manufacturing

Corporation Ltd.
Hindustan Manufacturing Co. Ltd.

Balance Sheet
Share Capital Rs. Rs.
10,000 Shares of Rs .20 Land & Buildings 1,20,000
cach, fully paid 2,00,000 |, Plants & Machinery 60,000
Sundry Creditors 35,000 " Stock 80,000
Reserve Fund 44,000 Debtors 50,000
Dividend Reserve 30,000 Cash at Bank 5,000
Profit & Loss Appropriation
Alc  -6,000
3,15;000. 3,15,000

Pakistan Manufacturing Corporation Ltd.
Balance Sheet

Share Capital : Rs. Rs.
12,000 Shares of Rs. 20 Land & Building 1,10,000
cach fully paid 2,40,000 | Plant & Machinery 80,000

Creditors 80,000 | Stock 50,000

Bank Overdraft 20,000 | Debtors 40,000

Profit & Loss Afc (Loss) 60,000
3,40,000 3,40,000

The Goodwill of the Hindustan Manufacturing Co. Ltd. was valued at
Rs. 40,000 and that of the Pakistan Manufacturing Corporation Ltd. was taken

at nil. (Institute of Bankers, 1960)
Solution.
(1)  Purchase consideration is arrved at as follows :
Assets acquired Hindustan Pakistan
Manufacturing Manufacturing Corpn
Co. Ltd. Ltd.
Land & Buildings 1,20,000 1,10,000
Plant & Machinery 60,000 80,000
Stock 80,000 50,000
Debtors 50,000 40,000
Cash at Bank 45,000 —_
Goodwill 40,000 —_
3,55,000 Less : Sundry 2,80,000
Creditors
Less : Sundry Creditors 35,000 & Bank 1,00,000
: Overdraft

' Purchase Consideration 8,20,000 1,80,000
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(a) Hindustan Manufacturing Co. Ltd. will receive from new
company (3,20,000 +-20) 16,000 shares of Rs. 20 each fully paid for its 10,000
shares. Therefore, the ratio of the two shares will be 10,000 : 16,000 i.e. 5: 8,
For every 5 shares in Hindustan Manufacturing Co. Ltd. 8 shares of the new
company will be issued.

(b) Pakistan Manufacturing Corpn. Ltd. will receive from new
company (1,80,000--20) 9,000 shares of Rs. 20 each fully paid for its 12,000
shares. Therefore, the ratio of the two shares will be 12,000 : 9,000 i.e. 4 : 3.
For every 4 shares in the Pakistan Manufacturing Corpn. Ltd. 3 shares of the
new company will be issued. .

(2) Opening Entries in the books of the Indo-Pakistan Manufacturing Co. Ltd. :

v Rs. Rs.
Land & Buildings A/c Dr. 2,30,000
Plant & Machinery A/c Dr. 1,40,000
Stock Afc Dr. 1,30,000
Debtors Afc Dr. 90,000
Cash at Bank Afc Dr. 5,000
Goodwill Ajc . v Dr. 40,000
To Sundry Creditors 1,15,000
., Bank Overdraft 20,000
«» Liquidator of HindustanManufacturing Co, Ltd 3,20,000
. Liquidator of Pakistan Manufacturing cropn. Ltd. 1,80,000
(Being the assets and liabilities taken over and purchase
consideration therefor as per agreement )
Liquidator of Hind. Manuf. Co. Ltd. Dr. 3,20,000
Liquidator of Pakistan Manuf. Corpn. Ltd. Dr. 1,80,000
To Share Capital A/c 5,00,000
(Being 16,000 and 9,000 shares of Rs. 20 each issued as fully
paid to the liquidators of the old companies in full satisfaction
of purchase consideration. )

Balance Sheet of Indo-Pakistan Manuf. Co. Ltd.

Rs.
Liabilities Assels Rs.
Share Capital : Fixed Assets
Goodwill 40,000
Authorised : Land and Building 2,30,000
v e .—] Plant & Machinery 1,40,000
Issued & Subscribed
Current Assets :
25,000 shares of Rs. 20 each fully
paid allotted to vendors for consi- Stock 1,30,000
deration other than cash. 5,00,000 | Debtors 90,000
. Cash at Bank 5,000
‘Ct,crrml Liabilities :
Sundry Creditors ‘ 1,15,000
Bank Overdraft 20,000
635000 | 6,535,000
R




AN
‘COMPANIES 113

Nustration 49 (Closing and opening entries and amalgamated Balance Sheet)

A new company G Ltd. is formed to take over two other existing
companies, A Ltd and B Ltd., the Balance Sheets of which at the date of
taking over were as follows 1

A Ltd.’s Balance Sheet
Rs.
Liabilities Assets s

Freehold Premises 76,000
pital : i Furniture & Fittings 12,000
20,000 ordinary shares of Sundry Debtors 60,000
Rs. 10 each 2,00,000 | Stock in hand 20,000
Sundry Creditors 10,000 | Profit & Loss Ajc (Dr.) 78,000

Bills Payable 16,000

Bank Overdraft 20,000
2,46,000 2,46,000

B Ltd.’s Balance Sheet

Rs Rs.
Liabilities Assets

Freehold Premises 1,84,000

Capital : Furniture & Fittings 8,000

25,000 ordinary shares Sundry Debtors 40,000

of Rs. 10 each 2,50,000 | Stock in hand 24,000

Sundry creditots 20,000 | Profit & Loss A/c (Dr.) 62,000
Bills payable 18,000
Bank Overdraft 30,000

3,18,000 3,18,000

T— | L ]

The Freehold Premises and the Furniture and Fittings are taken over at
book values ; Sundry Debtors at 25% and Stock at Rs. 6,000 and Rs. 8,000
respectively for A and B. The liabilities are to be paid in full by C Ltd.

The appropriate purchase considerations are to be satisfied by fully paid
shares of C Ltd.

Give the necessary Journal Entries in the books of the three Companies
to give effect to the above taking over and draw up the opening Balance Shect
of C Ltd. which is floated with a Nominal Capital of 1,00,000 Ordinary
Shares of Rs. 10 each of which 30,000 shares fully paid, are isued in the first
instance to satisfy the purchase consideration as well as to arrange for working
capital, (C. U. B. Com. (Adv.) 1955)

18
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Solution

(a) ‘The purchase considerations are arrived at thus :

A.Ltd. B. Ltd.
Sundry Assets : Rs. Rs,
Frechold Premises 76,000 1,84,000
Furniture & Fittings 12,000 8,000
Sundry Debtors 15,000 10,000
Stock in hand 6,000 8,000
. 1,09,000 2,10,000
Less liabilities (Creditors, B/P and
Bank Overdraft) 46,000 68,000
63,000 1,42,000
e —
In the books of A Ltd.
Journal Entries Dr. Cr.
Rs, Rs.
(1) | Realisation Ajc Dr. 1,68,000
. To Freehold Premises A/c I 76,000
s» Furniture & Fittings A/c 12,000
» Sundry Debtors A/c 60,000
. Stock in hand A/c 20,000
( Being the assets transferred to Realisation Afc.)
(2) | Sundry Creditors’ Ajc Dr. 10,000
. Bills Payable A/c Dr. 16,000
Bank. Overdraft Ajc Dr. 20,000
To Realisation Afc 46,000
( Being the liabilities transferred to Realisation Afc)
(3) [C. Ltd Ajc ... Dr. 63,000
To Realisation Afc 63,000
( Being the amount of purchase consideration )
(4) | Sharesin C. Ltd. A/c Dr. 63,000
To C. Ltd, Afc . 63,000
(Being 6,300 ordinary shares of Rs. 10 each fully paid
received from C Ltd. in full satisfaction of the purchase
consideration )
(5) | Share Capital A/c Dr. 2,00,000
To Shareholders’ A‘c; 2,00,000
( Being the transfer of Share Capital A/c to Shareholders’ A/c.)
(6) | Sharcholders’ A/c Dr. 1,37,000
To Profit & Loss A/c (Dr.) 78,000
To Realisation A/c (Loss) 59,000
( Being the balances of the latter accounts transferred to
Shareholders® A/c.)
Note: { Total Assets Rs. 1,68,000) minus ( Purchase consi-
deration Rs. 63,000+total Jiabilities Rs. 46.000)=Iloss |
on Realisation Rs. 5{9,000. (
(7) | Sharcholders’ Ajc ... Dr ' 63,000
To Shares in C Ltd. Alc . 63,000
|.( Being shares in C Ltd. allotted to sharcholders pro-rata.) i
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In the Books of B Ltd.
i Journal Entries Dr. Cr.
. . Rs, Rs.
{1) | Realisation Afc . Dr. 2,56,000
To Freehold Premises Afc 1,84,000
,,» Furniture & Fittings Afc 8,000
,» Sundry Debtors A/c 40,000
,» Stock in hand Ajc 24,000
( Being the assets transferred to Realisation A/c. )
(2) | Sundry Creditors Afc Dr. 20,000
Bills Payable A/c Dr. 18,000
Bank Qverdraft A/c Dr. 30,000
To Realisation Afc 68,000
( Being the liabilities transferred to Realisation A/c.)
(3) [C.Ltd. Ale Dr. 1,42,000
To Realisation A/c 1,42,000
( Being the amount of purchase consideration. )
(4) | Sharesin C Ltd. A/c Dr. 1,42,000
To C Ltd. Alc 1,42,000
(Being 14,200 oridnary shares of Rs. 10 cach fully paid
received from C Ltd. in full satisfaction of the purchase
consideration.)
(S) | Share Capital Ajc Dr. 2,50,000
To Shareholders’ Afc 2,50,000
(Being Share Capital A/c transferred to Shareholders® A/c)
(6) | Shareholders’ Afc Dr. 1,08,000
To Profit & Loss A/c (Dr.) 62,000
To Realisation A/c (Loss) 46,000
(Being the balances of the latter accounts transferred to Share-
holders’ Alc.) .
Note ; (Total Assets Rs. 2,56,000) minus (Purchase considera-
tion Rs. 1,42,000+total liabilities Rs. 68,000)=Loss on
Realisation Rs. 46,000.
(7) | Shareholders’ A/c Dr. 1,42,000
To Shares in C Ltd. Afc 1,42,000
(Being the Shares in C Ltd. allotted to shareholders pro-rata.)
‘In the Books of C Ltd. (i.e. new company)
Journal Entries Dr. Cr.
. : Rs. Rs
1) | Freehold Premises A/c Dr. 2,60,000
Furnitures & Fittings Ajc . Dr. 20,000
Sundry Debtors Ajc Dr. 25,000
Stock-in-band A/c Dr. 14,000
To Sundry Creditors A/c 30,000
» Bills Payable Ajc 34,000
”» Bank Overdraft AIC 50.000
» Liquidator of A Ltd. A/e 63,000
»» Liquidator of B Ltd. Ajc 1,42,000
(Being the assets and liabilities of A Ltd. and B Ltd. taken

over as per agreement.)
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(2) | Liguidator of A Ltd. Afc Rs. Rs.
Liquidator of B Ltd. Alc " Br. ,.53,000
To Share Capital Afc . 42,
(Being 6,300 shares of Rs, 10 cach and 14,200 shares of Rs. 10 2,05,000
;whl_it:;“ed as fully paid to the liquidators of A Ltd. snd
. respectivel in ful satisfacti
consideration.) y on of purchase
Bank Alc
3) ® :I'o Slllll‘dl‘y Eq:idty sfhﬁfﬂllﬂdéﬂ' g/c Dr. ! 95,000 95.000
eing cash received in full along with applicati X
shares of Rs. 10 each) ¢ pplications on 9,500
4) | Equity Shareholders’ A/c
! (Bq e s‘?are“Capital Af/; 500 Sha; o 23000 95,000
eing the allotment of 9, Shares of Rs. 10 ,
Board’s resolution.) $. 10 cach as per
Balance Sheet of C Ltd. as at...
Rs.
Liabilities Assets Rs.
Share Capital : Fixed Assets :
Authorised : * rl;rgehold Premises 2,60.000
urniture & Fitti
1,00,000 Ordinary Shares of Fittings 20,000
Rs. 10 each 10,00,000 Current Assets :
Issued & Subscribed : gtock-in-hand 14,000
undry Debt ’
80,000 ordinary shares of Rs. 10 Casgr:t Banl‘:ws 32'882
each of which 20,500 shares are >
jssued for conmsideration otherwise
than cash 3,00,000
Current Liabilities :
Sundry Creditors 30,000
Acceptances (B/P) 34,000
Bank Overdraft ,000
4,14,000 4,14,000
. — FSpse— -
Rlustration 50 (Inter-company holding—cross holding)

Two Companies Sur Ltd. and Sen Ltd. decide to amalgamate to form
Sur Sen Ltd. on lst July with an authorised capital of Rs. 5,00,000.

The following are the Summarised Balance Sheets of the two companies

Sur Ltd.

as at 30th June, 1965 :

Share Capital in Rs. 10
shares fully paid
Reserves

Profit & Loss Afc

Rs.
2,00,000

Assets

25,000 Investment at cost

15,000

2,40,“

1,000 Shares in Sen Ltd.

Rs.
2,26,000

14,000

— ——

2,40,000
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Sen Ltd.
Rs. . Rs.
Share Capital in Rs. 10 Sundry Assets 1,00,000
shares fully paid 1,60,000 Investment at cost—
2,000 Shares in Sur Ltd. 24,000
Profit & Loss A/c 36,000
1,60,000 -1,60,000

Assets of Sur Ltd. and Sen Ltd. are to be taken over by the new company
at their book values.

Show the distribution and issue of shares of Sur Sen Ltd. to the Share-
holders of the two companies thus amalgamated. Ignore all expenses and
fractions. (CG. U. M. Com. 1965)

Solution

(a) Holding of Sur Ltd in Sen Ltd = fith of the total shares of Sen Ltd.

The value of the shares of Sur Ltd. is Rs. 2,26,000 Plus (sth of the
value of the shares in Sen Ltd.

(b) Holding of Sen Ltd. in Sur Ltd.=Pgth of the total shares in
Sur Ltd.

. The value of the shares of Sen Ltd. is Rs. 1,00,000 Plus Toth of the
value of the shares in Sur Ltd.

Now, the value of the holding of each of the companies may be arrived at
as follows :

Let m denote Sur Ltd and » denote Sen Ltd. .

AN m=2,26,000+115 n.
n=1,00,000+y m.
Now, let us find the value of n
n=1,00,000+; m
Or 10n=10,00,0004+m (both sides multiplied by 10)
Or 10n= !O,OO,OOO+2,26,000+11“ n (putting the value of m)
Or 10n= 12,26,000+ % n
Or 160n=1,96,16,0004n (both sides multiplied by 16)
Or 159n=1,96,16,000
_ 1,96,16,000
= e —

-

< n =1,28,371 approx.

Therefore, the valye of Sen Ltd’s holding in Sur Ltd is (1,283,371 - 1,00,000)
=Rs, 23,371
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Now, Let us find the value of m
m=2,26,000+ & n

Or

Or

m=2,33,711

Ld
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m=2,26,0004-% x 1,23,371 (putting the value of n)
m=2,26,000+7,711 (approx.)

Therefore, the value of Sur Ltd’s holding in Sen Ltd. is (2,33,711 - 2,26,000)

=Rs. 7,711
Amount due to Outside Shareholders on amalgamation :
Sur Ltd. Sen Ltd.
Rs. Rs.
Sundry Assets 2,26,000 Sundry Assets 1,00,000
Add value of ; th holding Add value of J;th holding
in Sen Ltd. 7,711 in Sur Ltd. ... 23,371
2,33,711 1,23,371
Less amount due to Sen Less amount due to
Ltd. ({yth) 23,371 Sur Ltd. ({:th) 7,711
Due to outsiders : 2,10,340 Due to outsiders: ...  1,15,660
Distribution of Share in the new Sor Sen Ltd :
Amount No. of Shares
Rs.
Sur Ltd. 2,10,340 21,034 Shares of Rs.10 each.
Sen Ltd. 1,15,660 11,566 Shares of Rs.10 each,
* 3,26,000

Amalgamated Balance Sheet of Sur Sen Ltd. as at 1st July, 1965.

Liabilities
Rs.
Authorised Capital :
50,000 Shares of Rs. 10
cach 5,00,000
Issusd and Paid up Capital :
32,600 Shares of Rs. 10
each 3,26,000

3,26,000
msm——

Assets

Sundry Assets 3,26,000




COMPANIES 119

Mustration 51 (Amalgamation—a scheme)

* " A.Ltd. and B.Ltd. carrying on business of a similar nature desire to
amalgamate. The summarised Balance Sheets of two companies as on 3lst
December, 1961 were as fallows 3

A B A B
Ltd. Ltd. Ltd. Ltd
Rs. Rs.
Paid up Capital : Fixed Assets 1,20,000 | 1,12,500
EquiltgoShll“‘eS of ‘ 1,50,000 75,000
R.!. cacl [ ) 2 .
49 Pref. Shares of | Floating Assets . 67,500 73,500
Rs. 100 cach : - 52,500
Capital Reserve i - 3,000
4% Debentures '
(Secured by floating |
charge) \ - 22,500
Liabilities : |
For Goods Supplied ! 25,000 15,000
For Expenses | 9,500 14,000
Yor other finance | - 1,000
Profit & Loss A/c ‘ 3,000 3,000
i 1,87,500 | 1,86,000 1,87,500 | 1,86,000
I ——

The annual net profits of both the Companies are fairly stable.

You are requested to give a scheme of merger you would recommend
stating detailed reasons for the basis of your recommendations. Give the
linancial position of the business assuming that your recommendations were
carried out. (C.U. M. Com. 1962)
Solution

Report on the scheme of amalgamation (merger)
1. Statement of Capital employed :

It is evident from the Balance Sheets that the financial positions of both
the companies are almost similar :

A Lt‘. B Ltd.
, Rs. Rs.

Fixed assets 1,20,000 1,12,500
Floating assets 67,500 73,500

1,87,500 1,86,000
Less Liabilities :
For Goods supplied 25,000 15,000
For Expenses 9,500 14,000
For Other finance — 34,500 1,000 30,000

1,53,000 1,56,000
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2. Ascertainment of the Values of the Equity Shares :

A Ltd. B Ldd.

Rs. Rs.
Equity Share Capital 1,50,000 75,000
Profit & Loss A/c (cr.) 3,000 3,000
Capital Reserve - 3,000
1,53 ,000 81,000

(a) The number of Equity Shares of A Ltd. is 1,500
» The value of each of its share will be 1,53,000+1,500 = Rs. 102

(b) The number of equity share of B Ltd. is 750.
»~ The value of each of its share will be 81,000 - 750 = Rs., 108

3. Profit-earaing Capacity and Valuation of Goodwill :

(i) A Ltd. earns Rs. 3,000 on 1,500 equity shares of Rs. 100 each. Thereforc,f
the rate of dividend in this company is 2% (i.e. Rs. 3,000+ 1,500)

(ii) After paying 4%525 preference shares of Rs. 100 each the balanee of profit.
in B. Ltd. is Rs. 900 (i.e. Rs. 3,000 ~Rs. 2,100) which is earned on 750
equity shares of Rs. 100 each. Therefore, the rate of dividend in this
Company is 1-2% (i.e. Rs. 900=750).

As profit earning capacity of both the Companies is considered much
lower than the rate of normal earning, the question of goodwill does not arise.

4. Purchase Consideration to be paid : ' .

An amount of Rs. 1,53,000 will be paid as purchase consideration to the
equity shareholders of A Ltd. B. Ltd. will receive Rs. 1,56,000 as purchase
consideration. The new company will issue equity shares of Rs. 10 each to the
liquidators of the old companies for distribution amongst the equity
shareholders.

A Ltd. will be given 15,300 equity shares of Rs. 10 each. Its shareholders
will get 51 shares in the new Gompany for every 5 shares held.

B. Ltd. will be issued 525 4% preference shares of Rs. 100 each to main-
tain the interest of its preference shareholders and 225 4% debentures of Rs. 100
‘each to.satisfiy the interest of the debenturcholders. B. Ltd. will also be given
8,100 equity shares of Rs. 10 each. Itssharcholders will get 54 shares in the
new company for every 5 shares held.
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S. Balance Sheet of the amalgamated Company

Liabilities Rs. Assets. Rs.
Authorised Capital : Fixed Assets: 2,32,500
Issued & Paid up Capital : Floating Assets 1,41,000
525 49, Preference Shares of
Rs. 100 each 52,500

23,400 Equity Shares of Rs. 10 each | 2,34,000

Secured Loan :
4% Debentures (having a floating

charge) 22,500
Current Liabilities :
For goods supplied 40,000
For Expenses 23,500
For Other Finance 1,000
3,73,500 3,73,500
| — e —

lllustration 52  (Absorption——Journal Entries and Ledger Afcs in the books of the
absorbed Company)

The W. Company Ltd. is absorbed by the U. Company Ltd. the consi-
deration being—

(i) assumption of the liabilities.

(ii) discharge of the debenture debt at a premium of 5 per cent, by the
issue of 6 per cent. Debentures in the U. Co. Ltd.

(iii) payment in cash of Rs. 3/- per share, and exchange of three shares of

Re. 1/- each in the U. Co. Ltd. at an agreed value of Rs. 1:50 per share for
cvery share in the W. Co. Ltd.

Below is given the Balance Sheet of the W. Co. Ltd. as at the date of
transfer :—

Balance Sheet as at 31st. March

. Liabilities Rs. Assets Rs.
Share Capilal . ' Goodwill 25,000
60,000 Shares of Land & Buildings 75,000
) Rs. 5/. each 3,00,000 | Plant & Machinery 2,20,000
General Reserve 32,000 | Patent 5,000
Profit & Loss A/c (balance) 13,000 | Patterns & Drawings 2,500
:’\occldent Insurance Fund 5,000 ]| Stock-in-trade 1,06,000
9% Debentures 1,50,000 | Sundry Debtors 45,000
Sundry Creditors 20,000 | Investments 5,000
Cash at Bank & in hand 36,500
5,20,000 5,20,000

B el

Close the books of the Company by giving necessary J ourngl entries,
(C.U. B. Com.(Adv.) 1959)
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Solution
T'he purchase consideration is ascertained thus : Rs.
(i) Discharge of Rs. 1,50,000 debentures @
a premium of 59, 1,57,500
(ii) Payment in Cash for 60,000 Shares @
Rs. 3 per Share 1,80,000
(iii) For 1 Share in W Co. Ltd. 3 Shares of
Re. 1 each in U. Co. Ltd. are issued @ Rs. 1-50 per share.
i.e. 60,000, x 3=1,80,000 shares @ Rs. 1:50 per share issued 2,70,000
6,07,500
———— —
In the Books of W. Company Ltd-
Journal Entries Dr. Cr.
. Rs. Rs.
Realisation Ajc Dr. 5,20,000
To Goodwill Ajc 25,000
., Land & Building A/c 75,000
 Plant & Machinery A/c 2,20,000
+» Patents A/c ,000
» Patterns & Drawings A/c 2,500
» Stock-in-trade A/c 1,06,000
» Sundry Debtors A/c 45,000
»» Investments A/c 5,000
»» Cash at Bank and in hand Ajc 36,500
(Being the assets taken over transferred to the Realisation A/c.)
Sundry Creditors A/c Dr. 20,000
o Realisation A/c 20,000
(Being the liability taken over transferred to Realisation A/c.)
U Company Ltd. Ajc Dr. 6,07,500
To Realisation A/c 6,07,500
(Being the purchase price agreed to be paid by the purchasing
company for absorption.)
Realisation A/c Dr. 7,500
(Be;ro D:mntureholders Alc bl he debeaturehold 7,500
ng premium payable to the debenturcholders’
transferred.)
" Realisation A/c Dr. 1,00,000
To Shareholders' A/c 1,00,000
(Being profit on redlisation transferred to Shareholders’ Ajc.)
Share Cspital A/c Dr. 3,00,000
General rve Ajc Dr, ,000
Profit & Loss A/c Dr. 18,000
Accident Insurance Fund A/c Dr. 5,000
To Shareholders® A/c i 3,50,000
{Being the transfer of the credit balances standing tojthe former
accounts.)
- | Cash Alc Dr. 1,80,000
. | Shares in U Co. Ltd. A/c Dr. 2,70,000
146% Debentures in U Co, Ltd. Ajc Dr. 1,57,500
To U. Company Ltd. A/c 6,07,500

{Being cash, shares and debentures received from. the U. Co.
Ltd. in full satisfaction of the purchase consideration.)
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' Rs. Re.
5% Debentures Ajc Dr. 1,50,000
“To Debentureholders’ Afc 1,50,000
( Being the transfer of the amount to the
- debentureholders® A/c. )
Debentureholders’ A/c. : Dr. 1,57,500
To 6% Debentures in U. Co. Ltd. Afc 1,57,500
( Being the distribution of the debentures received from
. U. Co. Ltd. amongst the debenturcholders )
, Shareholders® A/c Dr. 4,50,000
To Cash Afc 1,80,000
,» Shares in U. Co. Ltd. A/c 2,70,000
( Being the distribution of cash and shares received from
_U. Co. Ltd. amongst the shareholders pro-rata.)
Ledger Accounts
Dr. Realisation Account Cr.
Rs, .
To Sundry Assets A/cs 5,20,000 | By Sundry creditors Alc 20,000
.. Debentureholders’ Afc 7,500 |, UCo, Ltd. Alc 6,07,500
.» Shareholders’ AJc—
Profit on realisation transferred. 1,00,000
6,27,500 6,27,500
e -
Dr. Debentureholders’ Account Cr.
Rs. Rs.
To 6%, Debentures in By Realisation A/c 7,500
U. Co. Ltd. Afc 1,57,500 | .. 5% Debentures Ajc 1,50,000
1,57,500 157,500
Dr. Shareholders’ Account Cr.
Rs. Rs.
To Cash Ajc 1,80,000 | By Realisation A/c 1,00,000
» Sharesin U Co. Ltd. A/c 2,70,000 |,, Share Capital Ajc 3,00,000
,» General Reserve Afc 32,000
, Profit & Loss A/c 13,000
» Accident Insurance Fund A/c 5,000
4,50,000 4,50,000
| mye——— |
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Nllustration 53 (Absorption—closing and opening entries)
The folloing is the Balance Sheet of Darjeeling Ltd :

Balance Sheet as at 30th June, 1966

Liabilities Rs. Assets Rs.
Capital : . Goodwill . 20,000
15,000 Equity Shares of - Plant & Machinery 1,50,000
Rs. 10 each . 1,50,000 Stocks 80,000
10,000 6% Cumulative Sundry Debtors 1,20,000
Preference Shares of Cash at Bank 8,900
Rs. 10 each 1,00,000 2,50,000 Profit & Loss Alc 40,100
- ‘ Preliminary Expenses 5,000
Commission and Brokerage on
500 59 Debentures of Rs. 100 each 50,000 | Shares 4,000
Bank Overdraft . 20,000
Employees' Profit Sharing Ajc 14,000
Sundry Creditors 91,500
Interest Accrued on Debentures 2,500
Contingent liability : Arrear of
cumulative preference dividend
Rs. 12,000 -
4,28,000 4,28,000

With a view to avoid competition, Darjecling Ltd. was absorbed by

Chatcerjee Ltd. as from Ist July, 1966 on the following terms :
Chatterjee Ltd. —

(i) to pay the Debentureholders at a premium of 10% by issuc of its 69

Cumulative Preferenee Shares of the face value of Rs. 10 each ;

(ii) to issue one equity share of Rs. 10 each and make a payment of Rs. 4 in
cash in exchange for every two equity shares in Darjeeling Ltd.

(iii) Sundry Creaditors to receive 9%, of the sums duc to them in fully
paid equity shares of Rs. 10 each in Chatterjee Ltd. in full settlemet of
all their claims ;

(iv) Preferene Sharcholders to be issued 5% Debentures in Chatterjee
Ltd. These shares are preferential as to capital and dividend in the event

of winding up.

’Pus the journal entries to close the books of Darjeeling I.td. and also the
opening entries in the books of Chatterjee Ltd.
' (North Bengal University, B. Com, Adv. (Part 1I) 1967—adapted)
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Solution

Purchase consideration is ascertained thus :

(1) Debéntureholders to receive 6% cumulative

(2)

preference shares for the following amounts :

(i) Face value of the debentures 50,000

(ii) Premium payable to the

debentureholders 5,000

(iii) Tnterest accrued on debentures ... 2,500

Preference shareholders to receive 5%
debentures for the following amounts :

(i) Face valuc of the preference shares ... 1,00,000

(ii) Arrear dividend ... 12,000

Equity shareholders to receive :

(i) GCash payment @ Rs. 4 for every two
shares held i.e. 7,500 x4

(ii) Payment by issue of shares @ one share
of Rs. 10 each for every two shares held
i.e. 7,500x 10

Closing Journal Entries in the books of Darjeeling Ltd.

Dr.

125

Rs.

57,500

1,12,000

30,000

!

(Bemg the transfer of the assets taken over)

Reahsahon Alc Dr.
To Goodwill AJc
,» Plant & Machmery Alc
.» Stack
” Sundry Debtors Alc
,, Cash at Bank A/c

[
I

Bank Overdraft A/c ... Dr

Employees Profit Sharing A/c ...  Dr

| Sundry Creditors A/c .. Di,
To Realisation A/c

| (Being the transfer of the liabilities taken over)

|

Chatterjee Ltd. Afc .. Dr
(Being ths o A agreed to belpaid for abso b
ing the purc price agreed to be]paid for absorption
| Chatterjee Ltd.) ‘ d

l

i (Being arrear of cumulative preference dividend payable)

Realisation Afc ... Dr
To Preference Shareholders’ A/c

Rs,
378,900

20,000
14,000
91,500

© 2,74,500

12,000

1,25,500

2,74,500

12,000
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Closing Journal Eatries in the books of Darjeeling Ltd. ( contd. )

Dr. Cr
Rs. Rs.
Realisation A/c Dr. 5,000
To Debentureholders’ A/c 5,000
(Being the premium payable to the debenturcholders.)
Realisation A/c w. Dr 4,100
To Equity Sharcholders’ Ajc 4.1
(Being the profit on rcalisation transferred to Fquity Share-
holders A/c)
Equity Shareholders® A/c ’ .. Dr 49,100
To Profits & Loss Alc 40,10
» Preliminary Expenses A/c 5,00
»» Commission & Brokerage on Shares A/c 4,00
(Being the transfer of the credit balances standing to the
former accounts')
5% Debentures Ajc Dr.‘ 50,000
Interest Accrued on Debentures Afc Dr. 2,500
To Debenturcholders’ A/c 52.50:
(Being the balances transferred to the Debentureholders® A/c
Equity Share Capital A/c .. Dr 1,50,000
To Equity Shareholders® A/c 1,50.00
(Being the transfer of the amount of equity Share Capital)
Preference Share Capital A/c «. Dr. 1,00,000
To Preference Shareholders’ Ajc - 1,00,00
(Being the transfer of the amount of preference Share Capital)
Cash Ac . i .. Dr 30,000
6% Cumulative Pref, Shares in Chatterjee Ltd. A/c ... Dr, 57,500
Equity Shares in Chatterjee Ltd. w. Dr 75,000
5% Debenture in Chatterjee Ltd. Dr. 1,12,000
To Chatterjee Ltd. Ajc 2,74,50
(Being cash shares and debentures received from Chatterjce
Ltd. in full satisfaction of the purchase considcration.)
Debenturcholders® A/c .. Dr 57,500
Todﬁ% Cumulative Pref. Shares in Chatterjee 57,50
L« Alc
(Being the distribution of preference shares of Chatterjee Ltd.
amongst the debentureholders.)
Preference Shareholders® Ajc . .. Dr 1,12,000
To 5% Debentures in Chatterjee Ltd. a/c . - 1,12,00
(Being the distribution of debentures of Chatterjee Ltd.
amongst the preference shareholders.)
Equity Shareholders’ Ajc . R ) 1,05,000
To Equity Shares in Chatterjee Ltd. 75,00
» Cash A/e . 30,00
(Being the distribution of cash and shares received from
Chatterjee Ltd,
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.Opening Journal Entries in Chatterjee Ltd.
Dr. Cr.
o v !
I i Rs. Rs.
‘ Plant & Machinery A/c Dr. ! 1,50,000
. Stock A/c Dr. - 80,000
! Sundry Debtors A/c Dr. 1,20,000
« cash at Bank A/c Dr. | 8,900
- Goodwill Afc Dr. l 31,950
To Sundry Creditors A/c (90% of the amount) | 82,350
: ,,» Bank Overdraft A/c | 20,000
,»» Employees’ Profit Sharing A/c i 14,000
,,» Liquidator of Darjeeling Lid. A/c i 2,74 500
(Being the assets and liabilities ta\en over from Darjecling Ltd.
as per agreement)
Note : Difference between the purchase consideration and net
assets is debited to Goodwill A/c
Sundry Creditors’ A/c . Dr. 82,350
To Equity Share Capital A/c . . 82,350
(Bcing the issue of equity shares in settlement of their claim.)
Liquidator of Darjeeling Ltd. A/c Dr. 2,74,500
To Cash A/c 30,000
»» 5% Debentures Ajc 1,12,000
,» 6% Pref. Share Capital A/c 7,500
.» Equity Share Capital A/c ) 75,000
(Being cash paid and shares and debentures issucd 1o the
liquidator of Darjeeling Ltd. in full satisfaction of purchase
consideration.) !
|

The following is the Balance Sheet of X Co. Ltd. as »n 3lst December

Land & Buildings
Plant & Machinery
Furniture
Stock-in-trade
Book Debts

Cash in hand
Profit & Loss A/c

Nlustration 54 (Reconstruction)
1968.
® Rs.

Authorised Capital :

1,200 Shares of Rs. 100

each 1,20,000
Issued Capital :

1,200 Shares of Rs. 100

each 1,20,000
6% Debentures 20,000
Sundry Qreditors 5,000

1,45,000

Rs.
50,000
30,000
10,000
24,000
15,000

2,000
14,000

1,45,000

It was decided to reconstruct the company and for this purpose X Co.
’1969) Ltd. was formed with an authorised capital of Rs. 1,20,000 divided into
600 5% preference shares of Rs. 100 each and 600 ordinary shares of Rs. 100 each
to take over the assets and liabilities of the X Co. Ltd on the following terms 3

(i) That debentureholdersin X Co. Ltd. are to accept 200 preference

shares :
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Closing Journal Entries in the books of Darjeeling Ltd. ( contd. )

Dr. Cr.
. Rs. Rs.
Realisation Ajc .. Dr 5,000
To Debentureholders’ A/c 5,000
(Being the premium payable to the debenturcholders.)
Realisation A/c w. Dr 4,100
To Equity Shareholders® A/c 4100
(Being the profit on realisation transferred to Fquity Share-
holders Aﬁ:)
Equity Shareholders’ A/c ’ <. Dr 49,100
To Profits & Loss Afc 40,100
,» Preliminary Expenses A/c 5,000
,» Commission & Brokerage on Shares A/c 4,000
(Being the transfer of the credit balances standing to the
former accounts')
5% Debentures Ajc .. Dr 50,000
Interest Accrued on Debentures Afc w. Dr 2,500
To Debentureholders’ A/c 52.500
(Being the balances transferred to the Debentureholders’ A/c
Equity Share Capital A/c .. Dr 1,50,000
To Equity Shareholders’ A/c 1,50.000
(Being the transfer of the amount of equity Share Capital)
Preference Share Capital A/c .. Dr 1,00,000
To Preference Shareholders’ Ajc 1,00,000
(Being the transfer of the amount of preference Share Capital)
Cash Ajc . . 30,000
6% Cumulative Pref. Shares in Chatterjee Ltd. A/c Dr, 57,500
uity Shares in Chatterjee Ltd. o Dr 75,000
59 Debenture in Chatterjee Ltd. ... Dr 1,12.000
To Chatterjee Ltd. A/c 2,74,500
(Being cash shares and debentures received from Chatterjce
Ltd. in full satisfaction of the purchase consideration.)
Debenturcholders’ A/c .. Dr 57,500
Todﬁ%/ Cumulative Pref. Shares in Chatterjee 57,500
Lid Afc
(Being the distribution of preference shares of Chatterjee Ltd.
amongst the debentureholders.)
Preference Shareholders’ Ajc . .. Dr 1,12,000
To 5% Debentures in Chatterjee Ltd. Ajc 1,12,000
(Being the distribution of debentures of Chatterjee Ltd.
amongst the preference sharcholders.)
Equity Sharcholders’ Ajc . .. Dr. 1,05,000
To Equity Shares in Chatterjee Ltd. 75,000
4, Cash Afc 30,000

(Being the distribution of cash and shares received from
Chatterjee Ltd.
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Opening Journal Entries in Chatterjee Ltd.
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Dr. Cr.
ﬁl - !
i Rs. Rs.
| Plant & Machinery Afc Dr. | 1,50,000
\ Stock Alc Dr. 80,000
1 Sundry Debtors A/c Dr. - 1,20,000
i cash at Bank A/c Dr. | 8,900
| Goodwill Ajc Dr. | 31,950
i To Sundry Creditors A/c (90% of the amount) ’ i 82,350
: ,» Bank Overdraft A/c ! 20,000
: ,» Employees’ Profit Sharing A/c 14,000
,,» Liquidator of Darjeeling Ltd. A/c o , 2,74,500
(Being the assets and liabilities taken over from Darjecling Ltd. |
as per agreement) . .
Note : Difference between the purchase consideration and net
assets is debited to Goodwill A/c
Sundry Creditors’ A/c Dr. 82,350
To Equity Share Capital A/c . 82,350
(Beiag the issue of equity shares in settlement of their claim.)
Liquidator of Darjeeling Ltd. Ajc Dr. 2,74,500
To Cash Afc 30,000
»» 3% Debentures A/c 1,12,000
,» 6% Pref. Share Capital Afc X
.» Equity Share Capital A/c ) 75,000
(Being cash paid and shares and debentures issued to the
liquidator of Darjeeling Ltd. in full satisfaction of purchasc |
consideration.) !
|

The following is the Balance Sheet of X Co. Ltd. as on 3lst December

Land & Buildings
Plant & Machinery
Furniture
Stock-in-trade
Book Debts

Cash in hand
Profit & Loss A/c

Mustration 54 (Reconstruction)
1968.
Rs.

futhorised Capital :

1,200 Shares of Rs. 100

cach 1,20,000
Issued Capital :

1,200 Shares of Rs. 100

each . 1,20,000
3% Debentures 20,000
Sundry Creditors 5,000

1,45,000

Rs.
50,000
30,000
10,000
24,000
15,000

2,000
14,000

1,45,000

It was decided to reconstruct the company and for this purpose X Co.
(1969) Ltd. was formed with an authorised capital of Rs. 1,20,000 divided into
600 5% preference shares of Rs. 100 each and 600 ordinary shares of Rs. 100 each
to take over the assets and liabilities of the X Co. Ltd on the following terms :

shares ;

(i) That debentureholdersin X Co. Ltd. are to accept 200 preference



128 ACCOUNTANCY—PRINCIPLES & PRACTICE

(i) That shareholders of X Co. Ltd. are to receive one ordinary shan
in the new company for every two shares held by them in the old company ;

(iii) That the cost of liquidation Rs. 1,500 is to be paid by the X Co.
(1969) Ltd.

Assuming the balance of preference shares is issued payable in cash, you are
asked (a) to give the closing journal entries in the books of old company
and (b) to give the initial Balance Sheet of the new company.

.

Solution
(a) Purchase Consideration is as shown below :
(1) Shareholders of old company to receive Rs.
I ordinary share in the new company for
2 ordinary shares held in the old company
i.e. 600 shares of Rs, 100 each of the new

company for 1,200 shares in the old company : 60,000
(2) Liquidation expenses to be paid by
the new Company : 1,500
Purchase Consideration : 61,500
(b) Capital Reserve is ascertained thus -
Rs.
Total Assets (excluding Dr.
Balance of P/L Ac) : 1,31,000
Less Liabilities (Creditors and
Debentures) 25,000
Net tangible assets ... 1,06,000
Less Purchase Consideration 61,500
Capital Reserve Rs. 44,500
Closing Journal Entries is in the books of old Company (i.e. X Co. Ltd.)
Dr. Cr.
Rs. Rs.
(1) | Realisation A/c Dr. 1,31,000
To Land & Buildings Alc 50,000
.+ Plant & Machinery Afc 30,000
+ Furniture Ajc 10,000
»» Stock-in-Trade A/c 24,000
»» Book Debits Afc 15,000
,» Gash in hand A/c 2,000
( Being the assets taken over by X Co (1969) Ltd. at book
values as per agreement transferred. )
'@ | 6% Debentures Ajc Dr. 20,000
.| Sundry Creditors Aj/c Dr. 5,000
To Realisation Ajc 25,000
( Being the liabilities taken over by X Co. (1969) Ltd.
transferred )
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b

3) | X Co. (1969) Ltd. Afc
@ To &eallzauon Alc

X Co. (1969) Ltd.

( Being the purchase price agreed to be paid by

Rs.
Dr. 61,500

(4) | Realisation A/c
To Cash Ajc

( Being liquidation expenses paid )

1,500

(5) | Shareholders’ A/c
To Realisation A/c

( Loss on realisation transferred to Shareholders’ A/c)

Dr. 46,000

(6) | Share Capital A/c
To Shareholders® A/c

transferred. )

( Being the balance standing to the credit of Share Capital A/c

Dr. 1,20,000

(7) | Shareholders’ A/c
To Profit & Loss Ajc

Shareholders® A/c

/
(Being the debit balance of P/L A/c transferred to the

Dr. 14,000

(8) | Shares in X Co. (1969) Ltd. AJc
Cash Alc
To X. Co. (1969) Ltd. Ajc

full satisfaction. )

(Being shares and cash received from X Co. (1969) Ltd. in

Dr. 60,000
Dr. 1,500

(9) | Shareholders* Ajc

of the old company.)

To Shares in X Co. (1969) Ltd AJc
( Being the distribution of the shares amongst the shareholders

Dr. 60,000

61,500

1,500

46,000

1,20,000

14,000

61,500

Balance Sheet of X Co. (1969) Ltd. as at... -

Capital & Liabilities

Authorised Capital
600 ordinary shares of
. 100 each.
600 59 perference shares of
Rs. 100 each

Rs.

60,000
60,000

1,20,000

Issued & Paid up Cgpital
600 ordinary shares of Rs. 100
:;:h mman;l to the slmreligl(:lllderl;‘l o‘ll’
vendor com ly
for consideration gatl?zr than cash;
600 preference shares of Rs. 100
cach of which 200 shares are
issued to the debentureholders
and 400 shares are issued for cash

60,000

60,000

Reserves & Surplus :
Capital Reserve

Current liabilities :
undry Creditors

1,20,000
44,500

5,000

1,69,500

Assets & Property

Fixed Assets
Land & Buildings
Plant & Machinery
Furniture

Current Assets,
Loan & Advances :
Stock-in-trade
Book Debts
Cash in hand.

1,69,500
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Dllustration 55 (Reconstruction)

The books of Orient Co. Ltd. contained the following balances at 30tl
June, 1969—

Dr: Cr.
Share Capital :

15,000 shares of Rs. 10 each 1,50,000
Sundry Creditors 1,10,000
Patents 1,20,000
Plant & Machinery 40,000
Stock in trade 30,000
Sundry Debtors 50,000
Cash in hand 2,000
Preliminary Expenses 7,000
Profit & Loss Afc 11,000

2,60,000 2,60,000

The Company being unable to raise further capital and the patents
standing in the books at a figure largely in excess of their value the following
scheme was submitted to the shareholders and creditors :—

(@) The Company to go into voluntary liquidation and a hew Company
Orient Co. (1969) Ltd. to be formed with a Nominal Capital of Rs. 2,00,000/-
to take over the assets and liabilities.

(b) Liability to the creditors to be discharged by the new Company as
follows :—25 paise in the Rupce by payment in cash and 50 paise in the Rupee
by 6 per cent Debentures in the new Company.

(c) 15,000 shares of Rs. 10/- each, Rs. 5 per share paid, to be issued to the
shareholders of the old Co., the balance of Rs. 5/- per share being payble on
allotment.

(d) The expenses of liquidation to be paid by the new Company as part
of the purchase consideration. This amounted to Rs. 1,500/-

(e¢) The patent to be written off as far as practicable.

. Assuming that the scheme has been approved and sanctioned, you are
asked : — .
(i) To prepare Realisation Account of Orient Co. Ltd,

(ii) .To give Journal Entries for opening the books of Orient Co. (1969)
Ltd. and

‘ wr  (ii) To prepare balance Sheet on completion of this scheme.
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Solution
Purchase consideration is ascertained thus g
'(i) 15,000 shares of Rs 10 each, Rs. 5 per share paid, Rs.
to beissued to the shareholders of the old
company (Orient Co Ltd.): 75,000
(ii) Liquidation expenses to be paid by the new
company (Orient Co- (1969) Ltd.) : 1,500
»~ Purchase Consideration 76,500
L
In the books of Orient Co. Ltd. (Old Company)
Dr. Realisation Account Cr.
Rs. Rs,
To Patents A/c 1,20,000 | By Sundry Creditors 1,10,000
,» Plant & Machinery A/c 40,000 | ,, Orient Co. (1969) Ltd. A/c 76,500
. Stock-ip-trade A/c 30,000 |, Loss on Realisation transferred
++ Sundry Debtors A/c 50,000 to Shareholders’ A/c 57,000
.. Cash in hand A/c 2,000
.» Cash A/c ( liquidation expenses ) 1,500
2,43,500 2,43,500
e ———
Opening Journal Entries in the books of Orient Co. (1969) Ltd. (New Company)
Rs. Rs.
Patents Ajc Dr. 1,20,000
Plant & MachineryA/c Dr. 40,000
Stock-in-trade A/c Dr. 30,000
Sundry Debtors Ajc Dr. 50,000
Cashin hand Ajc Dr. )
To Sundry Creditors A/c 1,10,000
,» Liquidator of Orient Co. Ltd. Ajc 76,500
,, Capital Reserve Alc 55,500
( Being the assets and liabilities taken over from vendor com-
pany as per agreement : Rs. 55,500 being the difference of net
assets and purchase consideration credited to Capital
Reserve Afc.)
Creditors’ Afc Dr. 1,10,000
To 6% Debentures A/c 55,000
,» Cash Afc 27,500
. Capita Reserve A/c L 27,500
( Being the creditors discharged by payment of 25 paise in
the rupee in cash and the issue of 6% debentures @ 50 paise in
the rupee, the balance being profit transferred to Capital
Reserve )
Liquidator of Orient Co. Ltd. A/c Dr. 76,500
To E%lity Share Capital Ajc 75,000
" Alc 1,500

Being 15,000 equity shares of Rs. 10 each issued as Rs. 5 per
gh:ri:gald, toe?he yvelulol' and payment of the liquidlt?:n
expenses as per agreement )
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Rs.
Equity Share Allotmen’ Ajc: Dr, 75,000 -
To Bquity Share Capital A/c 75,000
( Being allotment money @ Rs. 5 per share duc on
15,000 shares )
Cash Dr. 75,000
Eﬂlﬂty Share Allotment A/c 75,000
(Bemg lotment money received on 15,000 shares @ Rs. 5
per share. )
Capital Reserve Afc Dr. 83,000
To Patents A /c 83,000
( Being Capital Reserve applied to write off patents )
Balance Sheet of Orient Co. (1969) Ltd. as at...
Rs. Assets Rs.
Liabilities
Fixed Assets :
Share Capital ; Plant & Machinery 40,000
Patents 37,000
Authorised :
20,000 Equity Shares of Rs. 10 Current Assets :
each 2,00,000 Stock-in-trade 30,000
Sundry Debtors 50,000
Issued & Subscribed Capital Cash in hand 48 000
15,000 shares of Rs. 10 eachissued :
to the Vendors as Rs. 5 per share
paid for consideration other than
cash, 75,000
Rs. § per share on 15,000 shares
subsequently called up and paid up. 75,000
Secured Loans ;
6% Debentures 55,000
2,05,000 2,05,000
e _ _
EXERCISE

(A) Amalgamation :

1. A and B have for several years carried on separate business 1
adjoining premises. Summaries of their respective Balance Sheets ds on 3ls

December, 1968 are as follows :

A B
Rs. Rs.
Creditors 566 783 | Property
Capital 3,227 2,280 | Plant
Stock
Debtors
Bank
3,793 3,063

A
Rs.
800

1,575
763
176
479

3,793

B
Rs
50(
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They agreed to amalgamate their businesses as on 1st January, 1969 by
¢lling them to A B Ltd. of which the authorised capital is Rs. 15,000 in
yrdinary shares of Re. 1 each.

The project was punctually effected and further details are as follows :—

(a) That the company should not take over Creditors, Debtors or
Bank Balances.

(b) That for goodwill A should receive Rs. 2,030 and B Rs. 1,000.

(¢) That the other fixed assets should be taken at twice their book
values payable in cash.

(d) That stock in trade should be paid in cash at book value.

(e) That the company should have an initial cash balance of Rs. 1,000
for working capital.

(f) That to provide the company with the money required to carry out

the arrangement A & B should subscribe for the necessary number of shares at
par A taking twice as many shares as B. You are required to

(i) Show in journal form the entries necessary to record the transactions
{including cash transactions) in the company’s books.
(ii) Set out the opening Balance Sheet of A B I.td.
(R. A. Final-adapted)

( Ans : Balance Sheet total Rs. 13,839)

2. A Co. Ltd. and B Co. Ltd. decide to amalgamate. A new company
C. Co. Ltd. is formed with an authorised capital of Rs. 50,00,000 divided into
2,50,000 Equity Shares of Rs. 20 cach, to take over the amalgamated companies
with effect from January 1, 1965, when their Balance Sheets stood as
follows :—

Liabilities A Co. Ltd. B. Co. Ltd.

Issued Capital :— Rs. Rs.

(i) 1,00,000 Equity Shares

of Rs. 20 each, fully paid 20,00,00(

(ii) 50,000 Equity Shares

of Rs. 20 each, fully paid 10,00,000
Reserve & Surplus =

Reserve Fund 5,80,000 3,50,000

Profit & Loss Ac 2,20,000 1,50,000
Current Liabilities for trade 1,90,000 95,000

» " sy €Xpenses 10,000 5,000

30,00,000 16,00,000
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Assets
Fixed Assets :—Goodwill 3,60,000 1,20,000
Land & Building 10,00,000 5,00,000
Plant & Machinery 6,00,000 3,90,000
Patents 1,70,000
Current Assets :—Stock 2,60,000 1,80,000
Book Debts 4,20,000 3,50,000
Cash in Hand and at Bank 1,70,000 60,000

30,00,000 16,00,000

Calculate the amount payable to each company and draw up the
amalgamated Balance Sheet of the new company assuming that the payment
is made wholly by means of fully paid shares of C. Company Ltd.

(C. U. B. Gom. (Adv.) 1965)

(Ans : (i Co. Ltd’s Balance Sheet Total—Rs. 46,00,000 ; Amcunt payable
A Co. Ltd. Rs, 28,00,000 & B. Co. Ltd. Rs. 15,00,000).

3. The X Co. Ltd. and the Y Co. Ltd. agree to combine and form a new
company, X and Y Co. Ltd with a capital of Rs. 20,00,000 divided into 200,000
Equity Shares of Rs. 10 each. The new company is to take up the whole of
the assets and liabilities of both the companies on a consideration of issue to
X Co. Ltd. of Rs. 10,00,000 and to Y Co. Ltd. of Rs. 8,00,000 in fully paid
Rs. 10 Shares.

The new company is to pay the liquidation expenses of the vendor
companies viz X Co. Ltd. Rs. 12,000, and Y Co. Ltd. Rs. 10,000 as also its own
formation expenses, Rs. 15,000—these amounts being charged to the Capital
Reserve Account.

On date of amalgamation, the balance in the books of the Vendor

Companies are as follows :—

X Y

Rs. Rs.
Issued, Subscribed and paid up Capital 9,00,000 7,00,000
Reserve Fund 1,00,000 80,000
Creditors 75,000 60,000
Profit & Loss Ajc (Cr.) - 40,000 35,000
Goodwill 1,00,000 85,000
' Lapd and Buildings 2,50,000 2,00,000
Plant & Machinery 6,70,000 5,30,000
_Debtors 50,000 85,000
" Stock-in-trade 20,000 10,000

"Bank Balance 25,000 15,000
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The amalgamation is duly completed, the various assets and liabilities
ing taken over at their book values.
Give the journal entries to close the books of X Co. Ltd. and Y Co. Ltd. ;

o give the opening entries and the Balance Sheet of new company.
(C. U. B. Com. (Adv.) 1943)

ns : New Co. Balance Sheet Total—Rs. 19,53,000)

4. On January 1, 1956, Z. Co., Ltd is formed with an authorised capital
Rs. 8,00,000 divided into 80,000 Ordinary (Equity) Shares of Rs. 10 each, to
e over the business of X Co. Ltd. and Y Co. Ltd., whose Balance Sheets at
e date of taking over were as fellows :—

:apital & Liabilities X Co. Ltd. | Y Co. Ltd. Property & Assets | X Co. Ltd. . Y Co. Ltd.
)
Rs, Rs. ' Rs. Rs.
pital : Goodwill 20,000 30,000
Zully paid Ordinary Land & Buildings 50,000  80.000
shares of Rs. 10 each | 3,00,000 4,00,000 | Plant & Machinery . 90,000 | 1,20,000
neral Reserve 10,000 20,000 | Sundry Debtors . 1,65,000 | 1,80,000
ndry Creditors 30,000 25,000 Stock in hand . 30,000 40,000
ustanding Liabilities 27,000 15,000 Cash at Bank and ' ;
ofit & Loss Ajc in hand i 35,000 50,000
Balance (Cr.) 23,000 40,000 i :
3,90,000 | 5,00,000 ; 3,90,000 | 5,00,000
I
‘ i

All assets (except cash) and liabilities are to be taken over at their book
tlues except that nothing is to be paid for Goodwill. The purchase consi-
srations are (a) 2 fully paid Ordinary Shares of Z Co. Ltd. for 3 fully paid
rdinary Shares of X Co. Ltd. and (b) 3 fully paid Ordinary Shares of Z Co,
td. for 4 fully paid Ordinary Shares of Y Go. Ltd.

Give Journal Entries to close the books of X Co. Ltd and Y Co. Ltd and
raw up the opening Balance Sheet of Z Co. Ltd. Sufficient Shares (fully paid)
£Z Co. Ltd are to be issued so that the Shareholders of the Companies taken
ver are paid in full and a working cash balance of Rs. 50,000 is left in hand.

: (Gauhati University, M. Com., 1956)
Auns.t Balance Sheet Total Rs. 8,05,000)

3. The following are the Balance Sheets of A Co. Ltd. and B. Co. Ltd.

A. Co. Ltd.
o Rs, Buildings 15,000
‘gémal, 5,000 Shares of Rs. 1( :h 50,000  Machinery 55,000
6% Debentures of Rs. 100 each 10,000  Stock 8,000
Leserve Fund 17,000  Debtors 7,000
?)mdend Equalisation Fund 2,000 Cash 1,500
smployees’ Prov. Fund 1,500
E!'ade Creditors 5,000
rofit & Loss Account 1,000

86,500 86,500
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Omega Co. Ltd.
Rs.

Autthorised Capital : Land & Buildings 1,50,000
80,000 Shares of Plant & Machinery 1,50,000
Rs. 10 each 8,00,000 Stock in trade 2,00,000

. Patents 50,000

Issued Capital : . Sundry Drs. 6,00,000
80’000 Shares fully paid 8,00,000 Less. Reserve 50,000

Liabilities : 5,50,000
For Goods Supplied 4,00,000

©,, Expenses 50,000 Cash in hand 50,000
Profit & Loss Account 1,00,000
12,50,000 12,50,000

The two companies decided to amalgamate on the following terms :—

(a) The assets and liabilities with the exception of the investments to
be taken over by a new company called Alpha Omega Co. Ltd.

(b) The shareholders agreed to accept fully paid ordinary share in the
fiew company at par in satisfaction of their present holdings on the basis of the
revaluation shown below. The preference sharcholders of Alpha Co. Ltd.
were to be satisfied as shown hereunder. The assets were revalued as
follows :—

Alpha Co. Ltd. Omega Co. Ltd.

Rs. Rs.
Land & Buildings 14,00,000 1,20,000
Plant & Machinery 5,00,000 1,20,000
Stock in trade 2,50,000 2,00,000
Patents 10,00,000 60,000
Sundry Debtors 4,50,000 3,00,000
Goodwill 2,00,000 Nil

The preference shareholders in the Alpha Co. Ltd. had a preference as to
capital but no right to share in surplus asscts, and agreed to accept 89
preference shares of Rs.10 each, Rs.7:50 paid, in the new company in satisfaction
of their holdings.

The new Company was duly formed with an authorised captial of
Rs. 50,00,000 in sharcs of Rs. 10 each.

The 4% Government Loan was realised at 98 per cent net.

‘ " You are required to close the books of the old companies by means of
ledger accounts and to give the Balance Sheet of the new company.
- (G.D.A.—adapted)

(Ams : Alpha-Omega Co. Ltd’s Balance Sheet Total Rs. 51,00,000)
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(B) Amalgamation Scheme :

8. It is proposed to form a new company for the purpose of amalgama-
ling the business of Aich Ltd., Bose Ltd. and Chandra Ltd. and you are
supplied with the following figures as at 31st July, 1961 :—

Aich Itd. Bose Ltd. Chandra Ltd. Total

Fixed Assets Less Depreciation 1,03,500 28,200 35,700 1,67,400
Floating Assets
Stock-in-tiade 4,500 11,250 10,200 25,950
Investment in 3}% G. P. Notes 15,000 6,600 — 21,600
Sundry Debtors less Reserve 18,900 9,150 8,700 6,750
Cash Balance 16,200 7,200 495 23,895
Total Assets 1,58,100 62,400 55,005  2,75,505
Capital (paid up) 81,000 30,000 48,000 1,59,000
Sundry Creditors 4,500 6,600 1,200 12,300
Profit & Loss Ajc (Balance) 72,600 25,800 5,895 1,04,295
Total Capital & Liabilities 1,58,100 62,400 55,095 2,75,595
Profit for the year ended
31st July, 1961 24,300 12,000 9,600
Profit for the year ended
31st July, 1960 20,250 10,500 12,000
Profit for the year ended
31st July, 1959 22,275 11,250 13,200

You are requested to suggést and to report as to the basis upon which the
amalgamation may be effected. (C. U. M. Com. 1961)

9. The following are the Balance Sheets of Sen Co. Ltd. manufacturers
and Roy Co. Ltd. who own a number of retail shops in the state :—

Sen Co. Ltd. Roy Co. Ltd Sen Co Ltd.  Roy Co. Ltd.
Rs. Rs. Rs. Rs.
Authorised Capital Goodwill — 62,500
Ordinary shares Land and
of Rs. 10 each  10,00,000  6,00,000 Buildings  5,50,000 3,20,500
. —— Plant and
Issued and paid Machinery
'83{;.2“ Shares & Furniture  1,33,625 60,250
of Rs. 10 cach, Stock 52,000 1,27,000
Rs. 750 per. Sundry
glaée paid up 6,75,000 - Debtors 20,950 6,625
rdinary Shares
of Rs. 10 cach Cash 28,215 2125
fully paid _ 5,00,000 Advertisement
Premium on Suspense 8,750
Shares 84,375 —
3% Debenture —_ 50,000
ebenture
Interest — 2,500
eserves 15,000 —_
Profit & Loss Alc 8,925 300

Sundry Creditors 5,300 26,200
7,88,600 579,000 7,886,600  5,79,000
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It is proposed to form a new company S. R. Co.Ltd. with 1,00,0
Bquity Shares of Rs. 10 each and 50,000 6% Preference Shares of Rs. 10 each to
take over the business of these companies. The Diractors of Sen Co. Litd.,
request you to consider the following proposals for amalgamation and seek
your advice.

(a) Assets and Liabilities are to be taken over by the new company at
book values. -

(b) The new company will issue two equity shares and one preference
share fully paid for every three shares in Sen Co.Ltd. and two equity
shares and two preference shares fully paid for every.five shares in Roy
Co. Ltd.

(¢) The new company will discharge the debentures with accrued
interest in Roy Co. Ltd. by the issue of 79 Debentures at Rs. 103 and will pay
the expenses of amalgamation estimated at Rs. 20,000.

Submit a report to the Directors criticising the proposals as stated above
and pointing out of them what further information is required in this connec-
tion to complete your criticism.

(C. U. M. Com. 1963)

(c) Absorption :

10. The following is the Balance Sheet of the Saurastra Trading Co. Ltd.
which is absorbed by the Maha Gujarat Commercial Corporation Ltd. on the
undernoted terms :—

(a) The Ist Mortgage Debentureholders to be repaid at a premiun
of 109%,.

{b) The Seco nd Mortgage Debentures to be discharged at a premium of
59 by the issue of 79%. First Mortgage Debentures in the Maha-
Gujarat Commercial Corportion Ltd.

(c) The other liabilities with the exception of workmen’s deposits are
also to be taken over.

(d) The Saurastra Trading Co. Ltd. to pay off their workmen’s
deposits.

a (e) The Shareholders are to be paid Rs. 6. in cash per share, and three
fully paid shares of Rs. 10 each valued at the market pricc of Rs. 15
per share in exchange for every two shares in the Saurastra Tpading

Co. Ltd, -
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Balance Sheet of the Saurastra Co. Ltd.

Liabilities Property & Assets
Rs: Rs.
Share Capital :— L.
20,000 shares of Rs. 20 Goodwill 3,00,000
each fully paid 4,00,000 Patent and Rights 60,000
Debentures :— Land & Buildings 1,40,000
7%, 2nd Mortgage Plant & Machinery 1,70,000
Debentures 1,20,000 giock 1,30,000
73% 2nd Mortgage
D\ie o res 1,60,000 Sundry Debtors . 44,000
Debentures Redemption
Debenture Fund Investment 50,000
Redemption Fund 50,000 (ash at Bank 54,000
Reserve Fund 90,000
Employees Saving Bank
Deposits with Interest 18,000
Sundry Creditors 60,000
Profit&Loss Appropriation
Alc (Balance) 50,000
9,48,000 9,48,000

Show how the purchase consideration would be arrived at, and give the
entries relating to the purchase in the hooks of Maha-Gujarat Commercial
Corporation Ltd., assuming that the patent rights & Land & Buildings are valued
by them at Rs. 90,000 and Rs. 2,00,000 respectively. (Institute of Bankers, 1960)

(Avs : Purchase consideration Rs. 4,20,000)

11. The following is the Balance Sheet of Atmaram as at December
31’ 1961 :—

Liabilities asses
Rs, Rs,
Capital ' 1,00,000 Sundry Fixed Assets 40,000
Reserve . 80,000 Investments 60,000
Loan from Bank - 50,000 Stock-in-trade 25,000
Sundry Creditors 30,600 Sundry Debtors 1,15,000
Cash in hand & at Bank 20,000
2,60,000 2,60,000

On the basis of the above balance sheet, Hindustan Ltd., takes over
Atmaram’s business on the following stipulations :—

Sundry Fixed Assets at Rs. 45,000 ; Investments at Rs. 50,000 ; Stock-in-
trade at Rs. 30,000 ; Sundry Debtors at Rs.1,00,000 and Cash & Bank balance
at the Balance Sheet figure. Sundry creditors agree to reduce their claims by
109, before the business is transferred. ‘



142 ACCOUNTANCY~PRINCIPLES & PRACTICE

The purchase consideration has been fixed at Rs. 1,80,000 in the Company’s
fully paid shares of Rs. 10 each.

In order to give effect to the above transactions, draft Journal Entries in
the Sole Trader's Books and show the opening Journal Entries in the
Company’s Books. (Institute of Bankers, 1962)

(Ans: Amount paid for goodwill Rs. 12,000)

12. The Assets of the National Steel Company, Limited are purchased by
the Hindusthan Iron & Steel Company Limited. The purchase consideration
was as follows :—

(1) A payment in cash at Rs. 90 for every share in thc National Steel
Company, Limited.

(2) A further payment in cash at Rs. 550 for every Debenture in
National Steel Company Limited, which the Debentureholders have agreed to
accept in full discharge of their Debentures.

(3) An exchange of four shares of the Hindusthan Iron and Steel
Company, Limited, of Rs. 75 each (quoted in the market at Rs. 140 each) for
every share in the National Steel Company, Limited.

The Balancc Sheet of the National Steel Co. Ltd. stood as follows when
given over :—

Capital Rs. Rs.
6,000 Shares of Rs. 500 Land & Buildings 11,00,000
each 30,00,000 Machinery&Plant 15,50,000

1,300 Debentures of Furniture & Fitting 2,60,000
Rs. 500 each 6,50,000 Patents 2,40,000

Sundry Creditors 2,50,000 Work-in-Progress 8,15,000

Workmen’s Savings Bank 2,00,000 Stock of Goods 1,85,000

Insurance Fund 65,000  Sundry Debtors 2,65,000

Reserve Fund 2,75,000  Cash at Bank 85,000

Profit & Loss A/c 60,000 .

45,00,000 45,00,000
L3 7

Make the necessary closing and opening entries in the Journal of the
purchased & purchasing companies respectively. (G.D.A))

13. With a view to reducing establishment expenses and generally to
effect economy in working, the A Company Limited, was taken over by B.
Company Limited, as from st January 1944, upon the following terms :—

(1) The B Company to assume the liabilities and take over the assets at
Book values,
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12) The B Company to discharge the debentures in A Company at 105
per cent by the issue of new debentures at 6 per cent in the B Company.

(3)" The B. Co. to pay the sharcholders in the A. Co. Rs. 10 per share
and to give three Rs. 10 shares in the B. Co. for every Rs. 20 share in A Co.
The Rs. 10 shares were considered as being at par.

The following Balance Sheet of the A Co. was prepared on 31st December,
1943 :—

Rs. Rs.
Capital :—
Nominal 50,000 shares of Goodwill 7,00¢900
Rs. 20 each 10,00,000  Freehold Land &
_ Buildings 3,13,000
Issued 47,500 shares of Machinery & plant 64,200
Rs. 20 each fully paid 9,50,000  Fixture & Fittings 17,000
5% Debentures 2,40,000 Sundry Debtors 2,19,800
Reserve Fund 3,00,000 Stock 93,200
Sundry Creditors 1,53,000 Investments 2,93,000
Profit & Loss Afc (balance) 99,200  Cash at Bank and in hand 42,000
17,42,200 17,42,200
ENCEN—— ]

You are required to give the entries necessary to close off the books of the
A Co., and to show how the acquisition of the new business would be
rccorded in the books of the B. Co.

(Bombay University, B, Com.)

14. With a view to reducing the establishment expenses and generally
to effect economy in working the Iris Company Ltd. agreed to take over the
Orient Company Ltd. as a going concern, both companies being engaged in the
same trade. '

TheIris Co. Ltd. was to pay the debentures and liabilities of the Orient
Co. Ltd. and take over the assets, the consideration being the issue by the
Iris Co. Ltd. of 4,00,000 fully paid shares of Re. 1 each, and the payment of
Rsi 30,000 in cash to the Orient Co. Ltd. The Iris Co. Ltd. was to pay the
liquidation expenses, which amounted to Rs. 14,000.

The balance in the books of the respective companies, as on the date of
absorption, are given below :—
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Iris Orient Iris Orient
Rs. Rs. Rs, Rs.
Authorised Capital :
Iris Co. Ltd. 20,00,000,
shares of Re. | each
Orient Co. Ltd. 7,50,000
shares of Re. | each
Issued Capital - 15,00,000 5,00,00(
Uupaid Calls 5,000 1,000
5% Debentures 5,00,000 1,00,00¢
Land & Buildings 10,33,300 3,56,820
€oodwill 3,00,000 50,000
Sundry Debtors &
Creditors 72,400 39,840 83,420 43,620
Bank Balances 1,68,420 20,000
Stock 1,79,260 78,520
Plant & Machinery 3,87,680 1,64,390
Bills Receivable 36,210
Profit & Loss Afc 98,850 26,95(
21,82,270 6,90,570 21,82,270 6,90,570

Assume that the absorption was duly effected but that the unpaid calls and
book debt of Rs. 4,000 due to the Orient Co. Ltd. proved irrecoverable.

Prepare the accounts showing the absorption of the Orient Go. Ltd. and
the Balance Sheet of Iris Go. Ltd. after the absorption. (R. A. Final, 1945)

(Ans: Loss on Realisation in the books of Orient Co. Ltd. Rs. 95,950 ;
Iris Co. Ltd.’s Balance Sheet Total after absorption Rs. 27,20,890)

15. The following is the Balance Sheet of Dilip Co., Ltd.
as at 31 December, 1958

Capital : Rs. ‘ Rs.
4,000 shares of Rs. 100 each 4,00,000 | Buildings 1,70,000
General Reserve 50,000 | Plant & Machinery "4,00,000
Surplus in Profit&Loss A/c 5,600 | Investments 50,600
5 per cent Debenturés 2,50,000 | Sundry Debtors 1,40,500
Sundry Creditors 80,500 | Stock 80,700
Proposed Dividend 24,000 | Cash at Bank 16,500
.Provision for Taxation 48,200
—
8,58,300 8,58,300

Dilip & Company Limited was absorbed by Nanak & Co., Ltd. at the
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above mentioned date on the following terms and conditions :
Nanak & Co., Ltd. to—

(i) .acquire all assets except investments which were sold off by Dilip &
Co., Ltd. for Rs. 45,500.
(ii) assume all liabilities except provision for taxation.
(iii) discharge the Debenture Debt at a discount of 5 per cent by issue of
7 per cent Debentures in Nanak & Co., Ltd.

(iv) issue to the shareholders of Dilip & Co. Ltd. two shares of Rs. 60,
each in Nanak & Co., Ltd. at the market rate of Rs. 65 pershare and a payment
in cash of Rs. 2 in exchange for one share in Dilip & Co., Ltd.

(v) pay the cost of absorption Rs. 1,500.
Plant aed Machinery taken over was depreciated by the absorbing cempany
to the extent of 5 per cent and a provision for doubtful debts equal to 3 per
cent was made on Sundry Debtors.

Dilip & Co., Ltd. sold off in the open market one fourth of the shares
received from Nanak & Co., Ltd. at the average rate of Rs. 63 per share.

Show the Journal Entries to record the above transactions in the books
of Dilip & Co., Ltd. and the opening Journal entries in the books of Nanak &
lo., Ltd. (C.A. Final, May 1959 & C.U. B. com. (Hons.) 1966)

(D)  Reconstruction :
16. The following is the Balance Sheet of A Co. Ltd. as on 3lst
December, 1957 :—

Nominal Capital :— Land & Buildings 45,000
1,000 shares of Rs 100 Plant & Machinery 20,000
each L,00,000  Fyrniture 5,000

Issued Capital : - Stock 25,000
1,000 shares fully paid 100,000 Book Debts 15,000

6% Debentures 20,000 Cash 1,000

Sundry Creditors 3,000 Profit & Loss Afc 12,000

1,23,000 1,23,000

It was decided to'reconstruct the company, and for this purpose a new
company was formed with a nominal capital of Rs. 1,00,000 divided into 500,
5% Preference Shares of Rs. 100 each and 500 Equity Shares of Rs 100 each to
take over the assets and liabilities of the A Company, Ltd. on the following
basis
sh [a] That debenturecholders in the A Co. Ltd. are to accept 200 preference

ares :

[b] That shareholders of A Co. Ltd are to receive an equity share in
the new company for every two shares held by them in the old company.

[e] That the cost of liquidation [Rs. 1,500] is paid by the new company.

19
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Assumiug that the balance of the Preference Shares is issued payble in
cash, you are required [a] to close the books of the old company, and [b]
to give the initial Balance Sheet of the new company.

[Allahabad University, B. Com. 1938]
(Ans : Balance Sheet Total Rs. 1,39,500.

17. The following is the Balance Sheet of Comet Ltd. as at 3lst
March, 1956 :—

- Ks, Rs.
Authorised & Issued Cap. Patents 1,50,000
50,000 ordy. shares of Freehold property 2,00,000
Rs. 10 each fully paid up  5,00,000 Stock.in-trade 1,70,000
60,000, 69 pref. shares of Debtors 2,60,000
Rs. 5 each fully paid up  3,00,000 Cash & Bank 6,000
4%, Debentures Stock 2,00,000 Profit & Loss Afc 4,06,000
Sundry Creditors 1,60,000
Accrued Int. on Debentures 32,000
11,92,000 11,92,000

The following scheme of reconstruction was passed and sactioned :

(a) A new company by the name of Rocket Ltd. to be formed and to
take over the entire business of Comet Ltd.

(b) One ordinary share of Rs. 5 per share paid up is to be given in
exchange for every two ordinary shares of Comet Ltd.

{c) One 4% preference share of Rs. 100 each is to be given in exchangc
of 30 proeference shares of Comet Ltd.

(d) The debenture stock will be discharged together with the amount of
interest accrued by issue of ordinary shares of Rs. 10 each fully paid.

(¢) The creditors will receive 509, of their dues in cash and 25% prefe-
rence shares of Rs. 100 each and the balance to be foregone.

() The ordinary shares issued as Rs. 5 per share paid up are to be made
fully paid up by receiving cash from the holders.

(g) The Authorised Capital of the new company is to be Rs. 8,00,000
divided into 60,000 ordinary shares of Rs. 10 each and 2,000 4% pref. shares of
Rs 100 each.

Show Journal Entries closing the books of Comet Ltd. and the opening
Balance Sheet of Rocket Ltd. utilising any profit-on taking over to write down
theé value of the Patents. The Preliminary Expenses amounted to Rs. 6,000/-.

[C. U. M. Com. 1956]

(Ams: Purchase consideration Rs. 6,77,000 ; Loss on Realisation Rs. 4,75,000

[pref. shareholders Rs. 1,00,000, equity sharcholdes Rs. 3,75,000] ;Shares

to pref. sharcholders Rs. 2,00,000 ; Shares to equity sharcholders Rs.
1,285,000 ; Rocket Ltd.’s Balance Sheet Total Rs. 7,22,000.)
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18. The Balance Sheet of the Kanpur Silk Mills Co. Ltd. is as under :—

Rs. Rs.
Japital : 10,000 shares of Premises 50,000
Rs. 100 each fully paid  10,00,000 | Plant 7,00,000
1,000 5% Debentures of Stock 1,00,000
Rs. 100 each 1,00,000 | Debtors 75,000
Oreditors 30,600 | Cash 7,950
imployees’ Provident Profit & Loss Ajc 2,27,650
Fund 30,000
11,60,600 11,60,600

The Company decides to go into voluntary liquidation with a view to
.econstruction under the name of the New Kanpur Silk Mills Co. Ltd. The
‘ollowing scheme received the approval of shareholders and creditors.

(1) Assets and liabilities to be taken over by the new company.

(2) Sundry trade creditors to be discharged by cash payment of
15 paise in the rupee.

(3) 200 debentures to be redeemed at 75%, ; for the balance 6% deben-
ures in the new company to be issued at par.

(4) 100,000 shares of Rs. 10 each credited as Rs. 6 paid up to be issued
sy the new company to the sharcholders of the old company, the unpaid
umount on the shares being payable immediately on allotment.

(5) Employees’ Provident Fund to be maintained.

(6) The book values of the assets to be reduced proportionately. Give

journal entries for closing the books of the old company and the Balance Sheet
of the new company after the above scheme is carried out in full.

(Allahabad University, B. Com.)

‘Ans: Loss on ‘realisation Rs. 4,00,000 ; New Company’s Balance Sheet Total
Rs. 11,10,000).
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(K) Valuation of Shares

1. When Valuation is necessary :
Valuation of shares becomes necessary in the following circumstances :
(i) When shares are sold by one shareholder to another.
(ii) When two or more companies amalgamate.

(iii) When a shareholder dies and his shares are to be valued for estat(
duty purposes.

(iv) When loans are raised on the security of the shares of a company.

(v) When a company is reconstructed and there are dissentient share
holders.

(vi) When shares of onc class are to be converted into shares o
another class.

(vil) When a company acquires the shares in a company unde
section 395.

(viii) When the assets of a finance and investment frust company are t.
be valued.

2. Methods of Valustion :
There are two principal methods of valuation of shares, namely—

(i) Asset-backing method or Intrinsic Value basis or Net assets basis or Capita
va luation basis or Equity basis or Realisation basis.

(ii) Market value method or Yield basis or Income basis or Annuity basi
or Earning capacity valuation method.

Sometimes the arithmetic mean of the intrinsic value and market value
taken to determine the value of shares. This value is called the fair value.

3. Asset-Backing Method or Intrinsic Value basis :

Under this method the assets and liabilities should be revalued first, the
the net asset is to be ascertained. Theavailable net assets represent net asse!
for equity shareholders.

Net Assets= Realisable Assets—OQutside Liabilities.
(i) If there is no preference share Capital :

Value of each equity share= Net Assets

No- of Equity Shares
(ii) If there is preference share capital which is non-participating :
Net Assets—Pref. Share Capital
~  No. of Equity Shares
" (b) Value of each preference share= Par value.
(iil) If there is preference share capital which is participating :
" .. (a) Value of each equity sharel: A Total G
et Assets—Total Capital (Pref. & Equity)
| Par value4-Par value x [ = Fotal Ga "pl—ﬁl—(%re f-—éuﬁiﬁii;; :EQ__W)J
* (b) Value of each preference share=

Net Assets—Total Capital (Pref. & Equity
Par value+Par value x [ ~ ol Gaplial (Pref. < q___)]

(a) Value of each equity share=
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Asset-Backing or Intrinsic Value method may, again, be of two types :—
(). Break-up basis i.e. not taking into account the value of goodwill and
(n) Going on basis i.c. taking into account the value of goodwill.

4. Market Value Method or Yield basis :
Under this method value of sharesis calculated on the basis of earning
of the concern. According to this method a share is valued as follows :—

(i) Value of cach share= Rate of dividend or earnmgxpaip up value

Normal rate of return of shares

Another way of valuing shares under this method is as given below :

(ii) The annual profits available for distribution to shareholders are
capitalised at a rate which is considered reasonable having regard to the risk
involved. The capitalised value of the profits thus calculated gives the total
value of all the shares and by simple division the value of each share is
ascertained.

Dividend on equity shares should be calculated after deducting from the
available profits depreciation, taxation, desirable reserves and preference
dividend etc.

Illustmtia{zjo‘ (Asset-backing method or Intrinsic value basis)

The following is the summarised Balance Sheet of the Naidu Co. Ltd. for
the year ended 31st December, 1968 :—

Balance Sheet as at 31st December, 1968.
Liabilities

Assets
Rs. Rs.
Issued & Paid up Capital : Goodwill 3,00,000
50,000 Equity Shares of Land & Building 1,20,000
Rs. 10 each fully paid 5,00,000 Plant & Machinery 68,000
General Reserve 4,00,000 Furniture & Fittings 12,000
6% Debentures 2,00,000 Investments 1,85,000
Loan from Bank : 60,000 Stock-in-trade 1,40,000
Sundry Creditors 80,000 Sundry Debtors

Profit & Loss Appro. Afc 20,000 Rs. 3,65,000
Less Reserve Rs. 2,000 3,63,000
Cash & Bank Balance 62,000
Preliminary Expenses 10,000
12,60,000 12,60,000

Calculate the value of each share on asset-backing method or intrinsic
value basis,

(Institute of Bankers 1962—Adapted)
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Solution
(i) Break up basis i.e. excluding goodwiil :—
Assets as revalued : Rs,
Land & Building 1,20,000
Plant & Machinery 68,000
Furniture & Fittings 12,000
Investments 1,85,000
Stock-in-trade . 1,40,000
Sundry Debtors 3,63,000
Cash & Bank Balances 62,000
9,50,000
Less Outside liabilities Rs.
69, Debentures 2,00,000
Loan from Bank 60,000
SundryCreditors 80,000 3,40,000
»  Net Assets
Value of each equity share — Net Assets
Number of Equity Shares
6,10,000
Rs. = —————— = Rs. 12:20
50,000

Rs. 6,10,000
e ——;

Notes : (1) Preliminary Expenses being fictitious assets are excluded from total
assets. (2) In asset backing method on brakc-up basis, goodwill is not taken

into account.

(i) Going-on basis i.e. including goodwill :

Assets as revalued : Rs.
Goodwill 3,00,000
Land & Building 1,20,000
Plant & Machinery 68,000
Furniture & Fittings 12,000
Investments 1,85,000
Stock-in-trade 1,40,000
Sundry Debtors 3,63,000
Cash & Bank Balance 62,000
12,50,000
Less Outside liabilities : R
S.
6% Debenture 2,00,000
Loan from Bank 60,000
Sundry Creditors 80,000
3,40,000

s Net Assets
Net Assets

Value of each equity share —
Number of Equity Shares

Ry, 910,000 o o
Rs. 2ot =Re. 16:20

Rs. 9,10,000
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-~

'llustralivkj/ (Asset-backing method or Intrinsic value basis)

The following is the summarised Balance Sheet of a company as at
December 31, 1962 :—

Liabilities : Rs. Assets : Rs.
share Capitsl : Fixed Assets 38,00,000
10,000 59 prefl. shares of Investments 10,25,000
Rs. 100 each, fully paid  10,00,000 Current Assets :
2,00,000 equity shares of Stock-in-trade 5,72,000
Rs. 10 each, fully paid  20,00,000 Sundry Debtors
teserves & Surplus : Less Provision 12,78,000
General Reserve 15,00,000 Gash and Bank Balance 2,25,000

Profit & Loss Alc (Cr.) 12,00,000
secared Loan :

6% Debentures 8,00,000
Current Liabilities :
Sundry Creditors 2,75,000
Liabilities for Expenses 1,25,000
~69,00,000 69,00,000

For purposes of valuation of shares, Fixed Assets are to be depreciated by
0 per cent. Investments are to be taken at Rs. 10,80,000 and Sundry Debtors
e to be further reduced by 5 per cent.

Interest on Debentures is accrued due for 9 months and preference
lividend for 1962 is also due; neither of these have been provided for in the
3alance Sheet.

Calculate the value of each Equity Share. (C.U, B.Com (Adv.) Hons. 1963)
Solution

Total assets as revalued : Rs.
Fixed assets 34,20,000
Investments 10,80,000
Stock-in-trade 5,72,000
Sundry Debtors 12,14,100
Cash and Bank Balance 2,25,000

65,11,100

Less outside Liabilities : Rs.

6% Debentures 8,00,000
Outstanding Interest
on Debentures 36,000
Sundry Creditors 2,75,000
Liabilities for expenses 1,25,000 12,36,000

Net assels available for total Capital : 52,75,100
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Net assets available for total Capital (b[f) 52,75,100
Less Pref. Share Capital 10,00,000
Pref. Share Dividend 50,000
10,50,000
.~ Nel Assets available for Equily Capilal : Rs. 42,25,100
o Net Assets
Val f each =
alue of each equity share No. of Equity Shares
42,25,100
=Rs. W—: Rs. 21-13

~ Intrinsic value of 1 equity share=Rs. 2113

Note : Assumed that the preference shares are preferential as to capital
in the event of winding up without any right to participate in the
surplus.

lustratiog 56 (Asset-backing method or Intrinsic value basis)

The following is the summarised Balance Sheet of Bengal Traders Ltd. as
at December 31st, 1951 :—

Capital & Liabilities Property & Assets
Capital : Goodwill 50,000
20,000 Ordinary Shares of Sundry Fixed Assets 9,65,000
Rs. 45/- each fully paid 9,00,000 | Sundry Current Assets 5,00,000

1,000 4 p. c. Cum. Pref.
Shares of Rs. 100 each

fully paid 1,00,000

Loans at 6 p.c. 75,000

5 p.c. Debentures 2,60,000

Current Liabilities 1,80,000
15,15,000 15,15,000

Interest on Loans and Debentures and Dividends on Preference Shares
are all outstanding for onc year and have not been shown as such in the Balance
Sheet. The Preference Shares are preferential regarding repayment of capital
at 10 p.c. premium.

. The assets independently valued show that the Fixed Assetsare worth
Rs. 12,00,000 and the Current Assets Rs. 6,00,000. Compute the value of each
Ordinary Share.

(C. U. B.Com. (Adv.) 1952)
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Solution
Total asssts as revalued : Rs.
Goodwill ... 50,000
Fixed assets ... 12,00,000
Current Assets ... 6,00,000
18,50,000
Less Outside liabilities : Rs.
Loans @ 69, 75,000
59% Debentures : 2,60,000
Current liabilities 1,80,000
Outstanding interest on debentures 13,000
Outstanding interest on loans 4,500
5,32,500
» Net assets available for total Capital :  13,17,500
Less Pref. Share Clapital 1,00,000
Pref. dividend for the year 4,000
Premium on Redemption of
Pref. Shares 10,000 1,14,000
~ Net assets available fc;r Equity Capital : Rs. 12,03,500
. Net assets
Value of each equity Share‘—‘i\TE'Sf'E?jﬁTy“Shéfes
= 12,03,200 _
’ = Rs. 6018

~ Intrinsic value of each equity share = Rs. 60-18
—

Iummionvsp/ ' (Intrinsic valus)

A agrees to buy from B on 31st December, 1968 a numbet of shares of a
private limited company at a price to be calculated by you. They have further
agreed that the assets of the company other than its goodwill, will be taken
at Balance Sheet values and goodwill at one year’s purchase of the profits
available for distribution to equity shareholders calcuylated on the average of
last three years’ profits.

The profits for the last three years before providing for debenture interest
and dividend on preference shares, amounted to Rs, 72,000, Rs. 65,000 and
Rs. 70,000 respectively.

20
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The Balance Sheet of the company
follows :—

Sbare Capital : Rs.
1,000 6% cumulative preference
shares of Rs. 100 each 1,00,000
2,000 ordinary shares of Rs. 100
cach 2,00,000
6% Debentures 50,000
Sundry Creditors - 40,000
Debenture Sinking Fund 10,000
Profit & Loss A/c 80,000
4,80,000

ACCOUNTANCY —PRINCIPLES & PRACTICE

on 31st December, 1968 was as

Rs.

Goodwill at cost 30,000
Land & Building 1,50,000
Plant & Machinery ,000
Investments 50,000
Stock 60,000
Sundry Debtors 70,000
Cash at Bank 30,000

4,80,000

The preference shares are preferential as to capital in the event of
winding up but without right to participate in surplus.

Show your calculation of she price per share-

Solution
(i) Goodwill is valued thus :

Total profits for the last three years Rs. (72,000+65,000+70,000&

R s. 2,07,000
S.
Less 3 years’ debenture interest 9,000
3 years’ preference dividend 18,000 27,000
Rs. 1,80,000
Annual average profit=Rs. 1120339_00=Rs.60,000
» The value of goodwill = Rs. 60,000
(ii) Total assets as revalued : R
.
Goodwill 60,000
Land & Building 1,50,000
Plant & Machinery 90,000
Investments 50,000
Stock 60,000
Debtors 70,000
Cash at Bank 30,000
5,10,000
Less outside liabilities ¢ R
"
6% Debentures 50,000
Creditors 40,000 90,000
Net asssis available for total capital : 4,20,000
Less Preference Capital 1,00,000
Net asssts available for squity capital : Rs. 3,20,000

Value of each equity share=
Intrinsic value of each share=160

Net Assets =Rs.
No. of Equity Shares 2,000

Rs. 3:20.000_r.. 160
]
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Ilustration 60 (Market value method or yield basis)

A company having equity shares of Rs. 20 each fully paid has declared a
dividend of 309%. In this class of companies a dividend of 20% on the paid up
capital is considered to be normal.

Calculate the value of each equity share on the yield basis.

Solution

Value of each equity share=

Rate of dividend or Earninﬁ

Normal rate of Return x Paid up value of shares

30
= %_x20-Rs. 30

Value of each equity share=Rs. 30

lllu:tratiovl g { Market value method or yield basis)

The issued capital of a limited company consists of 60,000 shares of Rs. 100
each fully paid. In this class of companies 109 on the paid up capital is
considered to be the normal rate of profit. The profit of the company available
for the distribution to shareholders in a particular year is Rs.8,40,000 and the
company is expected to earn like amount in future.

Calculate the value of each share.

Solution
Profit available for distribution Rs. 8,40,000
Normal rate of profit 109
Capitalised value of profits on the basis of 109,
return is as follows :
Rs, 12'19!%9_&09 =Rs. 84,00,000
. . 84,00,000
Th 1 f h ty share will be= Rs,—2
e value of each equity i 60,000
=Rs. 140
Hllustration 62 (Yield basis)

10. Sri Das holds 5,000 Equity Shares in Hindusthan Ltd., the nominal
and paid up capital of which consists of :—

(i) Rs. 20,000/- Equity Shares of Re 1/- each
(ii) Rs. 10,000/- 5 per cent Preference Shares of Re 1/- each.

(Note : The Preference Shares do not participate further in the profits.)
It is ascertained ;

(a) The normal annual net profit of such a company is Rs. 5,000/- and
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(b) The normal return by way of dividend on the paid up value of
Equity Share Capital for the type of business carried out by the company is

8 per cent.

Sri Das requires you to value his share-holdings based upon above figures.

(C. U. B.Com. (Adv.) Hons. 1965)

Solution
(i) 1st method :
Rs.

Net profits for the year 5,000
Less Preference dividend @59,

on Rs. 10,000 500
Profits available for distribution : 4,500

: 4,500 oo,

The rate of earning =-30,000 x 100=22-5%

Value of each equity share=

Rate of earning

Normal rate of Return

x paid up value of share

=225 | _Re 225
8
Value of each equity share=Rs.. 220
ITIEY) 5,000 ,, I =R5--2--2-‘-‘?-X5,000
=Rs. 14,062:50
e
2nd method :
Rs.
Net Profits for the year 5,000
Less Preference dividend @5%, on
Rs. 10,000 500
Profits available for distribution : 4,500

.. Capitalised value of profits on the basis of 89, return is as follows :

Rs. _— 200" "=

100 x 4,500 _ Rs. +:50,000

8

'8
4.50,000

The value of each equity share will be Rs.m
t]

o’ 3 » 9. 5,000 » ”» ”

Value-of Sri*Das’ holdings :

LR}

Re 450,000 x 5,000
8% 20,000

= RS. l4ﬁ2'50
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Jllustration 63 ( Fair valus )

The Articles of Association of a Private Company provided for the
fixation of the “fair value’’ of the Shares thereof after the close of each financial
year, based on the average of intrinsic and market values. Prepare a Memorandum
Statement showing details of calculation of the fair value of the Company’s
Shares according to the following summarised Balance Sheet as on 3lst
December, 1963.

Capital & Liabilities Property & Assets
Rs. Rs.
Capital :—25,000 fully paid Fixed Assets, at cost :—
shares of Rs. 10 each 2,50,000 Rs.
General Reserve 75,000 Buildings 40,000
Depreciation Reserves : Furniture 1,500
s. - 41,500
Buildings 5,000 Stock, at Market price 2,25,000
Investments 22,500 Investments, at cost 1,90,000
27,500 | Sundry Debtors
Sundry Creditors 24,000 (considered good) 1,50,000
Bad Debts Reserve 10,000 | Cash & Bank Balances 35,000
Profit & Loss :— Ras.
B/f 40,000
For the year 2,15,000
—_— 2,55,000
Rs. 6,41,500 6,41,500
R S

The following additional particulars are available :—
(i) The company’s prospects for 1964 are equally good ;
(ii) Buildings are now worth Rs. 1,75,000 ;
\iii) Companies doing similar business earn a profit of 15% on the
market value of their shares ;
og(‘)') Profit for the past three years have recorded an increase of
Rs. 25,

per annum. (C. U. B.Com. (Adv.) 1965)
Solution
Intrinsic vaiue of each share :
Assets as revalued : Rs.
Buildings 1,75,000
Furniture 1,500
Stock 2,25,000
Investments 1,90,000
Sundry Debtors 1,50,000
Cash & Bank Balance 35,000
7,76,500
Rs.
Less Depreciation of
investment 22,500
Bad Debts Reserve 10,000 32,500
7,44,000
Less Creditors 24,000

Net assets available for equity capital : Rs. 7,20,000.
. 7,20,000_ .
Value of each equity share—Rl-W Rs. 28-8
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Market value of each share :
] Rs.
Profits available for distribution 2,15,000
Normal rate of earning 15%

Capitalised value of profits on the basis of 159 return is as follows :
Rs. 100x2,15,000_ o 43,00,000
- —T—— . _'T_

. _n. 43,00,000 _ .
The value of each equity share=Rs. 325,000 =Rs. 57-3

Fair value is the arithmetic mean of intrinsic value and market value.

Fair value of each share=Rs. 2"3'8:‘;57'3=Rs. 862'1 =Rs, 43

Note ; According to Mr. Batliboi rate of earning should be calculated on
the basis of ‘net trading income’ on ‘effective capital’ used in the business. He
suggests the climination of non-trading income like interest etc. from the net
profit and non-trading assets like investments etc. from the net operative
capital in order to get the rate of earning.

According to this view, market value of each share will be as follows :

Rs.
Book value of the assets 6,41,500
Less non-trading asset—investments 1,90,000
4,51,500
Less Depreciation on Buildings 5,060
Reserve for Bad-Debts 10,000
15,000
4,36,500
Less Creditors 24,000
Effective Capital used in the business : 4,12,500
Profis carned during the year : Rs. 2,15,000
. 2,15,000 x 100 .
Rate of carning = i1 50 " 52:1%
_ Rate of earning :
Value of each share = Normal rate of sotumn x paid up value of share
52-1

=95 % 10=Rs. 347
. . 28-8+434-7
.» The fair value of a share will be Rs. —

=R, 3033 |
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Mustration 64 . ( Intrinsic value and market valus )

The following informations .are obtained from the books of Sunrise
Company, Ltd., as on 30th April, 1961 :

Capital :— Rs.
10,000 Ordinary Shares of Rs. 10 each fully paid up 1,00,000
10,000 Ordinary Shares of Rs. 10 each
Rs. 7-50 per Share paid up 75,000
10,000 Ordinary Shares of Rs. 10 each Rs. 5 per Share paid up 50,000

General Reserve 1,35,000

Liabilities to Sundry Parties 55,000

Fixed Assets less Depreciation 1,67,000

Commission on Issue of Shares 6,000

Preliminary Expenses 9,000

Floating Assets 2,33,000

It is estimated that the normal average profit less tax of the company will
be maintained at Rs. 36,000 and the expected rate for capitalisation purpose is
89 . Calculate the values of each type of Share by the Asset-backing method and

also by the earning-capacity method.
(G. U. M. Com. 1961 )

Solution
(8) Asset-backing method :
Assets as revalued : Rs.
Fixed Assets 1,67,000
Floating Assets 2,33,000
4.00,000
Less liabilities ( creditors ) 55,000
Total capital employed : 3,45,000
Add Notional Calls : Rs.
(i) 10,000 ordinary shares
@ Rs. 2:50 each 25,000
(i) 10,000 ordinary shares
@ Rs. 5 each 50,000
75,000
4,20,000
. 4,20,000
*+ Val =Rs, 222 =Rs.
ue of each ordinary share ] ~30,000 Rs. 14

() Value per fully paid share of Rs. 10 each =Rs. 14
(i) Value of each share of which

Rs. 2:50 remain unpaid = ( Rs. 14-2:50)  =Rs. 11:50
(iii) Value of each share of which

Rs. 5 remain unpaid =( Rs, 14-5) =Rs. 9
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(b) Earning-capacity method :

Normal average profit Rs. 36,000
Expected rate of earning 89,
» Capitalised value of profit on the basis of 8% expected return is as
follow :
. Rs. 100 %%51900 = Rs. 4,50,000
. . 4,50,000
° 1 = Rs. 0 = .
~ (i) Value of cach fully paid share 8 30,000~ Rs. 15

(ii) Value of each shares } of which paid = 15x% = Rs. 10
(iii) Value of each share § of which is paid = 15x} = Rs. 7-50

EXERCISE

\J- The Balance Sheet of Prosperous Ltd. showed the following position
on 30th June, 1957

Liabilities Rs. Assets Rs.
Capital : 2,000 shares of Rs. 20 Goodwill 5,000
cach (fully paid up) 40,000 Fixed Assets 50,000
Reserve Fund 5,000  Floating Assets 21,000
Sundry Creditors 29,500 Cash 1,000
Profit & Loss A/c 2,500

%0 7000

The average annual profit of the company for the past four years is Rs.
3,500. The company’s shares are not quoted in the market. An investor
desires to value his 100 shares in the company on the interest yield basis as well
as on the intrinsic value basis. He finds that his investment in a similar other
company which is equally progressive gives him a return of.10% per annum. For
the purpose of finding out the intrinsic value of each share, Goodwill of the
company is to be taken at twice the average of the last four years profits. Show
the respective values of the shares

(C.U. M. Com. 1967)

(Aws : Intrinsic value of each share Rs. 24'75 ; value of each share on the
basis of super profit method Rs. 666) o L
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2. Given bolow is the Balance Sheet of Imperial Manufacturing
Co. Ltd. :—

Rs. Rs.
Capital : Land (at cost) 2,21,000
8,800 Shares of Rs. 250 Buildings (at cost) 11,73,000
each fully paid 22,00,000 Machinery etc. (at cost) 20,58,000
Reserve Fund 8,24,000 Furniture & Dead Stock 5,000
Workmen's Savings A/c 2,27,000 Stock in trade 26,00,000
Provident Fund Afc 54,000 Debenture Charges 25,000
Depreciation Fund Ajc - 4,63,000 Book Debts 3,35,000
Creditors ' 38,86,000 Investments 17,00,000
Profit & Loss A/c 36,12,000 Cash 31,49,000
1,12,66,000 1,12,66,000
—._‘ R ——

Depreciation Fund is in excess by Rs. 54,000 than the amount of actual
depreciation. Find out the intrinsic value of the share.

(Bomby Uuiversity)

(Ans : Value of each share Rs. 757-40)

3. Itis provided in the Articles of Association of a private company
that on the death of a shareholder his shares shall be purchased by the remaining
shareholders at a price to be settled by the auditors on the basis of the last
Balance Sheet. It is further provided that goowill shall be taken for this
purpose to be of the value of two years’ purchase of the average annual profits
for the last five yoars. The Balance Sheet is as follows :

Capital Rs. Rs.
2,000 shares of Rs. 100 Goodwill 55,000
each fully paid 2,00,000 JIpvestment at cost 1,75,000
Reserve Fund 75,000 stock 2,20,000
6% Debentures 1,50,000 pDebtors 1,30,000
Sundry Creditors 1,50,000  Qash at Bank 20,000
Profit & Loss Ajc 25,000
6,00,000 6,00,000

The profits for the last five years were Rs. 10,000, Rs. 15,000, Rs. 20,000,
Rs. 25,000 and Rs. 30,000.
The Market value of the investment on the date of the above Balance
Sheet was only Rs. 1,10,000.
State with details of working the price to be paid per share.
(Bombay University, B. Com. 1932)

(Ans : Value of each share Rs. 110)
21




162 ACCOUNTANCY—PRINCIPLES & PRACTICE

4, A Shareholder of a private limited company desired on the 15th
September 19... to sell his 100 shares and you are required as auditor and in
téfms of the provisions of the Articles of Association of the company to certify
the fair value of its shares. The following particulars were available from the
Balance Sheet as on 30th June :—

Rs. Rs.

Capital (1,000 shares) 5,00,000 Cash Balance 15,000
Buildings at cost 1,00,000 Investments 3,00,000
Rgserve 2,00,000 Profit for the year 1,75,000
Machinery at cost 1,00,000 Book Debts (good) 2,00,000
Depreciation Reserve 50,000 Do (Doubtful) 50,000
Stock at market rate 3,00,000 Bahk Balance 35,000
Debentures 1,00,000 Profit B/f 50,000
Creditors ’ 50,000

The prospects for 1947-48 are equally good. The market value of
Buildings and Machinery on 15th Septmber, 1947 showed appreciation to the
extent of Rs. 25,000 and Rs. 1,00,000 respectively. It was also ascertained
that similar companies paid 149 dividend. The results of the previous five
years showed increase in profits. (R.A. Final—1943)

(Ams : Value of each share Rs. 768)

5. From the following Balance Sheet of Unit Traders Ltd., compute the

intrinsic and yield value of its shares :—
Balance Sheet as at 31-3-60

Capital : Rs. Rs.
10,000 shares of Goodwill 1,00,000
Rs. 100 each 10,00,000 Buildings 5,00,000

General Reserve 5,00,000 Plant & Machinery 4,00,000

Profit & Loss Ajc 1,25,000 Other Fixed Assets 2,00,000

Creditors 30,000 Stock-in-trade 4,00,000

Current Liabilities 60,000 Sundry Debtors 50,000

17,15,000 Cash & Bank balances 65,000
A 17, l 5’009

You are furnished with the following further information :—

(a) Goodwill should be valued at Rs. 5,00,000 ;

(b) Buildings, Plant and Machinery and Stock-in-trade should be
revalued at Rs. 6,00,000, Rs. 5,00,000 and Rs. 4,25,000 respectively ;

(c) The company declares a dividend of 60% on its capital for the last

few s while the nominal yield on the market value of similar shares is 25%-
yeur ( C. U. M. Com. 1960

(Avs : Intrinsic value of each share Rs. 225 ; Value of each share on yield basis
Rs. 106:67)
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6. The following is the summarised Balance Sheet of Green Ltd. as at
31st March, 1964 :—

Rs. Rs.
Authorised Capital : Fixed Assets at cost
50,000 Equity Shares less depreciation 2,25,000
of Rs. 10 each 5,00,000 | Floating Assets 2,53,000
- Preliminary Expenses 12,000

Issued, Subscribed and
Paid up Capital :
10,000 Equity Shares of
Rs. 10 each, fully paid 1,00,000
10,000 Equity Shares
of Rs. 10 each, Rs. 8 per
share paid up 80,000
10,000 Equity Shares of
Rs. 10 each, Rs. 6 per
share paid up 60,000
15,000 Equity.Shares of
Rs. 10 each, Rs. 5 per

share paid up 75,000
3,15,000
General Reserve : 80,000
Sundry Liabilities 95,000
4,90,000 4,90,000
 — —

The normal average profit of the company is estimated at Rs, 54,000 and the
estimated rate for capitalisation purpose is 109
Calculate the value of each kind of Equity Share both by the asset-backing

method and by the earning-capacity method. (C. U. M. Com. 1964)
( Ans : Intrinsic value of each Rs. 10 paid up share Rs. 11-51
” »” 8 ”» ”» 9.51
»”» 2 6 ”» " 7:51
' Re. 10 paid”gp shares Rs. 19-14
ch Rs. 10 paid yp shares Rs. 17-
” ., 8 » 1371
3 » 6 ”» 10-28
”» ”» J » 8-57)

7. The authorised and paid up Capital of -Sarbani Ltd. is 1,000 5%
preference shares of Rs. 100 each and 20,000 equity shares of Rs. 15 each, Rs. 10
per share called up and paid up. Sri S. Sarkar holds 200 preference shares
and 3,000 equity shares in this company. The normal annual profit of this
company is Rs. 36,000 and the normal return on the equity shares is 8%.

Srl Sarkar requests you to value his heldings under these circumstances.
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If however, the preference shares are entitled to participate in any surphes
and there remains a general reserve of Rs. 69,000, find out also the value of the

equity shares in that case.
(Ans :

(C. U. M.Com. 1963)

(1) When Preference Share is non-participating :—

Value of 3,000 et}uity shares Rs. 58,125
Value of 200 pref. shares fully paid Rs. 20,000
(2) When Preférence Share is participating :—
Goodwill on the purchase of 4 years super profit is Rs. 60,000.

Value of 3,000

uity shares Rs. 33,060

Value of 200 preference shares Rs. 33,066.)
8. The following is the Balance Sheet of Aruna Private Ltd. as at

30th June, 1962 :—

Capital : Rs, Rs.
Authorised—
3,500, 59, First
Preference Shares
of Rs. 100 each 3,50,000
3,500,6% Second
Preference Shares
of Rs. 100 each 3,50,000
5,000 Equity Shaces
of Rs. 10 each 50,000
——17,50,000
Issued—
3,200, 5% First
Preference Shares
of Rs. 100 each $,20,000
2,000, 6% Second
Preference Shares
of Rs. 100 each 2,00,000
5,000 Equity Shares
of Rs. 10 each 50,000
5,70,000
Capital Reserve 2,50,000
Debenture Redemption
Reserve Fund 50,000
Profit & Loss A/c 68,000
3.68.000

69 Debenture ( Redeemable
31st Dec. ’62 being part of an
issue of Rs.. 2,00,000 the
balance of which the Co. has

the power to re-issue before

10.12.62) 50,000

Sundry Creditors 65,000
10,538,000

Fixed Assets Rs. Rs
Goodwill ats cost 50,000
Frechold Properties

valued at 2,75,000
Plant and

Machjnery at cost
less depreciation 3,23,000

6,48,000

Current Assets
Sundry Debtors 1,62,000
Less Reserve

and Bad debt. 10,000

1,52,000
11,000
1,67,000

Bills Receivable
Stock
Cash and

Bank Balances 75,000
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In recent years, profits made enabled the Company to pay dividends on
the Preference Shares only but no dividend has been paid on Equity
Shares. The directors now recommend the following dividends for the
year to 30+6-62.

Dividend on st Preference Shares—in full
Dividend on 2nd Preference Shares—-in full
Dividend on Equity Shares—at 509,

It is expected that these reccommendations will be accepted by the members
at the Annual General Meeting. The Articles of Association provide that the
price at which shares shall change hands in any year shall be the price fixed by
the members at the last Annual General Meeting of the Company. You are
now asked by the directors to advice them as to the value of each class of shares
for submission to the Annual General Meeting.

Both Ist and 2nd Preference Shares carry priority rights only as to the
repayment of Capital over Equity Shares in a winding up and they do not carry
any right to share in the surplus. Submit your report giving your reasons
therefor and showing how you arrive at the values you suggest.

(C. U. M. Com. 1962)
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(L) Holding Company

1. What is a Holding Company :

A Holding Company means ‘‘any company which directly or indirecily,
through the medium of another company, holds more than half of the equity
share capital of other. companies or controls the composition of the Board of
Directors of other companies.”’

2. Whatis a Subsidiary Company :

Any company, more than half of the equity share capital of which is held
or whose Board of Directors is controlled by a Holding Company is known as
a Subsidiary Compauy.

According to fection 4 of the Companies Act 1956 as amended in 1960, a
company is said to be the subsidiary of another company if :—

(i) the latter controls the composition of the Board of Directors of the
former ; or

(ii) the latter holds more than half the nominal value of the equity
share capital of the former, or otherwise exercises or controls more than half
the voting power of the former ;

(iii) the former company is a subsidiary of any other company which
is itself a subsidiary of the latter company.

Dlustrations :

(i) If X Ltd. acquires 75% of the equity shares of Y Ltd., then X Ltd.
becomes the Holding Company in respect of its Subsidiary Y Ltd. Incidentally
X Ltd. becomes entitled to 759 of all the assets of Y Ltd.

(i) If Y Ltd. is a Subsidiary of X Ltd. and Z Ltd. is a Subsidiary of Y
Ltd., then Z Ltd. will also be deemed to be a subsidiary of X Ltd.

3. Presentation of Accounts of Subsidiary Companies by Holding Company :

The different sections relating to the preparation of final accounts of the
company apply to the holding as well as subsidiary companies. Sections 212,
218 and 214 of the Companies Act govern the presentation of accounts of
subsidiary companies by holding companies.

The following must be attached to the Balance Sheet of a Holding
Company :—

(i) A copy of the recent Balance Sheet, Profit & Loss AJc, Report of
the Board of Directors and Auditor’s Report of its subsidiary.

(ii) A statement indicating the extent of holding company’s interest in
the subsidiary at the end of the accounting year of the subsidiary.

(ili) A statement showing the net gross amount of the subsidiary’s profits
or losses 3o far as they concern members of the holding company separately for
the current year and for previous years and the extent of profits already dealt
with ia she holding company’s accounts and nos so dealt with.
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(iv) A statement showing transactions and changes during the period
between the end of the financial year of the subs;diary company and the end
of the financial year of holding company, if the two financial years do not
coincide.

4. Minority Interest :

Wiere a holding company does not acquire the entire share capital of a
subsidiary company, but owns only more than 509 ofit, the subsidiary
compiny is known as partly-owned subsidiary. In such a case, the other
‘1areholders are called minority sharcholders. The interest of these share-
rolders is called m'nority interest which should be shown as a liability in the
consolidated Balance Sheet.

5. Co1solidation of Balance Sheet and Profit & Loss Alc :

According to English Companies Act, a holding company is required to
prepare, in addition to its normal Final Accounts, a consolidated Balance Sheet
1nd a consolidated Profit & Loss Afc of the holding company and its subsi-
diaries. But Indian Companies Act does not require the preparation of consoli-
dated or group accounts. Really speaking, it is desirable to present consoli-
dated accounts of the holding and its subsidiary companies for the purpose of
providing the shareholders of the holding company with a clear and composite
picture. The consolidated accounts comprise a consolidated Balance Sheet and
a consolidated Profit & Loss Ac.

Rules for the Praparation of Consolidated Balance Sheet :
(i) Date of Balance Sheets : Balance Sheets of all companies (holding as
well a3 subsidiary) must be made up to the same date. Where the Balance
Sheet of any subsidiary company is made up to a different date, proper
adjustments must be made to ascertain the exact position on the date of
consolidation.

(ii) Assets @ Liabilities : The assets of the holding company and the
subsidiaries should be aggregated and so also their liabilities. All assets and
liabilities should be classified and valued uniformly. ¢

(iii) Minority Interest: (a) Minority interest (the portion of interest
held by outsiders) should be caleulated by taking the nominal value of the
minority shares and adding thereto the poportionate share of Reserves, Profit
& Loss Afc and -other items of undistributed profits and deducting therefrom
the proportionate share of losses, if any.

In case the outside interest is not in ordinary shares but in
preference shares which have no right to share in any surplus on liquidation,
only their nominal value plus dividend outstanding shall be the minority

interest.
Sh Minority interest has to be shown as a liability in the consolidated Balance
Sheet,

(iv) Subsidiary Company’s share capital : This should not be shown in the

consolidated Balance Sheet.

\
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(v) Investment in the shares of the Subsidiary Company : Investment in the
shares of the subsidiary company (which is shown on the assets side of the
Balance Sheet of the holding company) shall be eliminated altogether.

(vi) Inter-Company Indebtedness : Inter-Company indebtedness including
bills drawn by one on other still pending should be eliminated.

(vii) Cash and other assts in transit : For the purpose of reconciling the
balances as in the Current Accounts of holding company and subsidiary
company, adjustment “should be made in respect of cash and other assets in
transit.

(viii) Goodwill and Capital Reserve : If the price paid is more than the
par value of shares acquired, the difference is Goodwill. If the price paid is less
than par value of the shares acquired, the difference is Capital Reserve.

Profits accumulated in the subsidiary company up to the date of
acquisition are capital profits and the holding company’s share should be
deducted from goodwill in the consolidated Balan ce Sheet.

The goodwill in the consolidated Balance Sheet should be the total of
the figures for goodwill in each component Balance Sheet minus any Capital
Reserve in any one of the Balance Sheets.

(ix) Unrealised Profits : Unrealised profits from inter-company trans-
actions should be adjusted to the extent of holding company’s share.

(x) Current Profits : Holding company’s share of current profits should
be added to the profits of the holding company or to appropriate reserves.

(xi) Consolidated Reserve : Holding company’s General Reserve as per
Balance Sheet and holding company’s share of subsidiary company’s post
acquisition reserve should be taken into consideration to ascertain the amount
of Consolidated Rsserve.

Hlustration 65 (Minority Interest, Capital Profits, Goodwill, Mutual
Indebtedness-Debtors & Creditors)

On 1st July, 1968 P Ltd. bought 1,400 shares of Rs. 10 each, full); paid, in
QULtd. at Rs, 20 each. The following is the Balance Sheet of each company
on 31st Dec. 1968 in a condensed form :—

| P. Ltd. Q. L. | P.Ltd, Q. Ltd.
! Ra. Rs. - ' Rs. Rs.
Share Capital . 60,000 16,000 Buildings | 55,000 10,000
Genenal rve ’ Sundry Assets ! 18,000 | 24,000
- on1.1.1968 12,000 5,000 Debtors 16,000 | 6,000
Creditors 17,000 10,200 Investment— '
Profit & Loss A/c: ! 1,400 shares of Rs, 10
Balanceon 1.1. 1968 | 9,000 2,000. each of Q Ltd. bought
Net profit for 1968 19,000 6,800 @ Rs. 20 per share 28,000
1,17,000 40,000 1,17,000 40,000
EcE— e E—

"~ 'The Debtors of P Ltd. Rs. 2,000 due from Q Ltd. Prepare the
Consolidated Balance Sheet as at 31st December, 1968.
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Solution

. Before proceeding to draw up the Consolidated Balance Sheet, let us
calculate the following :

(i) Minority Interest (i.e. outside shareholdersibgth interest in Q Ltd.) :

Share Capital 2,000
General Reserve 625
Profit & Loss Afc
Balance on 1.1.768 250
Profit for the year * 68 850
—— Rs. 3,725

-_————
E) Capital Profits g. e. Holding Company’s (P. Ltd.) share of profits
accumulated in Subsidiary Company (Q Ltd.) on thl: date of acquisition) :
s.

Reserve 5,000
Profit & Loss Ajc
Balance on 1.1.’68 2,000
Profit up to 1st July, 1968 (i.e.
half of the profit for the year) 3,400
10,400
Less }th share of the outside
shareholders 1,300
Rs. 9,100
(iii) Goodwill :
Purchase Price of Shares 28,000
Less Par value of Shares 14,000
14,000
Less Capital Profit 9,100
Value of goodwill Rs 4,
(Iv) Sundry Debtors : Rs.
P Ld. 16,000
Q Lud. . 6,000
22,000
Less mutual indebtedness 2,000
—— Rs. 20,000
(v) Sungy Creditors :
P Ltd. 17,000
Q Led. 10,200
27,200
Less mutual indebtedness 2,000
—_— R‘- 25,2w_
;vii Trading Profit for the year 1968
td, 19,000
Q Ltd. :— Rs.
Profit from 1.7.68 to 31.12.68 -- 3,400
Less }th share applicable to
outside shareholders 425
—_— 2,975 —

—_— Rs. 21,975
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Consolidated Balance Sheet of P Ltd. and its Subsidiary Q Ltd. as on

31st December, 1968

Liabilities
Share Capital

Minority Interest in Q. Ltd (i)

General Reserve
Sundry Creditors (v)
Profit & Loss A/c—
Balance on 1.1.1968
Net Profit for 1968 (vi)

Rs.
Assets
60,000 Goodwill (ii & fii)
3 725 Buildings
12000 P. Ltd
25,200 Q. Ltd.
9,000 Sundry Assets
21,975 P. Ltd.
Q. Ltd.
Sundry Debtors (iv)
1,81,900
e —

55,000
10,000

18,000
24,000

65,000

42,000

+1,31,900

Illustratiarf 66

(Capital Reserve, Loss attributable to outside shareholders)

\}T‘Iie summarised Balance Sheets of a holding company, H. Ltd., and i
subsidiary, S Ltd., are given below as at December 31, 1954, when H Ltd
acquired 75 per cent of the Shares of S Ltd. for Rs, 1,60,000.

Capital :
50,000 shares of

Profit & Loss Account

H. Ltd. S. Ltd.
Rs. Rs.
Investments in 15,000
shares of S. Ltd. at
5,00,000 - cost
Sundry Assets
—_ 2,00,000
50,000 30,000
80,000 36,000
6,30,000 2,66,000

H.Ld. | S.Ld
Rs. Rs.
1,60,000 -
470, 2,66,00(
6,30,000 | 2,66,00(
I | * i——

On June 30, 1955, the corresponding summarised Balance Sheets were:

given below :

Capital :
50,000 shares of
Rs. 10 each
20 000 shares of

" Profit & Loss A/c

H. Ltd. S. Ltd,
Rs. Rs.
Investments in 15,000
shares of S. Ltd, at
5,00,000 -_— COst-
Sundry Assets
-— 2,00,000 | Profit & Loss A/c
45,000 40,000
96,000 —_
€,41,000 2,40,000
| ——— | S —

H. Ltd. S. Ltd.
Rs, Rs.
1,60,000 -—
4,81,000 2,28,001
-— 12,00¢
6,41,000 | 240,001

Prepare a consolidated Balance Sheet of the two companies as at June 3

1958.

(Gauhati University, M. Com,, 195
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Solution
. Before proceeding to draw up the consolidated Balance Sheet, let us
calculate the following :—

(i) Minority Interest (i.c. outside shareholders® lth interest in S. Ltd.) :

Share Capital Rs. 50,000
(i) Goodwill :
Rs.
Purchase price of shares 1,60,000
Less Par value of shares 1,50,000

Value of goodwill : Rs. 10,000

(iii) Capital profits : (i.c. H Ltd’s share of profits accumulated in S TLtd.
on the date of acquisition) : :

Rs.
Profit up to 31st Dec. 1954 36,000
Less }th share of the outside
shareholders 9,000
27,000
Less Goodwill 10,000
Capital Reserve : " Rs. 17,000
(iv) Profit &@ Loss Ac :
H. Ltd. 96,000
Less Loss on account of
S. Ltd. 36,000
—— Rs. 60,000

(v) Nat Loss attributable to outside Shareholders :

Loss applicable to outside sharcholders 12,000

Less profit at the date of accquisition
applicable to outside sharcholders 9,000 Rs. 3,000

Note : The profit of S Ltd. on the date of acquisition was Rs. 86,000 -as
shown in its Balance Sheet dated 31.12.54. But finally the company incurred
loss to the extent of Rs. 12,000 as shown in its Balance Sheet dated 30.6.55. It
means this company suffered a loss of Rs. 48,000 during the period from lst
January, 1955 to 30th June, 1955. Therefore, loss applicable to H. Ltd. is Rs.
36,000 (3th of the loss) and to outside shareholders is Rs. 12,000 (ith of the
loss).
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Consolidated Balance Sheet of H. Ltd. and i | Subsidiary S. L¢d. as on

30th June, 1955
Rs. Rs.
Liabilities Assets
Share Ca; 5,00,000 | Sundry Assets Rs.
Minoﬁti?nteren inSLtd." 50 1000 H.Ltd. 4,81,000
Capital 17,000 S. Ltd. 2,28,000
Sundry Creditors : Rs. . 7,09,000
H. Ltd. 45,000 Outside Shareholders Net Loss
S.'Ltd. 40,000 85,000 attributable to them 3,000 |
Profit & Loss Alc 60,000
7,12,000 7,12,000
[————
W4
Tlustratign 6 (Unrealised Profits, Mutual Indebtedness— Bills)

From the Balance Sheet and information given below, prepare a conso-
lidated Balance Sheet :

Balance Sheet as at 31st December, 1965

H. Ltd. S. Ltd. H. Ltd. S. Ltd.
Rs. Rs. Rs, Rs.
pital ¢ Sundry Assets 8,000 1,200
Re. 1 fully paid Stock 6,100 2,400
Shares 10,000 2,000 Debtors 1,300 1,700
Profit & Loss A/c 4,000 1,200 Bills Receivable 100
Reserve . 1,000 600 shares in
Creditors 2,000 1,200 S Ltd. at cost 1,500
Bills Payable 300
17,000 5,300 17, 00 5,300
S . | — |

(a) All the profits of S. Ltd. has been earned since the shares were|
acquired by H. Ltd., but there was already the Reserve of Rs. 600 at that date.

(b) The bills accepted by S. Ltd. are all in favour of H. Ltd. who di
counted Rs. 200 of them.

(¢) Sundry Assets of S Ltd. are undervalued by Rs. 200

(d) The Stock of H. Ltd. includes Rs. 500 bought from S Ltd. at a profit
to the latter of 25% on cost.

(C. U. B. Com. (Hons.) Rev. Reg. 1965 & (Hons.) old. Reg. 1966)

Solution

Before proceeding to draw up the consolidated Balance Sheet let
¢alkeulate the following :—

(1) Meinority Interest (i.e. outside shareholders’ th interest in S Ltd.) :

Rs.
Bhidre 'Gl{ihl 500
Gemeral Resorve 150
Profit 300

Undervaluation of assets - 50 Rs. 1
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(ii) Capital Profi ts (H Ltd’s share of profit accumulated in S. Ltd. on the

date of acquisition) :

Rs.
General Reserve 600
Undervaluation of assets 200
800
Less }th share of outside
shareholders 200 Rs. 600
Note : This profit should consequently be treated as belonging to

Capital Reserve.

(iii) Trading profit for the year :
4,000

H Ltd.
S Ltd.—3th of its profit Rs. 900
Less Unrealised profit on stock Rs. 75 825

Rs. 4,825
e —"

Notes : (1) Unrealised profit on stock ofRs. 500 is Rs. 100 (i.c. 3 of the
amount Rs. 500). H. Ltd.’s share of this profit (i.e. § of Rs. 100) is Rs. 75 which
amount is to be adjusted.

(2) H. Ltd. remains liable to outsiders for Rs. 200 worth of bills already

discounted.

Consolidated Balance Sheet of H Ltd. and Its Subsidiary S Ltd. as at
31st December, 1965

. Rs. Rs.
Liabilities Assets
Sundry Assets : Rs.
Share Capital ‘ 10,000 H, Ltd. 8,000
Minority Interest in S. Ltd. 1,000 S. Ltd. (revalued) 1,
Reserve 1,000 —_— 9,400
Reserve 600 Stock : Rs.
Sundry Creditors Rs. H. Ltd. 6,100
H. 1. 2,000 Less unrealised
S. Ltd. 1,200 profits 75
— 3,200 —_— 6,025
Bi 200 S. Led. 2,400
Profit & Loss A/c. 4,825 — 8425
Debtors :
H. Ltd. 1,300
S. Ltd. 1,700
— 3,000
20,825 20,825
|
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Illmmiony/

The following are the summarised Balance Sheets of A. Go. Ltd. and its
subsidiary B. Co. Ltd at 30.6.64 :

A. Co. B. Co. A. Co. B. Co.
Ltd. _ Ltd Ltd. Ltd.
Rs. Rs. Rs. Rs.
Authorised Land and Buildings
Capital At cost less
Share of Ras. depreciation 52,800 3¢€,000
10 each 3,00,000 2,00,000 Plant and Machinery
Issued Capital : At cost lass
Fully paid depreciation 1,03,740 4,760
shares 2,70,000 2,00,000 Fixture and Fittings
General Raerve 60,000 - At cast less
Profit and depreciation 11,500 1,140
Loss Ajc 66,366 40,000
Debentures 56,000 - Investment :
In 15,000 shars in B.
Sundry C':l‘““‘ ' s OO Lt 1,72,500 -
A. Co. Ltd. —_ ,
Others 28,700 44,670 Stock-in-trade 61,920 90,000
Sundry Debtors :
B. Co. Ltd. 20,410 -—
Others : 35,470 1,20,000
Bill Receivable - 7,008
Cash 22,726 45,092
4.81.0AA 3.04.000 4,81,066 3,04,000

The shares in B. Co Ltd. were acquired on 1st July, 1960 when the
balance at the credit of their Profit & Loss Account was Rs. 12,000 and a plant
then standing in their books at Rs. 2,400 was revalued at Rs. 2,000 but no
adjustment was then made in the books of B. Co. Ltd. Between lst July, 1960
and 30th June, 1964 depreciations amounting to 20% in all has been written
off such plant. Cash amounting to Rs. 1,080 was in transit from B. Co. Ltd.
on 30.6.64

You are required to prepare the eonsolidated Balance Sheet showing the
potition on 30.6.64.

4 - (C.U. M. Com. 1964)
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Before proceeding to draw up the consolidated Balance Sheet let us

calculate the following :—

(i) Minority Interest [i.c. outside sharcholders’ }th interest in B Co. Ltd] :

Share Capital
Pre-acquisition profits
Post-acquisition profits

Less loss due to revaluation

Add Depreciation

Rs.
50,000

3,000
7,000

60,000

100

59,900
20 Rs. 59,920

(i) Capital Profits [ i.e. A. Co. Ltd.’s share of profits accumulated in B. Co.

Ltd. on the date of acquisition] :
Profit & Loss Ajc [ § [
Less loss due to revaluation [ ]

(iii) Goodwill :
Purchase Price of shares
Less Par Value of shares

Less Capital Profits

. Value of Goodwill :

(iv) Plant & Machinery of B Co. Ltd :
Balance as per Balance Sheet
Less loss due to revaluation

Add Depreciation
(v) Sundry Debtors :

(a) ACo.Ltd:
(i) B. Co. Ltd.
(ii) From Others

(b) B Co.Ltd:
(i) From Others

Less:  Inter-Company Indebtedness
Cash in transit

9,000
300 Rs. 8,700

1,72,500
1,50,000

22,500
8,700

Rs. 13,800
)

4,760

4,360
80 Rs. 4,440

Rs.
20,410
35,470

55,880

1,20,000

1,75, 880
19,330

1,080 20,410 Rs. 1,55,470
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(vi) Sundry Creditors :

Rs. Rs.
(a) A Co. Ltd,
(i) Others 28,700
(b) B Co. Ltd.
(i) A Co. Ltd. 19,330
Add Remittance in-transit 1,080
20,410
(ii) Others 44,670 65,080
93,780
Less Inter-Company Indebtedness 20,410

Rs. 73,370

Consolidated Balance Sheet of A Co. Ltd. and its Subsidiary B Ltd.
as at 30th June, 1964

Rs. Rs.
Liabilities Assets
Share Capital : Fixed Assets :
Authorised : shares of Rs. 10 each | 3,00,000 will 13,800
A Co. Ltd. 52,800
Issued : Fully paid shares 2,70,000 B Co. Ltd.. 36, 88,800
Reserves & Surplus : Plant & Mac :
A.Co. Ltd. 1,03,740
General Reserve 60,000 B. Co. Ltd. 4,440
Profit & Loss Afc: Rs. — 1,08,180
:6:{‘0 y L;id'—t; fit of 86,366 Fixtures & Fittings
- sition profi i :
B. Cowatd nvuilgble to A Co.Ltd. 11, 500
A. Co. L. 21,060 B Co. Ltd 1,140
— 87,426 — 12,640
Secured Loans : -
5 % Debentures 56,000 | Carrent Assets :
Current Liabilities : Stock-in-trade :
Creditors : A Co. Ltd. 28,700 A Co. Ltd. 61,920
B Co. Ltd. 44,670 B Co. Ltd. 90,000
—l 73,370 — 1,851,920
Minority Interest 59,920
1
A.Co. Ltd. 35,470
B. Co. L4d. 1,20,000
—_— 1,565,470
Bills Receivable 7,008
Cash & Bank Balance :
A Co. Ltd. 22,726
B Co. Ltd. 45,092
In-transit 1080
— 68,898
| I
6,06,716 6,06,716
P | ——— |———
b e

)
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1. The following are the Balanee Sheets of H. Ltd. and S Ltd. as at
ilst December, 1962 :—

H, Ltd. S. Ltd. H. Ltd. S. Ltd.
Liabilities Rs. Rs. Assets Rs.
Sharc Capital in Goodwill 40,000 30,000
<hares of Rs. 100 cach | 5,00,000 | 2,00,000 | Land & Buildings 2,00,000 | 1,30,000
(Generai Reserve Plant & Machinery 1,60,000 90,000
onl.1.62 1,00,000 60,000 Investments
Profit & Loss Afc 1,40,000 90,000 (1,500 shares in
Bills Payable 40,000 S Ltd. at cost) 2,40,000
Stock in trade 1,00,000 90,000
Creditors 80,000 50,000 Debtors 20,000 75,000
Cash at Bank 60,000 25,000
8,20,000 4,40,000 8,20,000 4,40,000
~ e e ——————

The Profit & Loss A/c of S Ltd. showed a credit balance of Rs. 50,000 on
Ist January, 1962. A dividend of 15% was paid in October, 1962 for the year
1961. 'This dividend was credited to Profit & Loss Ajc by H Ltd. H Ltd.
acquired the shares in S Ltd. on st July 1962. The Bills Payable of S Ltd. were
all issued in favour of H. Ltd. which company got the Bills discounted.

Included in the creditors of S Ltd. is Rs. 20,000 for goods supplied by H.
Ltd. Included in the stock of S Ltd. are goods to the value of Rs. 8,000 which
were supplied by H Ltd. at a profit of 33} per cent on cost.

In arriving at the value of S Ltd. shares, the Plant & Machinery which
then stood in books at Rs. 1,00,000 was revalued at Rs. 1,50,000. The new
value was not incorporated in the books. No changes in these assets have
been made since that date. Prepare the consolidated Balance Shees of H Lid.
as at 31st December, 1962.

(C.A. Final 1963 & C.U. B. CGom.(Hons.) 1966)

(Aus : Minority Interest Rs. 98,750, Goodwill Rs. 17,500, Profit & Loss
Alc Rs. 1,42,250, consolidated Balance Sheet total Rs. 9,91,000.)

2. The A & Co. Ltd. acquired 40,000 shares in the B & Co. Ltd. as at
Ist January, 1960 at a total cost of Rs. 4,00,000. The Balance Sheets at 3lst
December, 1960, when accounts of both companies were prepared and audited,
Were as under :—
23
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The A & Co. Ltd.
Balance Sheet as at 31st December, 1960

Liabilities Rs.
Share Capital :
Authorised and Issued :
15,000 Equity Shares of
Rs. 50 each fully paid 7,50,000
Creditors (x) 75,000
General Reserve 4,75,000
Profit & Loss Ajc (z) 4,00,000
17,00,000

Assets Rs.

Land and Buildings 5,15,00
Plant & Machinery 1,50,00
Debtors 3,00,0¢
Stock (y) 1,70,0C
Investments 4,00,0(
Cash at Bank 1,65,0(

17,00,0(

(x) Includes Rs. 30,000 for purchase from the B & Co. Ltd. on whic
the latter company made a profit of Rs. 7,500.

(y) Includes Rs. 15,000 stock at cost purchased from the B & Co. Ltd
part of Rs. 30,000 purchases. [see Note (x)]

(z) Includes Interim Dividend at the rate of 16 percent per annum

of tax, from the B & Co. Ltd.

The B. Co. Ltd.
Balance Sheet as at 31st December, 1960

Liabilities : Rs.

Share Capital

Authorised & Issued :

50,000 Equity Shares

of Rs. 5 each fully

paid 2,50,000
Creditors 80,500
General Reserve as at Ist

January, 1960 10,000
Profit & Loss A/c 1,80,000

5,20,500

Assets Rs.
Land & Buildings 1,50,0
Plant & Machinery 1,35,0
Stock 1,01,00
Debtors 79,0
Cash at Bank 55,0
5,20,5

Note : The Balance of Profit & Loss Account at lst January, 1960 w
Rs. 1,40,000, an interim dividend of 16 per cent per annum free of tax havi!
been paid during the year in respect of the year ended 31st December, 1960.
Prepare a consolidated Balance Sheet as at 31st December, 1960.

(Ans: Goodwill Rs. 80,000 ;

Final

(C.U. M. Com. 19

P/L Alc Balance Rs. 4,29,0(

Minority Interest Rs. 88,000 ; the total of the consolidated Balar

Sheet Rs. 18,67,500)
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3. Major Ltd. acquired all the shares of Minor Ltd. on st January, 195
it a total cost of Rs. 2,24,000. The Balance Sheets of the two companiesasa
3]st December, 1959, were as under :—

Major Ltd.

Balance Sheet as at 31st December, 1959

Labilities Accas
Re Rs..

share Capital : Land and Buildings 2,06,00C

Authorised and Subscribed Plant and Machinery 60,000

3,000 Equity Shares of Stock (2) 68,000

Rs. 100 each fully paid 3,00,00( | Debtors 56,000

Creditors (1) 30,00( | Investments 2,24,000

Gieneral Reserve 1,90,00( | Cash at Bank 66,000
Profit and Loss Account (3  1.60.00(

6.80,00( & 20 0nn

Notes :—
(1) Creditors include Rs. 12,000 for purchases from Minor Ltd., on

which the latter company made a profit of Rs. 3,000.

(2) Stock includes Rs. 6,000, being stock at cost purchased from
Minor Ltd., part of Rs. 12,000 mentioned in note (1) above.

(3) Profit and Loss Account figure is arrived at after crediting interim
dividend @ 10 per cent p. a. from Minor Ltd. (ignore income tax).

Minor Ltd.
Balance Sheet as at 31st, December, 1959
Liabilities Arcate
Rs. Rs.
Share capital : Land and Buildings 60,00(
Authorised and Subscribed : Plant and Machinery 54,20(
10,000 Equity Shares of Stock 40,40(
Rs. 10 each, fully paid 1,00,000 | Debtors 31,60(
Creditors 32,200 | Cash at Bank 22,00C
General Reserve as N
on 1-1.59 4,000
Profit and Loss A/c 72,000
2.08.200 “onr om0

Notes :—
(1) The balance of the Profit and Loss Account on 1-1.59 was
RS, 56,000.
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(2) An interim dividend of 10 per cent p. a. (free of tax) had been paid
during the year.
Prepare a consolidated Balance Sheet making the necessary adjustments.
(I.C-W.A.—Final)
(Ans : Goodwill Rs. 64,000 ; Profit and Loss Afc Rs. 1,74,500 ; Consolidated
Balance Sheet Total Rs. 7,14,700)

4. The following are the Balance Sheets of H. Co. Ltd. and its subsidiary
S. Co. Ltd. as at 30. 9. 62 :—

H. Co. Ltd. S. Co. Ltd. . H. Co. Ltd | S. Co. Ltd.
Authorised Capital Rs. Rs. Land & Buildings i Rs. RS.
Shares of Rs. 10 each  8,00,000 7,50,000 Cost less depreciation  1,30,000 90,000
Issued Capital Plant & Machinery
Cost less depreciation 2,539,350 11,900
Shares of Rs. 10 '
each fully Paid 6,75.000 5,00,000  Fixtures & Fittings
Cost less depreciation 30,750 3,850
5% Debentures 1,40,000
Investments in
Sundry Creditors S. Co. Ltd.
37,500 Shares of
H. Co. Ltd. - 48,325 Rs. 10/- 4,31,250 -
Trade Accounts 71,750 1,11,675
Stock in hand 1,54,800 2,25,000
General Reserve 1,50,000
Bills Receivable -— 17,520
Profit & Loss A 1,65,915 1,00,000
Sundry Debtors
S. Co. Ltd. 51,025
Trade Accounts 88,675 3,00,000
Cash Balance 56,815 1,11,730
12,02,665 | 7,76,000 12,02,665 1,76,000

The following informations are given :—

(i) On the date of acquiring these shares in S. Co. Ltd. by H. Co. Ltd
there was.a balance of Rs. 50,000 at the credit of the Profit and Loss Ajc ©
S. Co. Ltd.

(i) For the purpose of fixing the price of these sharesin S. Co. Ltd
for Rs. 4,31,250 on that day the land and buildings which stood in the books 2
Rs. 1,70,000 were revalued at Re. 1,90,000.

(ili) Goods were sold to S. Co. Ltd. by H. Co. Ltd. at cost plus 25%
Stock of Rs. 2,25,400 of S. Co. Ltd. on 30. 9.’62 included goods purchased
from H. Co. Ltd for Rs. 76,960. Goods sold to S. Co. Ltd on 28. 9. *62 whict
reached H. Co. Ltd. on 4. 10. *62.

You are requested to draft the Consolidated Balance Sheet as at 30. 9. ’6

to be presented to the shareholders of H. Co. Ltd. (C.. U. M.Com. 1962

(Ams. : Goodwill Rs. 3,750, Minority Interest Rs. 1,52,647, Consolidated
Balance Sheet Total Rs. 14,82,036).
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5. Following are the Balance Sheets of Senior Company Ltd. and its

subsidiary Junior Company Ltd. :—

Balance Sheets as at 31st December, 1961
Senior Company Ltd.

Rs.
Share Capital :
Authorised, Issued and

Building at cost
Plant and Machinery

Subscribed : 24,000 shares Rs.
of Rs. 10 each 2,40,000 At cost 80,000
General Reserve & Surplus 50,000 Less Depn. 20,000
Profit and Loss Afc 24,000 o
Creditors 30.000 Investment in shares of
’ Junior Co. Ltd. at cost—
4,000 shares of Rs. 10 each
Stock in trade
Debtors
Cash and Bank Balance
3,44,000
Junior Company Ltd.
Share Capital : Rs.
Authorised, Issued and Building at cost
Subscribed : 6,000 shares Plant and Machinery
of Rs. 10 each 60,000 | At cost 30,000
General Reserve and Surplus 12,000 Less Depn. M
Proﬁ.t and Loss Account 18,000 Stock in trade
Creditors 10,000
Debtors
Cash and Bank Balance
1,00,000

Rs.
1,44,000

60,000

50,000
36,000
44,000
10,000

3,44,000

50,000

20,000

6,000
14,000
10,000

1,00,000

At the time when Senior Company Ltd. acquired 4,000 shares of Junior
Company Ltd., the latter company had ‘Rs. 10,000 in undistributed profit and
Reserve Account and thisamount was not distributed since the date of acquisi-

tion.

Prepare a Consolidated Balance Sheet. Interest of the outside sharcholders
of the Junior Co. Ltd. is to be shown separately in the Consolidated Balance
(I.C.W.A.—~-Final)

Sheet.

(Ams. :

Goodwill Rs. 3,333 ; Minority Interest Rs. 30,333 ; Profit and Loss
Alc Rs. 36,000 ; Consolidated Balance Sheet Total Rs. 3,97,333)
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6. You are requested to prepare from the following data the
consolidated Balance Sheet of a group of companies :

Balance Sheets as at 31-12-1958
A.Ltd. | B.Ltd. | C.Ltd. A. Ltd. [ B.Ltd. | C.Cud.
Rs. Rs. Rs. Rs. Rs. Rs.
Share Capital 1 25 000 | 1,00,000 : 60,000 Fixed Assets 28,000 { 55,000 37.500
Reserves 18,000 10, 1000 | 7,200 Investments :
Profit & Loss A/c 16, ,000 2,000 5.100 ( at cost)
C Ltd. Balance 3,3 0 . - Shares in B Ltd. 85,000 —_ —_
Sundry Creditors | 7,000 5,000 I Shares in C Ltd. 18,000 - -
A.Ltd. Balance |, — 7,000 1 — Shares in C Ltd. - 53.000 _
i ! Stock-in-trade 12,000 - -
: I B Ltd. Balance 8,000 - —_
| i Sundry Debtors 18 300 | 16,000 | 31,500
‘ [ A Ltd. Balance 3,300
1,69,300 | 1,24,000 ! 72,300 1,69,300 | 1,24,000 | 72,300
|

Notes :—(i) B Ltd. & C Ltd. are subsidiaries of A Ltd.
(ii) The Share Capital of all companies is divided into shares of
Rs. 100 each.
(iii) A Ltd. held 750 shares of B Ltd.
(iv) A Ltd. held 150 shares of C Ltd.
(v) B Ltd. held 400 shares of C Ltd.
(vi) All the investments were made on 30-6-1958,
(vii) On the date of purchase of shares in subsidiary companies the
position was as follows :

B Ltd. C Ltd.
Rs. Rs.

Reserve Fund 9,000 6,000
Profit & Loss Alc . 1,000 840
Sundry Creditors 4,000 —
Fixd Assets 55,000 36,840
Stock-in-trade e 4,000 —
Sundry Debtors etc. 55,000 30,000

(vili) Dividends have not been declared by any company during the
year ended 31. 12. 1958, and neither are any proposed.

(ix) The whole of the stock-in-trade of B Ltd. as at 30-6-1958 (Rs. 4,000)
was later sold to A Ltd. for Rs. 4,400 and remained unsold as at 31-12-1958.

(x) Included i the current account of B Ltd. isan amount of Rs. 320

being interest credited to A Ltd.

(xi) Cash-in-transit from B Ltd. to A Ltd. was Rs. 1,000 as at the close
of business on 31-12-1958, (C. A. Final 1959)
(Ans. Goodwill Rs. 12,230, Minority Interest: B Ltd. Rs. 28 919, C Ltd.

Rs. 6,025, Consolidated Balance Sheet Total Rs. 2,11,230.)
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7/ On the lst July, 1963 the Strong Co. Ltd. bought 5,500 share of
Rs. 10 each, fully paid in the Weak Co. Ltd. for Rs. 20 each. At that time
« was estimated that the tangible assets and liabilities of the Weak Co. Ltd.
might be taken at book valuation except the buildings etc., which were under-

valued by Rs. 25,200. Each company prepared a Balance Sheet as on 3lst
December, 1963 %hich can be condensed as follows :—

]
Strong Weak Strong Weak
Liabilities Co.Ltd. | Co. Ltd. Assety ' Co. Ltd. Co. Ltd.
l |
Rs. Rs, Rs. Rs,
Capital 2,00,010 60,000 Buildings 1,50,000 65,000
Reserve 5,),000 6,000 Sundry Asscts 50,000 11,000
Sundry Creditors 15,000 10,000 Sundry Debtors 20,000 15,000
Profit & Loss Afc : | Shares in B Ltd. , 1,10,000
Balance b/f 25,000 3,000 |
Profit for the ycar 40,000 12,000 1
330,000 91,000 | 3,30,000 | 91,000
e T e e e e A —

The debtors of the Strong Co. Ltd. included Rs. 5,000 due from the weak
Clo. Ltd.

Prepare a consolidated Balance Sheet, showing your workings clearly in
the form of Journal entries or otherwise. (1.C.W.A—Final)

(Ans : Goodwill Rs. 18,333 ; Minority Interest Rs. 8,833 ; Profit and Loss

Alc Rs. 70,500 ; consolidated Balance Sheet total Rs. 349,333.)

Note : The halance of Rs. 3,000 in the Reserve A/c of Weak Co Ltd.
has been assumed to be pre-acquisition reserve.

8. From the following Balance Sheets of H. Ltd. and its subsidiary
> Ltd. as at 31st December, 1962, prepare a consolidate.l Balance Sheet :

Balance Sheets as at 31st December, 1962

H. Ltd.| S. Ltd. H. Ltd. | S. Ltd.
Re. | Rs , Rs, Rs.
‘\uthot:nsed. Issued Goodwill at cost 60,000 40,000
and Paid up Capital : Fixcd assets at cost less Depn :
6% Preference Shares of Buildings 1,00, 50,000
Rs. 100 each 1,50,000 | 80,000 Plant & Machinery 1,20,000 | 30,000
Equity Shares of Rs. 10 Furniture & Fittings 12,000 5,000
each 2,00,000 | 40,000 Investments in S, Ltd. at cost ;
3% Debentures - 50,000 200 Preference Shares 24,000 —_
Sundry Creditors 92,000 | 60,000 3000 Equity Shares 33,000 -
Duc to S, Lid. 3,000 - Stock in trade 80,000 | 70,000
Bills Payable ; Sundry Debtors less Reserve
Drawn by H. Ltd, - 10,000 for Doubtful Debts 70,000 16,000
Others 25,000 | 5,000 Bills Receivable : S. Ltd. 3,000 -
Reserve 50,000 | 20,000 Others 11,000 | 7,000
Profit & Loss Account 23,000 | 11,000 Amount due
- for H, Ltd. —_ 5,000
Cash Balances 30,000 | 23,000
5,43,000 2.76M 5,43,000 | 2,76,000
-—-ﬁ e
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On the date when H. Ltd. acquired shares in S. Ltd., latter’s Reserve
stood at Rs. 15,000 and its Profit and loss Account had a credit balance of Rs
8,000. Preference Dividends have been regularly paid upto 30th June, 1962 and
Equity Dividends upto 31st December, 1961. Dividends received by H. Ltd
have been correctly recorded in that Company’s books. Of the first dividend
on Equity Shares paid since that date of acquisition of the shares, H. Ltd
credited Rs. 3,000 to the ¢Equity Shares in S. Ltd. Account.” Debentui
Interests are paid to date. At the date of acquisition of the shares, Plants anc
Machinery standing at Rs. 24,000 in S. Ltd.’s books were revalued at Rs. 20,000
but no adjustment was made in the books. Between that date and 3l
December, 1952 depre:iation amounting to 40% in all have beeu written ofl
sucih Plant. H. Ltd. remitte1 Rs. 2,030 on 37th Dsce nber, 1952 but was received
by 5. Ltd. on 4th January, 1963.

(C.U.M. Com. 1963

(Ans: Goodwill Rs. 95,750, Minority Interest Rs. 78,350, consolidate
Balance Sheet total Rs. 7,49,350)

9. The following are the Balance Sheets of Messrs. Calcutta Co. Ltd
and its subsidiary London Co. Ltd. as at 31st March. 1960. You are requiied
to prepare a consolidated Balance Sheet of Messrs. Calcuita Co. Ltd. and it
subsidiary Messrs. London Co. Ltd. as at that date—

Calcutta London Calcutta London
Liabilities Co. Ltd. Co. Ltd. Assets Co.Ltd, | Co. Ltd
Rs. Rs. . Rs. Rs.
Capital Fixed Assets 2,00,000 3,00,000
( In shares of Rs. 100 ) Current Assets 1,00,000 1,50,000
each ) 5,00,000 3,00,000 Stock-in-trade 40,000 42,000
Reserve 1,00,000 1,20,000 Bill Receivable Nil 8,000
Profit & Loss A/c 50,000 60,000 Investments :
Creditors 30,000 20,000 | 2,000 shares
Bills Payable 10,000 Nil in London Co.
Ltd. at cost 3,50,000
6,90,000 5,00,000 6,90,000 | 5,00,000
L s e | R

You are further informed that—

(a) The shares of London Co. Ltd. were purchased on Ist April, 1959 when
the balance in the Profit and Loss Account and General Reserve were R»
10,000 and Rs. 80,000 respectively. No dividend is declared since.

(b) Fixed assets whose book value was Rs. 4,00,000 on the date of acquisition
were revalued at Rs. 5,00,000. But it was not passed in the books. Ther¢
was no addition or dismantling during the year onded 31st March,
1960.
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'c) All bills payable of Calcutta Co. Ltd. had been drawn by London Co. Ltd.

(El) Included in the stock of London Co. Ltd goods valued at Rs. 10,000
which had been purchased from Calcutta Co. Ltd. and that company made
a clear profit of 25% on cost. (C. U. M.Com.)

‘Ans : Goodwill Rs. 23,333 ; Minority Interest Rs. 1,85,000; Consolidated
Balance Sheet Total Rs. 9,29,000)

10. The following are the summarised Balance Sheets of Sri Chemicals
Lud. and of Jaya Minerals Ltd. as at 30th September, 1965 :

|
Sri | Jaya Sri Jaya
Chemicals Ltd. [Minerals Ltd. Chemicals Ltd | Mi ieﬁals
td,
Rs. Rs. Rs. Rs,
share Capital Frechold Premises 2,06,000 60,000
Plant & Machinery 60,000 54,200
Authorised & Issucd Rs. 10 Stock 68,000 X
hares fully paid 3,00,000 | 1,00,000 Debtors 80,000 31,600
jeneral Reserve as Investment in 9,000 shares of
m 1. 10, 64 1,90,000 4,000 Jaya Minerals Ltd. 2,00,000 -
Cash 66,000 22,000
>rofit and Loss
\lc 1,60,000 72,000
reditors 30,000 32,200
6,80,000 | 2,08,200 6,80,000 | 2,08,200
__ - Eppe——

Sri Chemicals Ltd. acquired shares in Jaya Minerals Ltd. on 1. 10. 64
when the balance on their Profit and Loss Account was Rs. 56,000.

Other informations given are :—

(a) An interim dividend of 10% per annum was paid out of 1964-65
orofits this year by Jaya Minerals Ltd. No final dividends were proposed.

(b) Sundry Creditors of Rs. 30,000 as per Balance Sheet of Sri Chemicals
Ltd. on 30. 9. 65 included a sum of Rs. 12,000 payable to Jaya Minerals Ltd.
‘or credit purchases on which latter company made a profit of Rs. 3,000.

(c) Sri Chemicals Ltd.’s stock of Rs. 68,000 included Rs. 6,000 of goods
it cost being unsold balance of the above noted purchases from the subsidiary
‘ompany.

Prepare a consolidated Balance Sheet as at 30. 9. 65 showing in detail
ecessary adjustments. (C. U. M.Com. 1965)

(Ans : Goodwill Rs. 56,000, Minority Interest Rs. 17,600, consolidated Balance
Sheet total Rs. 7,30,850.)
24
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11. The following are the summarised Balance Sheets of Holkar Ltd. and
Sunrise Ltd. as at 31st October 1966 :

Holkar Ltd. | Sunrise Ltd. Holkar Ltd. | Sunrise Ltd
Rs. Rs. Rs. Rs,
Share Capital : Freehold Premises 2,56,000 | 90,000
. Machinery 60,000 81,300
Rs. 10 shares Strock 68,000 | 60,600
each fully paid 3,00,000 ' 1,50,000 Sundry Debtors 56,000 | 47,400
Cash 60,000 33,000
General Reserve 1,90,000 6,000 | Invesimentin
Profit & Loss Alc 1,60,000 © 1,08,000 | shares of Sunrise Ltd.
Sundry Creditors 30,000 | 48,300 at cost 1,80,000
6,80,000 i 3,12,300 6,80,000 | 3,12,300
| |

Holkar Ltd. acquired 12,000 shares of Sunrise Ltd. on 1.11.65 at the
total cost of Rs. 1,80,000. On scrutiny of the Balance Shect of Holkar Ltd.
as at 30-10-66, the following details are obtained :

(a) Profit and Loss Account includes the interim dividend at the rate of
109 per annum free of tax from Sunrise Ltd.

(b) Stock includes Rs. 6,000 of stock at cost purchased from Sunrise Ltd.
(c) Sundry Creditors include Rs. 18,000 for purchases from Sunrise Ltd.
on which the latter company made a profit of Rs. 4,500.

It is further stated that on 1.11.65 the Profit and Loss Account of Sunrise

Ltd. stood at Rs. 76,000 and the General Reserve at Rs. 4,500. No final
dividends are yet proposed to be declared by Sunrise Ltd.

(C. U. M.Com. 1966)

(Aus : Capital Reserve Rs. 4,400, Minority Interest Rs. 52,800, consolidated
Balance Sheet total Rs. 7,93,100)
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(M) Liquidation Or Winding up

1. Meaning of Liquidation :

A Company may be liquidated for the purposes of amalgamation,
absorption and reconstruction. But in all of these cases the company continues
to exist in another form. In actual liquidation the business of the company
is closed or the affairs of the company are really wound up. As a company
comes into existence through a legal process, so it may go out of existence
only through some legal procedure. ILiquidation proceedings are applicable
to insolvent companies too.

2. Types of Liquidation :

Liquidation

- S B} .
¥ . v
(i) Voluntary (it) Voluntary but (iii) Compulsory
under the supervision (Sec. 433-—483)
(sec. 484=521) of the court
{ ( sec. 522—527 )

o ¥
(a) Mlmbcrs’ (b) Creditors’
(sec. 489—498) (sec 499—509)

(1) Voluntary Liquidation : A company may be voluntarily wound up : —

(i) When the period (if any) fixed fo: its duration expires ; or the event
(if any ) on the occurance of wl}jdh the company is to be dissolved, uvccurs and
the company in general meet'g‘g has passed a resolution to wind up; or

(ii) if the compagy;fesolves by special resolution that the company be
wound up voluntarily, &

(a¢) Members’ Voluntary Liquidation : If the majority of the directors of a
company file a declaration with the Registrar that the assets of the company are
sufficient to discharge the liabilities, the voluntary liquidation is called
Members® Voluntary Liquidation :

(i) Creditors Voluntary Liquidation : It takes place in case of an insolvent
company. If a declaration as stated above is not filed with the Registrar, the
liquidation is called Creditors’ Voluntary Liguidation.

(2) Voluntsry Liquidation under the supervision of the Court: When a
company is being wound up voluntarily the ccurt may order that the winding
up will continue subject to its supervision on such terms and conditions as laid
down by the Court. Such liquidation is called Voluntary Liquidation under the
supervision of the Court.

(3) Compulsory Liquidation: A company may be wound up by the
court—
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(a) if the company has by special resolution resolved that the company
be wound up by the court ;

(b) if default is made in filing statutory report or in holding statutory
meeting ;

(c) if the company does not commence its business within a year from it
incorporation, or suspends its business for a whole year ;

(d) if the number of members falls below seven or in case of a privat
company below two ;

(e) if the company is unable to pay its debts ; and

(f) if the Court is of the opinion that it is just and equitable that th
company should be wound up.

3. Liquldator : A liquidator is a person appointed for the purpose o
conducting the proceedings in winding up of a company and performing suc!
duties relating thereto as may be imposed on him. In voluntary liquidation
liquidator is appointed by the members in general meeting. In the case of
compulsory liquidation, the liquidator is appointed by the Court and is calle
O fficial Liquidator.

4: Statement of Affairs: In order to facilitate the work of th
liquidator, a statement of affairs of the company must be submitted to hi
within 21 days from the date of the winding up order in Form No. 5
prescribed by the Supreme Court in the Company’s ( Court ) Rules, 195
The statement is to be prepared and verified by the directors, and by th
manager, secretary or other chief officers. This statement must contain th
following particulars :—

(i) the assets of the company, stating separately the cashin hand and ¢
bank and the negotiable instruments held by the company ;

(ii) the debts and liabilities of the company ;

(iii) particulars of creditors stating separately the amount of securcd an
unsecured debts.

(iv) the debts due to the company and the names, addresses an
occupations of the persons from whom they are due and the amount likely to |
realised therefrom.

(v) such other information as may be prescribed by the Central Gover!
ment or as the official liquidator may require.

This statement is open to the inspection of the creditors and contributorit

5. Contributory : A contributory means every person liable to contribu
to the assets of a company in the event of its being wound up. The holder ¢
fully paid up shares is a contributory when disbursements are being made to d
sharcholders,
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On winding up it is necessary to settle lists of contributories. Present
members i.e. members at the commencement of winding up are included in the
«g” list. Their liability will be the amount remaining unpaid on the shares
held by them. In case of a company limitea by guarantee, the contribution
shall be limited to guarantee.

Past members i.e. who have ceased to be members within one year of the
commencement of the winding up, will be placed on the ¢B” nhst. Each list
must distinguish between those who arc liable personally and those who are
liable as personal representatives.

6 Liquidator’s Final Statement of Accounts :

The liquidator’s duty is to realise assets and dichurse the amounts among
those who are entitled to receive it. He is to maint i1 a proper Cash Book for
1ecording the rececipts and payments and from time time he is to submit an
abstract of Cash Book to the Court in casc of compulsory liquidation and to
the members of the company in case of voluntary liquidation. On the affairs of
the company being finally would up, he prepares his Final Statement of Accounts.
It is only a statement although presented in the form of an account. No double
entry principle is involved in preparation of this statement, Itis simply an
abstract of Cash Bnok since liquidation started.

FORM NO. 156
(See Rule 329)

Companies Act 1956

* Here state whether the winding-up is a mem-

ber’s or creditors’ voluntary winding-np or a winding-up

under the supervision of the Couri. If under the super-

vision of the Court, mention the number of the

petition in which the order was made and the
date of the order.

Liquidator’s Statements of Account of the Winding-up
(Members’/Creditors’ Voluntary Winding-up)
Parsunant to Section 497/509

Name of the Company............ooeeennes Ltd.
Nature of proceeding :

» o

Date of commencement of the winding-up :
4. Name and address of the Liquidators’ :

Statement showing how thc winding-up has been conducted and the
Property of the company has been disposed of from.................. 19 (commence-
ment of winding-up) t0.....cuuureeniinnienn. 19 (close of winding-up).
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Estimated| Value Pay-
Receipts. value | realised, Payments. ments,
Rs. Rs. Rs,
Assets : Legal Charge
Cash at Bank L:quxdators remuneratlon
Cash in hand where applicable—
Marketable Securities %on Rs.. ...realised
Bills Receivable . 9%o0n Rs......distributed
Trade Debtors Total .
Loans and Advances (By whom fixed.........
Stock-in-Trade Auctioneers’ and valuers’
Work in Progress charges
Leasehold Property Costs of possession and
Plant and Machinery . maintenance of estate ..
Furniture, Fittings, Costs of notices in Gazette
Utensils, etc. and newspapers
Patents, Trade Marks, etc. Incidental outlay (estabhsh-
Investments other than ment charges and other cx-
Marketable Securities . penses of liquidation)
Surplus from Securities . Total costs and charges —
Unpaid calls at Commcnce- (i) Debentureholders *
ment of winding-up Payment of Rs.. ...Per Rs.
Amounts received from Debenture
calls on contributories Payment of Rs......Per Rs.
made in winding-up Debenture
Payment of Rs...... Per Rs.
Receipts per Trading Account Debenture
other Property, viz., (ii) Creditors :—
......... Preferential
[PPSR EE R IR [T Unsecured :
veettraness reressaessenenne Dividend(s)...P. in the
rupee on Rs,
Total (The estimate of the amount
L.ess Payments to reedem expected to rank for
Sccurities dividend was Rs......)
Costs of execution . (iii) Returns to
Payments per Trading Contributoties :
Account ...D. per rupee...... t share...
...P. per rupee...... 1 share...
...P. per rupee......1 share...
Add Balance
e e— e | Sm——

* State the number ; Preferential Creditors need not be separately shown if all creditors havi

been paid in full.

t State nominal value and class of Share.

(1) The following assets estimated to be of the value of Rs......have proved to be unrealisable :~

( Give details of the assets which have proved to be unrealisable ).

(2) Amount paid into the companies liquidation account in respect of—
(a) Unclaimed dividends payable to creditors in the winding-up

(b) Other unclaimed distributions in the winding-up

(c) Moneys held by the Company in trust in respect of dividends or
other sum due before the commencement of the winding-up to any
person as a member of the company.

(3) Add here any remarks the Liquidator thinks desirable :—
Dated this,

................................ ..day of

------------------------------

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

T declare that the above statement is true and contains a full and accurate account of the winding

up fn& the cotumencemem to the close of the wmdml-up

ted this.......

LYYYTTTITTS tesevtstsrnentrtense

yo

l:i)quidnor-
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7. Order of Disbursements by Liquidators :

The payments to be made by liquidator would be in following
order :—

(1) Secured creditors, (2) Law charges, (3) Liquidator’s remuneration,
(4) Cost of liquidation, (5) Preferential creditors, (6) Debentures or other
creditors covered by floating charges, (7) Preference Shares and (8) Equity
Shares.

8. Preferential Creditors : 'Thesc are creditors who have priority claim over
all other unsecured creditors in a winding-up. These prcferential payments
are as follows :—

(a) All Government and local authority dues due and payable within
twelve months before the date of commencement of winding-up.

(b) Wages or salary of any employec in respect of services rendered to
thc company and due for a period not exceceding four months within the
iwclve months next before the date of commencement of winding up and any
compensation payable (0 any workman under the Industrial Disputes Act 1947
provided the amount payable to one claimant will not exceed Rs. 1,000.

(c) Allaccrued holiday remuneration.payable to an employee before or
on accouut of winding up.

(d) Allamounts due under the Estate Insurance Act in respect of contri-
bution payable during the twelve months next before the date of commence-
ment of winding-up.

(e) Allamounts due as comnpensation under Workmen’s Compensation
Act, 1923.

(f) All sums due to any employee {rom a provident fund, a pension fund,
4 gratuity fund, or any other fund for the welfare of the employees maintained
by the company.

(8) The expenses of investigation in so far as they are payable by the
company.

The foregoing debts shall rank equally among themselves and be paid in
lull, unless the assets are insufficient to meet them, in which case they shall abate
In equal proportions.

9. Liquidator’s Remuneration : The liquidator’s remuneration usually
Consists of two parts—a percentage on the amount collected and a percentage
on the amount distributed.

Hustration 69 (Liquidator’s Final Statement of Account)

A limited company went into voluntary liquidation with liabilities
@mounting to Rs. 30,000 and assets eventually realised Rs. 1,78,000. The capital
of the company consisted of 10,000 Preference Shares of Rs. 10 each on which
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Rs. 7 was called and paid up. The holders of 8,000 Preference Shares had
however paid up the full Rs. 10 in advance of calls. There were also 10,000
ordinary shares of Rs. 10 each on which Rs. 9 per share had been called ;
holders of 2,000 shares had, however only paid Rs. 8 per share, while the holders
of 4,000 shares had paid up the full Rs. 10 in advance of calls. Assuming that
the preference shares have no prior rights as to capital, show in form of liquida-
tor’s Accounts of Receipts and Payments, how you would divide the available
balance among the shareholders assuming that the costs of the winding-up
amount to Rs. 2,000 and that calls in arrear are duly collected.

. (C.U. B.Com.)
Solution
Liquidator’s Final Statement of Account
Rs. Rs,
To Assets Realised 1,78,000 By Liquidation Expenses 2,000
» Callin arrears on ordi. shares ,» Creditors 30,000

(2,000 ordi. shares @ Re. 1 cach) 2,000 ,, Call in Advancc on pref. shares
(8,000 pref. shares @ Rs. 3 each) 24,000
,» Call in Advance on ordi. shares. 4,000
(4,000 ordi. shares @ Re. 1 each)
» Refund of ordi share capital
(10,000 ordi-shares @ Rs. 2 each) 20,000
» Refund of ordi & pref. share

capital 1,00,000
( 10,000 Ordi & 10,000 pref, shares
@ Rs. Scach)
1,80,000 ™ 1,80,000
| e — N
Hllustration 70 (Liguidator’s Final Statement of Account)

X Co. Ltd. wentinto voluutary Liquidation on 31st March, 1968, when
the following Balance Sheet was prepaied : —

Capital & Liabilities Property & Assets

Rs. Rs.
5,000 Preference Shares of Freehold Propery & Assets 75,000
Rs. 10 each fully paid 50,000 | Plant & Machinery 20,000
20,000 Ordinary Shares of Stock 10,000
Rs. 10 each, Rs. 5 per Sundry Debtors 7,500
share paid up 1,00,000 | Cash 500
Sundry Creditors 98,725 | P|L AJc 1,35,725
—t—v— e a—
2,48,725 2,48,725

* So much to be received in cash .
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The assets were realised as follows :—

Freehold Property

Plant
Stock

Sundry Debtors

Rs.
50,000
5,000
2,500
5,000

193

The expenses of liquidation amounted to Rs. 1,250. Of Sundry Creditors

Rs. 3,725 reprcsented Preferential Creditors.

The liquidator was paid 5% on

tealisation of Assets and 2% on the amount paid to unsecured creditors. He
made nccessary calls on the Ordinary Shares and the unsecured creditors were

paid in full.

Prepare the final statement of account to be submitted by the liquidator.

Sulution

(C. U. B.Com.—Adapted)

Liquidator’s Final Statement of Account

Fo Cash in hand as per Balance Sheet
Assets Realised :

Frechold Property *0 r\oo
Plant s 000
Stock 2,500
Debtors 5,000

» Call on Ordi. Shares (on
20,000 shares @ Rs. 2°70 each)

Rs.
500

62,500
54,000

1,17,000

e

By L|qu1datlon Expenses

»» Liquidator’s Remuneration

,» Preferential Creditors

,»» Unsecured Creditors .
Refund of Pref. Share Capital
(5,000 pref. shares @ Rs. 2
per share )

,» Balancec/d

1,250
5,500
3,725
95,000
11,500

25

1,17,000

Note: (i) Liquidator’s Remuneration :

5% on Rs. 62,500 and 2}% on
Rs. 95,000= (Rs. 3,125+Rs. 2,375)=R. 5,500
————

For the purpose of calculation of liquidator’s remuneration unsecured
creditors include preferential creditors unless otherwise stated. In this case it is

assumed that unsecured creditors do not include preferential creditors.

(i) Assumed that the right of return of capital is pari-passu between

both classes of shares.
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Nustration 71 (Liquidator’s Final Statement of Account)

The following is the Balance Shect of XY Ltd. which is in the hands of
the liquidator :—

XY Ltd.
Balance Sheet as at 31.12.63
- Rs. Rs.
Share Capital : Fixed Assels 2,00,000
1,000 6% Preference Shares Stock 1,20,000
of Rs. 100 cach fully paid  1,00,000 | 5.t Debss 2,40,000
2,000 Equity Shares of Rs, hein-
""100 each fully paid 2,00,000 I‘f"‘:ﬁt':n’;"g“ Al \ ggggg
2,000 Equity Shares of Rs. \ »,00,
100 each called Rs. 75 1,50,000
Loan from Bank
(on security of stock) 1,00,000
Trade Creditors 3,50,000
9,00,000 9,00,000

The assets realised the following amounts (after all costs of realisation
and liquidator’s commission amounting to Rs. 5,000 paid out of Cash in hand

Rs. 40,000 as per Balance Sheet) :

Rs.
Fixed Assets 1,68,000
Stock 1,10,000
Book Debts 2,30,000

Calls on partly paid shares were made but the amount due on 200 shares

were found to be irrecoverable.
Prepare Liquidator’s Final Statement of Receipts and Payments.
(C.U. M. Com. 1964)

Solution
Liquidator’s Final Statement of Account

Rs. Rs.
To Cash in hand as per Balance Sheet 40,000 By Secured Creditors (Bank Loan) 1,00,000
» Realised : » Liquidator’s Remuneration 5,000
Rs. »» Trade Creditors 3,50,000
Fixed Assets 1,68,000 » Refund of Pref. Share Capital 1,00,000
Stock 1,10,000 ( 1,000 shares of Rs. 100 each )
Book Debts 2,30,000 » Refund of Ordi. Share Capital 20,000
. ———— 5,08,000 (2,000 shares of Rs. 100 each
» Calls on Equity Shares (1,800 @ Rs. 10 (i.e. Rs. 100—=90) per.
sqares @ Rs. 15 (i.c. Rs. 90—75) share. )
per share ) 217,000
—] I
5,75,000 5,75,000
| —
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Deficiency Statement
Rs. Rs, r Rs.
Rs. Bank Loan 1,00,000
Cash 40,000 Liquidator's Remuneration 5,000
Assets  5,08,000 Trade Creditors ,50,000
. 5,48,000 | 4,55,000
|~——————1 Balance 93,
5,48,000 e e——e
b —— 5;4’8,0“)
e
1,000 6% Pref. Shares of Rs. 100
cach fully paid 1,00,000 Available Assets 93,000
2,000 Equity Shares of Rs. 100 cach Deficiency 3,42,000
fullv paid 2,00,000 .". Loss per Equity Share=
(2000-200)=1,800 Equity Sharecs 3,42,
of Rs. 100 each paid Rs. 75 per —_—
share 1,35,000 (4,000—200)
3,42,
= =Rs. 90
3,800 ————
| I
| 4,35,000 4,35,000
Iﬂmi ]

Tllustration 72

On 31st December, 1964 X. Co. Ltd. went into voluntary liquidation. Its
Balance Sheet as on that date was as under :—

Liabilities

Share Capital : Rs.

2,000 6% Cumulative Pref.

Shares of Rs. 100 each 2,00,000

1,000. 7% Non-cumulative

Pref. Shres of Rs. 100 each  1,00,000

5,000 Equity Shares of Rs. 80

each fully paid 4,00,000

12,500 Equity Shares of

s. 40 per share called and

paid up 5,00,000
12,00,000

Sundry Creditors 9,95,000

Bank Overdraft

(‘having a floating charge

on the assets ) 25,000
22,20,000

Assets

Goodwill
Building
Machinery

Stock

Sundry Debtors
Cash in hand
Profit & Loss Alc

Rs.
2,50,000
2,80,000
3,55,000
4,85,000
3,62,000

3,000
4,85,000

22,20,000

Note-(s) Dividends on Cumulative I'reference Shares are two years in
arrear and dividends on Non-Cumulative Preference Shares are four years in

arrear,
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(b) Sundry Creditors include :

i)

(ii) Municipal rates Rs. 4,000.
(iii) Wages of factory workers Rs. 10,000.

ACCOUNTANCY—PRINCIPLES & PRACTICE

Outstanding income-tax demanded but not paid Rs. 2,50,000.

(iv) Loans fully secured by Mortgage on Buildings Rs. 2,00,000. The
Liquidator realised the assets as follows :—

Rs-
Buildings 2,25,000
Machinery 1,00,000
Stock 3,00,000
Sundry Debtors 3,00,000

The Liquidator, by way of his own remuneration, is entitled to 39, of the
amount realised from the sale of assets and 27 of the amount distributed to the

unsecurcd creditors.

Liquidation expenses amounted to Rs,

5,000.

Prepare the Liquidator’s final statement of account, showing the distii-
(C. U. M. Com. 1965 )

bution.

Solution

Liquidator’s Final Statement of Account

To Cash Balance b/d
,» Assets Realised :

Rs.
Buildings 2,25.000
Machioery 1,00,000
Stock 3,00,000
Debtors

To Call on 12,500 Equity
Shares @ Rs. 3661 (i.e. 76:61- 40)
per share

3,00,000

Rs
3,000

9,25,000

4,57,600
(approv,)

| 13,85,600

Rs.
By Secured Loan
(By mortgage on building) 2,00,000
. Liquidation Expenses 5,000
»» Liquidator’s Remuneration R
S.
(1) 3% on 9,25,000 — 27,750
(1) 2% on 7,95,000 — 15,900
—_— 43,650
., Prefcrential Creditors :
Income Tax 2,50,000
Municipal Rates 4,000
Wages 10 000
—_—!  2,64,000
» Bank Overdraft
(having floating charge) 25,000
. Unsecured Creditors 5,31,000
. Refund of Pref. Share Capital
(2 000 6% Cum. Pref. Shares and
1,000 7% Cum. Pref. Shares of
Rs. 100 each) 3,00,000
,» Refund of Equity Share Capltal
(5,000 shares @ Rs. 3,39
(1 e. 80—76'61) per share) 16,950
13,85,600
e
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Deficiency Statement

Rs. Rs.
Rs. Rs.
Cash 3,000 Secured Loan 2,00,000
Assets 9,25,000 | 9.78,000 Liquidation Expense 5,000
Liquidaror’s Remuneration 43,650
Prcf. Creditors ,64,
Bank Overdraft 25,000
5,37,650
Balance 3,90,350
9,28,000 9,28,000
——— —— e ——
Unsecured Creditors 5,31.000 Available Assets | 3,90,350
Preference Shares :— Deficiency | 13 40,650
2,000 6% cum. 2,00,000
1 000 7%, cum. 1,00,000 .*. Loss per Equity Share—
3,00.,000 13,40,650
I'qui(ty i!:’hares f _R 80 cach 17,500
5 00 shares of Rs. cac . .
fultv paid 4,00,000 —76°61 ( appioxi. )
1.2 500 shares of Rs. 80 cach
paid Rs. 40 per share 5.00,000
9,00.000
''17,31,000 17,31,000
[ __
| _

Note : As profit is not earned, consideration for arrear dividend on cumulative
preference shares does not arise.

EXERCISE

1. The Liquidator of Hind L.td. rcalised Rs. 2,43,600 of the Company’s
assets and paid off the preferential creditors, amounting to Rs. 73,600 and ajso
paid the Bank which was a creditor for Rs. 4,27,000 secured hy floating charge
on the remaining assets which produced Rs. 4,92,400.

The Bank was paid off.

The Ordinary Share Capital consisted of 24,000 shares of Rs. 100 each,
Rs. 80 per share paid up; and 6,000 ordinary sharcs of Rs. 60 per share paid
up ; 2,000 prefercnce shares of Rs. 100 each fully paid. Liquidation expenses
amounted to Rs. 15,000. Liquidator’s remuneration Rs. 20,400 -

Write up the Liquidator’s Cash Account. (C. U. M. Com. 1966)

2. A Limited Company went into voluntary liquidation with labilities
amounting to Rs. 90,000 and the assets eventually realised Rs. 5,34,000. The
capital of the Company consisted of 30,000 preference shares of Rs. 10 each of
which Rs. 7 per share was called and paid up. Holders of four-fifth of the total
number of preference shares had, however, paid up the full share valuc of
Rs. 10 in advance of calls. There were also 30,000 ordinary shares of Rs. 10
each on which nine-tenths of the share amount had teen called. Holders of
one-fifth of the total number of ordinary shares had, however, paid only Rs. 8
per share, while the holders of two-fifths of the total number of ordinary shares
had paid up the full Rs. 10 in advance of calls.

Show in the form of Liquidator’s Accounts all the receipts and payments,
assuming the cost of winding-up amounts to Rs. 6,000.  (C. U. M. Com, 1961)
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3. A Liquidator of a company in voluntary liquidation, having paid all

the creditors in full, found that he had a surplusin hand. The statement of
affairs disclosed the following facts :—
10,000 619 ‘A’ Cumulative Preference Shares of Rs. 100 each fully paid (having
preference as to capital and dividend)—Dividend outstanding Rs. 62,500,
10,000 519 ‘B’ Non-Cumulative Preference Shares of Rs. 100 each fully paid
(having preference as to-capital only).

10,000 Equity Shares of Rs. 10 each, Rs. 5 paid up on each share.

Describe briefly how should the liquidator deal with this surplus.

(Institute of Bankers, 1960,

4. ‘The Balance Sheet of Asco L.td. as at 31st December, 1962.

Liabilities Assets
Rs. Rs.
Share Capital : Land & Building 1,00,000
Authorised and Subscribed— Machinery 2,50,000
2,000 6%, preference shares Patents 40,000
of Rs. 100 each 2,00,000 | Stock 50,000
1000 equity shares of Sundry Debtors 1,15,000
Rs, 100 each, Rs. 75 paid 75,000 | Cash at Bank 30,000
3,000 equity shares of Profit & Loss Afc 1,20,000
Rs. 100 each Rs. 60
paid 1,80,000
5% Debentures having a
floating charge on
all assets 1,00,000
Interest Outstanding 5,000
Creditors 1,45,000
7,05,000 7,05,000
ST —

The company went into liquidation on the above date. The preference
dividends were in arrears for two years. Creditors include a loan for Rs. 50,000
on the mortgage of Land and Buildings. The assets were realised as follows :—

Rs.
Land and Buildings 1,20,000
Machinery 2,00,000
Patents 30,000
Stock 60,000
Sundry Debtors 80,000

The expenses of liquidation amounted to Rs. 10,900. The liquidator is
entitled to a commission of 3 per cent on amounts distributed among unsecured
creditors. Preferential creditors amount to Rs. 15,000. Prepare the Liquidator’s
Final Statement of Account. (C. U. M. Com. 1963)
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5. A Company went into liquidation on 3lst December, 1965, when
the following Balance Sheet is prepared :

Capital Rs. ' Assels Rs.
Authorised Capital : Goodwill 50,000
30,000 shares of Rs. 10 each 3,00,000 Leasehold Property 48,000
Plant &Machinery 65,500
hubscri.hed and paid up Stock 56,800
capital : }9’1‘2 00 tla(t)'dlnar'y 1.95.000 Sundry Debtors 64,820
sharc?‘ 01- s.‘ each ,95, Cash 2,500
Sundry creditors : ks Profit & Loss Ale 98,680
Prelcrential 24,200
Partly secured 55,310
Unsecured 99,790 1,79,300
Bank Overdraft
(unsecured) 12,000
3,86,300 3,86,300
Rs.
Leaschold property which was used in the first
instance to pay the partly Secured Creditors prorata 35,000
Plant & Machinery 51,000
Stock 39,000
Sundry Debtors 58,500
Cash 2,500

The expenses of. liquidation amounted to Rs. 1,000 and the liquidator’s
remuneration was agreed at 219 on the realisations and 2% on the payments to
the unsecured creditors.

. You are required to prepare the liquidator’s final accounts showing the
distribution. (C. i.)

. 6. On 3lst January, 1965, a compulsory order for winding-up was made
against X Co. Ltd., the following particulars being disclosed :

Book value Estimated to produce
Rs. Rs.
Cash on hand .. 100 100
Debtors ... 4,000 3,600
Land & Buildings ... 60,000 48,000
Furniture & Fixtures ... ... 20,000 20,000
Unsecured creditors ... ... 20,000
Debentures :
Secured on Land & Buildings ... 42,000
Secured by Floating Charge .. 10,000
Preferential creditors ... 6,000
Share Capital (3,200shares of 3,20,000

Rs. 100 cach)
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Estimated liability for bills discounted was Rs. 6,000—estimated to rank
at Rs. 6,000. Other contingent liabilities were Rs. 12,000—estimated to rank at
Rs. 12,000

The Company was formed on the Ist day of January, 1965, and has made
losses of Rs. 3,13,900

Prepare Statemegt of Aflairs and Deficiency Account. (C.A))

7. The following was the Balance Sheet of a company when it went into
liquidation on 31st Decmber, 1965 :

Liabilities Rs. Assets Rs.
Authoriscd Capital : 25,000 Goodwill 25,000
shares of Rs, 10 each 2,50,000 | Leasehold property 28,000
Subscribed Capital : P lant & Machinery 35,500
12,000 shares of Stock-in-trade 48,500
Rs. 10 each 1,20,000 Sundry Debtors 36,200
Sundry Creditois Rs. Cash 300
Preferential 7,800 Profit & Loss A/c—Balance 48,500
Secured 25,200
Unsecured 66,500 99,500
Overdrafc [rom
Bank (unsecured) 2,500
2,22,000 2,22,000
———A —_
Leaschold property which was sold by secured Rs.
creditors themselves 22,500
Plant & Machinery 28,000
Stock-in-trade 43,700
Sundry Debtors 32,500
Cash 300

The expenses of liquidation amounted to Rs. 600 and the liquidator’s
remuneration was agreed at 2}% on the amount realised and 5% on the
amount paid to unsecured creditors other than preferential creditors.

You are required to prepare the liquidator’s account showing the distri-
bution. (C. A)



CHAPTER XXIII
INSOLVENCY

1. What is Insolvency : It means the state of affairs under which a person
can not meet his liabilities and commitments out of his own assets. The person
who is unable to pay his debts in full and against whom the court has made
an order of adjudication on application ecither of a creditor or of the debtor
himself, is legally called an insolvent. The words, insolvent and insolvency, are used
as synonymous with the words, banliupt and bankruplcy, respectively. A firm, in
similar circumstances, may be declared insolvent. But insolvency proceedings
are not applicable to a company. In case of a company liguidation procecdings
are applied for winding up its affairs.

2. Acts governing insolvency proceedings: In India insolvency proceedings
arc governed by two Acts-—(i) Piesidency Towns Insolvency Act, 1909 and (i) Pro-
wncial Insolvency Act, 1920. The former Act governs insolvency proccedings in
the city of Calcutta, Bombay and Madras, whilc the latter all other parts of
India.

3. Official Assignee and Receiver : T'he official, who takes the charge of
the property of the insolvent after the order of adjudication is called O fficial
Assignee in Presidency Towns and Receiver in other parts of India,

4. Statement of Affairs and Deficieucy Account : After the adjudication order
heing passed, the insolvent is required to submit (i) Statement of Affairs as on the
date of receiving order and (ii) Deficiency .Jecount to show how he has arrived at
the state of deficiency. Differcnt High Courts in India have prescribed different
forms for the purpose. Calcutta High Court has prescribed forms for these
statements exactly like those of the English Act. But Bombay High Court has
slightly altered the form—three schedules i.e. D, E & F are omitted and
Deficiency Account is to be shown in a blank sheet.

5. Schedules or Lists to show the different kinds of liabilities and assets :
(a) The li%bilities are set cul in 7 schedules or lists as per Calcutta Rules as shown

[}

below : \-'a r'\’r

Schedule or Nature of liability Schedule or Nature of liability
List Contained List Contained

B A Unsecured Creditors vy E .. Contingent Liability
(i) B ... Fully Secured Creditors | (vi) F ... Creditors for Rent

(iii) € ... Partly Secured Creditors | (vi) G ... Preferential Creditors

(ivy D B/R  discounted or
Accommodation Bill
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Note : As per Bombay rules, liabilities are set out in the following schedules :—

i A .. Unsecured  Creditors, (iii)) C ... Partly Secured Creditors
B/R, Contingent Lia-

bility. (ivy D .. Creditors for rent and
(i) B .. Fully Secured Credi- Preferential Creditors.
tors.

(b) The assets are set out in three schedules or lists as per Calcutta Rules as shown
below :

Schedule or List Nature of Assets Contained
(i) H Property (all assets excepting Debtors
and BJR)
(i) I Book Debts (distinguishing between
good, doubtful or bad)
(iii) J Bills Receivable.

Note : Under Bombay Rules these schedules are E, F & G respectively.

(c) The deficiency is the difference between assets estimated to realise
and the liabilities expected to rank for dividend. The deficiency is explained
in ‘Deficiency Account” which is called Statement “K’ as per Calcutta Rules and
Statement “‘H’’ as per Bombay Rules.

6. Order of distribution of available amounts: The Official Assignee or
Receiver will realisc the assets and distribute the available amounts in the
following order :

(i) Fully secured creditors will be paid in full and partly secured
creditors to the extent of cover against securities.

(ii) Realisation expenses and remuncration of Official Assignee or
Recciver.

(iii) Preferential creditors.

(iv) Unsecyred creditors.

7. Preferential Creditors : Preferential creditors include the following :—

(i) Debts due to Government or local authority ;

(il) Salary of any clerk etc. for services in last four months—not excee-
ding Rs. 300 per head ; in case of Provincial Insolvency Act the limit is only
Rs. 20.

(iii) Wages of servants etc. for services in last four months—not exceeding
Rs, 100 per head ; in case of Provincial Insolvency Act the limit is Rs. 20.

(iv) Rent for onec month; in case of Provincial Insolvency Act, there
is no preferential right for rent.

These debts shall rank equally between themselves. If the property of the
insolvent is insufficient, they shall abate in equal proportion.
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T he Prescribed Forms of Statement of Affairs and Deficiency Account :
(a) Statement of Affairs

(As required by the Presidency Towns Insolvency Act, 1909)

To the Insolvent—you are required to fill up carefully and accurately !

sheet and the several sheets, A, B, C, D, E, F, G and H,

showing the st

of your affairs on the day on which the order of adjudication was made aga

you, viz., the......... day of........

Such sheets when filled up, will constitute your schedule and mus

verified by oath or solemn affirmation.

- Liabilities [ Assets I
Gross Fxpected ‘Book | m
Liability | (as stated and estimated by ‘ (as stated and estimated values.
Debtor ). | Rank by Debtor). Prc
Unsecured Creditors as per |
list A— | Property as per List E,
Creditors fully secured as per viz.
list B— (a) Cash at Bank
Less Estimated value of (b) Cash in hand
Securities (c) Cash with Solicitors
Surplus (d) Stock-in-Trade
Less Amount Carried to (e) Machinery
List C— (f) Fixtures, Flttmgs.
Balance to Contra Utencils
Creditors partly Secured (g) Furniture
as per List C— (h) Life Policies
i (i) Other Property
Less cstimated value of Book Debts as per List F—
Securities Good
Creditors for rent, taxes, Doubtful
Salaries, Wages etc, Bad
anall;le in full as per Estimated to Produce
Less Deducted Contra B:lli of Exchange as per
ist G
Estimated to produce
Surplus from securities
with fully Secured
Creditors Contra
Deduct creditors for Preferen-
tial Debts Contra
Deficiency explained in
Statement H
J R — | =l
I............residing at............ make oath and say that the above stater

and several lists hereto annexed, marked A, B, C, D, E, F, G, H, are to
best of my knowledge and belief, a full, true and complete statement o

affairs on the date of the above mentioned order of adjudication n
against me. )
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Note : As per Bombay rules, liabilities are set out in the following schedules :—

@ A .. Unsecured  Creditors, (iii) C ... Partly Secured Creditors
B/R, Contingent Lia-
bility. (iv) D ... Creditors for rent and
@) B .. Fully Secured Credi- Preferential Creditors.
tors.

(b) The assets are set out in three schedules or lists as per Calcutta Rules as shown
below :

Schedule or List Nature of Assets Contained
(i) H Property (all assets excepting Debtors
and B/R)
(i) X Book Debts (distinguishing between
good, doubtful or bad)
(i) J Bills Receivable.

Note : Under Bombay Rules these schedules are E, F & G respectively.

(c) The deficiency is the difference between assets cstimated to realise
and the liabilities expected to rank for dividend. The deficiency is explained
in “‘Deficiency Account” which is called Statement “K’’ as per Calcutta Rules and
Statement ‘“H’’ as per Bombay Rules.

6. Order of distribution of available amounts: The Official Assignee or
Receiver will realise the assets and distribute the available amounts in the
following order :

(i) Fully secured creditors will be paid in full and partly secured
creditors to the extent of cover against securities.

(ii) Realisation expenses and remuneration of Ofhcial Assignee or
Receiver.

(iii) Preferential creditors.

(iv) Unsecured creditors.

7. Preferential Creditors : Prefercntial creditors include the following :—

(i) Debts due to Government or local authority ;

(i) Salary of any clerk etc. for services in last four months—not excee-
ding Rs. 300 per head ; in case of Provincial Insolvency Act the limit is only
Rs. 20.

(iii) Wages of servants etc. for services in last four months—not exceeding
Rs. 100 per head ; in case of Provincial Insolvency Act the limit is Rs. 20.

(iv) Rent for one month; in case of Provincial Insolvency Act, there
is no preferential right for rent.

These debts shall rank equally between themselves. If the property of the
insolvent is insufficient, they shall abate in equal proportion.
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8. T he Prescribed Forms of Statement of Affairs and Deficiency Account :
() Statement of Affairs

(As required by the Presidency Towns Insolvency Act, 1909)

To the Insolvent—you are required to fill up carefully and accurately this
sheet and the several sheets, A, B, G, D, E, F, G and H, showing the state

of your affairs on the day on which the order of adjudication was made against

you, viz., the......... day of......... 19.......

Such sheets when filled up, will constitute your schedule and must be

verified by oath or solemn affirmation.

Liabilities Assets Esti-
Gross Expected ‘Book | mated
Liability | (as stated and estimated by to (as stated and estimated values.| to
Debtor ). Rank by Debtor). Produce.
Unsecured Creditors as per
list A— Property as per List E,
Creditors fully secured as per viz.
list B— (a) Cash at Bank
Less Estimated value of (b) Cash in hand
Securities (c) Cash with Solicitors
Surplus (d) Stock-in-Trade
Less Amount Carried to (e) Machinery
List C— (f) Fixtures, Fittings,
Balance to Contra Utencils
Creditors partly Secured (g) Furniture
as per List C— (h) Life Policies
- (i) Other Property
Less estimated value of Book Debts as per List F—
Securities Good
Creditors for rent, taxes. Doubtful
Salaries, Wages etc, Bad
analgle in full as per Estimated to Produce
ist D -
Less Deducted Contra Billls- of lci}xchange as per
ist
Estimated to produce
Surplus from securities
with fully Secured
Creditors Contra
Deduct creditors for Preferen-
tial Debts Contra
Deficiency explained in
Statement H
S —— | [ —
I...... .....residing at....... .....make oath and say that the above statement

and several lists hereto annexed, marked A, B,C, D, E, F, G, H, are to the

best of my knowledge and belief, a full, true and complete statement of my

affairs on the date of the above mentioned order of adjudication made
against me. )
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(b) Deficiency Account
(K or H Statement)

Rs. Rs. Rs. "R,
Excess of assets over Nct loss arising from
liabilities on..... ...... carrying on of business
’ from.. .. to......date of
Net profit arising from adjudication .
carrying on business
from...... to .....after Bad Debts—as per List F.
meeting usual trade
expenses Expenscs incurred since...
other than usual business
Income or profit from . cxpenses viz, Household
other sources since... Expenses
Deficiency as per State- Other Losses :

ment of Affairs
Speculation Loss :

Loss on Rcalisations :
Stock-in-Trade
Freehold Property
Plant & Machinery
Fixtures & Fittings
Others

Tilustration 1

A filed his petition in bankruptcy on 3lst Dec., 1968. His books showed
that he owed Rs. 50,000 to trade craditors; Rs. 30,000 to creditors holding
lien on stock-in-trade for Rs. 8,000; Rs. 10,000 mortgage on works; and
Rs. 1,000 for Salaries, Wages and Rates. Bills of Exchange for Rs. 10,000 had
been discounted with his bankers and it was estimated that therc was a liability
of Rs. 3,000 in respect of them,

His assets were : consignment Rs. 20,000 estimated to realise Rs. 2,000 ;
good hook debts Rs. 18,000, doubtful debts Rs. 6,000 estimated to realisc
Rs. 3,000 ; bad debts Rs. 15,650 ; Works Cost Rs. 1,00,000 (depreciated out of
Profit and Loss to Rs. 75,000) estimated to realise Rs. 50,000 ; Furniture and
Fittings Rs. 2,000, estimated to realise Rs. 1,000 : Stock-in-Trade Rs. 25,000,
estimated to realise Rs. 8,000 ; Cash Rs. 1,350.

He commenced business on Ist January, 1964 with a capital of Rs. 90,000.
After charging annually Rs. 5,000 for depreciation of Works and Rs. 5,500 for
interest on capital, the trading shows profits of Rs. 6,500 in 1964, and Rs. 5,000
in 1965 and losses of Rs. 6,000 in 1966, Rs. 7,000 in 1967, and Rs. 9,500 in 1968.
He lost Rs. 14,500 in speculation while his drawings averaged Rs. 4,000 a year.

Praw up his Statement of Affairs and Deficiency Account.

(Delhi University, B. Com. Hons. 1951 —Adapted)

weaee > N g
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Solution
Statement of Affaivs of A
(as on 31st Dec., 1941)
| Expected Estimated
Gross Liabilities to Assets to
Liability. Rank. Pioduce
Rs. Rs. I Rs
53000 | Unsecured creditors as per Property as per List E :
List A .| 53,000 Cash 1,350
10,000 | Fully secured creditors Rs. Consignment Rs 20,000 2000
as per List B 10,000 Furniture and
« | Estimated value of Fittings Rs. 2,000 1,000
securities (works) 50,000 (e
—_— Total as per List E ¢ 4,30
Balance thereof as per Book Debts as per
contra Rs. 40,000 ListF:
—_— Good ... 18,000
30,000 | Partly secured creditors as per Doubtful 6,000
List C ... 30,000 Bad ... 15,650
Less estimated value —_—
of securities (Stock) 8,000 39,650
Rs. 22,000 Estimated to produce | 21,000
- Surplus from securities in the
Estimated to rank 22,000 hands of fully secured credi- ;
1,000 | Preferential creditors as per > tors as per contra .. 1 40,000
List D deducted as per |
contra 65,350
Rs. 1 000 Deduct preferential creditors ‘
= as per contra 1,000
! 64,350
Deficiency explained in '
Deficiency A/c (List H) 10,650
94,000 75,000 75,000
Deficiency Account
Rs. Rs.
Excess of Assets over Llabnlmes on Net Loss from Busmess
Ist Jan. 1964 90,000 For 1966 .. 500
Net Profit from Business For 1967 ... 1,500
for 1964 .. 12,000 For 1968 ... 4,000 6,000
for 1965 ... 10,500
——| 22,500 | Bad Debts 18,650
Deﬁciency as per Statement of Expenses incurred other than
Affairs 10,650 trade expenses : Drawings 20,000
Other Losses on:
Stock .. 17,000
Consignment ... 18,000
Works e 25,000
Furniture & Fittings ... 1,000
Bills Discounted .. 3,000
Speculation ... 14,500 78,500
1,283,150 1,28,150
e e ————




EXERCISE

1. Prepare a Statement of Affairs and Deficiency Account on 10th October
of William Corby.

Cash in hand Rs. 85; Book Debts Rs. 3,472 (estimated to produce
Rs.2,869) ; unfinished contract in hand (estimated to produce Rs. 3,000 over and
above the cost of completing it) ; plant, tools, ctc., cost Rs. 1,880, (estimated to
realise Rs. 500) ; Office furniture (estimated to realise Rs. 25); Stock-in-Trade
valued at Rs. 1,900 ; Investments valued at Rs, 6,200, of which deposited with
bankers as security for loan Rs. 5,460. Life Policies for Rs. 2,000 of the
estimated surrender value of Rs. 1,470 subject to advances made by insurance
company amounting to Rs. 1,420; Unsecured creditors on trade account
Rs.4,140 ; Unsecured creditors for cash advauced Rs. 5,308 ; W. Smith for two
months’ wages due to him as clerk Rs. 30 ; A. Compton, six months’ salary due
to him at Rs. 15 per month ; Rent recoverable Rs. 45 ; Bankers for loan partly
secured, Rs. 10,134 (estimated value of securities held by bankers, Rs. 7,460 (viz.,
Investments, Rs. 5,460, and Lease Rs. 2,000) ; Capital Account on Ist January,
as shown by the books, Rs. 189 ; Loss on Trading from Ist January to 10th
October, Rs. 374 ; Loss on Sale of Investments made on 13th June, Rs, 200 ;
Drawings Rs. 750. (Chariered Accountants)

(Ams : Decficiency Rs. 3,118 ; Total of Deficiency A/c Rs. 3,307)

2. The labilities of A who is adjudicated bankrupt on 1st January, 1932
were as under : Unsecured Creditors Rs. 12,500, Creditors to the amount of Rs.
7,000 hold- 6 per cent Debentures in an Oil Mill Co., of the face value of Rs.
10,000 belonging to the bankrupt, the market quotation for those debentures
being Rs. 8,500. Creditors for Rs. 11,000 hold 700 shares of Standard Bank,
Ltd. The shares are of the denomination of Rs. 20 each on which Rs. 5 are paid.
The market value of these shares is Rs. 11 each. The Creditors have a second
charge on the Debentures of the Oil Mill Co., mentioned above. Of the
accommodation bills of Rs. 5,000 endorsed by debtor Rs. 950 is expected to
rank against the estate for dividend. Debtor’s own acceptances not included
in any of the above liabilities are Rs. 300. Rates and Taxes amount to Rs. 70.
Wages Rs. 30 and Sheriff’s charges Rs. 20.

The Bankrupt’s assets were as under :—

Rs.
Cash in hand 25
Cash at Bank 275
Cash with Solicitors 20
Stock 800
Debtors (Good) w 2,500
Debtors (Doubtful estimated to produce Rs. 5,200) v 1,200
Debtors (Bad) v 4,000
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The bankrupt held the following investments which had not been charged
or mortgaged : 50 ordinary shares of Rs. 10 each of Bombay Brewary Co.-Ltd.,
which he had purchased at Rs. 90 each but which were now quoted in the
market at Rs. 4 each ; Rs. 3,000, 7 per cent Debentures of Rs. 10 each bought
in July, 1927, at 4 per cent premium in a Jute Co., which were now quoted at
10 per cent premium.

The Debtor’s Capital on 1st January, 1928 was Rs. 9,120, his household
expenses during 1928 to 1932 amounted to Rs. 7,000 in all. The profits during
1928, 1929, 1930 and 1931 were Rs. 1,700, 1,900, 1,500 and 700 respectively, and
the loss during 1932 Rs. 2,900.

Prepare the Debtor’s Statement of Affairs and the Deficiency Account.

(C. U. B. Com. 1933)
(Aus: Deficiency Rs. 3,350 ; T'otal of Deficiency Ajc Rs. 22,650)

3. Jnanendra Mukherji became bankrupt. From the following particulars
prepare his Deficiency Account and Statement of Affairs :—

Unsecured Creditors : Trade Dehts Rs. 8,500, Household Debts Rs. 160.
[rading Profits and Losses: First year Profit Rs. 2,000; Second year Loss
Rs. 1,000 ; Third year Loss Rs. 600 ; Fourth year Profit Rs. 3,000; Fifth year
Loss Rs. 2,300.

Yecarly Drawing Rs. 800.

Fully Secured Creditors (holding securities cost 11,280 estimated to
produce Rs. 10,000) Rs. 7,000 ; Liability on Bills discounted (of which Rs. 100
is expected to rank), Rs. 1,060 ; Creditors for rent Rs. 150 ; Creditors for rates
Rs. 30.

Book Debts (Good, Rs. 1,100 ; Doubtful Rs. 1,000 expected to produce
Rs. 600 ; Bad Rs. 100) Rs. 2,200 ;

Bills Receivable (Good) Rs. 650.

Cash in hand Rs. 15.

Stock (estimated to produce Rs. 1,750) Rs. 2,100.

Capital at commencement of first year Rs. 6,333.

Household Furniture (estimated to produce Rs. 550) Rs. 700.

Office Furniture (estimated to produce Rs. 100) Rs. 160.
(C. U. B. Com. 1935).

(Ams : Deficiency Rs. 1,175 ; Total of Deficiency Ajc Rs. 12,898)

4, Prepare Statement of Affairs and Deficiency Account of Messers. Raye
and Rowe on 31st December, 1938 :

The firm commenced business on lst January, 1934 with a Capital of
Rs. 25,000. The trading after charging interest on Capital at Rs. 1,000 a year,
resulted in a profit for the first year of Rs. 602, and in losses in the subsequent
respective years of Rs. 370, Rs. 450, Rs. 500, and Rs. 700. The drawings of the
partners were Rs. 900 a year and Rs. 1,500 had been expended during five years
upon patent and experiments and the date of the insolvency stood in the books
at that sum. Unsecured Creditors Rs. 15,050 ; Creditors fully secured Rs. 19,080
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(holding security as stated by the books of the value of Rs. 18,100 but which
is estimated to produce Rs. 6,000), Creditors for Wages, Taxes, etc., Rs. 500 ;
Bills Receivable Discounted, Rs. 2,060 (upon which it is estimated there will be
a liability of Rs. 280) ; Stock in Trade Rs. 10,100 (which is estimated to realise
Rs. 8,000), Book Debts: Good Rs. 7,860, Doubtful and bad Rs. 650 (estimated
to realise Rs. 178) ; Land and Buildings Rs. 8,000 (estimated to realise Rs. 5,000)";
Machinery and Plant Rs. 12,500 (estimated to realise Rs. 5,500) ; Cash in hand
Rs. 2. (C. U., B. Com. 1940).
(Ans : Deficiency Rs. 2,370 ; Total of Deficiency Afc Rs. 32,972)

5. Prepare a Statement of Affairs of Henry Lawson from the following :
Cash in hand, Rs. 10; Debtors: Good Rs. 500, Bad Rs. 50 and Doubtful
Rs. 1,000 estimated to realise Rs. 750 ; creditors unsecured, Rs. 2,600 ; creditors
partially secured Rs. 1,200 (estimated value of security Rs. 800) ; Creditors fully
secured Rs. 1,900 (estimated value of security Rs. 2,400) ; Landlord for Rent Rs.
270, the yearly rent being Rs. 240 ; Works Manager for salary Rs. 159, his yearly
salary being Rs. 360 ; Liabilities on Bills Discounted, Rs. 650 all of which are
expected to be met on maturity ; Stock-in-trade (cost Rs. 850) estimated to
realise Rs. 180. There is a liability in respect of a contract which the debtor
cannot complete owing to the failure, amount unknown, but estimated at Rs.
300. Bills receivable on hand Rs. 75, estimated to produce Rs. 20.

(Chartered Accountants)

(Ans : Deficiency Rs. 1,760)

6. A receiving order was made against A. Boot on June 25th. 'The
following are the balances of his books at the date :—

Rs. Rs.

Unsecured Creditors 3,940
Capital Account, A Boot 700
J. Smith, Loan Account 564
W. Jopp, Loan Account 12,654
Stock 4,113
Fixture and Fittings 250
H. Finlay (rent one year) ... 350
H. Jones, Manager (150 per annum) 100
Collector Rates and Taxes ... 85
Cash in hand and at branches 110 .
Horses, Carts, etc. 251
Bills Receivable 169
Sundry Debtors 2,446
Cash at Bank . 356
Freehold and other property 5,000
Policy of Insurance (Surrender value) 1,778
Profit and Loss 776
Drawing Account, A. Boot 1,219
Interest on Loans 1,925
Contingent Liability on Bills Discounted, Rs. 358
(not expected to rank) .

18,393 18,303
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On January 1st previous, there was a surplus of assets of Rs. 700. J. Smith
holds a first charge on the policy of insurance. W. Jopp holds a second charge
thereon and also a charge on the freehold leasehold property. The stock for
the purposes of Statement is valued at Rs. 3,500, Of the Book Debts Rs. 291
are doubtful and are estimated to produce Rs. 100 ; Rs. 287 are bad. The loss
on trading between January Ist and June, 25th was Rs. 776.

Make out the Statement of Affairs and Deficiency Account.

(Chartered Accountants)

(Ans : Deficiency Rs. 4,311 ; Total of Deficiency A/c Rs. 5,011)

7. From the following information prepare the Statement of Affairs and
Deficiency Account of an insolvent debtor :—

Unsecured creditors, Rs. 15,050 ; Creditors partly secured Rs. 19,080
(holding security of the value of Rs. 18,100 which is estimated to realise only
Rs. 6,000) ; Prefercntial creditors Rs. 500 ; Bills Receivable discounted Rs. 2,060
(upon which it is estimated that there will be a liability of Rs. 280); Stock-in-
Trade Rs. 10,010 (estimated to realise Rs. 8,000) Book Debts : Good, Rs. 7,860 ;
Doubtful and Bad Rs. 650 (estimated to realise Rs. 178); Land and Buildings
Rs. 8,000 (estimated to realise Rs. 5,000) ; Machinery and Plant Rs. 12,500
(estimated to realise Rs. 5,500) ; Gash in hand Rs. 2.

He started business five years ago with a capital of Rs. 25,000. The trading
after charging interest on capitalat Rs. 1,000 per year resulted in a profit of Rs.
602 for the first year and losses of Rs. 370, Rs. 150, Rs. 500 and Rs. 700 for the
subsequent years. His drawings were at the rate of Rs. 900 a year and Rs. 1,590
had been expanded during the five years upon patents and experiments, which
figure at the date of insolvency stood in the books.

(Allahabad University B. Com. 1941)

(Ans : Deficiency Rs. 2,370, Total of Deficiency Alc Rs. 30,952)

27



CHAPTER XXIV
DOUBLE ACCOUNT

1. Its meaning: Double Account is a system of presentation of the Final
Accounts of public utility concerns like Railways, Tramways, Electric Supply
Companies, Gas Companies, Water Works etc. These concerns are generally
created by special statutes. The statute generally imposes upon a public utility
concern a form for the presentation of its Final Accounts, which is in the system
of Double Account. Under Double Account System the Balance Sheet is
bifurcated into Capital A/c and General Balancc Sheet. The form of onc
concern may differ from that of another concern in details, but the general
principle of bifurcation is same in all the cases.

2. Itsfeatures : The main features of Double Account System are as
follows :

(1) The Balance Sheet is divided into two parts —

(a) Capital Account or Receipts and Expenditures on Capital Account
and

(b) General Balance Sheet.
(a) Capital Account or Receipts & Expznditures on Capital Accouat :

The capital items are shown in this part. Receipts on Shares, Stock,
Debentures, Loans etc. arec shown on the right*hand side. Payments such as
acquisition of fixed and permanent assets are shown on the left-hand side.
The Balance of this account (the totals of both sides in case of an Electric
Supply Company) is taken up to the General Balance Sheet.

(b) General Balance Sheet :

The balance of first part i.e. Capital Account and all other floating assets
and liabilities are shown in the General Balance Sheet.

(2) Under Double Account System the revenue items are shown in two
parts i.e. (a) Revenue A/cand (b) Net Revenue Afc—

(a) Revenue Account: The gross takings are charged with expenses of
operation in the Revenue Afc. This account is written up exactly like Profit
& Loss AJc. The only difference between Profit & Loss A/c and Revenue Ajc
is that financial charges like interest etc. are not shown in the Revenue Afc like
Profit &Loss Ajc, but are shown in the Net Revenue A/c. The balance of the
Revenue A/c is taken to Net Revenue A/c.

(b) Net Revenue Ajc: The Net Revenue Afc is almost like Profit & Loss
Appropriation Afc. The only difference between Profit & Loss Appropriation
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Alc and Net Revenue Afcis that financial charges like interest on loan, mort-
gage, debentures etc. are shown in Net Revenue Ajc. The balance of this
account is carried forward to the General Balance Sheet.

(3) Treatment of Depreciation : Under this system the fixed assets are
always shown at cost. Depreciation is not shown as a deduction from fixed
assets. A Depreciation Fund is created by debiting Revenue Ajc. This fund
is shown on the liabilities side of the General Balance Sheet.

(4) Allocation of Expenditures Allocation of expenditure between capital
and revenue is to be made on general principles in certain circumstances.
Revenue expenditure on fixed assets i.c. repairs, renewals etc. are to be charged
to Revenue A/c. Capital expenditure i.e. additions, extensions etc. are shown
in the Capital Account.

3. Prescribed Forms For Electricity Undertakings :

Form No. III
Capital Account

Jor the year ending... ..

8. go 3 \
9-3 — aﬁ - (] "6
55| ek [25x s (£, 532
Capital Expenditure E 2 28 §-§ §~ Capital Receipts ; ; 9 §. §§ E
HEFER B85 |Eg %8
g% | 8F [35E 58 | 8% @20
— [
48 | 53 823 HE
. Rs. | Rs Rs. Rs. |Rs. | Rs.
1. To Preliminary 1. By Ordinary Shares
Expenses 2. ,, Preference Shares
2, ,, Land including 3. ,, Debentures
Law Charges 4, ., Mortgage and
3. ,, Buildings Bonds
4, ,, Plant 5. ,, Calls in Advance |
5. , Mans 6. ,, Other Receipts
6. ,, Transformers, |
Motors etc. |
7. ,, Meters
8. ,, General Stores
9. ,, Special items |
Total Expenditure Rs. Total Receipts Rs. !
— —_—
Total Balance of Total Balance of
Capital A/c Capital Ajc i
Form No. IV
Revenue Account
Jor the year ended.....
A, Generation Rs. Rs. Rs. Rs,
1. To Fuel 1, By Sale of energy for lighting
2. ,, Oil, Waste, Water and Engine- 2. ,, Sale of energy for power
room St_ores 3. ,, Sale of energy under special
3. ,, Proportion of salary of engi- contracts
neers, supervisors and officers 4, ,, Public lighting
4. ,, Wages and gratuities 5. ,, Rental of meters and other

5. ,, Repairs and Maintenance apparatus on consumers’ premises
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Revenue Accomnt (Contd.)

B. Distribution Rs. | Rs. Rs. | Rs.
1. To Proportion of salaries of Engi- 6. By Rents receivable
2 Waieesti'nd gratuities 7. » Transfer foes
R 1] a -
3. ., Repairs, maintenance and renc- 8., Other items
wals of Mains 9. ,, Miscellaneous Receipts
4. ,, Repairs, ctc, of Transformers 10. ,, Sale of ashes
5. ,, Repairs, etc. of meters, switches, ” . .
cut-outs and other apparatus on 11.,, Reconnection and Disconnec-
consumers’ premises tion Fees

C. Public Lamps .
1. To Attendance and repairs
2. ,, Renewals, etc.
D. Rent, Rates & Taxes
1. To Rents Payable
,»» Rates and Taxes
E, Management Expenses
To Directors’ remuneration
. ,», Management
. »» General Establishment charges
. »» Auditor of the Company
. ,, Auditor appointed under the Act
F. Law Charges
To Law Expenses
G. Depreciation
1. To Depreciation of Leasc
2. ,, Depreciation of Buildings
3. ,, Depreciation of Plants
4. ,, Depreciation of Mains
5. ., Depreciation of Meters etc.
H. Special Charges
To Bad Debts, etc. Ea Total Income —_— |

Total Expenditure .
Balance carried to Net Revenue Balance carried to Net Revenue

—
.

ABWLN

Rs. Rs.

Form No. V
Net Revenue Account
for the year ended......

Rs. Rs.
1. To Interest on Debenture to date 1. By Balance from last Ajc

2. ,, Interest on Mortgages and Less Dividend paid
Bonds to date ,» Contribution to Reserve Fund
3. ,, Interest on Temporary Loans 2. ., Balance brought from Revenue
to date Alc (Form IV)
4, ,, Dividends on Preference Shares 3. ,, Interest on Money on Deposit
5. » lncome-tax .
6. ,, Balance available to Dividends
on Ordinary Shares

Rs. Rs, |——————
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Form No. VIII
General Balance Sheet as at
Liabilities Rs, Assets Rs.
1. To Capital Account (Form IITI) 1. Capital Account (Form III
2. ,, Sundry Creditors for Capital 2. fy Stores in hand ( )
Expenditure 3. ,, Sundry Debtors
3. ,» Sundry Creditors on Open 4. ,, Preliminary Expenses
. Net R A:coumi pu v ?; ™ gecuritlies held be a
. evenue Account (Form . . ial Items (To be specified
5. ,, Reserve Fund Account ) 7. ’,, Cm at Bankgs pecified)
. ( From VI ) 8. ,, Cash in hand |
6. ,, Depreciation Fund Account
(Form VII)
7. ., Special Items
Rs. Rs. !
|
llust ration 1 (Water works)

Sheet.

Make out from the following Trial Balance as on 31st December, 1957, of
the Brahmaputra Valley Co. Ltd., (1) Capital Account, (2) Revenue Account,
(3) Net Revenue Account, (4) Reserve Fund Account and (5) General Balance

The Reserve Fund is to be raised to Rs. 5,000 and National War Loan

Stock increased to a like amount at par, to be known in future as Reserve Fund

Investments.
Dr. Balances
Rs.
Expended on purchase of land 30,000
Expended on construction of works 10,23,300
Expended on mains and service pipes 1,19,200
Expended on meters 10,500
Expended on Parliamentary Expenses 20,000
Sundry Debtors 480
Debtors for Water Rates due 12,420
Stores on hand 3,400
Investments—National War Stock at par 2,500
Cash in hand 600
Cash at Bank 33,530
Salaries 6,000
Printing 500
Incidental Expenses 370
Maintenance of Pumping Stations 17,050
Maintenance of Reservoirs 5,000
Maintenance of Filter beds 1,500
Repairs to mains 2,200
General Repairs 1,550
Director's Fees 4,000
Auditor's Fees 500
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Rs

Rates and taxes 25,060
Interest on Debenture Stock to date 10,000
Dividend on Preference Shares to date 12,000
Interim Dividend on Equity Shares, 1st August, 1957 30,000
Cr. Balances
6,00,000 Equity Shares of Re. 1 each 6,00,000
2,00,000 Preference Shares of Re. 1—6%, 2,00,000
Debenture Stock 5% 2,00,000
Premium on shares 2,00,000
Sundry Creditors 8,410
Reserve Fund 2,580
Water-Rents 1,46,670
General Rents 3,500
Transfer.fees 240
Unclaimed Dividend 200
Balance Net Revenue Account, Ist January, 1957 10,000
(National Union of Teachers)
Solution
Brahmaputra Valley Co. Ltd.
Dr. Revenue Account for the year ended 31st December,1957 Cr.
. Rs. | Rs.
To Salaries 6,000 | By Water Rents 1,46,670
,» Printing 500 } ,, General Rents 3,500
,» Incidental Expenses 370 | ,, Transfer fees 240
,» Maintenance of Pumping
Stations ..... 17,050
,» Maintenance of Reservoirs... 5,000
,» Maintenance of Filter Beds 1,500
,» Repairs to Mains 2,200
,» General Repairs 1,550 |
,» Directors’ fees 4,000 '
,» Auditors’ fees 500 i
. Rates & Taxes 25,000 |
,,» Balance carried to Net
Revenue Ajc 86,740
1,50,410 1,50,410
S —————— I R —
Net Revenue Accunt for the year ended 31st December, 1957
Rs. Rs.
To Pref. Share Div. 12,000 | By Balance bj/d 10,000
» Ord. Share Interim Div. 30,000 | ,, Revenue Afc 86,740
. Interest on Debentures 10,000
» Reserve Fun 2,420
,» Balance—Net profit transferred
to Balance Sheet 42,320
96,740 96,740
L ————1 |
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Dr. Reserve Fund Account Cr,
Rs, Rs.
To Balance c/d 5,000 By Balance b/d 2,580
, Net Revenue A/c 2,420
5,000 5,000
——
By Balance bld 5,000
Dr. Capital Account for the year ended 31st December, 1957 Cr.
To Expenditure Rs. To Receipts Rs.
Purchase of Land 30,000 1{ 6,00,000 Bqulty Shams of
Construction of Works 10,23,300 Re 6,00,000
Mains & Service Pipes 1,19,200 | 2,00,000 Pref Sham of
Meters 10,500 Re 1 each—6% 2,00,000
Parliamentary Expenses 20,000 | Debenture Stock—59% 2,00,000
Premium on Shares ,00,
Balance carried to General
Balance Sheet 3,000
12,03,000 12,03,000
EA— e ——
General Balance Sheet as at 31.12.1957
Rs. Rs.
Sundry Creditors 8,410 ] Capital A/c— Balance 3,000
Reserve Fund 5,000 | Sundry Debtors 480
Unclaimed Dividends 200 ] Debtors for Water Rates Due 12,420
Net Profit—Balance of Net Stores on hand 3,400
Revenue Ajc 42,320 Reserve Fund Investments (National
War Stock ) 5,000
Cash Balance : Rs.
Cash in hand 600
Cash at Bank 33,530
34,130
Less Cost of Investment
purchased 2,500
— 31,630
55,930 55,930
e -
Tllustration 2 (Electricity Undertaking)

Provide for the undermentioned depreciation, and prepare a Revenue
Account, Capital Account and Balance Sheet from the following Trial Balance.
A call of £1 per share was payable on the 31st December and arrears are subject
to interest at 5 per cent per annum.
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Depreciation to be provided for on : Buildings 2] per c'ent,-Machinery
7} per cent, Mains 5 per cent, Transformers etc. 10 per cent, Meters and
Electrical Instruments 15 per cent.

THE DYNAMO ELECTRIC LIGHTING CO. LTD.
Trial Balance 30th June...

Amount
last 30th
June

Capital Nominal, 10,000 Shares of
£10 each, Subscnbcd 5,000 Shares of
20,000 £10 each, £5 paid e
15,000 Debenturcs of @ per cent interest .
1,000 Depreciation Fund
Calls in arrears
9,300 Frechold Land
4,000 Buildings
6.000 Machinery at Station
5,000 Mains
1,000 Transformers, Motor, etc.
500 Meters
300 Electrical Instruments
General Stores (Cables, Mains &
1,600 Lamp in Stock)
250 Office Furniture
Coal and Fuel
Oil,Waste and Engine Room Stores
Coal Oil, Waste etc. in Stock
Wages at Stanon
Repairs and Replacements
Rates and Taxes .
Salaries of Secretary, Manager etc.
Directors’ Fees
Stationery, Printing & Advertisement
Incidental Expenses
Law Charges
Sales by Meter
Sales by Contract
Meter Rents
Sundry Creditors
Sundry Debtors
Cash in hand and at Bank

25,000

15,000

1,000
1,000
9,300
5,000
10,000
8,000
2,000
1,500
400

2,350
250
1,900
750
100
3,000
500
300
1,500
1,000
600
100
200
— 8,750

,000 —
300

R

Q!

£ 56,050 £ 56,050

(Chartered Accountants)
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Solution
The Dynamo Electsic Lighting Co. Ltd.
Revenue Account
for the year ended 30th June......
L £ £ £
A. Generation 1. By Sale of Energy
for lighting 8,750
1. To Coal & Fuel 1,900
2. ,, Oil Wastage etc. 750 2. ,, Sale of Energy for
3. ,, Wages at Station 3,000 Power -
4, ,, Repair & Replacements 500
6,150 | 3. ,, Sale of Energy
B. Distribution — under special contracts 5,000
C. Public Lamps — 4. ,, Public Lighting —
D. Rent, Rates & Taxes 5. ,, Meter Rents 300
1. To Rates & Taxes 300 | 6. ,, Rents Receivable —_
E. Management Expenses 7. ,, Transfer Fees -
1. To Directors’ Fees 1,000
2. ,, Salaries of Secretary, 8. ,, Other Items —
Manager etc. 1,500
3, ,, Stationery, Printing & 9. ,, Miscellaneous
Advertisement 600 Receipts —
4 ,, Incidental expenses 100

3,200 | 10. ,, Sale of Ashes —

F. Law Charges
11. ,, Reconnections &

1. To Law charges 200 })isconnections
ees —
G. Depreciation
To Depreciation of
1. Buildings @ 24% 125 .
2. Machinery @ 7% 750
3. Mains @5% 400
4, Transformers @ 10% 200
5. Meters @ 15% 225
6. Electrical
Instruments @ 15% 60
1,760
H. Special Charges -
Total Expenditure 11,610
To Balance carried to
Net Revenue A/c ® 2,440 |
14,050 Total Income 14,050
Net Revenue Acoount for the year ended 30th Fune......
£ £
To Interest on Debentures @ 6% By Balance from last Account -
on £ 15,000 for 1 yr. 900 » Interest due on Calls in Arrear
» Balance carried over to on £ 1,000 for 6 months from
General Balance Sheet 1,565 January to June @ 5% 25
,» Balance from Revenue Account 2,440
2,465 2,465
|e—— | —————

28
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General Balance Sheet as at 30th June...

£
Liabilities Assets £
1. To Capital Afc 1. By Capital A/c
( Amount Received ) 39,000 ( Amount Expended ) 38,800
2. To Sundry Creditors on 2. By Stores in hand 100
Open Accounts 1,000 3. By Sundry Debtors 3,000
3. To Net Revenue A/c—Balance 1,565 4. By Interest on Calls in Arrear 25
4, To Depreciation Fund 5. Cash at Bank and in hand 3,300
(i) As per last B/s 1,000
(iii) During the year 1,760
2,760
5. To Interest on Debentures
(Outstanding) 900
45,225 45,225
= [————
EXERCISE

1. The under mentioned particulars have been collected from the books
of Nabagram Electric Corporation Ltd. for the year ended 31st December,
1954 :—

Rs.
50,000 Ordy. Shares of Rs. 10 each 5,00,000
20,000 Pref. Shares of Rs. 100 ,, 20,00,000
Expended on Purchase of Land 10,00,000
. ,» Building 8,05,000
. ,» Mains and Service Pipes 75,000
s ,» Distributing Stations 50,000
. ,» Meters 30,000
” »» Transformers 12,000
» ,» Public Lamps 20,000
» »» Elec. Instruments 15,000
»» ,, Parliamentary Expenses 5,000

During the year 1955, the following further expenses were incurred :
Building, Rs. 20,000, Meters Rs. 10,000, Transformers Rs. 12,000 and Public
Lamps, Rs. 5,000.

You are asked to give the Capital Account for the year ended 3lst
December, 1955. Prepare also a General Balance Sheet as on the 31st December,
1955 out of imaginary figures. (C. U. B. Com. (Adv.) 1957)

(Ans : Capital Ajc (Cr. Balance) Rs. 4,41,000.)
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2. The figures given below relate to the Bharat Mining Co. Ltd. for the -
year-ending 31st December, 1937. Prepare Capital Account and General Balance
Sheet on Double Account System and then exhibit the same figures in a
Balance Sheet on the Single Account System. Nominal Capital Rs. 25,00,000.

Rs.
11,00,000 Equity Shares of Re. 1 cach fully paid 11,00,000
6,00,000, 69, Preference Shares of Re. 1 each fully paid 6,00,000
Debentures 59, 3,00,000
Bills Payable” 60,000
Sundry Creditors 90,000
Land acquired 85,000
Shaft Sinking 11,10,000
Plant & Machinery 3,50,000
Wagons 1,35,000
Office Building 30,000
Workmen’s Cottages 90,000
Depreciation Fund 2,00,000
Reserve Fund 1,50,000
Balance to credit of Profit & Loss Account 2,50,000
Stock on hand 1,20,000
Investments 1,70,000
Sundry Debtors 3,50,000
Cash in hand and at Bank 3,00,000
Short Workings Account 10,000

The above figures include an issue of 1,00,000 Preference Shares during the
year 1957 and the following amounts were also spent during the same period—
Shaft sinking Rs. 60,000 ; Machinery Rs. 50,000 ; Wagons Rs. 30,000 ; Work-
men’s Cottages Rs. 10,000. (National Union of Teachers)
(Aps: Capital Ajc (cr. Balance) Rs. 2,00,000; Total of General Balance

Sheet Rs. 9,50,000; Total of Balance Sheet under Single Account
Rs. 27,50,000.)

3. The following balances were extracted from the books of the Urban
Electric supply Co. Ltd. as on 31st December, 1956. Prapare a Revenue and
Appropriation Account and Balance Sheetin the form prescribed under the
Blectricity Act :—

Power purchased 2,83,397
Distribution Expenses 46,658 .
Rates and Taxes 15
General Establishment Charges 30,407

Management Expenses 17,730
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Rs.

Sale of Electricity 4,19,434
Meter Rent, Reconnection Fee, etc. 27,546
Depreciation 18,758
Income Tax 18,244
Repaires and Maintenance of Building 526
Contribution towards Contingency Reserve 3,143
Interest paid and accrued 6,089
Plant & Machinery 5,59,968
Public lighting 81,665
General Equipment 15,367
Capital--paid up 3,55,000
Bills Payable 896
Sundry Creditors—consumers 2,636
Sundry creditors—others 119
Consumers’ Security Deposit 1,87,566
Depreciation Reserve balance 1,28,785
Contingency Reserve—balance as on Ist Jan, 6,902
Services advances 7,957
Unpaid wages 18
Income Tax Reserve 18,244
Interest payable 11,905
Stores in hand 48,852
Sundry Debtors for supply of electricity 39,219
Advances to staff 10,045
Cash at Bank 7,334
Cash in hand 1,492

(C.A. Final)

(Ans : Capital Ajc (Dr. Balance) Rs. 3,02,000 ; Revenue A/c (Cr. Balance)
Rs. 43,400; Net Revenue Ajc (Cr. Balance) Rs. 22,013; Total of
General Balance Sheet Rs. 6,16,399)

4. From the following particulars for the year ended December 31, 1952
prepare, under the Double Account System, the (i) Receipts and Expenditure
on Capital Account and (ii) General Balance Sheet of an Electric Supply
Company :—
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Rs. Rs.

Capital :

Authorised : 10,000 Ordy. Shares of Rs. 1,000

each Rs. 1,00,00,000.

Issued, Subscribed & Paid-up : 6,000 Ordy.

Shares of Rs. 1,000 each, Rs, 800 per share

paid up 48,00,000
6% Debentures. 14,00,000
Depreciation Fund 5,00,000
Buildings 12,00,000
Freehold Lands 9,00,000
Plant & Machinery 23,35,000
Mains 4,60,000
Sundry Machine Parts 50,000
Meters 40,000
Instruments & Appliances 64,000
Stock of General Stores 3,76,000
Office Furniture 30,000
Fuel 45,000
Sundry Machine Room Materials
(Lubricants, Jute waste etc) 10,000
Sundry Creditors 1,70,000
Sundry Debtors 3,50,000
Investments 9,00,000
Cash in hand & at Bank 7,90,000
Balance transferred from Net Revenue
Account 6,80,000

e —— e ———

(C.U. B. Com. (Adv.) 19583)

(Aus : Capital Ajc (Cr. Balance) Rs. 7,45,000 ; Tolal of General Balance
Sheet Rs. 75,50,000)

5. The following are the balances on 31st December 1955 in the Books
of the Guntur Power & Light Limited :
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Dr. Cr.
Rs. Rs.
Lands on December 31st, 1954 60,000
Land—sexpended during 1955 2,000
Machinery to December 31st, 1954 2,40,000
Machinery expended during 1955 2,000
Mains, including cost of laying 80,000
Mains—expended during 1955 20,400
Ordinary Shares 2,19,600
Debentures 80,000
Sundry Creditors 400
Depreciation Account 1,00,000
Sundry Debtors for current supplied 16,000
Other Debtors 200
Cash 2,000
Cost of generation of electricity 14,000
Cost of distribution electricty 2,000
Ret, Rates & Taxes 2,000
Management 4,800
Depriciation 8,000
Sale of current 52,000
Rent of Meters 2,000
Interest on Debentures 4,000
Interim Dividend 8,000
Balance—Net Revenue Account December
31, 1954 11,400
4,65,400 4,65,400

From the obove Trial Balance prepare Capital Account, General Balance
Sheet, Revenue Account and Net Revenue Account of the company.

(C.U. B. Com. (Adv.) Hons. 1966)

(Ans : Capital A/c (Dr. Balance) Rs. 1,04,800; Balance of Revenue Afc
(Gr.) Rs, 23,200; Net Revenue Aj/c (Cr. Balance) Rs.22,600; Total of
General Balance Sheet Rs. 4,22,600.)



CHAPTER XXV
BANK ACCOUNTS

1. Functions of a Bank : Some of the important functions of a Bank are as
follows :

(a) Accepting deposits from public.

(b) Advancing funds to the public on security or without it at interest.

(c) Discounting bills of exchange payable at a future date.

(d) Collecting cheques, bills of exchange, dividend warrants etc. on
behalf of constituents and others.

(e) Issuing letters of credit, travellers’ cheques, Circular Notes etc.

(f) Receiving valuables for safe custody purpose.

(g) Remitting Funds within the country or abroad.

(h) Guaranteeing, insuring, underwriting, any loan or issue of shares,
stock or debentures etc.

(i) Acting as agent and referee for its customers.

2. Raising of Funds by a Bank ¢ A Bank generally raises its funds in the
following manner :—
(a) By issue of shares and debentures.
(b) By accumulation of profits.
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