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PREFACE

(Vol. I) ‘
It is indeed a great pleasure to me to be able to present the Second Volume

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. (Cogn.), 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., Priticipal, 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, 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.C.A., I.C.W.A., of

Ferguson & Co.; Sri Priya Ranjan Chowdhury, M.Com.. M.A. (Econ.).,

LC.W.A., Lecturer, Chandannagore College, Hooghly; Sri Narayan Ganeull,

M.A., A.C.A., 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 Department 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

BCom. Examinations—both Pass & Honours—of Calcutta. Burdwan, North
Bengal and other Indian 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

Jabour. 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 many 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. TI am indebted to the publisher.

Sti Haradhan Basak, M.Com., of the Alpha Publishing Concern but for whose

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
hikely to be noticed by the readers are brought to my notice. I reeret to admit

‘hat 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

alt humititv 
Ot

’

D. L. Sarkar,



SYLLABUS

for the

Bachelor of Commerce Examination
(Three Year Degree Course)

ADVANCED ACCOUNTANCY—PASS

More difficult questions on the subject prescribed for Compulsory Paper

may be set.

\k Amalgamation, Absorption and Reconstruction of Companies,

ve. Reduction of Capital.

\3 Departmental and Branch Accounts, -

4. Miscellaneous Accounts :—

\}, Royalty Accounts. ~

\f} Hire Purchase Accounts. ~

Git) Instalment - Payment—Purchase Accounts. -

(1v) Goods on Sale or Return, Including Investment Accounts, Bank
Accounts, Packages Accounts.

ADVANCED ACCOUNTANCY—HONOURS

(In addition to the subjects prescribed for Advanced Accountancy in the

Pass Course, Elective Subject No. 1, Paper I and Compulsory Paper on

untancy in the Honours Group of subjects.)

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

(ii) Principles of Double Accounts (Capital accounts and General

Balance Sheets specialiy of electricity undertaking).

Git} Simple cases of holding companies and consolidated balance sheets,
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.CHAPTER XXII -

. COMPANIES ( ADVANCED ) :

-(A) Revisional Problems -

(Redemption of Preference Shares, Redempiion of Debeniwes, Issue of Bonus Shaves,

Payment of Dividend etc.)

demption 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

serve 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
| 10 each. The premium isto be met from the year’s Profit & Loss Appro-

iation Account.

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

yn of the above transactions. (C. U. B. Gom (Adv.) 1957)

lution

In the Books of Vanities Ltd.

Journal Entries

Particulars L. F. Dr. Cr.

— Rs. Rs.
Profit & Loss Appropriation A/c ave 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 A/c aes Dr. 3,00,000
Premium on Redemption of Prefercnce Shares A/c Dr. 15,000

_ To Preference Shareholders’ A/c 3,15,000 «
(Being the amount payable to shareholders on redemption of
Preference Shares.)

Bank Alc 4 Share Ca ave 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’ A/c aes Dr. 3,15,000
_To Bank A/c 3,15,.000

(Being the amount paid to preference shareholders.) TM

| Reserve Fund A/c ar Dr. 1,00,000 000
_To Capital Redemption Reserve bund A/e 1,00,

(Being the amount transferred to Capital Redem ption Rescive
und out of general! reserve.)

a



ACCOUNTANCY—PRINCIPLES & PRACTICE

By Balance b/d

SAMIR, ili A bs Biba ete! op ad alf tnthlhe eieatte hte Sa Bilt

u ,

Ledger Accounts

Dr. 5% Redeemable Preference Shares A/c Cr.

Rs. 4 Rs.

To Preference Shareholders’ A/c 3,00,000 | By Balance c/d 3,00,090
| <eeaieaiaSk SERS Te

Dr. Premium on Redemption of Preference Shares A/c Cr.

\ = Rs. Rs.

To Preference Sharcholders’ A/c 15,000 By P & L Appropriation A/c 15,000
tibiae

Dr. Preference Shareholders’ A/c Dr.

Rs. Rs.

To Bank Account 3,15,000 By *e Preference Share Capital 3,00,000

c

By Premium on Redempation of 15,000
Preference Shares A/c res

3,15,000 3,15,000

a rae | A

Dr. Reserve Fund A/c Cr.

Rs. " Rs.
To Capital Redemption Reserve

Fund A/c 1,00,000 By Balance b/d 2,00,000
. To Balance c/d 1,C0,000

2,00,000 2,00,000

ae eee. re | ar

By Balance b/« 1,00,000

Dr. Capital Redemption Reserve Fund A/c Cr.

/ Rs. | 8.
To Balance c/d 1,00,000 By Reserve Fund A/c 1,00.000

el

By Balance b/d 1 00,000

Dr; Ordinary Share Capital A/c Cr.

. 8. $.
‘To Balance cfd 2.00,000 By Bank Account | 2,00,000

Seas, 1 a or

| 2,00,000
eae

SS Pie KSEE



COMPANIES 3

Illustration 2

The following is the Balance Sheet of § & Co., Ltd. as on 3lst December,
1964 :

Rs. | Rs.

Fixed Assets 5,20,000

Share Capital : Current Assets 3,22,000
Aitthorised :

70,000 Equity Shares of Rs. 10

each 7,00,000
90,000 6% Redeemable

Preference Shares of Rs. 10 each 2,00,000

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
ee a sane ee

The Preference Shares were redeemed on January 1, 1965, ata premium
of Rs. 2 pershare, the whereabouts ofthe holders of 1,200 such shares not
being known. At the same time, a bonus issue of Equity Shares was made at
ar, | share being issued for every 3 shares held, out of the Capital Redemption
eserve Account. SP

Draw up the Journal Entries to record the above transactions in the
books of 8 & Co. Ltd. and show the Balance Sheet as it would appear after
such transactions have been completed. (C. U. B. Gom. Hons. 1965, Part II)

Solution Journal Entries Dr. Cr.

Date Particulars L.F.| Rs. Rs.

1965 ee ee

Jan. 1| 6% Redeemable Preference Share Capital A/c Dr. 1.60.000
Premium on Redemption of Preference Shares A/c Dr. 32000

_To Preference Shareholders’ A/c , 192.000
(Being the transfer of the amount to the Redeemable Prefer- oo
ence Shareholders’ Account pending repayment.)

Profit & Loss Account es Dr. 1,92,000
To Premium on Redemption of Preference Shares A/c 32,000
To Capital Redemption Reserve A/c » 1,60,000

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

ye



ACCOUNTANCY-PRINCIPLES & PRACTICE

Journal Entries (Contd.) Dr. Cr.

To Bank Account

paid off.)

Preference Shareholders’ A/c

Particulars

Dr.

(Being the Preference Shareholders except 1,200 of them, are

L, F,

To Bonus to
Capital Redemption Reserve A/c

Shareholders’ A/c
(Being the sanction of ifsue of Bonus Shares at par in the
ratio of 1 Share being issued for 3 shares held, out of the
Capital Redemption Reserve A/c.)

Dr.

Bouus to ‘hareholders’ A/c
To Equity Share Capital A/c

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

Dr

1,77,600

1,30,000

| 1,30,000

1,77,600

1,30,000

1,30,000

S. & Co., Led.

Balance Sheet as at January 1, 1965

Liabilities

Share Capital :

Authorised :

70,000 Equity Shares of Rs. 10 each 7,00,000

20,000 6% Redeemable Preference
Shares of Rs. 10 each

Issued and Subscribed :

52,000 Eqity Shares of Rs. 10 each
fully paid

Reserves and Surplus :
Profit & Loss Account
Capital Redemption
Reserve Account

Current Liabilities :
Sundry Creditors
Sundry Members

9,00,000
PEE

Rs.

2,00,000

5,20,000

8,000

30,000

92,000
14,400

6,64,400
iamneteieee

|

Fixed Assets
Current Assets

Assets

aes

6,64,400

as

‘Note: The Amount of Current Assets in the new Balance Sheet will be(Ra. 3,22,000 minus the
holders) i.e. Rs.1,44,400.

amount of Rs. 1,77,600 paid to Preference Share-
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Itlusration 3

The Balance Sheet of a Company as at 3lst 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 Ist 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

" |
Date Particulars | L. F. Dr. Cr.

a 7 BO Rs. Rs
(i) | Profit and Loss Account wee Dr. 23,000

Share Premium Account ane Dr. 5,000
To Premium on Redemption of Preference Shares A/c 2,000
,, Capital Redemption Reserve A/c ; 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.)

(ii) | Bank Account aes Dr. 14,000
To Ordinary Share Capital A/c 11,200
To Share Premium A/c 2,800

(Being 1,120 Ordinary Shares of Rs. 10 each issued at a
permium of Rs. 2°50 per share to provide fund for redemption
of 6% Preference Shares.)

{iii) | 6% Redeemable Preference Share Capital A/c ow 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’ A/c aes Dr. 42.000
To Bank Account , 42,000

(Being amount paid.)
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Balance Sheet as at J. 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 A/c tT 00
Capital Redemption Reserve A/c 28 0
Profit and Loss Account 26 0 !

, {Current Liabilities | 27,000 :

° 1,32,000 : 1,32,000

Illustration 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
ata 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
Re. 1,00,000. 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.

(Cc. U. M. Com. 1960)
Solution Journal Entries

Dr, Cr.

a Rs, Rs,

(i) Redeemable Preference Share Capital A/c bes f. 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 a premium of 10%.)

: Reserve Fund A/c oes Dr,
(ii) Share Premium A/c eee Dr. iI 200

To Capital Redemption Reserve A/c ° 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.) @

or. Cash Book (Bank Column Only) Cr.

. Rs. Rs.

" To Equity Share Capital A/c 50,000 | By Prefereuce Shareholders A/c
»» share Premium A/c 2,500 (Being payment on redemption of
(Being amounts received on issue of 1,000 Preference Shares of Rs. 100
5,000 Equity Shares of Rs. 10 each each ata premium of 10%) 1,10,000
at a pemium of 5%)

“Bete

—
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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 ofthe 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 fromthe 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 Ajc’’
will be transferred to (Capital) Reserve A/c and the debit balance of ‘Profit
& Loss on Redemption of Debentures A/c’? will be written off to
revenue.

Illustration 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 interest 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 @ 6% for 3 months (from Ist. January to 31st March)

on Rs, 9,000 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 @ 6% for 3 months (from Ist July to 30th September) on
Rs. 9000 is Rs. 75/-. This amount will have to be paid by the Company in
addition to the purchase price.

(3). The brokerage and expenses paid, will have to be added to the
cost of the Debentures.
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Ast half year : Journal Entires Dr. Cr.

Rs, Rs,

1968 | Debentures A/c ase Dr. 3,000
Apl, 1| Interest on Debentures A/c ve Dr, ¥5

To Bank A/c 4,910
To Profit & Loss on Redemption of Debentures A/c

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

June30| Interest‘on Debentures A/c . eee Dr. 150

_To Bank Ajc 150

(Being the interest on Debentures for 6 months paid.)

Profit & Loss A/c ves Dr. 225 ~
> &. To Interest on Debentures A/c 2

(Being the amount charged to revenue.) 5

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 ve Dr. 4.910
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.

ct. 1!) Debentures Alc vas Dr. 5,000
Interest on Debentures A/c oes Dr. 75

To Bank A/c 4,985
To Profit & Loss on Redemption of Debentures A/c 90

(Being the purchase of Rs. 5,000 6% Debentures @ 98 ex-
interest and brokerage and expenses Rs. 10)

Yeo, | Profit & Loss on Redemption of Debentures A/c ... Dr. * 90
3]. To Reserve A/c 90

(Being the Profit on redemption transferred to Reserve A/c.)

, |} Profit & Loss A/c see Dr. | 75
To Interest on Debentures A/c 15

(Being the amount charged to revenue.)

” Profit & Loss Appropriation A/c on Dr.
*. |° To Reserve A/c 4,910 4,910

wer
’( Being the transfer of the amount to Reserve on redemption
of: Rs. 5,000Debentures.)
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Dr. % Debentures A/c Cr.

1968 Rs. Rs. 1968 Rs,
Apl.l | To Bank A/c 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 — - _—_—_——

10,000 10,000
Oct. | —_______—| |

To Bank A/c

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
=< ———_—

Dr. Interest on Debentures A/c Cr.

| / Rs. | Rs.
1968 | To Profit and Loss on Redemp-, 1968 | By Balance tiansferred to P/L
Apl. t| tion of Debentures A/c 75 June Alc 225

30

une To Bank A/c ! 150)
30 te ———

' 295 225

i ‘aeinnaaaaeeemees, ——ae

Dec. | By Balance transferred
Oct. 1] To Bank A/c | 75 31 to P/L A/c 15

| 75 75

Dr. Profit & Loss on Redemption of Debentures A/c Cr.

1968 Rs. 1968 Rs.
une | To Balance transferred Apl. 1) By Debenture A/c 90
30 to Reserve A/c 165 By Interest on Debenture A/c 75

165 165
— es -waENRSERS.

Dec. | To Balance transferred By Debe A
31 to Reserve A/c 90 y Debenture A/c 90

Oct |

90 90

_ - ——anee
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Illustration 6

the powers under the deed,

immediate cancellation Debentures as follows :

Rs. 2,000/- at Rs. 98

Rs. 4,000/- at Rs. 100}

(Redemption by Pnrchase in the open market)

On Ist January, X Ltd. has Rs. 12,000 6% Debentures. In accordance with

March |,

August 1,

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

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

Solution

Dr. 6°5 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 |
on Redemption AQ | 2,000

June To Balance c/d 10,000
3 . | STEED

12,000 12,000

Aug. il To Bank Alc | 4,010 July 1 By Balance b/d 10,000

Aug 1| By Profit & Loss on Redemp-

Dec. 15) To Bank A/c 985 | tion of Debentures A/c 10

To Profit & Loss on
Redemption 15; 3.000

Dec. | To Balance c/d 5,000

3} saeneeeeenemnees
10,010 10,010

“abe
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Dr. Interest on Debentures Account Cr.

) | |19... | | Rs. 19... | Rs.
Mar. [To Profit & Lass on Rede mp- | June | By Balance transferred

tion of Debentures A/c 79-00 30 fo P/L Aje 320-00

* ; (two months" interest on

| Rs. 2000)

|
June | To Bank Ae ; 30000 |

3) —_———_. _

| 32:)°00 320°00)
| —_

Aug. 1! To Prolit & Loss on Redemp- | | -
tion of Debentures A/c i 2000 .

: Dec. | By Balance transferred to
{one month's interest on | cr . . .: Rs. 4,000) i 3) , Prot & Loss Aic 197°50)

| ! |
| ! :

Dec. | to Bank Ajc 27°50
8 (54 months’ interest

on Rs. j009) |

To Bank A/c | !
, (6 months’ interest on :

Dec. | Rs. ,5000) ! 150°00

| ' 19750 ! 199°50

Note: Though not wanted the Profit and Less on Redemption of Debentures Alc is also

given in the interest of the students.
4

Dr. Profit & Loss on Redemption of Debentures A/c r,

Rs,
19... 19... Re.
June To Reserve A/c 60°00 Mar. !) By Debentures A/c 40°06

By Interest on Debenture A/c 20°00

60°00 60°00
ssa

Aug. 1] To Debentures A/c 10°00

! To Balance c/d 10°00 Aug. || By Interest on Debenture A/c 20°00

| 20°00 ! 20°00

| CASRN —

Aug. 1] By B 10°00Dac To Reserve Ajc 25°00 UB. l| By Balance bid
Dec. By Debentures A/c 15°00

25-00 25°00
(i -
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Illustration 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 !,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 holders decide to exercise the option for taking shares

in repayment and cash for the rest is procured by realising an aclequate amount
of invesments at the prevalent market value.

Draw up Journal (including cash book) Entries to give eflect to the above

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

Solution Journal Entries Dr. Cr.

Date Particulars LF. Rs, Rs.

1963 | 6% Debentures A/c .. Dr 12,00,000
Jan. 1/ “° Premium on Redemption of Debentures Ajo .... Dr 24,000

To Debentureholders’ 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 . 24,004)
against Debenture Redemption Reserve A/c)

Debentureholders’ A/c we Dr. 9.18.000
To Equity Share Capital A/c a 720.000
To Share Premium A/c 198000

(Being 75% of the claims of the Debentureholders satisfied by var
issue of 72,000 equity share of Rs. 10 each in the ratio of 8

equity shares for 1 debenture.)

Bank A/c aes Dr.
Debenture Redemption Reserve A/c Dr. 3 oe op

To Investments A/c ’

(Being the amount received on realisation of investments and 3,40,000
the loss on sale adjusted.)

Debentureholder’s A/c bes Dr.
_ To Bank Alc 3,06,000

(Being the rest of the claim of the debentureholders paid,) 3.06,000

Debenture Redemption Reserve A/c eee Dr. 9,42,000
. To General Reserve A/s 9, 42.000

‘| (Being the Balance in Debenture Redemption Reserve trans- wry
ferred to General Reserve A/c after redemption.)
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issue of Bonus Shares :

Illustration 8 (Bonus applied for making partly paid up shares fully paid up and for issuing

fully 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 (il) by issuing
1,000 fully paid equity shares at par as bonus at the rate of one fully paid
share for eight shares already 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, (Cc. U. B. Com. Hons. 1965 )

Solution . Journal Entires Dr. Cr.

Dat | Particulars , | L. F. | Rs | Rs.

Profit & Loss Account Dr. 2,00,000
To Bonus to Shareholders’ Ajc 2,00,000

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

es

Share F inal Call Ajc Dr. 2,00,000
To Equity Share Capital Ajc 2,00,000

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

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

Bonus te Shareholders’ A/c ve Dr. 2,00,000
To Share Final Call A/c 2,00,000

( Being the Bonus to Shareholders applied towards meeting |
the fina' calls (@ Rs, 25 per share on 8.000 shares. )

—

Profit & Loss Account wee Dr. 30,000
General Reseive Account a Dr. : 70,000

To Bonus to Shareholders’ A/c 1,00.000
( Being the sanction of the issue of 8, 000 Bonus Shares of | | °
Rs. 100 each to the existing shareholders in the ratio of t share |

for every 8 shares held as per resolution dated .. )

4
Bonus to Shareholders’ A/c was Dr. | 1,00,000

To Equity Share Capital A/c 1,00,000
(Being the issue of 8000 Bonus shares of Rs. 100 each ) |

ee ve ¥ wo “or
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Jilustraticon & ( Redemption of Debeniures. adoption of the new valuaticn of the assets

and issue of Bonous Shares. )

The capital of a Limited Company consisted of 12,500 5% Preference

Shares of Rs. 10 and 25,000 Equity Shares of Rs. 10 each and the Company has

accumulated out of profits a Reserve Fund of Rs. 1 Lakh. Jt 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

Tt was decided (i) to redeem 15,000 Debentures of Rs. 100 each

at 5% premium, (ii) to adopt the new valuation and (iii) to allot one 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.
| _ wees

| Land & Buildings A/c i Dr. 3,25,000
| Plant & Machinery A/c wee Dr. 1 ,50,000

| Permanent way A/c bas Dr, 1,25,000
| To Capijal Reserve A/c

| | Being the appreciation in the value of the sundry assets.) | 6,00,000

Capital Reserve Ajc . Dr. 1,25,000 :
Ta Goodwill A/c 7$§,000
To Concessional Rights 50,000

( Being Goodwill and Concessional Rights partly written off
out of Capital Reserve )

—. cnet me —— 4

Debentures A'c 1 Dr

; Premium on Redemption of Debentures A/c ves Dr. BT On
| fo Debentureholders’ A/c ,

( Being the total sum payable to the Debentureholders. ) 15,75,000 «:

Share Premium A‘c - Dr. 25,000
Capital Reserve A/c - Dr. 50,000

To Premium on Redemption of Debentures A/ 15 000
( Being premium payable on redemption of Debentures ,

provided out of share premium and Capital Reserve.)

Debentureholders’ Ajc i Dr.
To Bank A/c 15,75,000

( Being the amount paid to Debenture holders. ) 15,75,000

we = as ee 7 ae
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Journal Entries (Contd.) Dr. Cre,

Date Particulars L. F. | Rs. | Rs.

' Capital Reserve A/c wee Dr. | 3,00,000
Tv Bonus to Sharenolders’ Asc ! 3,00,000

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

|

: Bonus to Shareholders’ A/c wae Dr. 3,00,000
To Equity Share Capital A/c

| ( Being the issue of 30,009 Bonus Shares of Rs. 10 each. )

|

3,00,000

Iilustration 10 (Bonus to shareholders, Issue of Debentures, Interim dividend, adjusiment

of accrued interest and oulstanding Royalties.)

Music Publishers Ltd. carried out the following transaction in the

.car ended December 31, 1965. Give appropriate Journal] Entries ( including

easl received or paid ). Also give natrations 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 liability of 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

974%) pro rata to amounts applied for. On Feb. 28, excess applica-

tion monies being retained.

May 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.
j | ,

‘Dec, 31 Accrued Debenture interest—Rs. 1,50,000

Accrued royalties to composers, Rs. 60,000.

(Cc. U. B. Com. (Hons) 1966)
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Solution Journal Entries Dr. Cr

Date Particulars L. F, ! Rs. | Rs.

1965 | General Reserve A/c Dr. 2,00,000
Jan. | _ To Bonus to shareholders’ A/c 2,00,000

( Being 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...... )

Equity Share F inal Cat Aje Dr. 2,00 ,000
© Equity Share Capita) A/c

( Being the final call (a: Rs. 5 per share mads on 40,900 shares 2,00,000
of Rs. 10 each as per resolution dated...... )

onus to Shareholders’ A/c Dr. 2,090,000 2.00.00
To Equity Share Fina] Call A/c . 100,000

( Being the bonus to shareholders applied towards meeting

the final calls @ Rs. 5 per share on 40,000 shares.)

eb. Bank Ajc . : Dr. | 25,00,000
_To 5% Debentures Application A/c 25,00,000

( Being the Debenture Application money received on 50,000

5% Debentures @ Rs. 50 per Debenture. )

Mar. !} 5% Debenture Application A/c Dr. 20,00,000
To 5% Debentures Afe 20,00,000

( Being the transfer of Debenture Application moncy for

40,000 5% Debentures alloted, @ Rs. 50 per Debenture as

per resolution dated...... )

5% Debcnture Allotment A/c Dr. ; 19,00,000
Discount on Issue of Debentures A/c Dr. | 100,000 20.00.000

To 5% Debentures A/c TM
( Being the allotment of 40,000 5°54 Debentures at Rs, 50 per

; Debenture and adjustment of discount ia: 2§°4 as per resolu-
‘ tion dated..... )

5% Debenture Application A/c Dr. 5,00,000 $.00.000
_ To 5% Debenture Allotment A/c a“

( Being the adjustment of application money for 10,000

Debentures @ Rs. 50 per Debenture towards part-payment of
allotment money. )

May | Bank A/c Dr. : 14,00,000
31. _ To 5% Debenture Allotment A/c 14,00,000

(Being Debenture 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 A/c - 40,000
(Being the payment of interim dividend.)

Dec. | Debenture Interest Ajc Dr. 1,50,000 150.000
3M] | To Debentureholders® A/c ne

(Being accrued debenture interest provided for.) !

|
Royalties A/c Dr. | 1000 | 6s w00

_ To Outstanding Liabilities A/c ,
(Being " adjustment for outstanding royalties to the com- |
posers.

ie
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Llustration 11 (Issue of Shares, Conversion of Share Capital, Issue 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 shareholders 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 share 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.

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

Solution Journal Entries Dr. Cr.

Date Particulars L. F, Rs. Rs.

1960 | Bank Aje as Dr. 70
June | To Equity Share Capital A/c 

70
(Being 7 shares of Rs. 10 each allotted to the subscribers as per
resolution dated ... and cash received in full.)

ete

July 1) Bank A/c . Dn
To Equity Share Capital A/c 190,000 | 50.000

(Beng 14,993 shares of Rs, 10 each allotted as "per resolution _
daud... anJ cash received in full.)

1964 . . .
Jan | Equity Share Capital A/c Dr. 1,5 ',000
15 | To 6% Non—Cumulative Preference Share Capital A/c 1,50,999

(Being the conversion of 15,000 Equity Shares of Rs. 10 each
into 15,000 6% Non-cumulative Preference Shares of Rs, 10

each as per resolution dated ... )

3 '

.
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Solution
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Journal Entries (Contd.) Dr. Cr.

Date Particulars L.F, Rs. Rs.

1964 | Profit & Loss Appropriation A/c Dr. 30,000
Jan. _ To Bonus to Shareholders’ A/c 30 ,000

5 | (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 Shareholders’ A/c Dr. 30,000
” _ To Equity Share Capital Alc 30,000

(Being the issue of 15,000 Bonus Shares of Rs. 2 each.) ,

1965 | 6% Non-cumulative Preference Snare Capital A/c Dr. 1,50,000
June 1| _ , To Equity Share Capital A/c 1,50,000

(Being the conversion of 15000 6% Non-comulative Preference
Siares of Rs. 10 each into 75,000 Equity Shares of Rs, 2 cach
as per resolution dated ... )

Dec. | Profit & Loss Appropriation A/c Dr.

31 _ To Divideod Ajc 27,000 27.000
(Being the declaration of dividend at 30 paysa per share on .
90,000 shares of Rs. 2/- each as per resolution dated woe)

Dividend A/c Dr.
_ To Bank Ajc wee 27,000 27,000

(Being the dividend paid.)

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

The Balance sheet of A B Ltd. as at 3lst December, 1965 is given below :

Rs.

Share Capital :

Authorised

30,000 Equity Shares of

Rs. 10 each 3,00,000

Issued and paid up

90,000 Equity Shares of Rs. 10 each 2,00,000

Reserves and Surplus :

Profit & Loss A/c (Cr.) 1,40,000

Secured Loans :

6% Debentures 1,20,000

Unsecured Loats : Nil
Current Liabilisies and Provisions :

* Sundry Creditors 60,000

5, 20,000

eee

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.

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

at Rs. 14 for every four shares held prior 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

19

(iii) To give existing shareholders the option to purchase one Rs. 10 share

appropriate Journal Entries and draw up the Balance Sheet after the above

transactions have been given effect to. Ignore taxation.

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

Solution Journal Entries Dr. Cr.

Date Particulars L. F. Rs, Rs,

Profit & Loss Appropriation A/c Dr. 20,000
To Dividend Aic ; 20,000

(Being the declaratian of dividend @ 10% on 20,000 shares

of Rs, 10 each.)

Dividend Alc AI ove Dr. 20,000
o Bank A/c . 0,000

(Being the dividend paid) 2

Profit & Loss Anpropriation A/c Dr. 50,000
To Bonus to Sha-eholders’ A/c 50.000

(Being the sanction of issue of 5,000 Bonus Shares of Re. 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 Equity Sha-e Capital A/fe £0.000

(Being the issue of 5,000 Bonus Shares of Rs. 10 each.) ““

Bank A/c . eos Dr. 70.000
To Equity Share Canital A/c 50,000
To Share Premium A/c ,

(Being $,000 Equity Snares of Rs. 10 each issued at Rs. 14 20.000
each for cash as per resolution dated ....) ,

6% Debentures A/c evs Dr. | 1,20 000
Premium on Redemption of Debentures A/c eve Dr. , 4 800

To Debenturcholders’ A/c 124,800
( Being the total sum payable to the Debentureholders ) | |



20 ACCOUNTANCY—PRINCIPLES & PRACTICE

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 Payable on segemption of Debentures
provided out of Snare Premium A/c. )

Debentureholders’ A/c oon Dr. 124,800
To Bank A/c 1,24,800

( Being the amount paid to the Debentureholders. ) mite

A. B. Limited

Balance Sheet as at.

Liabilities Assets
Rs. Rs.

Share Capital : Fixed Asset :
uthorise Freehold P t

30.000 Equity Shares of seem ne eT 1,00,000
Rs. 10 each 3,00,000 Current Assets, Loan &

Advance:
Issued and Paid up Capital ‘

; quity ures O : ,
Stock-in-Trade 1,20,000Rs. 10 each 3,00,000 Sundry Debtors £0,000

Reserve and Surplus :
Profit & Loss A/c (cr) 70,000 Cash & Bank Balances 1,45.200
Share Premium A/c 15,200 _

Current Liabilities & Provi-
sions ;

Sundry Creditors 60,000

4,45, .00 | 4,45.200
! ‘TREEEie

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 Debentureholders 1,24,800

1,44,800

,»» Cash & Bank Balance in hand 1,45, 200
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(B). Right Shares

1. Issue of Right of Shares :

When shares are issued by a company after the first issue, these are to be

offered to the existing shareholders 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 willbe entitled to purchase the fresh shares issued by the com-
pany. For the valuation of the R'ght 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,

§. Methods of Valuation :

The value of right can be ascertained in either 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)

Illustration 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 Ist method :

30 — (30 x 34-25 x 1) +4=230 — (904-25) +4=30- 146.

= 30 — 28°75

w= Rs. 1-25 (the value of the Right)

Solution by second method :

3 x (30 —25)

=}x5

= Rs.1-25 (the value of the right)

Illustration 14

A company offers to its existing shareholders the right to buy one share of
Rs. 10 each at Rs. 12 for every’three shares of Rs. 10 each already held. The
market value of a share of the company is Rs. 15. Calculate the value of the
right,
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Solution by Ist method—

15 — (153412 x 1) +4015 — 57 20 15 — 14-25
= ‘75 paise (the vale of the right).

Solution by 2nd method —
}x (15—12)=}x3 8°75 paise (the value of the right).

Illustration 15

The face value of the Equity Shares ofa company is 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.
(GC. U. B. Com Hons. (Adv.) 1963)

Solution

(a) By first method —

17 — (17 x5+413 x 3) +8=17 — (854-39) +8
= 17 —134=17—15:50=Rs. 1-50 (value of the right)

(b) By second method—

8x (17-13) =3x4=JR=Rs. 1-50 (value of right)

4. Recording transactions 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. Underwriting Commission: The commission payable to the underwriters js
known as Underwriting Comm'ssion. Sec. 76 of the Companies Act limits such
commission to 5% of the Issue Price of shares and 21% of the Issue 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 subscription
The issue of shares and debentures may be underwritten wholly or partly by
one or more than one underwriter.

2. Marked Applications : Application forms issued by underwriters or brokers

are stamae i with their names. Such applications are called Marked 
Appl'cations.

Those application forms which are not stamped are called Unmarked

Applicaticns.

§. Brokerage: A broker gets commission subject to the limits prescribed by
sec. 76 on the shares subscribed through him, but is under no obligation to take
‘up any share that may remain unsold.

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. This
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 itself should be treated as an underwriter. As the underwriters
are liable only for the short-subscription, the 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 liability,

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 Underwriting 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 A/c

(ii) For Commission on Issue of Debenrures payable to Underwriter or
Broker:

Commission on Issue of Debentures A/c Dr.
To Underwriter’s or Broker’s Ajc

(iii) For Discount, Commission, Expenses etc. on Issue of
ebentures :

Cost of Issue of Debentures A/c Dr.

To Commission on Issue of Debentures A/c

To Discount on Issue of Debentures A/c
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IUustration 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,

Le,

Bank A/c os Dr 4,27,500
Discount on Issue of Debentures A/c aes Dr ”22°500

To 8% Debentures A/c , 4.50.000
(Being cash received on 4,500 8% Debentures of Rs. 100 each
issued @ Rs. 95 per Debenture.)

M/s. Agarwal & Co. A/c bes Dr.

Discoust on Issue of Debentures A/c ane Dr. 4 208
To 8% Debentures 4 /c ’ 50.000

(Being 500 8% Debentures of Rs. 100 each issued to M/s.
Agarwal & Co. @ Rs. 95 per Debenture.)

Commission on Issue of Debentures A/c tee Dr. 10,000
To M/s. Agarwal & Co. A/c

(Being ia oth Commission allowed to M/s. Agarwal & 10,000
Co. @ 2% on Rs. 5,00,000 8% Debentures.)

Cost of Issue of Debentures Ajc ose Dr. 35,000
To Discount on Issue of Debentures A/c 25.000
To Commission on Issue of Debentures A/c 10.000

(Being discount and commission transferred to Cost of Issue of ,

Debentures A/c.)

Bank A/c Dr.
To M/s. Agarwal & Co. A/c ; 37,500 37

(Being amount due from M/s. Agarwal & Co. received,) 2500

Kali Stores Ltd.

Balance Sheet as at......

Liabiltiies Rs. Assets Rs,

Secured Loan : ‘ Current Assets :

) bentures 0

5,000 8 O00 each §,00,000 § Cash at Bank 4,65,00)

Miscellaneous Expenditures :
Cost of Issue of Debentures 35,0C0

§,00,900 5,00,v00
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Illustration 17 (Partial Underwriting)
A Co. Ltd. issued 2,000 6% Debentures of Rs. 100 each at a premium of 10%.

Fifty per cent of this issue was underwritten by M/]s. Anthony & Co. @ 23% on
the issue price of the Debentures. Applications were received for 1,600 Deben-
tures. Journalise the transactions assuming all moneys due have been received.

Solution

Note: In this case M/s Antony & Co. has underwritten only 50% of the Issue.
For the remaining 50% A Co. Ltd. should be treated as an underwriter.
As no information is available, 50% of the application for 1,600 Debentures
(i.e. 800) should be taken 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 A/c we Dr. 1,76,000
To 6% Debentures A/c 1,60,000
To Premium on issue of Debentures A/c 16,000

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

M/s. Antony & Co, A/c wee 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 agreement.)
!

| Commission on Issue of Debentures A/c ve Dr, 2,750
To M/s Antony & Co. A/c 2,750

| (Being underwriting comutission @ 23% on 1,000 Debentures
' issued at Rs. 110 per Debenture.)

: Bank A/c ves Dr. 19,450
To M/s. Antony & Co, A/c 19.450

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

Illustration 18 (Firm Underwriting)

Calcutta House Building Association, Ltd. issue 100,00 :Shares of Rs. 100 each. P. Q, R and S underwrite the entire issue fake
proportions of 40%, 30%, 20% and 10% 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,

eee ee eee

and also the commission received by each. (C. U. B. Com. (Adv.) 1936 )
Solution

Shares applied for by the public 60,000 shares
Shares covered by ‘“‘Application firm’’

P 4,000 shares

Q .. 3,000 ,.

R .. 2,000 ”

S aes 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 1% of 30,000 or 12,000 shares

Q » +» »» tg of 30,000 or 9,000 _,,

R 9 9 9 10 of 30,000 or 6,000 ”

S dy 99D ty of 30,000 or 3,000 3

30,000

*. Ps Total holding = 12,000+4,000 (applied firm) or 16,000 shares

Q's 99 9 = 9,000+ 3,000 ( ” 99 ) or 12,000 9

R’s ,, 4, = 6,0004+2,000( ,, ,, ) or 8,000 _,,
S’s 9 re) = 3,000 +- 1,000 ( 9 9 ) or 4,000 99

Commission receivable on the total issue=_4, of 1,00,00,000 or Rs. 4,00,000

The underwriters will share commission as shown below :

P will get 46, of Rs, 4,00,000 or Rs. 1,60,000

QO, s te Of Rs. 4,00,000 or Rs. 1,20,000

R,. 5, ty of Rs. 4,00,000 or Rs. 80,000

Su, oy poy of Rs. 4,00,000 or Rs. 40,000

Total Rs. 4,00,000

IMlustration 19

A company issues 20,000 shares of Rs. 10 each. Theentire 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 G— 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.

‘Adapted C. A. Final)

Solution

(a) When shares underwritten firm set off against the liability of underwriters

Underwriters Marked Applications Total
applications firm

A i 2,000 + 1,600 = 3,600

B vas 4,000 4. 600 = 4,600

C aes 1,000 + 2,000 = 3,000
%

Total vee _7,000 4,200. 11,200
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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 Cc

Gross liability 12,000 5,000 3,000

Less 3,000 Unmarked applications

allocated in the ratio of gross

liability i.e. 12:5: 9. 1,800 750 450

Balance 10,200 4,250 2,550

Less Total of marked and firm

applications 3,600 4,600 3,000

Net Liability 6,600 +350 +450
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

Add Firm Applications 1,600 600 2,000

Total Shares to be taken up 7,400 600 2,000

(b) When shares underwritten firm not set off against the liability of Underwriters.

Unmarked applications = (14,200 —7,000) =7,200

A B Cc

Gross Liability 12,000 5,000 8,000

Less 7,200 unmarked applications

allocated in the ratio of gross

liability i.e. 12:5: 3. 4,320 1,800 1,080

Balance 7,680 3,200 1,920

Less marked applications 2,000 4,000 1,000

Balance 5,680 +800 920

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 5,040 x 760

Add Firm Applications 1,600 600 2,000

Total Shaves to be taken up 6,640 ~ 600 2,760

Total

20,000

3,000
2

17,000

11,200

5,800

5,800

4,200
ee eel

10,000

Total

20,000

7,200

12,800

7,000

5,800

5,800

4,200

10,000

27
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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, earn 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 of 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.e. 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 preliminary

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. Ifthe 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
ofa 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 prove to be most inconvenient. 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 tc be prepared for the entire accounting period.

(b) Gross profit should be allocated according to the ratio of turnover (sales)

for the two periods. When exact sales are not available, gross prot

may be distributed between the two periods on time basis,
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(c) Profit and Loss A/c 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 either (i) added to goodwill ov (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. _

Mlustration 20

Devanath Limited was registered on Ist April, 1948 as a private Limited
ommpany, to take over the business of Messrs. Devanath as on the Ist January,

The following balances have been taken from the books of Devanath Ltd.
as on the 3lst 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 bes ve ve 1,200
Preliminary Expenses vee vee 5,000
Rent aes vas vee 3,600
Debenture Interest es vee 2,600

Salaries ves vee 6,000
Insurance Premium ves a 500
Audit Fees - es 1,000
Depreciation of Plant we! 750

; Yow 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 3lst Dec. 1948. Cr.

! Pre-i Pre-inc' Pre-incor- re-incor- | Go,
Particulars ' poration Company Particulars poration | pany

| period Period period Period
Rs. Rs. Rs. Rs.

To Salaries ' 1,500°00 | 4,500°00 | By Gross Profit b/d | 40,0000 | 60,000-00
» Rent . 900'00 -: 2,700°00
»» Insurance Premium 12500 375°00
» Directors’ Fees — + 1,200°00
» Preliminary Expenses — 5,000°00
», Debenture Interest _ 2,690°00
1 Audit Fees — | 1,000-00
» Depreciation of Plant 187°50 562°50
1» Net Profit | $7,287°50 | 42,062°50

| 40,000°00 | 60,000-00 40,000,00 | 60,000°00
te eis — | cnemiaiennmmmnaials

_

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

(2) Directors’ fees, Preliminary expenses, Debenture interest, and

Audit fees should be charged wholly to the Post-incorporation
*

period.

(3) Rent, insurance premium, salaries, and depreciation are allocated

on time basis i.e. }th for Pre-incorporation period and 3ths for

Post-incorporation period.

Illustration 21

A. B. C Ltd. was incorporated on Ist April, 1959 to take over as a going

concern the partnership business of X and Y with effect from lst 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 Ist January to the date of

payment.

The following isa list of items to be included in the Profit and Loss

Account for the year to 3lst December, 1959 :

Wages

General Expenses

Vendors’ Salary

Rent & Rates

Commisssion on Sales

Bad Debts

Rs.

22,400

3,684

1,850

764 -

2,100

$67

Interest paid to Vendors

Directors’ Fees

Depreciation of Motor Vans

Gross Profit

Rs.

1,220

2,675

460
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The following additional information is avaibale :

ey(a) Sales during the year were—January to March Rs. 60,000; April to
December Rs. 1,50,000. Gross Profit was earned ata uniform rate of 20 p. c.

_on sales throughout the year. The rate of Commission on sales was | per

cent,

(b) Salary paid to Vendors was for their service in managing the business

upto 3lst 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 Expenses are equally spread over the year,
assuming that all months are of equal length.

(ec) 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 1s 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. 4

(CG. 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

Rs. 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’ Salary 1,850 —
» Rent & Rates 191 573

»» Commission on Sales) 600 1,500
» Bad Debts 177 190

» Depreciation on
_ Motor Vans 75 385

»» Directors’ fees — 2,675
»» Jnterest paid to

Vendors 915 305
» Net Profit 1,671 4,809

12,000 30,000 12,000 30,000
GS | SSE i

Notes: (1) Wages and general expenses are allocated on time basis i.¢. }th for

pre-incorporation and {ths for post-incorporation period.

(B) Depreciaticn on Rs. 1,500 @ 20% is Rs. 300. This is allocated on
time basis i.e. jth (Rs. 75) for ‘pre’ and 3ths (Rs. 225) for ‘post’.

incorpotation period. Depreciation on Rs. 1,200 @ 20% fo:
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the period from Ist May 1959 to 3lst December 1959 (i.e. 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 Ist January 1959 to Ist April 1959 (i.e. 3 months)

is ‘pre’ and from Ist April 1959 to 30th April 1959 (i.e. | month) is

‘post’-incorporation period. ‘So interest is allocated on time basis

i.e. in the ratio of 3: 1 between the two periods.

Illustration 22

‘A’ Co. Ltd. was incorparated on Ist May, 1963 to take over the business

of ‘X’ Co. Lid. as a going concern as from Ist January, 1963. The Profit and

Loss Account for the year ending 3lst 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

», Electricity 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 3lst December, 1963 Cr.

ae Pre-incor- _Post-incor- dartion|: Pre-incor- | Post-incor-
Particulars poration _ poration Particulars ' poration | poration

‘ ‘ |

Rs. Rs. ' Rs. Rs.
To Rent & Taxes 4,000 | 8,000 | By Gross Prrfit b/d | $6,500 1,08, 500
.. Insurance 1,000. 2,000 (allocated inthe = |

.. Electric Charges 800 | 1,600 ratio of sales |

.. Salaties 12,000 | 24,000 ie. 3:7) |
,. Directors’ fees — %,000 |
, 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

.. ‘Advertisement 1,200 2.800

., Discount t 050 ? 450

, Carriage 900. 2,100

.. Bad Dehts 600 1, +00 |

.. Preliminary Expenses — | 6,500 |

. Net Profit ed 19,150 | 40,850 .

, 46,500 108,500 ; $6,500 1,08,500
Po _

{ | Tail,

Notes: (1) Rent & Taxes, Insurance. Electricity charges, Salaries, Office

kKxpenses, Bank charges, and Interest on loans are allocated on

time basis i.e. for ‘Pre? and ids for ‘Post’ incorporation

periods. rt

2) Commission, Advertisement, Discount, Carriage, and Bad Debts

are allocated in the ratio of sales (i.e. 3:7) between Pre and Post

incorporation periods.

(3) Directors fees, Auditors’ {ces and Preliminary Expenses are charged

wholly to the Post-incorporation period.

(E) Management and Managerial Remuneration

1. Company Management :

The shareholders are the proprietors of 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 Directors and collectively

Board of Directors. The Board exercises 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 three directors, while a private Company not being a subsidiary

to a public Company must have at least iwo direetors.

An individual director can also act as the 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 be managed at the same time by more than one of the

following :—-

(1) Managing or wholetime Director

Gi) 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 of a public Company, to its directors, managing agents, secre-

taries & treasurers or managers for services rendered by them in managing the

affairs of the Gompany, is termed as Managerial Remuneration.

(a) Overall maximum remuneration :

« Section 198 puts an overall maximuin limit of 11% of the net profits of

the Coinpany on the total remuneration payable *to the managerial personnels

i.e. 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 maximum

limit i.e. 11% of the net profits, fee$ payable tu 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, free motor car, free

passage, [ree education of children, pensionary benefits etc.) allowed to the

managerial personnels,

(19) Overall minimum remuneration :

Ifa 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!

.personnels with the approval of the Central Government. The Central

Government has the power to increase the minimum remuneration in approe

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 may get his remuncration by monthly payment. He may receive

fees for attending Board or Caimmittce meetings. . Besides he may get

commission on net profits of the company.

Ifthere is only 6ne managing or wholetime director, his commisston

can not exceed 5% of the net profit. Where there are more than one

managing or whole time director the commission can not exceed 10% of

the net profit for all of them together. Other. directors (i.e. not whole time

or managing directors) may gel their reniuneration either by way of salary
or by way of commission. The commisson of all such directors can not

exceed 1% of the net profits if the company has a wholetime/managing
director ora inanaging agent or secretaries & treasurers or a manager. The
commission payable to all such directors can not exceed 3° of the net

profits in other cases (i.c. if the company has no imanaging/wholetime direc-
tor or managing agent or secretaries & treasurers or manager. )

The provisions of section 309 do not apply to private cotmpany

unless it is a subsidiary of a public company.

Any amount paid to a technical adviser, whe is also a director, is not

tio be included in the remuncration ofa director.

According to scctions 310 and 311 auy increase in the remuneration of

the directors requires the approval of the Central Government.

In calculating the commission of the directors, the net profit of the

company are to be computed according to the sections 349, 350 and 35]

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 agents
shall “not exceed 10% 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 by the Central Government.

Any payment made by way of remuneration to any partner when the
managing agent isa firm, to any director when the managing agent isa
public company, to any director and member when the managing agent is
a private company, shall be deemed to be included in the remuneration of

the managing agent.

According to section 354, a managing agent is not entitled to any office

allowance, but he may he reimbursed actual! expenses incurred by him op



36 ACCOUNT ANCY—PRINCIPLES & PRACTICE

behalf of the managed company provided it is sanctioned by the Board ol

Directors or by the company in general] meeting.

Under section 198 an amount not exceeding Rs. 50,000 can be paid as

remuneration to the managing-agent if there are no profits or the profits are

insufficient, with the approval of the Central Government.

The managing agents can not draw their remuneration until the

accounts of.the company for the related year have been audited and laid

before the company in general meeting. However, the minimum remunera-

tion (i.e. not exceeding Rs, 50,000), if approved, may be paid in such instalments

as specified in the articles or in a resolution or in agreement between thc

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 [or that.

According (to section 381 (he remuneration of the secretaries @ treasurers 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 Sysiem or Sliding seale :

‘The remuneration of the managing agent aad the secretaries & treasurers

is made payable.on a slab 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 10°, 75%

. 6©Mmext,, 10 2, 6k 8s Qo" 699

ae » vs 10,4, 99 048 9 8%, 6%,

99 048 10 29 > 93 3 7°, 34°,

99 sy 98 10 a9 99 9) 29 6°5 43%

” vy an 2D gg ay 4s ys ag, 44%,

99 (oy 99 25 ce) 9500088 39 oes 33%
On Balance i.e. over Rs. | crore 407 3%

& Remuneration of Manager :

According to section 387 amanager ofa company may receive his

yemuneration by way of monthly payment and/or by way of specified 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-

val of the Central Government.



COMPANIES 37

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 he added with profits :

Bounties and subsidies received from any Government or any public

authority unless the Central Government otherwise directs.

‘h} Nol to be added with profits ;

(i) Premium on shares and debentures issued by the Company.

iii) Profits on sales of forfeited shares by the Company.

Git) Profits of a capital nature including profits from the sale of the whole

or a part of the undertaking of the Company.

(iv) Profits fram the sale ofany immovable propertv or fixed assets of a

Company.

Provided that where the amount for which any fixed asset is sold exceeds

its written down value as per section 350, credit should be given for so much of

the excess as is not higher than the difference between the original cost and the

written down value of that fixed asset.

fal To be deducted from profits :

(i) All the usual working charges.

(ii) Directors’ remuneration.

(iii) Bonus or commission paid or payable to the Company’s staff engaged

on a whole-time or ona part-time basis.

(iv) A tax on excess or abnormal profits.

(v) Any tax on business profits.

(vi) Interest on debenture issued by the Company.
(vii) Interest on mortgages executed by the Company 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 of a capital

nature.

(x) Outgoings (donations to charitable funds etc.)

(xt) 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
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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 written 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

etc.

(xii) Any revenue loss arising after the commencement of this Act in so

far as it has not been 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 damage payable on account of a legal

liability including a liability arising from a breach of contract.

(xiv) Any insurance premium paid against the msk 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.

(iii) Any compensation, damages or payments made voluntarily by the

Gompany.

(iv) oss of a capital nature not including any excess referred (uo in

section 350.

Profit Sharing arrangement : |

According to Section 35] 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 statemen! showing how profits have been ascertained will have to be

attached with the Profit & Loss Acccount of the Company for the purpose of

managerial remuneration.

Commission to any officer or employee :

_ If any commission or remuneration 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 ih 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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Ylustrtion 23

‘alculate the commission payble to the Managing Agent according to

section 348 of the Gompanies Act.

Profit and Loss Account of a Company

For the year ended 3lst December 1968

a |
| Rs. ‘Rs.

To Salaries & Wages 5,00,000 By Gross Profit b/d ; 40.00,000

,. Directors’ {ces . 1,00,000 .. Profit on sale of Company’s =|
.. Repairs — ; §0,000 machine 2,00,000
,. Depreciation | = 3,50,000 ,. Bounties & Subsidics received |
., Working Charges / 1,00,000 from Govt... —-4,00,000
.. Provision for tax - 3.00,000 |

,. Interest on Debentures ‘ 1,00,000 '
., Proposed Dividends : 200,000

,. Development Rebatc , 1,00,000

., Balance ce/d ' 32.00,000 !

' 50,00,000 ~ $0,00,000
pic

Soltion

| Rs.

Crross Profit as per Profit & Loss Afe al 10,00, 000
Add Bounties & Subsidies 8,00,000

48 ,00,000

Rs.

Less Salaries & Wages 5,900,000

Directors’ fees 1.00,000

Repairs 50,000

Depreciation 3,50,000

Working Charges 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 @ 10% 100,000)

On Rs. 10,00,000 @ 9% 90,000

On Rs. 10,00,000 @ 8%, 80,000)

On Rs. 6,00.000 @ 7%, 42,000
as Cs

3,12,000
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Iilustrtion 24 (Gommission to Managing 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 10% on the net profits of the

company.

Rs. Rs.

Salary & Wages rross Profit 4,80,000

including Bonus 2,00, 000 Bounties & Subsidies

Rent, Rates & ‘l'axes 10,000 - received from Govt. 5,000

Repairs & Renewak 15,000 Premium on Issue of

Insurance 3,750 Shares/Debentures 12,500

Miscellaneous Expenses 23,250 Profit on sale of

Voluntary Compensation 6,000 Forfeited Shares 500

Bad Debts 2,500 Profit on sale of fixed assets 80,000

Interest on Bak Overdraft 13,650

Interest on Debentures 7,590

Dirertor’s fees 4,500

Loss on sale,of investments {2,500

Depreciation on fixed assets 18,350

Donation 30,000

Income 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

Companies Act. 1956 25,000

(C. U. B. Com. (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 & ‘l'axes 10,000

Repairs & Renewals 15,000

Insurance 3,750

Miscellaneous Expenses 23,250

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

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

2,25,500

So, Managing Agent’s Remuneration at 10% 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 assets 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.

Illustration 25 (Commission to Directors and Managing Agents)

Calculate the commission payble to Directors aud Managing Agents.

Hr. Profit and Loss Account for the year ended 3lst December, 1968 Cr.

|
. / Rs. i Rs.

To Depreciation 30,000 By Gross Profit b/d 20,00,000:
»» Directors’ fees 5,000 By Profit on sale of Buildings 60,000
» Expenses for share issue 1,000 ‘
+» Loss on sale of assets | ‘4,000
1» Development Rebate ; _ 10,000
» Provision for taxation ' §,00,000
»» Balance c/d 15,10,000

20,60,000 90,60,000
! ccieeeieitiinttet ai

ethene i
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The Directors are entitled to 10% commission on net profits. The Mana-

ging Agents are entitled to 10% commission calculated on sliding scale.

Note: The Cost of Building was Rs. 3,00,000. Written down value of tl

Building was Rs. 2,60,000. It was sold at Rs. 3,20,000.

Solution Ks

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.e. Rs. 3,20,000--Rs. 3,00,000) 20,000

Net profit under section 309 and 198 - be ~90,05,000

Overall Managerial Remuneration @ 11°, of oo
Rs, 20,05,000 (under section 198) Les 2,20), 55!

Directors’ Commission «7 1° of Rs. 20,05,000 bee 200.51
any —

Managing Agents’ Commission :

Net Profits Rs. 20,05,000

Less Directors "Commission Rs. 20,050

Commission by sliding scalé on Rs. 19,84,950

On Rs. 10,00,000 @ 10% =Rs. 1,00,000

On Rs. 9,84,950 (a; 9°7=Rs. 88,645-50 1 ,88,645°50

Hlustration 26 (Commission to Managing Director and other Directors)

Mr. Dinda is the Managing Director of X Co. Ltd. He is entitled to 5%

of the net profits as his remuneration. Other directors are entitled tol% of the

net profit of the Company. Profits ofthe Company for the year ended 3lst

December, 1968 amount 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 Managing 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 Income ‘Tax G,00,000 15,00, 000

40,00,000

Tess: Depreciation under Sec. 350, 10,00,000

Sur Tax 6,00,000 16,00,000

Profit under Section 198 : 24,00,000

Managing Director’s Gommission :

59 of the net profits Rs. 24,00,000 = 120,000
final

(ther Directors’ Gommission :

1% of the net profits Rs. 24,00,000 = 24,000

(F) Payment of Interest out of capital

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

except out of profits. But there are Gompanies 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 Gompanies to pay interest to its share-

holders even in the absence 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 profitable fora 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 4% per annum or such other rate

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

direct.
Nw

(5) Interest will be 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

or building is completed or the plant provided.
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Example + ‘Vhe 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 interest is treatetl as part of the cost of construction and added to

the cost of related works or buildings or plants i.¢. 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 1s 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 head “Miscellaneous Expenses’ on the assets-side

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 Capita]. Such interest will, however, be charged to

the related Asset Account. Section 208 is not applicable to the payment of

such interest.

[lustration 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 atacost of Rs. 20,00,000. Show how

the payment of interest will be shown in the Company Balance Sheet.

Solution
The Gauhati 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

faanasi Misceeret Expenses Capital of

Issued.& Subscribed Capital : nterest paid on Share Capital o

§.00,000 shares of Rs. 10 each 50,00,000 | Rs. 25,00,000 @ 4% for 2 years. 2,000,000
‘ cs

Paid up Capital : Current Assets, Loans & Advances :
§,00,000 shares of Rs. 10 each, Ks.5 (A) Current Assets:

: 25,00,000 25,00,000
| ian acai

emeyprnpeemecaeeptpearyemmammessnaeestan errr oe
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(G) Divisible Profits

1. What are Divisible Profits :

Profits available for distribution ta 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

Company’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 except out of profit for that year or out of

profit for any previous year or years or out of both 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

profitis 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. If 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 assets is to be made.

(5) If a loss is sustained in a particular ycar, the past profit or general

reserve, if any, will first he applied against the loss and only the balance, if

any, will be available for dividend.

(6) Pasi Losses must be set off against Gencral Reserve, if any. In the absence

of any General Reserve current profits may be distributed without making

good past losses.

(7) Ifthe goodwill of a Company is written down out of profits, it may

be written up to its true valuc by crediting profil and loss account. Fixed

assets previously written down may also be written-up upto its reasonable

value.

(8) In certain circumstances Capital profiis 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 Redemption

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 &

l.uss 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 sect aside as teneral 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 isa 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

shaves held. In the absence of any indication in the articles the rate ol

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. U/nelaimed dividends became time-barred after three years. The

Board of Directors may apply dividend payable to 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 he calculated on

the 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 Alc 1s credited and respective Dividend A/cs. are credited.

Sometimes, in orderto cnsure funds to pay the dividend, the necessary

amount is trasferred to a special Dividend Bank Account and the Banker is ins-

iructed to honour dividend warrants against that account.

4, Interim Dividend :

Sometimes directors are authorised by the articles to pay dividend for

the current year, before the close of the Company’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 Depart-

‘ment within a week from the date of payment of dividend. The shareholders

are issued ‘Tax Deduction Certificates 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 :
Some Companies previvusly used to distribute dividends to its shareholder

in the form of shares of other companies, which were held as investment. Such

dividend was called Serip Dividend. But now payment of dividend except in-cash

or cheque or warrant is prohibited

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

”". Transactions Relating to Dividend :

Transactions Journal Entries

i. On declaration of Dividend :
(a) On Ordinary Shares : (a) Profit & Loss Appropriation Aje ... Dr.

To Ordinary Share Dividend Ajc

(b) On Preference Shaers : (b) Profit & Loss Appropriation A/c... Dr.
To Preference Share Dividend A/c

2? On deduction of Income Tax on Dividend
at source : .

(a) On Ordinary Share Dividend : (a) Ordinary Share Dividend Ajo.
To Income Tax Deducted at Source A Me

(b) On Preference Share Dividend : (b) Preference Share Dividend A/e ... Dr,
To Income Tax Deducted at Source A/c

'. On Transfer of an amount to special
Dividend Bank Account:
(a) For Ordinary Share Dividend : (a) Ordinary Share Dividend Bank A/c ... Dr,

To Bank A/c

(b) For Preference Share Dividend : (b) Preference Share Dividend Bank A/c Dr.
To Bank Account

+. On Payment of dividend :
(a) Ordinary Share Dividend : (a) Ordinary Share Dividend A/c

To Ordinary Share Dividend Bank Ae
(b) Preference Dividend : (b) Preference Share Dividend A/c... Dr.

To Preference Share Dividend Bank A/c

». On payment of Income Tax to Income Tax Income Tax Deducted at Source A/c... Dr.

Department : To Bank Account

4. On Payhient of {nterim Dividend :

(a) Ordinary Interim Dividend ; (a) Ordinary Interim Dividend A/c... Dr.

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

To Bank Account

7. On adjustment of [nicrim Dividend with
Final Dividend :

(a) Ordinary Share Dividend : (a) Ordinary Share Dividend A/c... Dr,
To Ordinary Interim Dividend A/c

(b) Preference Share Dividend : (b) Preference Share Dividend A/c... Dr,
_ To Preference Interim Dividend A/c

%. On creation of Dividend Equalisation I und: Profit & "Loss Appropriation A/c Dr.
- To Dividend Equalisation I’ und Alc

9. On drawing an amount from the Fund : Dividend Equlisation Fund A/c Dr.

4
dete

‘To Profit & Loss Appropriation ‘Ale le
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Mlustration 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 atthe rate ot

10%. Income ‘Tax is deductible (supposed) at the rate of 25%. Calculate

Dividend and the Income Tax.

Solution

Paid up Capital (i.e. 10,0008) = Rs. 80,000

Dividend on Rs. 80,000 @ 10 = Rs. 8, 000

Income Tax @.25Y% on Rs 8,000 =Rs. 2,000

Hlustration 29 (Galeulation af 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 share

was made and paid on Ist July, 1968. ‘The Company declares a divinend at

the rate of 10% on 3lst December, 1968. Income ‘Tax is deductible (supposed) at

the rate of 25%. Calculate the Dividend and the Income Tax.

Solution

From Ist January to 30th June (ie. fur d year) paid up Capital

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

From Ist July to 31st December (ic for } year) paid up Capital is

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

Dividend will be--

@ 10% on Rs. 2,00,000 for 4 year = Rs 10,000

@ 10% on Rs 2, 30 000 tor | year ~ Rs 12,500

Rs. 22,500

Now, Income Tax wil be : ~escasaoeee oes

@ 25% on Rs. 22,500 _. Rs. 5,625
nd

lilustration 30 (Tax free dividend)

A Company declares a dividend at the rate of 12% free of tax on Rs.

{,00,000. Calculate the aiount to be provided by the Company in the Profit

and Loss Account of the related year.

Solution

‘I'he amount of dividend payable to shareholders :

(12% on Rs. 1,00,000 = Rs. 12,000
aE

The amount to be paid by th Company as tax :

(a) 25% (supposed) on Rs. 12,000 = Rs. 3,000

«. Amount to be provided in the Profit & Loss Account :

(Dividend Rs. 12,000-+4-Tncome Tax Rs.3.090) = Rs. 15,000
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Illustration 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 theend 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 we vee ses Rs. 80,000

Illustration 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 Genera]

Reserve and ta 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 Bal
Redemption of By Balance bid 20,000
Debentures 20,000 By Profits for the

tTO General Reserve 12,000 provision’ for oe
ji

To Proposed Dividend 40,000 von) *410,000
To Balance c/d 58,000

1,30,000 | 1,30,000
nal en

Hlustration 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 00,000 (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 hand

as at 3ist December 1968. Calculate the divisible profits.

7
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Solution

Notes :(1) 1965 : The loss or depreciation whichever is less is to 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 3lst 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
ee

(H) Capital Reorganisation

(Alteration and Reduction of Capital)

A Company may reorganise its Capital by following means :

(1) By alteration of share capital and/or

(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.

if 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 share capitalin 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 exercised 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

aap

Journal Entries

(1) For increase of Share Capital.

Note : Necessary changes will be made .in the
Authorised Capital in the next Balance

Sheet.

(2) Forconsolidation of shares :

| No Journal Entry.
Note: When new shares are issued journal

entries will be on the same lines as for the

Original issue.

Note: Share Capital A/c with old details is to be | Share Capital A/c (old) wee 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) ee 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) ata premium : (b) Equity Share Capital A/c... Dr,
To Equity Stock A/c
To Equity Stock Premium A/c

(c) ata discount: (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/e Dr.
Note: Entries will be reverse to those relating

to conversion of shares into stock.

To Equity Share Capital A/c

(6) For decrease of Share Capital i.e. cancella-

tion of unissued shares :
Note: Necessary change shall be made in the

gquuthorised Capital in the next Balance
eet.

Illustration 34

No Journal Entry

(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. Give the journal entry.

Solution Journal Eniry

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...)

Mlustration 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 Journal Entry

Share Capital A/c (Rs. 100) Dr. Rs. 3,75,000

To Share Capital A/c (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...)

Illustration 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 Fournal Entry

Equity Share Capital A/c Dr. Rs. 10,00,000

To Equity Stock A/c 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.

Capital 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 Fale ‘fully paid).
on shares is cancelled) :

) On refund of paid up Capital : (a) Share Capital A/c wes 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 A/c

(3) (a) For writing off or cancelling any paid up | (8) Share Capital A/c oes Dr.
capital : To Capital Reduction A/c

(b) When description of the shares is totally | (b) Share Capital A/c (old) Dr.
changed with the reduction of capital : To Share Capital A/c (new)

To Capital Reduction A/c

(c) For writing off any assets : (c) Capital Reduction A/c 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 A/c

(e) For increase of liabilities : (e) Capital Reduction A/c Dr.
To Liabilities A/cs.

(f) For decrease of liabilities : (f) Liabilities A/cs ove Dr.
Note: Anentry reverse to that relating to To Capita] Reduction A/c

increase of liabilities is to be passed.

(g) For expenses on account of reduction of | Capital Reduction A/c Dr.
capital : To Cash A/c

(h) For writing off fictitious assets (i.e. P & L | Capital Reduction A/c Dr.
_ Alc (Dr. Balance), Discount, Underwriting To Profit & Loss Ajc

Commission, Preliminary Expense, Good- To Discount A/c
will, Useless Patents & Trademarks etc.) : To Underwriting Commission A/c

To Preliminar re Expenses A/c
To Goodwill

To Patents & Tade marks A/c
(i) On transfer of the credit balance (if any ) |] Capital Reduction A/c Dr.

of Capital Reduction A/c to Capital To Capital Reserve A/c
Reserve Alc:

Illustration 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.
$0,000 Equity Shares of Rs. 10
each ees eee 5,00,000 Land & Buildings 2,50,000

2,000 6% Preference Shares of Plant & Machinery 1,50,000
Rs, 100 each aes 2,00,000

Furniture & fixtures 60,000
7,00,000

Issued & Paid up Capital: ae §=Sundry Debtors 40,000
40,000 Equity Shares of Rs. 10
each of which Rs. 8 per share St ock-in-trade 55,000
paid up aes ees 3,20,000

Cash at Bank 45,000
1,000 6% Preference Shares of

Rs. 100 each of which Rs, 80 per

Share paid up _... ave 80,000

Sundry Creditors ... 2,00,000

| 6,00,000 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 Alc (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

Rs. Rs,
Authorised Capital :
62,500 Equity Shares of Rs. 8 each ... | 5,00,000 Land & Buildings 2,50,000
2,500 6% Preference Shares of
Rs, 80 each w+» | 2,00,000 Plant & Machinery 1,50,000

7,00,000 Furniture & Fixtures 60,000

pm

Issued & ‘Paid Capital : Sundry Debtors 40,000

spare t fully ms d hares of Rs. 5 ee 3,20,000 Stock-in-trade 55,000
1,000 626 Te cad Re OT e500 | Cash at Bank 45,000
Sunday Creditors : 2,00,000 |

6,00,000 6,00,000
i A

are ct wa! ro a “an wate ob
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‘Plustration 38 (Refund of paid up capital)

The following is the Balance Sheet of Sound Trading Corporation as on

‘31st December, 1962:

Liabilities Assets

Nominal Capital : Rs, Rs,

50,000 Equity Shares of Goodwill 50,000Rs. 10 each 
5,00,000 Free hold premises 6,00,000

Plant & Machinery 1,00,00050,000 5% Free of Tax 
Stock 40,000Preferenee Shares of Sundry Debtors 70,0003Rs.10 each 900,000 Cash at Bank 3,00,000

10,00,000
A

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 Afe should beealt with as follows :—

(1) Preference Dividend to be paid,

(2) The Equity Shareholders to receive a dividend at the rate of 10 perscent Free of Tax. "
(3) A return of capital (subject to recall) to be rnadeé to the Shareholders—Preferenfce Shareholders to receive Rs. 1:25 per share and theCquity shareholders Rs. 2-50 per share,

A holder of Rs. 1,000 Preference Shares gave the necessary notice to the“pany and the Balance Sheet inmediately after the scheme has been carried‘ut showing the treatment of the sum the Preference Shareholders refused toccept.

(Institute of Bankers, 1963)
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Solution Journal Entries Dr. Cr.

Rs, Rs.
Profit é & Loss Appro priation. Alc “ Dr 22,500

To Preference Share Dividend Alc 22,500

(Being the declaration of preference dividend @ 5% on
45,000 preference shares of Rs. 10 each.)

Profit & Loss Appropriation A/c wee Dr. 45,000
To Ordinary Share Dividend A/c 45,000

(Being declaratien of ordinary dividend @ 10% free of tax
on 45,000 ordinary shares of Rs. 10 each.)

Preference Share Dividend A/c ees Dr. 22,500
Ordinary Share Dividend A/c oo Dr. 45,000

To Cash A/c 67,500
(Being the dividend pa id)

Preference Share Capital A/c wee Dr. 56,250
To Preference Shareholders’ 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 A/c 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
resolution and sanction of the Court.)

Preference Shareholders’ A/c wee Dr. 56,250
To Cash A/c 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’ A/c bee Dr. 1,12,500
To Cash A/c 1,12,500

(Being the amount paid to the ordinary shareholders.)

Note: The amount of Cash at Bank is ascertained thus :

Rs.

Gash at Bank as per old Balance Sheet 3,00,000

Rs.

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,

Authorised Capital : Goodwill 50,000
50,000 Equity Shares of Rs. 10
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 : ae =| Sundry Debtors 70,000

45,000 Equity Shares of Rs, 10 each Cash at Bank 63,875
of which Rs, 7°50 per share

paid up 3,37,500

45,000 5% 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, 23,875 9,23,875
nen Gif,

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

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

as under :

Ayorisedht Capital : Rs. Rs.

10,000. Shares of Rs. 100 Fixed Capital Assets
each 10,00,000 (at cost) 14,30,000

' Stock-in-trade 80,000

ssued Capital : Sundry Debtors 30,000

‘8,000 Ordinary Shares of 8.00.00 Investments 17,000

Rs. 100 each a Cash at Bank 13,000
Debentures 13,80, 000 Profit & Loss A/c —10,70,000
Liabilities :

For goods

supplied Rs. 4,50,000

For Income tax Rs. 10,000 4,60,000

26,40,000 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 Debentureholders 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 bee ... 11,00,000

Stock-in-trade ees aes 50,000

Debtors ves nee 20,000

Investments wee ves 7,000

Show the ledger accounts and other entries for the completion of the

Scheme and prepare the final Balance Sheet.

(C.U.B. Gom, (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 one Dr. 7,60,000
Debentures A/c ose Dr. 6,90,000

To Capital Reduction A/c 14,50,000
(Being the reduction of Rs. 95 pershare on 8,000 ordinary

shares and 50% of the debentures as per Broard’s resolution
and sanction of the court.)

Capital Reduction A/c ese Dr. 14,50,000
To Fixed Assets A/c 3,30,000
To Stock-in-Trade A/c 30,000
To Provision for Bad Debts A/c 10,000
To Investment A/c 10,000

To Profit & Loss A!c 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 A/c eee Dr. 6, 90,000
To 7% 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’ A/c ; eee Dr. 90,000
}:- To Ordinary Share Capital A/c 90,000
(Being 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.

Rs. Rs.
To Fixed Capital By Equity Share

_ Assets A/c 3,30,000 Capital A/c 7,60,000

»» stock-in-Trade A/c ’ »» Debentures A/c 6,90,000
,, Provision for Bad

Debts A/c 10,000

,, Investment A/c 10,000

»» Profit & Loss A/c 10,70,000

14,50,000 14,50,000
eee | | acinar

Dr. Debentures Account Cr.

Rs. Rs.
To Capital By Balance b/d

Reduction A/c 6,90,000 13,80,000
» % Mortgage

Debentures A/c 3,45,000
», 8% Pref. Share

Capital A/c 3,45,000

13,80,000 13,80,000
~aeaapeectscmeete I

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

a “SE

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
an eqenieeinne

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

> Ps

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 —s500 17,000
3 

reese e

Dr. Profit & Loss Account Cr.

Rs, Rs,
To Balance b/d By Capital Reduction

10,70,000 Alc 10,70,000

10,70,000 19,70 000
| ba a) 3 rad

Dr. Trade Creditors Account Cr,

Rs. Rs.
To Equity Share By Balance b/d 4,50,000

Capital A/c 90,000

» Balance c/d 3,60,000

4,50,000
mmsnessenestactae 4,50,000

By Balance b/d 3,60,000

Dr. Equity Share Capital Account Cr,

Rs. Rs.
To Capital Reduction A/c 7,60,000 By Balance b/d 8, 00,0060

+. Balance c/d 1,30,000 »» Trade Creditors A/c 93,000

8,90,000 8,90,000
Caen nica ence.

By Balance b/d 1,30,000

Dr. 8% Preference Share Capital Account Cr

Rs. Rs,

To Balance c/d 3,45,000 By Debentures A/c 3,45,00(
niin iin

By Balance b/d 3,45,000
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Dr. 7% Mortgage Debentures Account Cr.

Rs. Rs,

To Balance c/d 3,45,000 By Debenture A/c 3,45,000

° - a

By Balance b/d 3,45,000

CALCO LTD. ( and reduced )

Balance Sheet as at December, 31, 1968

Liabilities Rs. Rs. Assets Rs. Rs.

SAARE CAPITAL : FIXED ASSEIS:

Authorised : Assets }4,30,000

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% Preference Shares
of Rs. 100 each. 3,45,000 Investments 17,000

10,00,000 Less amount written off 10,000 7.000

—_—} CURRENT ASSETS,
Issued & Subscribed : LOANS AND

ADVANCES :
8,000 Ordinary Shares of Rs.

5 each fully paid 40 000 A, Current Assets :

58.000 Ordinary Shares of Rs. Stock-in-Trade 50,000
each fully paid issued in

consideration otherwise than Sundry Debtors 30,000
Cash 90,000 | 1,30,000 Less Provision for Bad

Debts 10,000 20,000

3) a Preference Shares a
of Rs, each fully paid

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 Creditors 3, 60,000

B. Provisions :

For Income Tax 10,000

~ 11,90,000 11,90,000
\ —ustiammmeneniiedtsteeeliiitieibainion, ee
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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

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

200 5% Debentures of Preliminary Expenses 4,500

Rs. 1,000 each Profit and Loss A/c

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

t. 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 and

yss Account be completely written off.

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

cot giving effect to the scheme of reconstruction.
(C.U.B, Gom. (Adv.) 1963.)
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Solution

Journal Entries

8. Rs.

Share Capital A/c vee Dr. 1,00,000
5% Debentures A/c wes Dr. 1,00,000

To Capital Reduction A/c 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 A/c eee Dr. 1,900,000
To 73% Debentures A/c 1,00,000

(Being the claims of ths debenture holders satisfied by issue of
74 Debentors as per agreement with them.)

Capital Reduction A/c bee Dr. 2,00, 000
To Good will A/c 70,000
To Preliminary Expenses A/c 4,500
To Profit & Loss A/c 1,00,000
To Land & Buildings A/c ,000
To Plant & Machinery A/c 10,000
To Stock A/c 5,000
To Reserve for Bad Debts A/c 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.)

Balance Sheet of Remfry & Co. (and Reduced.)

as on 31st December, 1961

Authorised Capital : Rs. Fixed Assets : Rs,

6,000 shares of Rs. 50 each. 3,00,000 Land & Buildings 72,000
| area Plant & Machiner 1,40,Issued & Subscribed Capital : y 40

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: Reserve for Bad 2 $00

ebts '
100 73% Debentures of Rs. —|
1,000 each fully paid 1,00,000 Cash at Bank 40,500

Current Liabilities : 2,500

Sundry Creditors 50,000
Bills Payable 5,000
Bank Overdraft 45,000

3,00,000 3,00,000

er | ee
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Capital Reduction Scheme

(i.e. Internal Reconstruction Scheme )

1. Its meaning: 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: Every 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 ;

(c) Payment or conversion of onerous liabilities and pressing loans ;

(d) Reduction of fixed charges and

(¢) 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 :

(1) The assets of the company for which such scheme is to be carried

out are over valued. It has huge accumulated loss. The profit of lhe

company is insutlicient 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 ina 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.e. preference shareholders, creditors,

debentureholders etc. may also sacrifice to some extent. The sacrifice of each

group is to be passed by }ths majority of the group.

4. Its working: (a) The amount of loys 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) Sacrifice must by allocated on fair and equitable basis amongst
different parties i.e. ordinary shareholders, preference shareholders, 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 : Goodwill 3,00,000

Fixed Assets

5% Cum. Ist Pref. Shares of at cost less depreciation 4,12,320

Rs. 100 each 6,00,000

6% Cum. 2nd Pref. Shares Floating Asseis 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 :
9% 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 247,650

Rs. 12,47,650 Rs. 12,47,650

The dividend on the Ist 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. Gom. 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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(a) 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 etc. to be written off: 7 Rs.

(a) The amount of goodwill 3,00,000

(b) The debit balance of P/L Ajc 2,00,000

(c) The amount of loss (assumed) due to revaluation

of floating assets 30,000

Total amount ee 3,30,000
a

Therefore, the capital of the Company is 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 Company 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

preference shareholders if the lusses 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 itis decided to eliminate goodwill out of future profits before

declaring dividends, the resumption of dividend will be delayed further.

So, the preference shareholders may be asked to make some capital

sacrifice.

Preference shareholders do notcarry 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 :

67

The following proposals for reorganisation of capitals are therefore

subinitted :— 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 b

Rs. 75 per share ve 1,50,000

(iii) 4,0005% Cum. First Preference Shares

of Rs. 100 each to be written down hy

Rs. 5 per share vee ... 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 53% on Ist Preference

Shares and co 8% on 2nd Preference Shares. For providing sufficient working-

capital and to enable the Preference 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 Ra,

Authorised Capital :

6,000 53% First Preference Shares
of Rs. 95 each ees 5,70,000 | Fixed Assets : 4,12,320

2,000 8% Second Preference Shares 3,05,330
of Rs. 25/- each aes 50,000 | Floating Assets _

50,000 Equity Shares of Re. 1/- each 50,000

6,70,000

Issued and paid up Capital:

4,000 53% First Preference Shares of
Rs. 95 each ove 3,80,000

2,000 8% 2nd Preference Sharcs of
Rs. 25 each ase 50,000

40,000 Equity shares of Rs. 1/-each 40,000

Current Liabilities :

Sundry Creditors 2,47,650

7,17,650 7,17,650

——nam| | TS

We shall be glad to give you any further information you may require.

Yours faithfully

Chartered Accountant



EXERCISE

(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 thé value of the right.

(Ans: Value of right is Re ]/- )

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 markct value ofa 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 Debentures 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. §. Co. Ltd. issued 12,000 6% Debentures of Rs. 100 each at a discount

of 4%, Eighty per cent of the issue is underwritten by M/s. Bhatia & Co. for a

commission at the rate of 2% 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 rupees 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 rupees are taken up and paid for by the public. The balance is alloted to the
“anderwriters under the terms of the underwriting agreement.
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Prepare 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

redeemable 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—5,000

(b) When application firm not set off against the liability of under-

writers :—A — 3,320; B — 300; C — 1,380; Total—5,000

(C) Underwriters’ Account

7. A CGompany 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 centin fully paid shares and 50 per cent in cash. In addition to these

shares 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 Company.

(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 2,00,000in 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 Ist April—Ist July 1947 Rs.

80,260 ; Gross profit for the year Rs. 41,280

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

Bad Debts Rs. 1,489 of which Rs. 402 related to Ist Apri! — Ist 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.)

(Ans: 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 Ist 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 of 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 Remuneration :

10. The following is the Account of the Happy Gompany (India) Ltd.

Profit & I.oss Account for the year ended 3lst December, 1966.

Rs. Rs,

To Administrative, selling and By Balance from

finance expenses 5, 76,628 Trading A/c 38, 35,414

», 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

», Balance carried down 11,12,990

38,55,415 38,55,415
———— ae

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. Gom.(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 ofa 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 declarea

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. 5and 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 each. Give the journal entry.

l4. 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

each 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 of 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 3lst December, 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 each 1,50,000 Stock 25,000

1,500 preference shares ol Sundry Debtors 40,000

Rs. 100 each 1,50,000 Cash at Bank 5,000

Sundry Creditors 50,000 Profit & Loss A/c 1,50,000

350,000 _3,50,000

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 A/c 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 Leasehold 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

Tn an nnn | stock 34,000

a. Debtors 56,000
Issued Capital : Cash in hand 100

25,000 preference shares of Profit & Loss A/c 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 A/c 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 tb 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 isthe 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 2,90,000 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 A/c

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 repayment 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; (e) 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)

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

Nominal Capital :-— £ £
1,00,000 Preference Patents at cost 1, 14,663

Shares of £1 each 1,00,000 Leaschold works 3,820
1,006,000 Ordy. Shares Machinery & Plant 4,120
of £ 1 each __1,00,000 Sundry Debtors 1,241

2,00,000 Stock on hand 4.921
——

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 1,352,681
“ne [a
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The Company proved unsuccessful and resolutions were passed to carry

out the following scheme of reconstruction :—

(1) That the € 1 preference shares be reduced to an equal number of

fully paid shares of 10 sh. each. (2) Thatthe £ 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 offentirely ; £ 1,200 off the Leasehold works ; £ 1,400

off the stock ; 20 per cent off the Machinery and Plant, and the balanec available

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 3lst 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 », (doubtful) 1,00,000

Forfeited Shares A/c 1,40,000 —

6% 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 A/c 6,20,000

24,40,000 24,40,000
a a

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, 15% on plantand 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)

(Ans: Total of the Balance Sheet Rs. 15,50,000, Capital Reduction A/c 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 75,009

Cash at Bank 7,200

Preliminary Exp. 41,500

Profit & Loss Ajc 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)

(Ana: Total of the Balance Sheet Rs. 5,82,000)
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293, 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. Assets 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 A/c 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 A/c entirely and the balance to he written off the

Machnery A/c. 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)

94. 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 £ | each
fully paid 25,000

Debentures 20,000
Creditors 15,000
Bank Overdraft 31,000

£ 1,91,000
oe

Patents bee 10,000
Prechold Buildings... 2D

ant & Machinery... :

Stock y 20,000
Debtors ose 25,000
Profit & Loss A/c 51,000
Preliminary Expenses 5,000

£ 1,91,000
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Resolutions were passed to—

(2) 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 ons ove £1
Stock ss ae £15,000

Plant & Machinery oes £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 3lst December, 1964.

Liabilities Assets Rs.
Capital : Goodwill 30,000
25,000 Equity Shares of Rs. Freehold land &

10 each fully paid 2,590,000 Building 130,000
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 Ajc
Interest on Debentures unpaid 18,000 Rs. 1,65,000

Bank Overdraft 30,000 |} Less Profit 45,000
Sundry Creditors 14,500 ~ — 1,20,000

7,12,500_ 7,12,500
Ceeneseeine 

iiinaasace

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 4 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 agreeable 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 reorganise on the following

lines :—

(1) To write off goodwill

(2) To Write off Accumulated Loss

(3) To Depreciate Plant & Machinery by 10%

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

(5) To provide 5% for Doubtful Debts

(6) To Depreciate Stock by 10%

(Institute of Bankers, 1965)

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

(1} Capital Reduction Scheme :

96. The following is the Balance sheet of Lintus Stores, Ltd, on the 31st

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 A/c 50,000

Rs. 2,20,000 Rs. 2,20,000
ep “aaa

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.

(0.U. M.Com. 1960 )
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27. following is the Balance Shect of N.D. Ltd. as at 31st 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

each fully paid up 2,00,000 Investment (Market

~~ 3,00,000 value Rs. 86,000) 80,500

Creditors 75,000 Debeors 40°00
Bank Overdraft 15,000 Cash at Bank 500

General Reserve 70,000 Profit & Loss A/c —1,04,000

ON 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 Balance 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
0

So Aeeecah pref. shares 5,00,000 Investments at cost 60,000

a Cash 5,000
80,000 Eqnity Shares of

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 forthe year 48,000 4,45,000

14, 15,000 14,15,000
MM 

aan

_ ‘Phe market value of the Investments was Rs, 73,000. Thc Preference

Dividend was in arrears for five years.

Set 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 takes 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 acompany. In some cases limited liability companies are newly formed

with the express purpose of taking over the business of an established concern

which may bea 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. It is usually

calculated as follows :

The assets including goodwill taken over at agreed valuations aré

added and liabilities taken over at agreed valuations are deducted to get

the net tangible assets. 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 is 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 asa 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.

(5) Distinction between provision and reserve should be carefully
followed. "

-m

ll
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3. Closing Journal Entries in the books of the Vendor :

Transactions Journal Entries

(i) On transfer of all assets at book viaues to | Realisation A/c vee Dr.
Realisation A/c : To All Assets A/c

(2) On transfer of all liabilities at book values | SundryLiabilities A/c ... Dr.
to Realisation A/c: To Realisation A/c

(3) For Bad Debts Reserve and Depreciation | Reserve for Bad Debts A/c Dr.
Fund A/c: Depreciation Fund A/c ... Dr.

To Realisation A/c

(4) (a) When some assets not taken over by | (a) Cash or Bank A/c Dr.
purchasing Company and those assets are To Related Assets A/c .

realised by vendor :
(b) For the amount of Joss on realisation of | (b) Realisation A/c Dr.

these assets : To Related Assets A/c
(c) For the amount of profit on realisation | (c) Bank A/c Dr.
of these assets To Realisation A/c

(5) (a) When some liabilities are discharged by | (a) Related Liability A/c Dr.
the vendor : To Bank A/c

(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.

a

To Realisation A/c

(6) (a) For payment of Realisation Expenses : (a) Realisation A/c Dr.
To Cash or Bank A/c

(b) (i) 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 ; (ii) Cash or Bank A/c Dr:

(ii) On receipt of Realisation Expenses To Purchasing Company A/c
from the purchasing Company

(7) For the amount of purchase 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 A/c Dr.

To Proprietot's Capital A/c
r

Partners’ Capital A/c
r

Shareholders’ A/c
(as the case may be )

(b) For Loss on realisation : (b) Proprietors’ Capital Alc Dr.
T

Partners’ Capital Alc Dr.
r

Shareholders’ A/c Dr.
To Realisation A/c

(9) On receipt of the amount of purchase consi- Cash or Bank A/c Dr.
deration from the purchasing Company : Shares A/c Dr.

yo Debentures A/c Dr.
To Purchasing Company’s Ajc ~
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(10) On transfer of General Reserve, Credit
balance of Profit & Loss A/c, Debenture
Redemption Fund, Dividend Fqualisation

General Reserve A/c vee
Profit & Loss A/c (Cr) «. Dr.
Debenture Redemption Fund ve

; . to Shareholders’ A/c: Dividend Equalisation Fund Dr.
Fund, ef0- to To Shareholders’ A/c

(11) On transfer of Share caren and Share Capital at . Dr.
j rve to Shareholders’ Ajc : pital Reserve A/c Dr.

Capital Reserve To Shareholders’ A/c

On transfer of fictitious assets such as Debit | Shareholders’ A/c .~ s<Dr.
(12) balance of P/L A/c, Preliminary Expenses To (related) Fictitious Assets A/c

etc. to Shareholders’ A/c :

13) On distribution of Cash, Bank, Shares, | Shareholders’ A/c Dr.

Debentures etc. to Shareholders : To Cash or Bank A/c
To Shares A/c
To Debentures A/c

(with the amount of respective assets received
by them)

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

Transactions Journal 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 : Alc

(+) If the vendor is entitled to interest on | Interest A/c Dr,
purchase price: ~~ To Vendors’ A/c
oO (with the amount of Interest due)

(5)(a) If realisation expenses are to be borne | (a) Goodwill A/c Dr.
by purchasing Company : _ Or

Preliminary Expenses A/c Dr.
To Vendor’s A/c

(b) On payment of the expenses : (b) Vendors’ A/c Dr.
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

Mnpeses

Hlustration 42

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

(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 bank 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 1,452,740

Current Assets :

Stock 1,16,770

Sundry Debtors 52, 200

Balance at Bank 12,050

4,38,380 4,38, 380

The Freehold 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 IT, 1966)

Solution

Calculation of Purchase Consideration :

Assets taken over by the New Manufacturing Co. Ltd. :—

Rs. Rs.

Goodwill 1,00,000

Freehold Property 1,68,700

Pant & Machinery 2,46,050

Stock 1,26, 750

‘Sundry Debtors 52,200 6,93,700

Less Liabilities taken over by the New Manufacturing Co. Ltd :—

” Sundry Creditors 36,470

Outstanding Expenses 2,750 39,220

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

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

issued to P at the market price of Rs. 15 per share. The total value of 43,000

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)

Journal Entries Dr. Cr.

| Rs, Rs.lan ‘ Goodwill A/c we Dr. | 1,00,000
| Freehold Property A/c ees Dr. 1,68,700
"Plant & Machinery AJ Alc aes Dr. 2, 46, 780

toc eas r.

Sundry Debtors Alc .. Dr. °52°200
To Sundry Creditors Ajc 36,470
To Outstanding Expenses A/c 2,750
To P’s (Vendor’s) A/c 6.54,480

| (Being P’s Assets and Liabilities taken over as per agrcement)

Feb, 1 P’s (Vendor’s) A/c ve Dr. 6,54,480
! To Share Capital Alc 430,000
| (43.000 shares of Rs. 10 each)
; To Share Premium A/c 2,15,000

(@ Rs. 5 on 43,000 shares)

| To Cash A/c 9,480
| (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
| of purchase consideration)

. ! | Preliminary Expenses A/c Dr. 1,700
To Cash A/c 1,700

| : (Being expenses on issue of shares paid.)

, 1 Share Premium A/c ves 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)

Note: Assumed that the fictitious assets i.e. goodwill and preliminary

expenses are written off out of share premium.

Illustration 43 (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 were as given

below :—

Liabilities Assets
Rs. Rs,

Sundry Creditors 25,000 Freehold Premises 1,00 goo
Capital Accounts : Plant & Machinery 80’ 000

B 1,25,000 Stock 20 009
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 issue 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 transactions in the books of 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
Jan, 1| Freehold Premises A/c wee Dr. ] 00,600 Rs.

Plant & Machinery A/c sae Dr. "80.000
Stock Ajc Me Dr. 20,000
Sundry Debtors A/c “ee Dr. 95,000

To Sundry Creditors A/c " 25.000
To B & C (Vendors) A/c 2.00000

(Being the assets and liabilities of B& C taken over as per =~
agreement)

Jap. | B& C's (Vendors’) A/c nae Dr. 1,25.000
15 To Preference Share Capital Ajc _ 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 Equity Shares of 50 each of which Rs. 25
per ehare 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 a/c _ 3,00.000

(Being application and allotment moneys @ Rs. 100 per share

due on 3,000 Preference shares as per Hoard’s resolution.)
Jan.
15 | Equity Share Application & Allotment Aic Dr.

. To Equity Share Capital A/c 3,50,000 3.§0.000
(Being application and allotment moncys @ Rs. 50 per share _
due on 7, ¥ |Equity Shares as per Board's resolution

—_
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(Being application & allot- to the vendors’ firm in full

ment moneys on 3,000 satisfaction of purchase
preference shares received.) , Consideration.

!

To Equity Shere Application » ° By Balance cld. 5,75,000
o Equity Share Application ‘

Allotment A/c 3,50,000
(Being the application and
allotment money on 7,000

Dr. Cash Book (with Bank Column only) Cr.

1969 — 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 15 | (Being the amount paid

equity shares received) ———-—
6,50,000 6,50,000

—o

»» | 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,y00 Freehold Premises 1,00,000

12,000 Equity shares of Rs. 50 Plant & Machinery 80,000

each, 6,00,000

. 10,00,000
| a

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 5,75,000
(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 Equity shares of Rs. 50
cach fully called up & paid up 3,50,000

Sundry Creditors — 25,000

8,00,000 8,00,000
|e rcmeneememned

lustration 44 (Purchase of the business of a company and adjustment of goodwill.)

On January 1, 1963, Century Dealers Ltd. is taken over by New Enterprise

td. registered with an authorised capital of Rs. 40,00,000 divided into 4,00,000

juity Shares of Rs. 10 cach.
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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 Alc (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
ees

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 4% 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 Century 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. Gom. (Adv.) 1963—Adapted)

Solution In the Books of Century Dealers Ltd. (Vendor)

Calculation of Purchase Consideration : Rs

(i) 1,50,000 equity shares of Rs. 10 each fully paid being

' @ 8 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 paid being
@ 12 equity shares in New Enterprise Ltd. For |

preference share in Century dealers Ltd. 12,00,000 '
(iii) Os as + 2, 10,000

29, 10,000.
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Dr. (Business) Realisation Account Cr.

Rs.

To Goddwill 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

(“See eT

To Premium on Redemption of By Balance bj qi vealisation—-trans 30,000
P 99 1 —_ -

reference Shares ,00,000 ferred to Equity Shareholders’ A/c | 1,70,000

2,00,000 2,00,000
a i

Note :

to Realisation Account at book values.

Sundry Members A/c ( Equity Shares )

All assets taken over except Preliminary Expenses are transferred

Dr. (i.e. Ordinary Shareholders’ A/c) Cr

Rs. Rs.
To Preliminary Expenses A/c 20,000 | By Equity Share Capital A/c 10,00,000

», Loss on Realisation 1,70,000 », General Reserve A/c 8,C0,000

Cash A/c 2,10,000 » Profit & Loss A/c 1,00,000

»» Equity Shares in New Enterprise
Ltd. 15,00,000

19,00,000 19,00,000

ee ‘ee

Sundry Members’ A/c (Pref. Shares)

Dr. (i.e. Preference Shareholders’ Ajc) Cr.

. . Rs. Rs.
To Equity Shares in 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

Co oe | } SRGGcieeiennaaate

Notes : (1) It is assumed that Preference Shares are non-participating.

(2) Ag Preference Shares are redeemed @ 12 Equity Shares of Rs. 10 each for
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1 Preference Share of Rs. 100 each, the preference shareholders’ premium

on redemption will be Rs. 2,00,000 which amount is credited to the Preference

Shareholders’ Ajc.

In the Books of New Enterprise Ltd.

Value of goodwill has been arrived at thus :

The total value of assets taken over :

Rs. Ks.

Goodwill 200,000

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 ] 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 Liabllities 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
——————————.

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.

| Rs. Rs,
Sundry Assets A/c Rs ene Dr. 31,60,000 -

Goodwill 2,593,600
Land & Buildings 2,80,000
Plant & Machinery 5,94,000
Furniture & Fittings 19,200
Investments 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, Aje 29, 10,000

, (Being the assets and liabilities of Century Dealers Ltd. taken
over as per agreement)

Cash A/c we eee 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 A/c we wee Dr. 29, 10,000
To Equity Share Capital Alc 27,00,000
» Cash A/c ' 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

| consideration.)

Note :

the amount of cash to the vendor.

Illustration 45

Capital & Liabilities
Capital :

40,000 Equity shares of Rs. 10
each fully paid

Reserve

Sundry Creditors
Profit & Loss a/c

(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,
Property & Assets

Land & Building
Plant & Machinery

Furniture & Fixture
Sundry Debtors
tock

Cash in hand & at Bank

Assumed that 20,000 shares of Rs. 10 each are issued to the public to pay

Rs,

1,75,000
1,25,000

10,000

2,15,000

30,090

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 consideration 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 each of the New

Company for 4 shares of the Old

Company issued : (i.e x 3= 30,000 3,00,000

shares of Rs. 10 each will be issued)

“, Purchase Consideration 5,00,000

(2) Capital Reserve 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 oes oes 20,000

Journal Entires in the books of the New Co. Ltd. Dr. Cr.

RS. RS.

Land & Buildings A/c Dr. 1,75,000Plants & Machinery A/c Dr. | 25,
Furniture & Fixtures A/c Dr. 10,

| Sundry Debtors A/c Dr. 2,15,000
Stock Ale Dr, 45,000
Cash in hand and at Bank A/c , Dr. 30,000

To Sundry Creditors Ajc ase 80,000
4» Old Co. Ltd. (vendors ) A/c wee 5,00,000

Capital Reserve Alc 20,000Lo eA we

(Being the assets and liabilities of Old Co. Ltd. taken over as

per agreement.)
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Bhp,000 Rs,
Cash or Bank Ajc wee Dr.

To Ordi. Share Application A/c 75,000 |
(Being application money @ Rs. 2.50 per share received on
30,000 shares.)

—— . 75,000
| Ordi. Share Application A/c Dr.

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. 2°50 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 ,
30,000 shares.)

5,00,000

Old Co. Ltd. (Vendors’) A/c ow. Dr.
To Cash A Ic 1.00,000
», Ordinary Share Capital A/c 300.000
+» 4% Debentures A/c 1'00.000

(Being the payment of Rs. 1,00,000 in Cash, and issue of —
30,000 shares of Rs. 10 each fully paid and 1,000 4%

1 Debentures of Rs. 100 each 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 A/c vee 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 oes Plant & Machinery 1,25,000
.. _ issued & Paid-up Capital : 6,00,000

(i) 30,000 ordinary shares of Rs, 10 |-—"““"""| Furniture & Fixtures 10,000
each 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
each 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

|_6,40,000 6,40,000
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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 1,50,000

1,80,000

Less Cash paid to vendors Rs. 1,00,000 |

Preliminary expenses 10,000 1,10,000 Rs. 70,000
a ees RE

Illustration 46 (Adunission, Retirement, & Conversion)

Bose and Sen are partners sharing profits 3:2. On the 30th June, 1960,

they admit Gupta asa 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 6,000 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 we 2,700

_ Stock at S3)st December, 1960 wes 13,000
Cash at Bank ose 16,300
Profit & Loss Account for the year ... —_—— 29,800

1,06,800 1,06,800

Solution (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 Re.
June | To Partners’ Capital A/c Dec. | By Profit & Loss A/c—
30 Rs. 31 Net profit 29,800

Bose § 13,200

Sen ? 8,800 22,000

Ds To Partners’ Capital A/c

Hose } 3,120

Sen ? 3,120
Gupta 5 1,560 : 7,800

29,800 29,800
{ | Sinners

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

«. Average profit will be Rs. oe = Rs. 22,000

The profit for the half year ending 30th June, 1960 will be equal to this

average.

|

1960 Rs. 1960 Rs.
Dec. Dec.

31 | To Balance b/d 16,300 31 | By Bose’s Capital A/c 7,620
To Plant A/c (sold) 3,000 . » sen's Capital A/c 7,580

To Gupta’s Capital A/c 7,580 . (to adjust share Capital)
(to adjust share Capital) ,», Balance c/d 11,680

26,880 26,880

Illustration 47 ( A Gonversion 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 ... 12,000 Trade Debtors 39,000

Capital : Stock in hand 44,400

, Ramesh ... 54,600 Furniture & Fixture 4,800

Ishan ... 34,200 Plant & Machinery 22,800
Eee

1,268,400 1,28,400
De al
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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.

(Cc. 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(2) 1,800(})
»» Share of goodwill i.e. Rs. 33,600

in the ratio of 3:1 ves 25,200(#) 8,400(4)

‘ g5,200- “44,400
Less Capitals in new profit sharing ratio

1e.5:2 vee 85,200 34,080

Surplus Capital held by Ishan over Ramesh x 10,320
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3. In the event of liquidation Ishan should receive out of the realisation l

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. It is 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 6% preference shares

of Rs. 10 each. -

5. Ishan may be compensated by issuing 120 6% Debentures of Rs. 100

each to him for his outstanding loan of Rs. 12,000.

6. Itis suggested that Sri Ramesh and Sri Ishan 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 !.10.1965

Liabilities Rs. Assets Rs.

Authorised Capital : . Fixed Assets :

15,000 ordinary shares of Plant & Machinery 30,000
Rs. 10 each 1,50,000 Furniture & Fixtures 4,809
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

| ETRE Trade Debtors 39, 000
Cash Balances 17 400

Issued & Paid up Capital :
11,928 ordinary shares of
Rs. 10 each’ 1,19,280
1,032 6% preference shares of
Rs. 10 each 10,320

Secured Loans :
6% Debentures 12,000

Current Liabilities & Provisions :

-Trade Creditors 27,600

i ,69,200 1 69,200
DC © ‘gs



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 payable 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

amou nt 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 " 2,500 | Cashin 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., isa 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 Leasekold Land 60,000
Bills Payable 36, 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
Sleeper 30,000 Stock-in-hand 90, 000
Idler 25,000 Rs.

| §$,000 Cash in hand 200
Cash at Bank 1,500

| 1,700

22,51, 700 22,51,700

Ps a

The assets are to be taken over at the following values :—

Leasehold 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.

(Cc. U. B. Com. (Compartmental) 1955)

(Ans: Total of Balance Sheet: Rs. 25,88,200)

4, Set out below is the Balance Sheet as on 3lst December 1943, of Messrs

Black and White who are equal partners :

° & &To Capital : By Land and Buildings 22.065

J. Black 30,000 > Machinery & Plants 12,800
” W. white 20,000 ** Stock 10,760

30,000 > Sundry Debtors. 4,250
** Sundry Creditors 3,700 > Cash at Bank 2,750

”” Investments 1,075

53,700 53,700
Se

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 A/c (Dr.) 10,000

~ 3,80,000 380,000

‘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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(ii) 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. Seach. 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 A/c 10,000 Investments 25,000

Cash Balance 5,000

6,20,000 6,20,000

Glose the books of Dark Ltd. and show the opening entries in the books
of Light Lid. 

(C.U. B. Com. (Adv.) 1950)

(Ans: Profit on realisation Rs. 36,670 )

8. <A’? Co, Ltd. decides to sell its business to the “B’? Co. Ltd. as on

Jist 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’’ Co- 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 3lst December 1943 :—

On that date its Balance Sheet was as follows ;—

Laibilities £ Assets : £

Paid up Capital Freehold Property 15,000

20,000 share of £ 1 each 20,000 Plantand Tools 1,500

5% First Mortgage Debentures 10,000 Stock-in Trade 3,500

Sundry Trade Creditors 3,000 Sundry Debtors

Reserve Fund 9,000 (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 tu 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 £ 1 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)

-( Aes: Profit on Realisation £ 5,700; Shareholders to receive: £ 15,000
in Shares and £ 17,700 in cash).
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10. Smallifry 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

Gencral Reserve including Goodwill 60,000

profit & Loss Account 1,08,000 Stock on hand 1,15,000

6% Debentures 120,000 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% Debcntures 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.)

i]. D Ltd. was formed to take over the business of G. Ltd. 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 Aje 4,500 | Stock 28,350

54% Debentures 24,000 | Debtors 29,050

Creditors 18,170

Bank Overdraft 1,330

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 pershare. (b) D Ltd. should pay

Rs. 50,550 in cash to G. Ltd. (c) D. Ltd. sh ould issue such an amount of 5%
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.

(e) 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. Gom. (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.

Gapital 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 now decide-to share profits and losses in proportion of 4/7 and 3/7

from Ist July, 1963, other provisions continuing. ‘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 should be preserved. Value of good-

will is agreed at Rs. 14,000.

You are required to submit your recommendation in the form of 4 report

to the partners to carry out the desired arrangement. Showalso the comnien-
cing Balance Sheet of the new company. Preliminary expenses of the company

and realisation expenses of the firm may be ignored.

| (C. U. M. Com. 1963)
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13. Rudra and Iyer are in partnership as wholesale dealers, sharing

rofits 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 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 ofa 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 3lst 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
Gapital 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 Ist 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.

(Cc, U. M. Com. 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 ctc.

4. Parchase Consideration :

The element of purchase of business is present in each of the

cases of amalgamation, absorption and_ reconstruction (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, Mutual 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 capita) reserve as the case may be, will automatically be adjusted.

{f any poftion ofthe 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 be 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

to the outside shareholders should be issued by the purchasing company to the

liquidator of the selling company.

(c) When Shares are held by 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 asin 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

Shareholders’ 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 actuallv 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
(with agreed amounts)

To Various Liabilities A/c

(with agreed amounts)
To Liquidator of old campany A/c

(with purchase price)

Dr.

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

The difference is to be debited to goodwill Alc.

(3) When the purchase consideration is less
than net tangible assets :

The difference is to be credited to Capital
Reserve A/c.

(4) If the purchasing company agrees to bear
the expenses of liquidation of the vendor company.

Good will or Capital Reserve A/c Dr.
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 oes Dr.
deration : To Liquidator of Old Co. A/c

(2) For the various assets taken over : (2) Various Assets A/cs wee Dr.
To Business Purchase A/c

(3) For the various liabilities taken over : (3) Business Purchase A/c wes Dr.
To Various Liabilities A/cs

(4) To transfer the balance of Business pur-
chases A/c:

(i) If credit balance (1) 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. Ale Dr.
consideration :

Illustration 48

To Cash or Bank A/c

» Equity Share Capital A/c
., Pref. Share Capital A/c

., Debentures Ajc
( 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

each, fully paid 2,060,000 |, 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
A]c °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

each fully paid 2,40,000 |} Plant & Machinery 80,000
Creditors 80,000 | Stock 50,000

Bank Overdraft 20,000 | Debtors 40,000
Profit & Loss A/c (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 arrived at as follows :

Assets acquired Hindustan Pakistan

Manufacturing Manufacturing Corpn

Co. Ltd. Ltd.

Rs. Rs.
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 3,20,000 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. 5:9.

For every 5 shares in Hindustan Manufacturing Co. Ltd. 8 shares of the ney

company will be issued.

(b) Pakistan Manufacturing Corpn. Ltd. will receive from new

company (!,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 ie. 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. :

. 
Rs. .Land & Buildings A/c wn Dr. 2,30,000 Rs

Plant & Machinery A/c we Dr. 1,40,000
Stock A/c ees Dr. 1,30,000
Debtors A/c bes Dr. 90,000
Cash at Bank A/c ane Dr. 5,000
Goodwill A/c wee 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. 3,2U,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 Asseis Rs
Share Capital : Fixed Assets

Goodwill 40,000
Authorised : Land and Building 2,30,000

cau. 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 ;

Current Liabilities :

Sundry Creditors 1,15,000
Bank Overdraft. 20,000

6,35,000 6,35,000
Secon eames
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Mlustration 49 (Closing and opening entries and amalgamated Balance Sheet)

A new company C 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 :

A Ltd.’s Balance Sheet

Rs,
Liabilities Assets Rs

Freehold Premises 76,000

Capital : . 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 A/c (Dr.) 78,000
Bills Payable 16,000

Bank Overdraft 20,000

2,46,000 2,46,000

| a ‘=e

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 ’
of Rs. 10 each 2,50,000 | Stock in hand 24,000

Sundry creditors 20,000 | Profit & Loss A/c (Dr.) 62,000
Bills payable 18,000
Bank Overdraft 30,000

3,18,000 3,18,000

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 Sheet

of CG 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 issued in the first

instance to satisfy the purchase consideration as well as to arrange for working

capital. (C. U. B. Com. (Adv.) 1955)
14
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Solution

(a) ‘The purchase considerations are arrived at thus :

A. Ltd. B. Led.

Sundry Assets : Rs. Rs,

Freehold 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.
ne ———

In the books of A Ltd.

Journal Entries Dr. Cr.

Rs, Rs,
(1) | Realisation A/c ace Dr, 1,68,000

. To Freehold Premises A/c ' 76,000

» 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 A/c. )

(2) | Sundry Creditors’ A/c eee Dr. 10,000
Bills Payable A/c oes Dr. 16,000
Bank. Overdraft A/c vee Dr. 20,000

To Realisation Ajc 46,000
( Being the liabilities transferred to Realisation A/c )

(3) | C. Ltd. Aje .. Dr. 63,000
To Realisation A/c 63,000

( Being the amount of purchase consideration )

(4) | Shares in C, Ltd. A/c one Dr. 63,000
To C, Ltd, A/c 63,000

( Being 6,300 ordinary shares of Rs. 10 each fully paid
received from C Ltd. in full satisfaction of the purchase
consideration )

anette

(5) | Share Capital A/c a Dr. 2,00,000
To Shareholders’ Alc 2,00,000

( Being the transfer of Share Capital A/c to Shareholders’ A/c.)

(6) | Shareholders’ A/c wee 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 liabilities Rs. 46.000)=loss
on Realisation Rs. 59,000. | |

(7) | Shareholders’ Ajo .. Dr. | 63,000
To Shares in C Ltd. A/c | 63,000

'.( Being shares in C Lid. allotted to shareholders pro-rata.)
a
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In the Books of B Ltd.

Journal Entries Dr.

115

Cr.

(1)

(2)

(3)

(4)

(5)

(6)

(7)

Realisation A/c - Dr. (
To Freehold Premises A/c 2,56,000
,», Furniture & Fittings A/c
», Sundry Debtors A/c

»y stock in hand A/c

( Being the assets transferred to Realisation A/c. )

Sundry Creditors A/c vee Dr. 20,000
Bills Payable A/c aes Dr. 18,000
Bank Overdraft A/c bee Dr. 30,000

To Realisation A/c

( Being the liabilities transferred to Realisation A/c.)

C. Ltd. Aje . Dr, 49.000
To Realisation A/c 1,42,

( Being the amount of purchase consideration. )

Shares in C Ltd. A/c ase Dr. l
To C Ltd. Alc “42,000

(Being 14,200 oridnary shares of Rs. 10 cach fully paid
received from C Ltd. in full satisfaction of the purchase
consideration.)

Share Capital A/c oes Dr. 2,50,
To Shareholders’ A/c . 00m"

(Being Share Capital A/c transferred to Shareholders’ A/c)

Shareholders’ A/c eee Dr. ,
To Profit & Loss A/c (Dr.) 1,08,000
To Realisation A/c (Loss)

(Being the balances of the latter accounts transferred to Share-
holders’ A/c.)

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.

Shareholders’ A/c eon Dr, 1,42,000
To Shares in C Ltd. A/c

(Being the Shares in C Ltd. allotted to shareholders pro-rata.)

r

Rs.

1,84,000

8,000

40,000

24,000

68,000

142,000

1,42,000

2,50,000

62,000

46,000

1,42,000

‘In the Books of C Ltd. (i.e. new company)

Journal Entries Dr.

Freehold Premises A/c
Furnitures & Fittings A/c

Sundry Debtors A/c eee
Stock-in-hand A/c ees

To Sundry Creditors A/c

s» Bills Payable A/c
»» Bank Overdraft A/c
»» Liquidator of A Ltd, A/c
»» Liquidator of B Ltd. A/c

(Being the assets and liabilities of A Ltd. and B Ltd. taken
Over as per agreement.) |

9898
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(2) | Liquidator of A Ltd. Ajc _ Rs. Rs.
Liquidator of B Ltd. A/c “ Dr. , 88:00

To Share Capital A/c ° vFhy

(Being 6,300 shares of Rs, 10 cach and 14,200 shares of Rs. 10 2,05,000
cach, issued as fully paid to the liquidators of A Ltd. and

. respectively in full satisfactio

consideration.) n of purchase

Bank Alc 7 es
(3) B To Sundry Equity Sharcholders. Ale Dr. 95,000 95.000

cing cash received in full along with applicati ‘

shares of Rs. 10 each) S pplications on 9,500

(4) | Equity Shareholders’ A/c es

To Share Capital A/c Dr. 95,000 95
(Being the allotment of 9,500 Shares of Rs, 10 each as per r000
Board’s resolution.)

Balance Sheet of C Ltd. as at...

Rs,

Liabilities Assets Rs.

Share Capital : Fixed Assets :

Authorised: . Freehold Premises 2,60,000
urniture & Fitti

1,00,000 Ordinary Shares of ittings 20,000
Rs. 10 each 10,00,000 | Current Assets :

Issued & Subscribed : Stock-in-band 14,000
undry Debt ’

30,000 ordinary shares of Rs. 10 Cash at Bank Mn
each of which 20,500 shares are ,

issued for consideration otherwise
than cash 3,00,000

Current Liabilities :

Sundry Creditors 30,000
Acceptances (B/P) 34,000

Bank Overdraft 50,000

4,14,000 4,14,000
I 

iinet

Hlustration 50 (Inter-company holding—cross holding)

Two Companies Sur Ltd. and Sen Ltd. decide to amalgamate to form

Sur Sen Ltd. on Ist July with an authorised capital of Rs. 5,00,000.

The following are the Summarised Balance Sheets of the two companies

as at 30th June, 1965 :
Sar Ltd.

Sh -: Genital in Re. 10 Rs. Rs.
are talin Rs. Sandry Assets 26,000

shares fully paid 2,00,000 *s
Reserves 25,000 Investment at cost
Profit & Loss Ajc 15,000 1,000 Shares in Sen Ltd. 14,000

_—ee oe on Ee a

2,40, 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 = ,th of the total shares of Sen Ltd.

The value of the shares of Sur Ltd. is Rs. 2,26,000 Plus ».th of the
value of the shares in Sen Ltd.

(b) Holding of Sen Ltd. in Sur Ltd.= sth 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 n denote Sen Ltd. ,

m= 2,26,000+-, n,

n= 1,00,000-+-44, m.

Now, let us find the value of n

n= 1,00,000+-7, m

Or 10n=10,00,000-+-m (both sides multiplied by 10)
Or 10n= 10,00,000-+-2,26,000+-4, n (putting the value of m)
Or 10n= 12,26,000+ 1, n
Or 160n= 1,96, 16,000-+-n (both sides multiplied by 16)
Or 159n= 1,96, 16,000

n= 1:26,16,000 _ 1,238,371 approx.
Therefore, the value of Sen Ltd’s holding in Sur Ltd is (1,23,371 — 1,00,000)

=Rs, 23,37]
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Now, Let us find the value of m

m= 2,26,000-+ 4. n

Or

Or

m= 2,33,71 1

uy
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m = 2,26,000--11, 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)

Amount due to Outside Sharelrolders on amalgamation :

Sur Ltd.

Rs.

Sundry Assets 2,26,000

Add value of 2, th holding

in Sen Ltd. 7,711

2,33,711

Less amount due to Sen

Ltd. (,),th) 23,371

Due to outsiders : 2, 10,340
a

=Rs. 7,71)

Sen Ltd.

Rs.

Sundry Assets 1 00,000

Add value of th holding

in Sur Ltd. 23,37)

1,23,371

Less amount due to

Sur Ltd. (,th) 7,711

Due to outsiders: ... 1,15,660

Distribution of Share in the new Sur 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 |st July, 1965.

Liabiltties

Rs,

Authorised Capital :

50,000 Shares of Rs. 10

each 5,00,000

Issued and Paid up Capital :

32,600 Shares of Rs. 10

each 3,26,000

3,26,000
|

Assets

Sundry Assets 3,2 6,000

3,26,000
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[ustration 51 (Amalgamation—a scheme)

“4. 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 $

A B A B
Ltd. Ltd. Ltd. Ltd
Rs. Rs |

Paid up Capital : Fixed Assets 1,20,000 1,12,500

Eau eh of | 1,50,000 75,000Rs. ead. ou“ 9 .
49/, Pref. Shares of | Floating Assets 67,500 73,500
Rs. 100 each : _ 52,500
Capital Reserve _ 3,000
4% Debentures —

(Secured by floating |
charge) | — 22,500

Liabilities : |

For Goods Supplied | 25,000 15,000
For Expenses | 9,500 14,090
Yor other finance | — 1,000
Profit & Loss A/c 3,000 3,000

| 1,87,500 | 1,86,000 1,87,500 | 1,86,000

as — ) cami | aeeamaeiaSNe

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

financial 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 Ltd. 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

F or Expenses 9,500 14,000

For Other finance — 34,500 1,000 30,000
vies CS ee Eee

1,53,000 1,56,000
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2. Ascertainment of the Values of the Equity Shares :

A Ltd. B Ltd.

Rs. Rs,

Equity Share Capital 1,50,000 75,000

Profit & Loss A/c (cr.) 3,000 5,000

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.

, Lhevalue 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. Therefore, |

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.

J

4

A Ltd. will be given 15,300 equity shares of Rs. 10 each. Its shareholders
will get 51 shares in the new Company 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 debentureholders. 3B. Ltd. will also be given

8,100 equity shares of Rs. 10 each. Its shareholders will get 54 shares in the

new company for every 5 shares held.
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5. Balance Sheet of the amalgamated Company

Liabilities Rs. | Assets. Rs.

Authorised Capital : bee Fixed Assets: 2,32,500

Issued & Paid up Capital : Floating Assets 1,41,000
525 4% 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
| acca ——

Ilustration 52 (Absorption-—Fournal Entries and Ledger Alcs 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.

(ii) payment in cash of Rs. 3/- per share, and exchange of three shares of

Re. |/- each in the U. Co. Ltd. at an agreed value of Rs. 1:50 per share for

every 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
Accident Insurance Fund 5,000 | Stock-in-trade 1,06,000
‘1% Debentures 1,50,000 | Sundry Debtors 45,000
Sundry Creditors 20,000 | Investments 9,000

Cash at Bank & in hand 36,500

5,20,000 5,20,000

Close the books of the Company by giving necessary J ournal entries,

(C.U. B. Com.(Adv.) 1959)
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Solution

The purchase consideration is ascertained thus : Rs.

(i) Discharge of Rs. 1,50,000 debentures @
a premium of 5% 1,57,500

(ii) Payment in Cash for 60,000 Shares @

Rs. 3 per Share 1,80,060

(iii) For 1 Share in W Co. Ltd. 3 Shares of

Re. | 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
a

In the Books of W. Company Ltd-

Journal Entries Dr. Cr.

. Ks. Rs.
Realisation A/c vee Dr. 5,20,000

To Goodwill A/c 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 A/c 36,500

(Being the assets taken over transferred to the Realisation A/c.)

Sundry Creditors A/c ves Dr. 20,0000
_ To Realisation A/c 20,000

(Being the liability taken over transferred to Realisation A/c.)

U Company Ltd. A/c 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 bee Dr. 7,500
To Debentureholders’ A/c 7,500

(Being the premium payable to the debentureholders’
transferred.)

' Realisation A/c wee Dr. 1,00,000
To Shareholders’ A/c 1,00,000

(Being profit on realisation transferred to Shareholders’ A/c.)

Share Capital A/c wee Dr. 3,00,000
General Reserve A/c wes Dr, 32,000
Profit & Loss A/c ase Dr. 19,000
Accident Insurance Fund A/c eee Dr. 5,000

To Shareholders’ A/c ; 3,50,000
(Being the transfer of the credit balances standing tojthe former
accounts.)

- }| Cash Alc eae Dr. 1,80,000
_ | Shares io U Co. Ltd. A/c ase Dr. 2.70,000

136% Debentures in U Co, Ltd. A/c aes 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. Rs.
5% Debentures A/c oes Dr. 1,50,000

‘To Debentureholders’ A/c 1,50,000
( Being the transfer of the amount to the

- debentureholders’ A/c. )

Debentureholders’ A/c. one Dr. 1,57 ,500
To 6% Debentures in U. Co. Ltd. A/c 1,57,500

( Being the distribution of the debentures received from
_U. Co. Ltd. amongst the debentureholders )

_ Shareholders’ A/c vee Dr. 4,50,000
To Cash A/c 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, Rs.
To Sundry Assets A/cs 5,20,000 | By Sundry creditors A/c 20,000

. Debentureholders’ A/c 7,500 | ,, UCo, Ltd. A/c 6,07,500
,, Shareholders’ A/c—

Profit on realisation transferred. 1 ,00,000

6,27,500 6,27,500

ae Sen

Dr. Debentureholders’ Account Cr.

Rs. Rs,

To 6% Debentures in By Realisation A/c 7,500
U. Co. Ltd. A/c 1,57,500 } ,,+ 5% Debentures Ajc 1,50,000

1,57,500 1,57,500
| rect

Dr. Shareholders’ Account . | Cr.

Rs. | . Rs.
To Cash A/c 1,80,000 | By Realisation A/c 1,00,000

» Shares in U Co. Ltd. A/c 2,70,000 |,, Share Capital Alc 3,00,000
», General Reserve A/c | 32,000
» Profit & Loss A/c 13,000
» Accident Insurance Fund A/c 5,000

4,50,000 |. 4,50,000

| ap ce
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Illustration 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 A/c 40,100

: | Preliminary Expenses 5,000
Commission and Brokerage on

500 5% Debentures of Rs. 100 each 50,000 Shares 4.000
Bank Overdraft 20,000

Employees’ Profit Sharing A/c 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
a mas |

With a view to avoid competition, Darjeeling Ltd. was absorbed by

Chatterjee Ltd. as from Ist July, 1966 on the following terms :

Chatterjee Ltd. —

(i) to pay the Debentureholders ata premium of 10% by issue of its 6%

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 90% of the sums due to them in fully

paid equity shares of Rs. 10 each in Chatterjee Ltd. in full settlemet of

all their claims ;

(iv) Preferene Shareholders to be issued 5% Debentures in Chatterjee

Ltd. These shares are preferential as to capital and dividend in the event

of winding up.

Pass the journal entries to close the books of Darjeeling Ltd. and also the

opening entries in the books of Chatterjee Ltd.

| (North Bengal University, B. Com, Adv. (Part 11) 1967—adapted)
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Solution

Purchase consideration is ascertained thus :

(1) Debéntureholders to receive 6% cumulative Rs.

preference shares for the following amounts :

(i) Face value of the debentures 50,000

(ii) Premium payable to the

debentureholders bee 5,000

(iii) Interest accrued on debentures... 2,900 97,500

(2) Preference shareholders to receive 5%

debentures for the following amounts :

(i) Face value of the preference shares ... 1,00,000

(ii) Arrear dividend ... 12,000 1,12,000

'3) Equity shareholders to receive :

(1) Gash payment @ Rs. 4 for every two

shares held i.e. 7,500 ~ 4 = 30,000

(ii) Payment by issue of shares @ one share

of Rs. 10 each for every two shares held

i.e. 7,500 x 10 = 75,000

2,74,500
SS

Closing Journal Entries in the books of Darjecling Ltd. Dr. Cr.
ee

Rs, .
' Realisation Alc . Dr. 3,78,900 Rs

To Goodwill A/c : 2
», Plant & Machinery A/c 1,5
» Stock A/c 80

», Sundry Debtors A/c 1,20
Cash at Bank A/c g| (Be | Being the transfer of the assets taken over)

| Bank Overdraft A/c . Dr ‘90,000
i Employees Profit Sharing A/c .. Dr. 14,000
| Sundry Creditors A/c i Dr, 91,500

To Realisation A/c 1.25.500
| (Being the transfer of the liabilities taken over) | TM

| Chatterjee Ltd. A/c Dr, - 2,74,500
To Realisation A/c 2,74,500

| | Ging t the purchase price agreed to bepaid for absorption by
ee L

| Realisation Alc . Dr.
To Preference Shareholders’ A/c

! (Being arrear of cumulative preference dividend payable)
12,000

12,000en ee ee
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Closing Journal Entries in the books of Darjeeling Ltd. ( contd. )

Dr. Cr.

Rs. Rs,
Realisation A/c ees Dr. $,000

To Debentureholders’ A/c 5,00

(Being the premium payable te the debentureholders.)

Realisation A/c .w Dr. 4,100
To Equity Shareholders’ A/c 4.10

(Being the profit on realisation transferred to Equity Share-
holders A/c)

Equity Shareholders’ A/c ‘ . Dr, 49,100
To Profits & Loss A/c 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 A/c wes Dr. 50,000
Interest Accrued on Debentures A/c .. Dr. 2,500

To Debentureholders’ 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 we Dr, 1 00,000
To Preference Shareholders’ A/c 1,00,00

(Being the transfer of the amount of preference Share Capital)

Cash A/c .. Dr. 30,000
6% Cumulative Pref. Shares in Chatterjee Ltd. A/c... Dr, 57,500
Equity Shares in Chatterjee Ltd. ow Dr. 75,000

5% NDebenture in Chatterjee Ltd. .. Dr. 1,12,000
To Chatterjee Ltd. A/c 2,74,.50

(Being cash shares and debentures received from Chatterjee

Ltd. in full satisfaction of the purchase considcration.)

Debenturcholders’ a/c wes Dr. 57,500
T 0 fi%o Cumulative Pref. Shares in Chatterjee 57,50

Lid aje
(Being the distribution of preference shares of Chatterjee Ltd.
amongst the debentureholders.)

Preference Shareholders’ a/c -» 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 ens Dr. 1,05,000
To Equity Shares in Chatterjee Ltd. 75,00
» Cash A/c 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.

ve . 
:

| Rs. Rs.
| Plant & Machinery A/c . Dr! 1,50,000
: Stock a/c w Dr: 80,000

! Sundry Debtors A/c «Dr 1,20,000
| Cash at Bank A/c oe Dr. 8,900
‘ Goodwill A/c wes Dr. 31,950

To Sundry Creditors A/c (90% of the amount) $2,350

, Bank Overdraft A/c 20,000

»» Employees’ Profit Sharing A/c ~ 14,000

,, Liquidator of Darjeeling Ltd. A/c . 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 a Dr. 82,350
To Equity Share Capital A/c 82,350

(Being the issue of equity shares in settlement of their claim.)

Liquidator of Darjeeling Ltd. A/c ts Dr. 2,74,500
To Cash A/c 30,000

»» 5% Debentures A/c 1,12,000

», 6% Pref. Share Capital A/c 57,500
», Equity Share Capita! A/c 75,000

(Being cash paid and shares and debentures issued to the
liquidator of Darjeeling Ltd. in full satisfaction of purchase ,
consideration.) |

|

Illustration 54 (Reconstruction)

The following is the Balance Sheet of X Co. Ltd. as on 31st December

1968.

"Rs,
Authorised Capital : Rs.

De Shares of Rs. 100 Land & Buildings 50,000

cac 1,20,000 plant & Machinery 30,000
Issued Capital : Furniture 10,000

1,200 Shares ‘of Rs. 100 Stock-in-trade 24,000

each 1,20,000 Book Debts 15,000

6% Debentures 20,000 Cash in hand 2,000

Sundry Creditors 5,000 Profit & Loss A/c 14,000

1,45,000 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
lo take over the assets and liabilities of the X Co. Ltd on the following terms :

' (i) That debentureholders in 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 A/c bes Dr. 5,000

To Debentureholders’ A/c 5,000
(Being the premium payable to the debentureholders.)

Realisation A/c . Dr 4,100
To Equity Shareholders’ A/c 4.100,

(Being the profit on realisation transferred to Equity Stare-
holders A/c)

Equity Shareholders’ A/c a Dr. 49,100
To Profits & Loss A/c 40,100
1, 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 A/c ~~ Dr, 50,000
Interest Accrued on Debentures A/c . Dr 2,500

To Debentureholders’ A/c §2. 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’ A/c 1,00,000

(Being the transfer of the amount of preference Share Capital)

Cash A/c Dr 30,000
6% Cumulative Pref. Shares in Chatterjee Ltd. A/c... Dr, 57,500

Equity Shares in Chatterjce Ltd. wow. Dr. 75,000
5% Debenture in Chatterjee Ltd. .. Dr. 1,12.000

To Chatterjee Ltd. A/c 2,74, 500
(Being cash shares and debentures received from Chatterjee
Ltd. in full satisfaction of the purchase consideration.)

Debentureholders’ A/c . Dry. 57,500
rea Cumulative Pref. Shares in Chatterjee §7,500
Lid a/c

(Being the distribution of preference shares of Chatterjee Ltd.

amongst the debentureholders.)

Preference Shareholders’ a/c «+ Dr. 1,12,000
To 5% Debentures in Chatterjee Ltd. a/c 1,12,000

(Being the distribution of debentures of Chatterjee Ltd.

amongst the preference sharcholders.)

Equity Shareholders’ a/c .» Dr. 1,05,000
To Equity Shares in Chatterjee Ltd. 75,000
,, Gash Ajc 30,000

(Being the distribution of cash and shares received from
Chatterjee Ltd.
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Opening Journal Entries in Chatterjee Ltd.

127

Dr. Cr.

Oe |

| | . Rs,
| Plant & Machinery A/c Dr, | 1,50,000
| Stock Alc Dr. 0,000

| Sundry Debtors A/c Dr. 1,20,000
| Cash at Bank A/c Dr. 8,900
| Goodwill a/c Dr. ; 31,950

To Sundry Creditors A/c (90% of the amount) 82,350

: , Bank Overdraft A/c | 20,000
! »» Employees’ Profit Sharing A/c 14,000

,, Liquidator of Darjeeling Ltd. A/c | 2,74,500

(Being the assets and liabilities tasen 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. A/c Dr. 274,500
To Cash A/c 30,000

1» 5% Debentures A/c 1,12,000

», 6% Pref. Share Capital A/c 57,500

»» Equity Share Capital A/c 75,000

consideration.)

Wlustration 54

(Being cash paid and shares and debentures issued to the
liquidator of Darjeeling Ltd. in full satisfaction of purchase |

(Reconstruction)

The following is the Balance Sheet of X Co. Ltd. as on 3lst December

1968.

Rs,

futhorised Capital : Rs.

1,200 Shares of Rs. 100 Land & Buildings 50,000

cach 1,20,000 | Plant & Machinery 30,000
Issued Capital : Furniture 10,000

1,200 Shares of Rs. 100 Stock-in-trade 24,000

each . 1,20,000 | Book Debts 15,000

3% Debentures 20,000 | Cash in hand 2,000

Sundry Creditors 5,000 | Profit & Loss A/c 14,000

1,45,000 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 :

k (i) That debentureholders in X Co. Ltd. are to accept 200 preference
shares ;
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(ii) 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 initia] Balance Sheet of the new company.

Solution

(a) Purchase Consideration is as shown below :

(1) Shareholders of old company to receive Rs.

1 ordinary share in the new company for

2 ordinary shares held inthe old company

ic. 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 Ajc) : 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 we Dr. 1,31,000 |.

To Land & Buildings A/c 50,000
» Plant & Machinery A/c 30,000
» Furniture Ajc 10,000
»» stock-in-Trade A/c 24,000
»» Book Debits A/c 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. )

| ‘(2) 6% Debentures A/c ane Dr. 20,000
_| Sundry Creditors A/c ees Dr. 5,000

To Realisation Ajc 25,000
( Being the liabilities taken over by X Co. (1969) Ltd.
transferred ) |
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Rs. Rs.
(3) | X Co. (1969) Ltd. A/c Dr. 61,500

To Realisation Ajc_ 61,500
( Being the purchase price agreed to be paid by
X Co. (1969) Ltd.

(4) | Realisation A/c Dr. 1,500
To Cash Ajc 1,500

( Being liquidation expenses paid )

(5) | Shareholders’ Ajc Dr. 46,000
To Realisation A/c 46,000

( Loss on realisation transferred to Shareholders’ A/c)

(6) | Share Capital A/c Dr. 1,20,000
To Shareholders’ A/c 1,20,000

( Being the balance standing to the credit of Share Capital A/c
transferred. )

(7) | Shareholders’ A/c Dr. 14,000
To Profit & Loss A/c 14,000

(Being the debit balance of P/L A/c transferred to the

Shareholders’ A/c

(8) | Shares in X Co. (1969) Ltd. A/c Dr. 60,000
sh Alc Dr. 1,500

To X. Co. (1969) Ltd. A/c 61,500
(Being shares and cash received from X Co. (1969) Ltd. in
full satisfaction. )

(9) ; Shareholders‘ A/c Dr. 60,000
To Shares in X Co. (1969) Ltd A/c 60,000

( Being the distribution of the shares amongst the shareholders

of the old company.)

Balance Sheet of X Co. (1969) Ltd. as at...

Capital & Liabilities Rs. Assets & Property Rs,

Authorised Capital Fixed Assets
600 ordinary shares of Land & Buildings 50,000
Rs. 100 each. 60,000 Plant & Machinery 30,000
600 5% perference shares of { Furniture 10,000
Rs. 100 each 60,000

Current Assets,
1,20,000 xoan « Advances : 94.000

| cceiaabeiSiemmniorsnticass tock-in-trade ’
Issued & Paid up Capital Book Debts 15,000 .

600 ordinary shares of Rs. 100 Cash in hand, 40,500
each issued to the shareholders of
the vendor company fully paid
for consideration other than cash ; 60,000
600 preference shares of Rs. 100
each of which 200 shares are
issued to the debentureholders
and 400 shares are issued for cash 60,000

l, 9Reserves & Surplus : 20,000
Capital Reserve 44,500

Current liabilities +

Sundry Creditors 5,000

1,69,500 1,69,500
ee iia
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Mustration 55 (Reconstruction)

The books of Orient Co. Ltd. contained the following balances at 30t)

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 A/c 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 :—

(a) The Company to go into voluntary liquidation and a new 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 Rupee 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/-

(ec) 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

| (ld) 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 be issued 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
ee,

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 5, Orient Co. (1969) Ltd. A/c 76,500

.. Stock-in-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

| nn a

Opening Journal Entries in the books of Orient Co. (1969) Ltd. (New Company)

Rs. | Rs,
Patents A/c Dr. 1,20,000
Plant & MachineryA/c Dr. 40,000
Stock-in-trade A/c Dr. 30,000
Sundry Debtors A/c Dr. 50,000
Cash in hand A/c | Dr. 2,000

To Sundry Creditors A/c 1,10,000
, Liquidator of Orient Co. Ltd. Ajc 76,500
,», Capital Reserve A/c 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 A/c.)

Creditors’ A/c Dr. 1,10,000
To 6% Debentures A/c 55,000

» Cash A/c 27,500
», Capita Reserve A/c . 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 Equity Share Capital Ajc 75,000

» Cash A/c 1,500
( Being 15,000 equity shares of Rs. 10 each issued as Rs. 5 per
share paid, to the vendor and payment of the liquidation
expenses as per agreement )
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Rs,
Equity Share Allotmen’ A/c: an Dr, 75,000

To Equity Share Capital A/c 75,000
( Being allotment money @ Rs. 5 per share duc on
15,000 shares )

' Cash A/c Dr. 75,000

| _ To Equity Share Allotment A/c 75,000
' (Being allotment money received on 15,000 shares @ Rs. 5
| per share. )

Capital Reserve A/c 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 each issued .

to the Vendors as Rs. 5 per share
paid for consideration other than
cash. 75,000

Rs. 5 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

EXERCISE

(A) Amalgamation :

1. A and B have for several years carried on separate business 1

adjoining premises. Summaries of their respective

December, 1968 are as follows:

A B

Rs. Rs.
Creditors 566 783
Capital 3,297 9,280

3,798 3,063

Property

Plant
Stock

Debtors

Bank

A

Rs.

800

1,575

763

176

479

3,793

Balance Sheets as on 31s

B

Rs
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They agreed to amalgamate their businesses as on Ist January, 1969 by

elling them to A B Ltd. of which the authorised capital is Rs. 15,000 in

wdinary shares of Re. | 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.

(c) 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 Ltd.

(R. A. Final-adapted)

(Ans: Balance Sheet total Rs. 13,839)

2. A Co. Ltd. and B Co. Ltd. decide 1o 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 !, 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, 00C

(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 A/c 2,20,000 1,50,000

Current Liabilities for trade 1,90,000 95,000

” . 9) expenses 10,000 5,000

30,00,000 16,00,000
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Assets

Fixed Assets :—Goodwill 3,80,000 1,20,000

Land & Building 10,00,000 5,00,000

Plant & Machinery 6,00,000 3,90,000

Patents 1,70,000 wee

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: G. Co. J.td’s Balance Sheet Total—Rs. 46,00,000 ; Amcunt payable t:

A Co. Ltd. Rs, 28,00,000 & B. Go. 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 200,01

Equity Shares of Rs. 10 each. The new company isto take up the whole ol

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.

Qn 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 },00,000 80,000

Creditors 75,000 60,000

Profit & Loss A/c (Cr.) - 40,000 35,000

Goodwill 1,00,000 85,000

- + Land and Buildings 2,50,000 2,00,000

Plant & Machinery 6,70,000 5, 30,000

Debtors 50,000 35,000
' 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.

(Cc. U. B. Gom. (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

ce 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
“ully 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
itstanding Liabilities 27,000 15,000 | Cash at Bank and '
fit & Loss A/c in hand {| 35,000 50,000
Balance (Cr.) 23,000 40,000 |

390,000 | 5,00,000 ; 3,90,000 | 5,00,000
| esl a iio

es! |

All assets (except cash) and liabilities are to be taken over at their book

ilues except that nothing is to be paid for Goodwill. The purchase consi-

erations 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 Co. Ltd.

Give Journal Entries to close the books of X Co. Ltd and Y Co. Ltd atid

taw 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)
Ans, Balance Sheet Total Rs. 8,05,000)

5. The following are the Balance Sheets of A Co. Ltd. and B. Co. Ltd.

A. Co. Ltd.
. Rs, Buildings 15,000

‘apital, 5,000 Shares of Rs. 1 th 50,000 Machinery 55,000

0) 6% Debentures of Rs. 100 each 10,000 Stock 8,000
Leserve Fund 17,000 Debtors 7,000
dividend Equalisation Fund Cash 1,5002,000

‘mployees’ Prov. Fund 1,500
(rade Creditors 5,000
rofit & Loss Account 1,000

86,500
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Omega Co. Ltd.

Rs.

Authorised 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 Gash 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

new company at par in satisfaction of their present holdings on the basis of the

revaluation shown below. The preference shareholders 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 assets, and agreed to accept 8%

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 shares of Rs. 10 each.

The 4% Government Loan was realised at 98 per cent het.

| ' 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)

(Ans: Alpha-Omega Co. Ltd’s Balance Sheet Total Rs. 51,00,000)
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8. It is proposed to form anew company for the purpose of amalgama-
ting the business of Aich Ltd., Bose Ltd. and Chandra Ltd. and you are
supplied with the following figures as at 3lst July, 1961 :—

Fixed Assets Less Depreciation

Floating Assets
Stock-in-tuade

Investment in 33% G. P. Notes
Sundry Debtors less Reserve

Cash Balance

Total Assets

Capital (paid up)

Sundry Creditors

Profit & Loss A/c (Balance)

Total Capital & Liabilities

Profit for the year ended

31st July, 1961

Profit for the year ended

31st July, 1960
Profit for the year ended

31st July, 1959

Aich Ltd. Bose Ltd. Chandra Ltd.
1,03,500 28,200 35,700

4,500 ‘11,250 10,200

15,000 6,600 _—
18,900 9,150 8,700
16,200 7,200 495

1,58,100 62,400 55,095

81,000 30,000 48,000

4,500 6,600 1,200
72,600 25,800 5,895

1,58,100 62,400 55,095

24,300 12,000 9,600

20,250 10,500 12,000

99,275 «11,250 13,200

Total

1,67,400

25,950
21,600

6,750

23,895

2,75,595

1,59,000

12,300
1,04,295

2,75,595
ees

You are requested to suggést and to report as to the basis upon which the
(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

amalgamation may be effected.

Rs. Rs.

Authorised Capital
Ordinary shares
of Rs, 10 each 10,00,000 6,00,000

Issued and paid

up capital

Ordinary Shares
of Rs. 10 each,
Rs. 7-50 per.
share paid up 6,75,000 —
Ordinary Shares
of Rs. 10 each
fully paid — 5,00,000
Premium on

Shares 84,375 —

3% Debenture — 90,000
ebenture
Interest — 2,500

eserves 15,000 —
Profit & Loss A/c 8,925 300

Sundry Creditors 5,300 26,200

7,88,600 5,79,000_

Sen Co Ltd. Roy Co. Ltd.
Rs. Rs.

Goodwill — 62,500

Land and

Buildings 5, 50,000 3,20,500
Plant and

Machinery

& Furniture 1,33,625 60,250

Stock 52,000 1,27,000

Sundry

Debtors 20,950 6,625

Cash 23,275 2,125

Advertisement

Suspense 8,750

7,88, 600 5,79, 000
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It is proposed to form a new company S. R. Co. Ltd. with 1,00,0

Equity Shares of Rs. 10 each and 50,000 6% Preference Shares of Rs. 10 each to

take over the business of these companies. The Directors of Sen Co. Ltd.,

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.

(c) The new company will discharge the debentures with accrued

interest in Roy Co. Ltd. by the issue of 7% 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. Gom. 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 10%.

(b) The Seco nd Mortgage Debentures to be discharged at a premium of

5% by the issue of 7%. 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.

(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 Trading

Co. Ltd, -
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Balance Sheet of the Saurastra Co. Ltd.

Liabilities Property & Assets
Rs: Rs.

Share Capital :— ,

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 ciock 1,30,000

74% 2nd MortgageEY Sava 1,60,000 Sundry Debtors | 44.000
Debentures Redemption

Debenture Fund Investment 50,000

Reserve Fund 90,000 °

Employees Saving Bank

Deposits with Interest 18,000

Sundry Creditors 60,000

ProfitkLoss Appropriation

A/c (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)

(Aus: Purchase consideration Rs. 4,20,000)

11. The following is the Balance Sheet of Atmaram as at December

31, 196) :-—

Liabilities ASSEtS

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

10%. before the business is transferred. |
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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 & Stee] Company Limited. The purchase consideration

was as follows :—~

(1) A payment in cash at Rs. 90 for every share in the 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 45,060,000
as “a

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 Ist 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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(2) 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 shareholders 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 3lst December,

1943 :—

Rs. Rs,

Capital :—

Nomina! 50,000 shares of Goodwill 7,0Qg900

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

3% 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 A/c (balance) 99,200 Cash at Bank and in hand 42,000

17,42,200 17,42,200
ae ey

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

recorded in the books of the B. Co.

(Bombay University, B. Com.)

4. 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. |

The'Iris 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 thé

Iris Co. Ltd. of 4,00,000 fully paid shares of Re. 1 each, and the payment of

Rs, 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

Rs. Rs. Rs,

Authorised Capital :

Iris Co. Ltd. 20,00,000,

shares of Re. 1 each

Orient Co. Ltd. 7,50,000

shares of Re. | each

Issued Capital . 15,00,000
Uupaid Calls 5,000 1,000

5% Debentures 5,00,000

Land & Buildings 10,33,300 3,56,820

goodwill 3,00,000 50,000

Sundry Debtors &

Creditors 72,400 39, 840 83,420

Bank Balances 1,68,420

Stock 1,79,260 78,520

Plant & Machinery 3,87,680 1,64,390

Bills Receivable 56,210

Profit & Loss A/c 98,850

21,82,270 6,90,570 21,82,270

Orient

5,00, 00(

1,00, 006

43,620

20,00€

26,950

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 Co. 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,

4,000 shares of Rs. 100 each 4,00,000

General Reserve 50,000

Surplus in Profit&Loss A/c 5,600

5 per cent Debenturés 2,50,000

Sundry Creditors 80,500

Proposed Dividend 24,000

. Provision for Taxation 48,200

8,58,300

Buildings

Plant & Machinery

Investments

Sundry Debtors

Stock

Cash at Bank

Rs.

1,70,000

‘4,00,000

50,600

1,40,500

80,700

16,500

8,568,300

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 per share 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 company

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 &

i0., 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 :—

Noinina] Capita] :— Land & Buildings 45,000

1,000 shares of Rs 100 Plant & Machinery 20,000

each i00,000 Furniture 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 A/c 12,000

1,238,000 1,238,000
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,

9% 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 debentureholders 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.

{c] 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, 6% 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 A/c 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) Anew 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 4X preference share of Rs. 100 each is to be given in exchange

of 30 preference 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.

(e) The creditors will receive 50% of their dues in cash and 25% prefe-

rence shares of Rs. 100 each and the balance to be foregone.

(f) 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

the value of the Patents. The Preliminary Expenses amounted to Rs. 6,000/-.

fc. U. M. Com. 1956]

(Aus: Purchase consideration Rs. 6,77,000; Loss on Realisation Rs. 4,75,000

[pref. sharcholders Rs. 1,00,000, equity sharcholdes Rs. 3,75,000] ;Shares

to pref. shareholders Rs. 2,00,000; Shares to equity shareholders Rs.

1,25,000 ; 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 A/c 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) 1,00,000 shares of Rs. 10 each credited as Rs. 6 paid up to be issued

xy the new company to the shareholders of the old company, the unpaid

mount 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) Whena 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 acompany is reconstructed and there are dissentient share

holders.

(v1) When shares of one class are to be converted into shares o
another class.

(vii) When a company acquires the shares in a company unde

section 395.

(viii) When the assets ofa finance and investment trust company are ti

be valued.

2. Methods of Valuation :

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 asset

for equity shareholders.

Net Assets=Realisable Assets—Outside 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 shave capital which 1s non-participating :

Net Assets—Pref. Share Capital

No. of Equity Shares

(b) Value of each preference share = Par value.

(iii) If there is preference share capttal which is participating :

| *.. (a) Value of each equity share — A Total C
et Assets—Total Capital (Pref. & Equity)| Par value-+ Par value x | ~*~ etal Gapi sal (Pre Ce EGE)

'(b) Value of each preference share=
Net Assets—T otal Capital (Pref. & EquiP ] pital ( uityPar value-+ Par value x | Total Capital (Pref ‘ + 4

(a) Value of each equity share=
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Asset-Backing or Intrinsic Value method may, again, be of two types :—

(i) Break-up basis i.e. not taking into account the value of goodwill and

(ii) Going on basis i.e. taking into account the value of goodwill.

4. Market Value Method or Yield basis :

Under this method value of shares is calculated on the basis of earning

of the concern. According to this method a share is valued as follows :—

(i) Value of each share= Rate of dividend or earning x paip 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.

Illustration 56 (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 3lst 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. A/c 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.

6% Debentures 2,00,000

Loan from Bank 60,000

SundryCreditors 80,000 3,40,000

Net Assets wae

Value of each equity share — Net Assets
Number of Equity Shares

6, 10,000

Rs. =: ——_———_——_;= Rs. 12:20

50,000

Rs, 6,10,000

Notes : (1) Preliminary Expenses being fictitious assets are excluded from total

assets. (2) In asset backing method on brake-up basis, goodwill is not taken

into account.

(it) 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 : a
S.

6° Debenture 2,00,000
Loan from Bank 60,000

Sundry Creditors 80,000

$,40,000

Net Assets vee
Net AssetsValue ofeach equity share —

Number of Equity Shares

—_p. 9,310,000 _ .=Rs, 5 B00 = 18-20

Rs. 9,10,000
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tustration
The following is the summarised Balance Sheet of a company as at

December 31, 1962 :—

(Asset-backing method or Intrinsic value basts)

Liabiltites : Rs. Assets : Rs.
Share Capital : Fixed Assets 38,00,000

10,000 5% pref. shares of Investments 10,25,000

Rs. 100 each, fully paid 10,00,000 Current Assets :

9,00,000 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 (ash and Bank Balance 2,25,000
Profit & Loss A/c (Cr.) 12,00,000

secured 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

we 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 9, 72,000

Sundry Debtors 12,14,100
Cash and Bank Balance 2,259,000

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 assets 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

“. Net Assets available for Equity Capital : Rs. 42,25,100

- 
Net AssetsVal f h ty sl] =ale oF each equity share= io. of Equity Shares

42,25, 100

5: 900,000 ~

*» Intrinsic value of 1 equity share=Rs. 21-13

=R Rs. 21°13

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.

Illustration 53- (Asset-backing method or Intrinsic value basis)

The following is the summarised Balance Sheet of Bengal Traders Ltd. as

at December 3]1st, 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 4p.c. Cum. Pref.

Shares of Rs. 100 each

fully paid 1,00,000

Loans at 6 p.c. 75,000

3 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 one 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 Assets are worth

Rs. 12,00,000 and the Current Assets Rs. 6,00,000. Compute the value of each

Ordinary Share.

(GC. U. B.Com. (Adv.) 1952)
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Solution

Total assets as revalued : Rs.

Goodwill ses bes 50,000

Fixed assets eee «» 12,00,000

Current Assets wee ... 6,00,000

18,50,000

Less Outside liabilities : Rs.

Loans @ 6% 75,000

5% 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 Capital 1,00,000

Pref. dividend for the year 4,000

Premium on Redemption of

Pref. Shares 10,000 1,14,000

. Net assets available for Equity Capital : Rs. 12,03,500

Net assets
Value of each equity share= No. of Equity Shares

= 12,03,200

[ie

*. Intrinsic value of each equity share = Rs. 60-18
Gana

Mustration, 59/° | (Intrinsic value)
A agrees to buy from B on 31st December, 1968a number 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 calculated 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 on 31st December, 1968 was as

follows :—

Sbare Capital : Rs.
1,000 6% cumulative preference

shares of Rs. 100 each 1 ,00,000

2,000 ordinary shares of Rs. 100

each 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

Goodwill at cost

Land & Building

Plant & Machinery

Investments

Stock

Sundry Debtors

Cash at Bank

Rs.
30,000

1,50,000

90,000

50,000

60,000
70,000

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 the price per share:

Solution

(i) Goodwill is valued thus :

Total profits for the last three years Rs. (72,000-+ 65,000 +70,000)

Rs.

Less 3 years’ debenture interest 9,000
3 years’ preference dividend 18,000

Annual average profit= Rs. a = Rs.60,000

» The value of goodwill = Rs. 60,000

(ii) Total assets as revalued : R
S.

Goodwill 60,000
Land & Building 150,000
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
8.

6% Debentures 50,000

Creditors 40,000 90,000

Net assets available for total caprial : 4,20,000
Less Preference Capital 1,00,000

Net asssts available for equity cajntal :

Net Assets
Value of each equity share=

Intrinsic value of each share = 160
o. of Equity ares

s. 2,07,000

27,000

Rs. 1,80,000

Rs. 3,20,000
eet

3,20,000

Rs. 000
=Rs. 160
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Illus tration 6Y~ (Market value method or yield basis)

A company having equity shares of Rs. 20 each fully paid has declared a

dividend of 30%. 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 Earning x Paid up value of shares
Normal rate of Return

= 20
20

Value of each equity share=Rs. 30

x20=Rs. 30

IMlustration 64 - (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 10% 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 carn like amount in future.

Calculate the value of each share.

Solution

Profit available for distribution Rs. 8,40,000

Normal rate of profit 10%

Capitalised value of profits on the basis of 10%

return is as follows :

Rs, 100x680, 000 =Rs. 84,00,000

. ‘ 84,00,000
The val f each equity share will be= Rs,—2—~value of ea quity 50,000 ~

=Rs. 140

Illustration 62 (Yield basis)

10. Sri Das holds 5,000 Equity Sharesin 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.

Solution

(CG. U. B.Com. (Adv.) Hons. 1965)

(i) Ist method :

Rs.

Net profits for the year 5,000

Less Preference dividend @5Y,

on Rs. 10,000 500

Profits available for distribution : 4,500

. 4,500 ;
The rate of earning = "20,000 x 100= 22-54%

Value of each equity share =

Rate of earning

Normal rate of Return

225) _p, 225

- X paid up value of share

8B 8

Value of each equity share=Rs. ma

998 9,000 99 99 = Rs. ae x9, 000

=Rs. 14,062°50
eee

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 8% return is as follows :

Rs, 100x4,500_ p. 4,50,000
a pe ae: Lees ore

8 8

The value of each equity share will be Rs. 5m ao SS aa
5

99 393 33 5 000 39 9) 33 , Rs 4,50,000 x 5,000 000
8x 20,000

Value: of Sri-Das’ holdings: =Rs. 14,062-50
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Illustration 63 ( Fair value )

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 R Property & Assets

S. s.

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

Rs. — 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:— Rs.

B/f 40,000

For the year 2,15,000

—— 2,55,000

Rs. 6,41,500 6,41,500

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 ;

\lii) Companies doing similar business earn a profit of

market value of their shares ;

15% onthe

(iv) Profit for the past three years have recorded an increase of

Rs. 25,000 per annum.

Solution

(C. U. B.Com. (Adv.) 1965)

Intrinsic value 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.

Value of each equity share=Rs.220,000 Rs. 28-8
25, _—_————-
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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 15% return is as follows :

Rs 100 x 2, 15,000 _ Rs 43,00,000
« 7 e a

. _p. 43,00,000 _
The value of each equity share= Rs. 335,000 =Rs,. 57-3

Fair value is the arithmetic mean of intrinsic value and market value.

Fair value of each share=Rsa. eens = Rs. en =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 elimination 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 carning.

According to this view, market value of each share will be as follows :

Rs.

Book value of the assets 6,41,500

Leas non-trading asset—investments 1,90,000

4,51,500

Rs.

Less Depreciation on Buildings 5,000
Reserve for Bad-Debts 10,000

15,000

4,36,500

Less Creditors ves wee 24,000

Effective Capital used in the business : 4,12,500

Profit earned during the year: Rs. 2,15,000

Rate of earning = ee mm 521%

Rate of earning

Normal rate of return
Value of each share = x paid up value of share

= St x 10=Rs. 94-7

The fair value of a share will be Rs. oo

. = Rs, 31-75
as
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“MMlustration 64 _ (Intrinsic value and market value )

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 ees 1,35,000

Liabilities to Sundry Parties wee 55,000

Fixed Assets less Depreciation eee 1,67,000

Commission on Issue of Shares wee 6,000

Preliminary Expenses ase 9,000

Floating Assets ane 2,383,000

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

8%. Calculate the values of each type of Share by the Asset-backing method and

also by the earning-capacity method.

(Cc. U. M. Com. 1961 )

Solution

(a) 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

(ti) 10,000 ordinary shares

@ Rs. 5 each 50,000

75,000

4,20,000

: 4,20,000
V = a ; 3 — ealue of each ordinary share =Rs 50000 Rs. 14

(1) Value per fully paid share of Rs. 10 each x= 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 8Y

*. Capitalised value of profit on the basis of 8% expected return is as

follow :

Rs, 100% 36,000 Rs. 4,50,000

*. (i) Value of each fully paid share = Rs. 490,0000,000 = Rs. 15

(ii) Value of each shares § of which paid = 15x% = Rs. 10

(iii) Value of each share 4 of which is paid = 15x} = Rs. 7:50

EXERCISE

\- The Balance Sheet of Prosperous Ltd. showed the following position

on 30th June, 1957

Liabilsties Rs. Assets Rs.

Capital : 2,000 shares of Rs. 20 Goodwill 5,000

each (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

77,000 77,000

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)

(Aus: Intrinsic value of each share Rs. 24:75 ; value of each share on the

basis of super profit method Rs. 6-66) Se .
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2. Given below 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 A/c 54,000 Debenture Charges 25,000
Depreciation Fund A/c - 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

| Ce

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 years. The Balance Sheet is as follows :

Capital Rs. Rs.

2,000 shares of Rs. 100 Goodwill 95,000
each fully paid 2,00,000 Investment at cost 1,75,000

Reserve Fund 75,000 Stock 2,20,000

6% Debentures 1,50,000 Debtors 1,30,000

Sundry Creditors 1,50,000 Gash at Bank 20,000

Profit & Loss A/c 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
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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

Reserve 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 Bank 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 14% dividend. The results of the previous five

years showed increase in profits. (R.A. Final—1943)

(Ans: 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, 15,000

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. 5,900,000 and Rs. 4,25,000 respectively ;

(c) The company declares a dividend of 60% on its capital for the last

few years while the nominal yield on the market value of similar shares is 25%.

” ” (Cc. U. M. Com. 1960
(Ans: 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

3lst March, 1964 :—

Rs. Rs,

Authorised Capital : Fixed Assets at cost

50,000 Equity Shares less depreciation 2,25,000

of Rs. 10 each 9,00,000 | Floating Assets 2,53,000

a Preliminary Expenses 12,000
Issued, Subscribed and

Paid up Capital :

10,000 Equity Shares of

Rs. 10 each, fully paid !,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 10%

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

99 29 8 9 9 9°5)
93 93 6 3? 99 7°51

23 3 93 99 6°51
ch Rs. 10 paid yp shares Rs. 17-14

» 3 8 9 13°71

- > 6 » 10°28

93 9» J 99 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 8. 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%.

Sri Sarkar requests you to value his héldings 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 equity 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

30th June, 1962 :—

Capital : Rs, Rs.

Authorised—

3,500, 5% 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 Shares

of Rs. 10 each 50,000

——-——-— 7 ,50,000

Issued—

3,200, 5% First

Preference Shares

of Rs. 100 each 8,20,000

2,000, 6% Second
Preference Shares
of Rs. 100 each 2,00,000

5,000 Equity Shares

of Rs. 10 each 50,000

————5,/0,000

Capital Reserve 2,50,000

Debenture Redemption
Reserve Fund 50,000

Profit & Loss Ajc 68,000
ee 3.618.000

6° Debenture ( Redeemable
Sist 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

10,53,000

Sheet of Aruna Private Ltd. as at

Fixed Assets Rs. Rs

Goodwill at cost 50,000

Freehold 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

Bills Receivable 11,000

Stock 1,67,000

Cash and

Bank Balances 75,000

10,53,000
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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 Ist Preference Shares—in full

Dividend on 2nd Preference Shares—-in full

Dividend on Equity Shares—at 50%

It is expected that these recommendations 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 indirectly,

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. What is 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 Section 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.

Tlustrations :

(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 75% of all the assets of Y Ltd.

(ii) If Y Ltd. isa 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. fections 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 A/c, 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 30 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 in the holding company’s accounts and not 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 subsjdiary company and theend

of the financial year of holding company, if the two financial years do not

coincide.

4. Minority Interest :

Where a holding company does not acquire the entire share capital of a

subsidiary company, but owns only more than 50% of it, the subsidiary

sompiny is known as partly-owned subsidiary. In such a case, the other

mareaoiders are called minority shareholders. The interest of these share-

rolders is called m'nority interest wuich should be shown as a liability in the

consolidated Balance Sheet.

3. Consolidation of Balance Sheet and Profit & Loss A/c :

According to English Companies Act, a holding company is required to

prepare, in addition to its normal Final Accounts, a consolidated Balance Sheet

ind a consolidated Profit & Loss A/c 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 A/c.

Rules for the Preparation of Consolidated Balance Sheet :

(i) Date of Balance Sheets : Balance Sheets of all companies (holding as

well as 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

aljustments must be made to ascertain the exact position on the date of

consolidation.

(11) 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 calculated by taking the nominal value of the

minority shares and adding thereto the poportionate share of Reserves, Profit

& Loss A/c 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 Shett.

\
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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 ass,ts 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. Ifthe 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 Reserve.

Illustration 65 (Minority Interest, Capital Profits, Goodwill, Mutual

Indebtedness-Debtors & Creditors)

On Ist July, 1968 P Ltd. bought 1,400 shares of Rs. 10 each, fully paid, in
Q Ltd. at Rs, 20 each. The following is the Balance Sheet of each company

on 3ist Dec. 1968 in a condensed form :—

| Pp, Ltd. Q. Ltd. | P. Ltd. Q. Ltd.
, _Rs. Rs. — | Rs. Rs.

Share Capital . 60,000 16,0L0 Buildings | 55,000 {| 10,000
General rve Sundry Assets ' 18,000 | 24,000

on 1.1.1968 . 12,000 5,000 Debtors 16,000 | 6,000
Creditors ' 17,000 10,200 Investment —
Profit & Loss A/c: ; 1,400 shares of Ks. 10

Balance on 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
| TS | iti Pi |

‘~'Ehe Debtors of P Ltd. Rs. 2,000 due from Q Ltd. Prepare the

Consolidated Balance Sheet as at 3lst December, 1968.
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calculate the following :
Before proceeding to draw up the Consolidated Balance Sheet, let us

(i) Minority Inierest (i.e. outside shareholders jth interest in Q Ltd.) :

Share Capital

General Reserve
Profit & Loss A/c

Balance on 1.1.’68
Profit for the year ’68

2,000
625

250

850
Re pee Rs. 3,725

aT

(ii) Capital Profits (i.e. Holding Company’s (P. Ltd.) share of profits
accumulated in Subsidiary Company (Q Ltd.) on the date of acquisition) :

Rs.
Reserve
Profit & Loss A/c

Balance on 1.1.’68 ae
Profit up to 1st July, 1968 (i.e.

half of the profit for the year)

Less 4th share of the outside
shareholders

(ili) Goodwill :
Purchase Price of Shares

Less Par value of Shares

Less Capital Profit

5,000

14,000

9,100

Value of goodwill

(lv) Sundry Debtors :
P Ltd.

Q Ltd.

Less mutual indebtedness

(v) omy Creditors :

Q Ltd.

Less mutual indebtedness

Yl ea Trading Profit for the year 1968

Q Ltd. :— Rs.
Profit from 1.7.68 to 31.12.68 -- 3,400
Less }th share applicable to

outside shareholders 425

eer

2,975
|

Rs. 9,100

Rs, 20,000

Rs. 25,200

ee

Rs. 21,975
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Consolidated Balance Sheet of P Ltd. and its Subsidiary Q Ltd. as on

3lst 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.

60,000
8,725
12.000

25,200

9,000
21,975

1,381,900

Assets

Goodwill (ii & iii)
Buildings

Sundry Assets
P. Ltd.

Q. Ltd.

Sundry Debtors (iv)

55,000
10,000

18,000

24,000

Rs.

4,900

65,000

42,000
20,000

°1,31,900

Illustration 66° (Capital Reserve, Loss attributable to outside shareholders)

\_ Phe 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
Rs. 10 each

20,000 shares of
Rs. 10 each

Creditors
Profit & Loss Account

H. Ltd e S. Lt d.
Rs. Rs.

5,00,000 _

— 2,00,000
50,000 30,000
80,000 36,000

6,30,000 2,66,000

Investments in 15,000
shares of S. Ltd. at

cost

Sundry Assets

H. Ltd. S. Ltd.
Rs, Rs.

1,60,000 _
470,000 2,66, 00(

6,30,000 2,66,00(

jm

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.

5,00,000 _

_ 2,00,000
45,000 ,000
96,000 _

6,412,000 2,40,000

Investments in 15,000
shares of S. Ltd. at

Sundry Assets
Profit & Loss A/c

H. Ltd. S. Ltd.
Rs, Rs.

1,60,000 _
4,81,000 2,28,001
_ 12,00

6,41,000 2,40, 001

ns

Prepare a consolidated Balance Sheet of the two companies as at June 3

1955.

(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.e. outside shareholders’ }th interest in S, Ltd.) :

Share Capital Rs, 50,000

(ii) 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.e. H Ltd’s share of profits accumulated in S$ Ltd.
on the date of acquisition) :

Rs.

Profit up to 3lst Dec. 1954 36,000

Less {th share of the outside

shareholders 9,000

27,000

Less Goodwill wee 10,000

Capital Reserve : " Rs. 17,000

(iv) Profit & Loss Alc :

H. Ltd. 96,000

Less Loss on account of

S. Ltd. wee 36,000
—— Rs. 60,000

(v) Nat Loss attributable to outside Shareholders :

Loss applicable to outside shareholders 12,000

Less profit at the date of accquisition

applicable to outside shareholders 9,000 Rs, 3,
carmen

Note: The profit of S Ltd. on the date of acquisition was Rs. 36,000 -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 Ist

January, 1955 to 30th June, 1955. Therefore, loss applicable to H. Ltd. is Rs.

36,000 (2th of the loss) and to outside shareholders is Rs. 12,000 (jth of the
loss).
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Consolidated Balance Sheet of H. Ltd. and i | Subsidiary S. Ltd. as on

30th June, 1955

Rs. Rs.
Liabilities Assets

Share Capital 5,00,000 {| Sundry Assets Rs.
Minority ‘interest i in S Ltd.° ‘50, 000 H. Ltd. 4,81,000
Capital Reserve 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 attributable to them 3,000

eee 85,000

Profit & Loss A/c 60,000

7,12,000 7,12,000

I ieee

ha

Illustration 6 (Unrealised Profits, Mutual Indebtedness—Bills)

From the Balance Sheet and information given below, prepare a conso-

lidated Balance Sheet :

Balance Sheet as at 3lst December, 1965

H. Ltd. S. Ltd. H. Ltd. S. Ltd.
Rs. Rs. 8, Rs.

are Capital : Sundry Assets 8,000 1,200"Re. 1 ally paid Stock 6,100 2,400
Shares 10,000 2,000 Debtors 1,300 1,700

Profit & Loss Alc 4,000 1,200 Bills Receivable 100
Reserve ; 1,000 600 1,500 shares in
Creditors * 2,000 1,200 S. Ltd. at cost 1,500
Bills Payable 300

17,000 5,300 17, 00 §,300
a ee iiceasnibiinibaaiasriniiiaidsiensidiieesl 

= ——

(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 dis

counted Rs. 200 of them.

(c) Sundry Assets of S Ltd. are undervalued by Rs. 200

(d) The Stock of H. Ltd. includes Rs. 500 bought from § Ltd. at a profi

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

calculate the following :—

(i) Minority Interest (i.e. outside shareholders’ jth interest in S Ltd.) :

Rs.

Share ital 500
General Reserve 150
Profit $00
Undervaluation of assets ° 50 Rs. 1.
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(ii) Capital Profits (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 1th 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 :

H Ltd. 4,000

S Ltd.—3th of its profit Rs. 900

Less Unrealised profit on stock Rs. 75 825 Rs. 4.895
; 3

Notes : (1) Unrealised profit on stock ofRs. 500 is Rs. 100 (i.c. 1 of the

amount Rs. 500). H. Ltd.’s share of this profit (i.e. 3 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 1 Interest in S. Ltd, 1,000 S. Ltd. (revalued) l,
Reserve 1,000 ——— 9 400

Capital ‘Reserve 600 Stock : Rs.
Sundry Creditors : Rs. Ltd. 6,100

A. Lid. 2,000 Lees unrealised
S. Ltd. 1,200 profits 75

Bills Payable 00 S. Led 24001 . . ’

Profit & Loss A/c. 4,825 —_——— 8,425
Debtors :

H. Ltd. 1,300

S. Ltd. 1,700

—_—— 3,000

20,825 20,825
| A eee | Rae
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Mlustration 68”

The following are the summarised Balance Sheets of A. Co. 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 Rs. depreciation 52,800 36,000

10 each 3,00,000___2,00,000 Plant and Machinery

Issued Capital : At cost less
Fully paid depreciation 1,03,740 4,760

shares 2,70,000 2,00,000 Fixture and Fittings

General Reserve 60,000 — At cast less

Profit and depreciation 11,500 1,140
Loss A/c 66,366 40,000

editors : In 15,000 shars in B.

Sundry Creditors : ‘oaso C7 Et 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

4.81.066 3.04.000 4,81 ,066 3,04, 000

The shares in B. Co Ltd. were acquired on Ist 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 bu
t no

adjustment was then made in the books of B. Co. Ltd. Between Ist July, 1960

and 30th June, 1964 depreciations amounting to 90% 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

position on 30.6.64.

* ” (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.e. outside shareholders’ }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

(ii) Capital Profits [i.e. A. Go. Ltd.’s share of profits accumulated in B. Co.

Ltd. on the date of acquisition] :

Profit & Loss Ajc [ 3 [

Less loss due to revaluation [ 7 ]

(iti) Goodwill :

Purchase Price of shares

Less Par Value of shares

Less Capital Profits

., Value of Goodwill :

(iv) Plant & Machinery of B Co. Lid:

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

fess: Inter-Company Indebtedness

Cash in transit

9,000

300

1,72,500

1,50,000

22,500

8,700

4,760

4,360

80

Rs.

20,410

35,470

19,330

1,080

Rs. 8,700

Rs. 13,800

Rs. 4,440

Rs.

55,880

1,20,000

1,75, 880

20,410 Rs. 1,55,470
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(vi) Sundry Creditors :

(a) ACo. Ltd,

(i) Others

(b) BCo. Ltd.

(i) A Co. Ltd.

Add Remittance in-transit

(ii) Others

Less Inter-Company Indebtedness

Rs. Rs.

28,700

19,330

1,080

20,410

44,670 65,080

93,780

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 | Good will 13,800
amma | Land & Buildings :

A Co. Ltd. 52,800

Issued : Fully paid shares 2,70,000 B Co. Ltd... 36,000 a8. 800

Reserves & Surplus : Plant & Machinery : °
A. Co. Ltd. 1,03,740

General Reserve 60,000 B. Co. Ltd. 4,440
Profit & Loss A/c: Rs. a 1,08, 180

A. Co. Ltd.— 66,366
Post-acquisition profit of Fixtures & Fittings :
B. Co. Ltd. available to A Co. Ltd. 11, 500
A. Co. Ltd. 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
73,370 — 1,$1,920

Minority Interest 59,920
Sun btors
A. Co. Ltd. 35,470
B. Co. Ltd. 1,20,000
— 1,5$,470

Bills Receivable 7,008
Cash & Bank Balance :

A Co. Ltd. 22,726
B Co. Ltd. 45,092

In-transit 1080
—— 68,898

[none enn”

6,06,716 6,06,716

a aR enemas

“biniinsin ee

,



J. The following are the Balanee Sheets of H. Ltd.

‘Ist December, 1962 :—

EXERCISE

and S Ltd. as at

H, Ltd. S. Ltd. H. Ltd. S. Ltd.
Liabilities Rs. Rs. Assets Rs. Rs.

Share Capital in Goodwill 40,000 30,000
shares of Rs. 100 each 5,00,000 2,00,000 Land & Buildings 2,00, 000 1,30,000
Generai Reserve Plant & Machinery I ,60, 000 ,000
on 1. 1. 62 1,00,000 60,000 Investments
Profit & Loss A/c 1,40,000 90,000 (1,500 shares in
Bills Payable 40,000 S Ltd. at cost) 2,40,000

Stock in trade ] ‘00, 000 90,000
Creditors 80,000 50,000 Debtors "90, 000 75,000

Cash at Bank 60,000 25,000

8,20,000 4,40,000 8,20,000 4,40,000
. catisemceee |i Se | See

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 § Ltd. on Ist July 1962. The Bills Payable of S Ltd. were

all issued in favour of H. Ltd. which company got the Bills discounte.

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. ai 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 Sheet of H Ltd.

as at 3lst December, 1962.

(C.A. Final 1963 & C.U. B. Com. (Hons.) 1966)

(Ans: Minority Interest Rs. 98,750, Goodwill Rs. 17,500, Profit & Loss

Ale 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

lst 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 3lst December, 1960

Liabilities Rs, Assets Rs.

Share Capital : Land and Buildings 5, 15,00

Authorised and Issued : Plant & Machinery 1 50,00
15,000 Equity Shares of Debtors 3,00,0¢

Rs. 50 each fully paid 7,590,000 Stock (y) 1,70,0¢

Creditors (x) 75,000 Investments 4,00, 0¢
General Reserve 4,75,000 Cash at Bank 1.65.0¢

Profit & Loss A/c (z) 4,00,000 _

17,00,000 17,00,01

(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 4fr

of tax, from the B & Co. Ltd.

The B. Co. Ltd.

Balance Sheet as at 31st December, 1960

Liabilities : Rs. Assets Rs.

Share Capital ; Land & Buildings 1,50,0

Authorised & Issued : Plant & Machinery 1,35,0!

50,000 Equity Shares Stock 1,01,0

of Rs. 5 each fully Debtors 79,0

paid 2,50,000 | Cash at Bank 55,0
Creditors 80,500

General Reserve as at Ist
January, 1960 10,000

Profit & Loss A/c 1,80,000

5,20,500 5,20,95

Note: The Balance of Profit & Loss Account at Ist 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 3lst December, 1960.

Prepare a consolidated Balance Sheet as at 3lst December, 1960.

(C.U. M. Com. 19€

(Ans: Goodwill Rs. 80,000; Final P/L A/c Balance Rs. 4,29,0

Minority Interest Rs. 88,000 ; the total of the consolidated Balatr

Sheet Rs. 18,67,500)



COMPANTR 19

3. Major Ltd. acquired all the shares of Minor Ltd. on Ist January, 195!

st a total cost of Rs. 2,24,000. The Balance Sheets of the two companies as a

31ss December, 1959, were as under :—

Major Ltd.

Balance Sheet as at 3lst December, 1959

Labilities Accaf

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 224,000

(;eneral Reserve 1,90,00( | Cash at Bank 66,000

Profit and Loss Account (3' —1.60,00(

6,80, 00( & an ann

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 Accate
Rs. Rs.

Share capital : Land and Buildings 60,00(

Authorised and Subscribed : Plant and Machinery 54,20(

10,000 Equity Shares of Stock 40,406
Rs. 10 each, fully paid 1,00,000 | Debtors 31,600

Creditors 32,200 | Cash at Bank 22,000

General Reserve as "

on 1-1-59 4,000

Profit and Loss Ajc 72,000

2.08,200 “9.08 9MN

Notes :—

(1) The balance of the Profit and Loss Account on 1-1-59 was

Rs, 36,000.
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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.

(I1.C:-W.A.—Final)

(Ans: Goodwill Rs. 64,000; Profit and Loss A/c 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 Rs. RS.

Shares of Rs. ]0 each = 8,000,000 7,50,000 Cost less depreciation 1,30,000 90,000

Issued Capital Plant é Machinery
ost less depreciation 2)59,350 1,9

Shares of Rs. 10 700
each fully Paid 6,75,000 §,00,000 Fixtures & Fittings

Cost less depreciation 30,750 3,850

5% Debentures 1,40,000
Investments in

Sundry Creditors S. Co. Lid.
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

§. 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 7,76,000

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.

(ii) For the purpose of fixing the price of these shares in S. Co. Ltd

for Rs. 4,31,250 on that day the land and buildings which stood in the books @'

Rs. 1,70,000 were revalued at Rs. 1,90,000.

(iii) 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. (G. U. M.Com, 1962

(Ans.: 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

Share Capital :

Authorised, Issued and

Subscribed : 24,000 shares

of Rs. 10 each

General Reserve & Surplus

Profit and Loss A/c

Creditors

Share Capital :

Authorised, Issued and

Subscribed : 6,000 shares

of Rs. 10 each

General Reserve and Surplus

Profit and Ioss Account

Creditors

Senior Company Ltd.

Rs.

Building at cost

Plant and Machinery

Rs.

2,40,000 At cost 80,000

50,000 Less Depn. 20,000

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.

Rs.

Building at cost

Plant and Machinery

60,000 At cost 30,000

12,000 Less Depn. 10,000

O00 Stock in trade
, 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

Rs.

90,000

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 shareholders

of the Junior Co. Ltd. is to be shown separately in the Consolidated Balance

(I.C.W.A.---Final)Sheet.

(Ans.: Goodwill Rs. 3,333; Minority Interest Rs. 30,333; Profit and Loss

Ajc 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. Cid,
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; 10,000| 7,200 Investments :
Profit & Loss A/c 16,000 2,000' 5,100 ( at cost)
C Ltd. Balance i 3,300 —~— i = Shares in B Ltd. 85,000 _— —
Sundry Creditors | 7,000} 5,000: — Shares in C Ltd. 18,000 _ _
A.Ltd. Balance . — 7,000 | = Shares in C Ltd. — 53,000 —

Stock-in-trade 12,000 ~ _
| B Ltd. Balance 8,000 — —_

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

: me! eiocenainaen | — aan | Saienme

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) Onthe date of purchase of shares in subsidiary companies the

position was as follows :

B Ltd. C Ltd.

Rs. Rs.

Reserve Fund nee 9,000 6,000

Profit & Loss A/c _. wee 1,000 840

Sundry Creditors wee 4,000 —

Fixd Assets vee 55,000 36,840

Stock-in-trade wee 4,000 —

Sundry Debtors etc. wee 55,000 30,000

(viii) Dividends have not been declared by any company during the

year ended 3}. 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 in 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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A On the Ist 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

it 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 Thich can be condensed as follows :—

sirong Weak Strong Weak
Liabilities Co. Ltd. | Co. Ltd. Assets ' Co. Ltd. Co. Ltd.

|

Rs. Rs, | Rs. Rs,
Capital 2,00,00 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 Ajc : | Shares in B Ltd. , 41,10,000
Ralance b/f 25,000 3,009 |

Profit for the ycar 40,000 12,000 |

3,30,000 91,000 | 3,30,000 | 91,000
ee a te a |

The debtors of the Strong Co. Ltd. included Rs. 5,000 due from the weak

‘0, 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 3ist December, 1969, prepare a consolidate! Balance Sheet :

Balance Sheets as at 31st December, 1962

H, Ltd.}| S. Ltd. H. Ltd. | 8S. Ltd.

Rs. Rs Rs. Rs.
\uthorised, Issued Goodwill at cost 60,000 | +40,000

and Paid up Capital : Fixed assets at cost less Depn :
6% Preference Shares of Buildings 1,00,000 | 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 ;
5% Debentures - 50,009 200 Preference Shares 24,000 —
Sundry Creditors 92,000 } 60,000 3000 Equity Shares 33,000 —_
Due to §, Ltd. 3,000 — Stock in trade 80,000 70,000
Bills Payable : Sundry Debtors Jess 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 | 11,009 Amount due

” for H, Ltd. — 5,000
Cash Balances 30,000 | 23,000

5,43,000 | 2,76,990 5,43,000 | 2,76,000

rs ————
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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 3lst 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 Ks. 3,000 to the ‘Equity Shares in S. Ltd. Account.’? Debentur

Interests arc 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. 20,00(

but no adjustment was made in the books. Between that date and 31;

December, 1962 depreciation amounting to 49% in all have beeu written off

suci Plant. H. fatd. remitted Rs. 2,099 on 39th Dace nber, 1952 but was received

by S. 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 3ist March. 1960. Youare required

to prepare a consolidated Balance Sheet of Messrs. Calcucta 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 §,00,000
— ee aa pa A

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. There

was no addition or dismantling during the year ended 31st March,

1960. ”
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'c) All bills payable of Calcutta Co. Ltd. had been drawn by London Co. Ltd.

(d) 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. (Cc. 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

Lid. and of Jaya Minerals Ltd. as at 30th September, 1965 :

Sri Jaya _ Sri Jaya
Chemicals Ltd. |Minerals Ltd. Chemicals Ltd | Mi perals

t e

Rs. Rs, Rs. Rs,
ibare Capital Frechold Premises 2,06,000 60,000

Plant & Machinery 60,000 54,200
Authorised & Issued Rs. 10 Stock 68,000 ’
hares fully paid 3,00,000 | 1,00,000 Debtors 80,000 31,600

seneral Reserve as Investment in 9,000 shares of
mi. 10. 64 1,90,000 4,000 Jaya Minerals Ltd. 2,00,000 —

Cash 66,000 22,000
-rofit and Loss

A/c 1,60,000 72,000

-reditors 30,000 32,200

6,380,000 | 2,08,200 6,80,000 | 2,08,200
ee co ms | See

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
at cost being unsold balance of the above noted purchases from the subsidiary

company.

Prepare a consolidated Balance Sheet as at 30. 9, 65 showing in detail
necessary adjustments. (Cc. 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 Stock 68,000 |} 60,600
each fully paid 3,00,000 ' 1,50,000 Sundy Debtors 56,000 | 47,400

Cash 60,000 33,000
General Reserve 1,90,000 6,000 | Invesiment in
Profit & Loss Alc 1,60,000 ——s-:1,08,000 | shares of Sunrise Ltd.
Sundry Creditors 30,000 | 48,300 at cost 1,80,000

6,80,000 | 312,300 6,80,000 | 3,12,300
aemssemenemen 'soneeeemnio=emee ee

dao ian

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

10% 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)

(Ans: 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 itmay go out of existence

only through some legal procedure. J.iquidation proceedings are applicable

to insolvent companies too.

2. Types of Liquidation :

Liquidation

_ eee oe

(i) Voluntary (ii) Voluntary but (iii) Compulsory
under the supervision (Sec. 433483)

(sec. 484—521) of the court
( sec. 522—527 )

a ¥(a) Mimbers? (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 for its duration expires ; or the event

(if any ) on the occurance of which the company is to be dissolved, vuccurs and

the company in general meeting has passed a resolution to wind up; _ or

(ii) if the compagty 2tesolves 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. Ifa declaration as stated above is not filed with the Registrar, the

liquidation is called Creditors’ Voluntary Liquidation.

(2) Voluntary 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 statutor,

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) ifthe 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. Liquidator: 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. !n 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 ficial 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 cash in hand and :

bank and the negotiable instruments held by the company ;

(ii) the debts and liabilities of the company ;

(ili) particulars of creditors stating separately the amount of secured 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 contributori¢

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 tl

sharcholders,
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On winding up it is necessary to settle lists of contributories. Present

inembers i.e. members at the commencement of winding up are included in the

“A” list. Their liability will be the amount remaining unpaid on the shares

held by them. Incase 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 ‘A’? Iist. Each list

must distinguish between those who are 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 distiurse the amounts among
those who are entitled to receive it. He is to maint #1. a proper Cash Book for

1ecording the receipts and payments and from time time he is to submit an

abstract of Cash Book to the Court in case 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 Book since liquidation started.

FORM NO. 156

(See Rule 329)

Companies Act 1956

* Here state whether the winding-up 1s a_ mem-

ber's or creditors’ voluntary winding-np or a winding-up

under the supervision of the Court. 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)

Pursuant to Section 497/509

Name of the Company............ssseee0e Ltd.

Nature of proceeding :»~ NS Date of commencement of the winding-up :

4. Name and address of the Liquidators’ :

Statement showing how the winding-up has been conducted and the

Property of the company has been disposed of from.............0+ 19 (commence-

ment of winding-up) to...... bee een easter teens 19 (close of winding-up).
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Estimated] Value | Pay-
Receipts. value | realised. Payments. ments,

Rs, Rs. Rs,

Assets ; Legal Charges
Cash at Bank Liquidators remuneration :
Cash in hand where applicable—
Marketable Securities %on Rs.. ...realised
Bills Receivable %on Rs......distributed
Trade Debtors Total _.
Loans and Advances (By whom fixed......... 7?)

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 (establish-
Investments other than ment charges and other cx-

Marketable Securities ... penses of liquidation)
Surplus from Securities ... Total costs and charges —_——
Unpaid calls at Commence- (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 :-—

eeetececs Preferential

weseeccnsescancteceeressettacsens | | ww wee Unsecured :
ce etttaeeee eeereceecsssoessecens Dividend(s)...P. in the

rupee on Rs,

Total (The estimate of the amount
Less Payments to reedem expected to rank for

Securities dividend was Rs......)
Costs of execution (iii) Returns to
Payments per Trading Contributoties :

Account ..P. per rupee...... t share...
..FP. per rupee...... + share...

..P. per rupee...... t share...
Add Balance

nae ES | ee

a

* State the number ; Preferential Creditors need not be separately shown if all creditors hav!

been paid in full.

+ 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 day of......

RS. 4... veMccccrvesene + eect!

I pleted that the above statement is true and contains a full and accurate account of the winding
up i the commencement to the close of the winding-up.

ted this,.......
-“

y Of... earereone cccccvecccscevcccceee Does (Sd.)
Liquidator.
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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: ‘hese are creditors who have priority claim over

all other unsecured creditors in a winding-up. These preferential payments

are as follows :—

(a) All Government and local authority dues due and payable within

twelve months beforc the date of commencement of winding-up.

(b) Wages or salary of any employec in respect of services rendered to

luc Company and due for a period not excceding four months within the

twclve months next before the date of commencement of winding up and any

compensation payable (o 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) All amounts 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 compensation under Workmen’s Compensation

Act, 1923.

(f) All sums due to any employee from a provident fund, a pension fund,

4 gratuity fund, or any other fund for the welfare of the employees maintained

by the company.

(g) The expenses of investigation in so faras 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.

Illustration 69 (Liquidator’s Final Statement of Account)

A limited company went into voluntary liquidation with liabilities

amounting to Rs. 30,000 and assets eventually realised Rs. 1,78,000. The capital

ofthe 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
» Call in arrears on ordi. shares » Creditors 30,000

(2,000 ordi. shares @ Re. | cach) 2,000 »» Call in Advance 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. | 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. 5 each )

1,80,000 1,80,000

Illustration 70 (Liguidator’s Final Statement of Account)

X Co. Ltd. went into voluntary Liquidation on 3lst 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 cach, Rs. 5 per Sundry Debtors 7,500

share paid up 1,00,000 | Cash 500

Sundry Creditors 98,725 | P/L Ajc 1,35,729

ae rel een

2,48,725 248,725,

* So much to be received in cash .
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The assets were realised as follows :—

Rs.

Freehold Property 50,000

Plant 5,000

Stock 2,500

Sundry Debtors 5,000

The expenses of liquidation amounted to Rs. 1,250. Of Sundry Creditors

Rs. 3,725 represented Preferential Creditors. The liquidator was paid 5% on

\ealisation of Assets and 24% on the amount paid to unsecured creditors. He

made necessary 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.

(C. U. B.Gom.—Adapted)

Solution

Liquidator’s Final Statement of Account

Rs. Rs,
fo Cash in hand as per Balance Sheet 500 By Liquidation Expenses 1,250

Assets Realised : Rs, ,, Liquidator’s Remuneration 5,500

kreehold Property 50,900 », Preferential Creditors 3,725

Plant 5,000 », Unsecured Creditors 95,000
Stock 2,500 »» Refund of Pref. Share Capital 11,500
Debtors 5,000 (5,000 pref. shares @ Rs. 2°30

——| 62,500 per share )
» Call on Ordi. Shares (on » Balance c/d 25

20,000 shares @ Rs. 2°70 each) 54,000

1,17,000 1,17,000

Sa caeeeiieiimewe

Note: (i) Liquidator’s Remuneration: 5% on Rs. 62,500 and 23% 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 18

assumed that unsecured creditors do not include preferential creditors.

(ii) Assumed that the right of return of capital is pari-passu between

both classes of shares.
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Illustration 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 : lixed Assets 2,00,000

1,000 6% Preference Shares Stock ] ,20,000
of Rs, 100 cach fully paid 1 00,000 Book Debts 2,40 000

2,000 Equity Shares of Rs. hein-
100 each fully paid 2.00,000 Phot aad Las Ae : oe oon

9,000 Equity Shares of Rs. \ _
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 1,106,000

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
» Assets 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

——— 5,083,000 ( 2,000 shares of Rs. 100 each

» Calls on Equity Shares (1, @ Rs. 10 (i.e. Rs. 100—90) per.
sqares @ Rs. 15 (i.e. Rs. 90—75) share. )
per share ) 27,000

le men —
5,75,000 5,75,000
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Deficiency Statement

Rs, Rs. | Rs.
Rs. Bank Loan 1,00,000

Cash 40,000 Liguidator’s Remuneration 5,000
Assets 5,08,000 Trade Creditors »90,000

, 5,48,000 | 4,55,000
|\_—_--_———} Balance ;

5,48,000 ——— -——_—

i. 5;48,000
|” aaa oe

1,000 6% Pref. Shares of Rs. 100
each fully paid 1,00,000 Available Assets 93,000

2,000 Equity Shares of Rs. 100 cach Deficiency 3,42,000
fully paid 2,00,000 .. Loss per Equity Share =
(2000-200) =1,800 Equity Shares 3,42,000
of Rs. 100 each paid Rs. 75 per _—_——

share 1,35,000 (4,000 —200)

= = Rs. 90
3,800 ae

J

| 4,35,000 4,35,000

= “ci

Illustration 72

On 31st December, 1964 X. Go. 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

9,000 Equity Shares of Rs. 80
each fully paid 4,00,0(0

12,500 Equity Shares of
Rs. 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 A/c

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-(a) Dividends on Cumulative Preference Shares are two years in

arrear and dividends on Non-Cumulative Preference Shares are four years in

arrear,
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(b)

(i) Outstanding income-tax demanded but not paid Rs. 2,50,000.

Sundry Creditors include :

(ii) Municipal rates Rs. 4,000.

(111) Wages of factory workers Rs. 10,000.

(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 3% of the

amount realised from the sale of asse's and 2% of the amount distributed to the

unsecured creditors. Liquidation expenses amounted to Rs, 5,000.

Prepare the Liquidator’s final statement of account, showing the distii-

bution. (Cc. U. M. Com. 1965 )

Solution

Liquidator’s Final Statement of Account

Rs Rs,

3,000 By Secured Loan
To Cash Balance, b/ d (By mortgage on building) 2,000,000
» Assets oon Rs. »» Liquidation Expenses 5,000
Buildings 2,25,000 », Liquidator’s Remuneration Be

. s.

“ere 9100 Men rahe = Ts1 "On 925,000 | (tt) 2% on 7,95, — 15,900Debtors 3,00,000 | 925,000 ee
. . ., Preferential Creditors :

Shares @ Re’ 36-61 (i.e. 76:61- 40) | 487.600 |” Income Tax 5000° TM (appro.,) Municipal Rates 4,000
per share 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 Capital

(5,000 shares @ Rs, 3,39
(i.e. 80—76'61) per share) 16,950

13,85,600 13,85,600
ns |

| —
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Deficiency Statement

Rs. Rs.
Rs. Rs.

Cash 3,000 Secured Loan 2,00,000

Assets 9,25,000 | 9.98,000 Liquidation Expense 5,000
Liquidator’s Remuneration 43,650

Pref. Creditors 2,64,000

Bank Overdraft 25,000

5,37,650
Balance 3,90,350

9,28,000 9,28,000
ee eee ~iteinesnecnsmameni

Unsecured Creditors §,31.000 | Available Assets | 3,90,350
Preference Shares :— Deficiency | 13 40,650
2,000 6% cum. 2,00,000
1000 7% cum. 1,00,000 .. Loss per Equity Share—

4,060,000 13,40,650

Iquity Shares :-- 17,500
§ 000 shares of Rs. 80 cach 16-6] .

fully paid 4,00,000 ( approxi. )
12 500 shares of Rs. 80 each

nad Rs. 40 per share 5,00,000

9,00,000

' 17,31,000 17,31,000
1 ete to
| cna

Note: As profit is not earned, consideration for arrear dividend on cumulative

preference shares does not arise.

EXERCISE

1. The Liquidator of Hind Itd. realised Rs. 2,43,600 of the Company’s
assets and paid off the preferential creditors, amounting to Rs. 73,600 and also
paid the Bank which was a creditor for Rs. 4,27,000 secured by 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 shares of Rs. 60 per share paid
up ; 2,000 preference shares of Rs. 100 cach 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 liabilities
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 64% ‘A’ Cumulative Preference Shares of Rs. 100 each fully paid (having

preference as to capital and dividend)—Dividend outstanding Rs. 62,500.

10,000 53% ‘B’ Non-Cumulative Preference Shares of Rs. 100 each fully paid

(having preference as to-capita] 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 I.td. as at 31st December, 1962.

Liabilities Assets

Rs. Rs.

Share Capital : Land & Building 1,00,090

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 Ajc 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

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 1s

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 31st December, 1965, when

the following Balance Sheet is prepared -

Capital Rs. Assets Rs.

Authorised Capital : Goodwill 50,000

30,000 shares of Rs. 10 each 3,00,000 Leasehold Property 48,000

Plant &Machinery 65,500
subscribed and paid up Stock 56,800

capital ; 19,500 ordinary Sundry Debtors 64,820

shares of Rs. 10 each 1,95,000

Sundry creditors : Wash 2,500
Rs. Profit & Loss A/c 98,680

Preferential 24,200

Partly secured 95,310

Unsecured 99,790 1,79,300

Bank Overdraft

(unsecured ) 12,000

3,86,300 3, 86,300

Rs.

Leasehold 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 24% 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. A)

_ 6. On 3ist 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 bee we ~=—:100 100
Debtors vee ... 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

‘Teferential creditors ... 6,000
Share Capital (3,200shares of 3,20,000

Rs. 100 each)
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Estimated liability for bills discounted was Rs. 6,000—estimated to rank

at Rs. 6,000.

Rs. 12,000

Other contingent liabilities were Rs. [2,000—estimated to rank at

The Company was formed on the Ist day of January, 1965, and has made

losses of Rs. 3,13,900

Prepare Statement of Affairs and Deficiency Account. (C.A.)

7. The following was the Balance Sheet of a company when it went into

liquidation on 3lst Decmber, 1965 :

Liabilities Rs. Assets Rs,

Authorised Capital : 25,000 Goodwill 25,000

shares of Rs, 10 each 2,590,000 | Leasehold property 28,000

Subscribed Capital : | Plant & Machinery 35,500
12,000 shares of Stock-in-trade 48,500

Rs. 10 each 120,000 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

Overdraft from

Bank (unsecured) 2,900

2,22,000 2,22,000

Leasehold property which was sold by secured Rs.

creditors themselves 22,900

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 24% 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 XXII

INSOLVENCY

1. What is Insolvency: It means the state of affairs under which a person

can not meet his liabilities and commitments out of lis 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 either 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, banhiup! 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 liquidation proceedings

are applied for winding up its affairs.

2. Acts governing insolvency proceedings: In India insolvency proceedings

are governed by two Acts--(i) Presidency Towns Insolvency Act, 1909 and (i) Pro-

vincial Insolvency Act, 1920. The former Act governs insolvency proccedings in

the city of Calcutta, Bombay and Madras, while the latter all other parts of

India.

3. Official Assignee and Receiver: ‘The 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 Deficiency Account: After the adjudication order

being passed, the insolvent is required to submit (i) Statement of Affairs as on the

date of receiving order and (ii) Deficiency Jccount to show how he has arrived at

the state of deficiency. Different 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 ligbilities are set out in 7 schedules or lists as per Calcutta Rules as shown

t

below : by a
»’

Schedule or Nature of liability Schedule or Nature of liability

List Contained List Contained

(i) A... Unsecured Creditors (v) E ... Gontingent Liability

(ti) Fully Secured Creditors | (vi) F ... Creditors for RentB...

(iii) C ... Partly Secured Creditors | (vii) G ... Preferential Creditors

(iv) 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. (iv) D ... Creditors for rent and

(ii) 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 ves Property (all assets excepting Debtors

and B/R)

(ui) I ves Book Debts (distinguishing between

good, doubtful or bad)

(iii) J wee 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 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 securitics.

(ii) Realisation expenses and remuncration of Official Assignee or

Receiver.

(iii) Preferential creditors.

(iv) Unsecured creditors.

7. Preferential Creditors: Preferential creditors include the following :—

(i) Debts due to Government or local authority ;

(ii) 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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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 musi

verified by oath or solemn affirmation.

Liabilities | Assets I
Gross Fxpected ‘Book |

Liability | (as stated and estimated by to (as stated and estimated values.
Debtor ). ! Rank by Debtor). Pro

Unsecured Creditors as per |
list A~— Property as per List E,
Creditors fully secured as per viz.
list (2) 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
7 (i) Other Property

Less estimated value of Book Debts as per List F—
Securities Good

Creditors for rent, taxes, Doubtful
Salaries, Wages etc, Bad
payable in full as per Estimated to Produce
List D—

Less Deducted Contra Bills of Exchange as per
List G

Estimated to produce
Surplus from securities

with fully Secured
Creditors Contra

Deduct creditors for Preferen-
tial Debts Contra

Deficiency explained in
Statement H

| aie a

Toei ececeees residing at............ make oath and say that the above state!

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 :—

(i) A .. Unsecured Creditors, (iii) C ... Partly Secured Creditors

B/R, Contingent Lia-

bility. (iv) D ... Creditors for rent and

ii) 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)

(ii) I Book Debts (distinguishing between

good, doubtful or bad)

(i) J vee 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 ;

(ii) 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 :

(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 this

sheet and the several sheets, A, B, C, 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 (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

f (i) Other Property
Less estimated value of Book Debts as per List F—

Securities Good
Creditors for rent, taxes. Doubtful

Salaries, Wages etc , Bad

Payable in full as per Estimated to Produce
ist D—

Less Deducted Contra Bills of Exchange 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

| 
_—*

Tooseeceeeeee 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. Rs,

Excess of assets over Net 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 Eapenses incurred since...
other than usual business

Income or profit from ° expenses viz. Household
other sources since... Expenses

Deficiency as per State- Other Losses :
ment of Affairs

Speculation Loss :

Loss on Realisations :

Stock-in-Trade
Freehold Property

Plant & Machinery
Fixtures & Fittings

Others

Iilustration 1

A filed his petition in bankruptcy on 31st Dec., 1968. His books showed

that he owed Rs. 50,000 to trade creditors ; 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 there 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 book debts Rs. 18,000, doubtful debts Rs. 6,000 estimated to realise

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 anc

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.

Draw up his Statement of Affairs and Deficiency Account.

(Delhi University, B. Com. Hons. 1951 —Adapted)

peveare ead tain
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Solution

Statement of Affairs of A

(as on 31st Dec., 1941)

~ | Expected Estimated

Gross Liabilities Assets to
Liability. Rank. Produce

8. RS. Rs
53000 | Unsecured creditors as per Property as per List E:

List A | 53,090 Cash 1,350
10,000 | Fully secured creditors Rs. Consignment Rs 20,000 2000

as per List B 10,000 Furniture aod
+ | Estimated value of Fittings Rs. 2,000 1,000

securities (works) 50,000 ——
——— Total as per List E : 4,350

Balance thereof as per Book Debts as per
contra Rs. 40,000 List F :

—— 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

Estimated to rank

Rs, 22,000
————

Estimated to produce

Surplus from securities in the

| 1 000

22.000 hands of fully secured credi- |
ed

|

1,000 | Preferential creditors as per. tors as per contra 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
_ om

Deficiency Account

Rs. Rs.
Excess of Assets over Liabilities on Net Loss from Business :

Ist Jan. 1964 oss 90,000 For 1966 .. 500
Net Profit from Business For 1967 +» 1,500

for 1964 we 12,000 For 1968 ate --- 4,000 6,000
for 1965 .-» 10,500

——| 22,500 | Bad Debts 18,650
Deficiency as per Statement of Expenses incurred other than
Affairs oss 10,650 trade expenses : Drawings 20,000

Other Losses on:
Stock .-- 17,000
Consignment .-» 18,000
Works .-. 25,000
Furniture & Fittings ... 1,000

Bills Discounted .» 3,000

Speculation .«. 14,500 78,500

1,238,190 1,238,150
Dp ae ee arene

LO )

— —— we ra ee ee,



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; Losson Trading from Ist January to 10th

October, Rs. 374 ; Loss on Sale of Investments made on 13th June, Rs, 200 ;

Drawings Rs. 750. (Chartered Accountants)

(Ans: Deficiency Rs. 3,118 ; Total of Deficiency A/c Rs. 3,307)

2. The liabilities of A who is adjudicated bankrupt on Ist 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 CGo., 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. Ratesand 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 ves vas ve 25

Cash at Bank bes es ves 275
Cash with Solicitors ve aes wes 20

Stock ate wae wee 800
Debtors (Good) .. 2,500

Debtors (Doubtful estimated to produce Rs. 5 5,200) 7, ,200
Debtors baa} 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 ina Jute Co., which were now quoted at

10 per cent premium.

The Debtor’s Capital on Ist 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 ; ‘l'otal of Deficiency A/c Rs. 22,650)

3. Jnanendra Mukherji became bankrupt. From the following particulars

prepare his Deficiency Account and Statement of Affairs :—

Unsecured Creditors: Trade Debts Rs. 8,500, Household Debts Rs. 160.

[rading Profits and Losses: First year Profit Ks. 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.

Yearly 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. Gom. 1935).

(Ans: Deficiency Rs. 1,175; Total of Deficiency A/c Rs. 12,898)

4, Prepare Statement of Affairs and Deficiency Account of Messers. Raye

and Rowe on 3lst December, 1938 :

The firm commenced business on Ist 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 thatsum. Unsecured Creditors Rs. 15,050 ; Creditors fully secured Rs. £9,080
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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. (Cc. U., B. Gom. 1940).

(Ans: Deficiency Rs. 2,370; Total of Deficiency A/c Rs. 32,972)

5. Prepare a Stacement of Affairs of Henry Lawson from the following :

Cashin 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)

(Aus: Deficiency Rs. 1,760)

6. A receiving order was inade against A. Boot on June 25th. ‘The

following are the balances of his books at the date :—

Rs. Rs.
Unsecured Creditors wee wee 3,940
Capital Account, A Boot wee ves 700
J. Smith, Loan Account ves wes 564

W. Jopp, Loan Account wee wes 12,654
Stock wee _ 4,113
Fixture and Fittings aoe ae 250

H. Finlay (rent one year) we 350
H. Jones, Manager (150 per annum) wee 100
Collector Rates and Taxes... eee 85
Cash in hand and at branches wes 110 ,

Horses, Carts, etc. ves wee 251

Bills Receivable i wes 169

Sundry Debtors nes wee 2,446
Cash at Bank , oes 356

Freehold and other property| sas 5,000
Policy of Insurance (Surrender value) wes 1,778
Profit and Loss oe 776

Drawing Account, A. Boot wes 1,219
Interest on Loans 1,925
Contingent Liability on Bills Discounted, Rs, 358
(not expected to rank) oe

18,393 18,393

\ ARS RE AE PLR ATE A BRI eeer ys
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On January Ist 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) ; Preferential 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. 9,000) ; Machinery and Plant Rs. 12,500

(estimated to realise Rs. 5,500) ; Cash in hand Rs. 2.

He started business five years ago with a capital of Rs. 25,000. ‘Lhe trading
after charging interest on capital at Rs. 1,000 per year resulted in a profit of Rs.

602 for the first year and losses of Rs. 370, Rs. +50, 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 A/c Rs. 30,952)

27



CHAPTER XXIV

DOUBLE ACCOUNT

1. Itsmeaning: 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 Balance Sheet. The form of one

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 Account :

The capital items are shown in this part. Receipts on Shares, Stock,

Debentures, Loans etc. are shown on the righthand 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 Jiabilities 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/c and (b) Net Revenue A] c—

(a) Revenue Account: The gross takings are charged with expenses of

operation in the Revenue A/c. This account is written up exactly like Profit

& Loss A/c. The only difference between Profit & Loss A/c and Revenue A/c

is that financial charges like interest etc. are not shown in the Revenue A/c like

Profit &Loss A/c, 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 A/c: The Net Revenue A/c is almost like Profit & Loss

Appropriation A/c. The only difference between Profit & Loss Appropriation
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A/c and Net Revenue A/c is that financial charges like interest on loan, mort-
gage, debentures etc. are shown in Net Revenue A/c. 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 A/c. 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.¢. repairs, renewals etc. are to be charged

to Revenue A/c. Capital expenditure j.e. additions, extensions etc. are shown

in the Capital Account.

3. Prescribed Forms For Electricity Undertakings :

Form No. Ll

Capital Account

for the year ending... ..

2 ee 2 |

oe lee lees 23 |i. legsbn = 2 aCapital Expenditure 2 2 22 a8 $ Capital Receipts 3 i 9 g 3 ° o
38 |SealHos 2/20 wasGs eq age se ae of

ae | BE [8m 6 ge | 8 (gee
Ws | wis [es Cue ieoad

Rs. | Rs. | Rs. Rs. | Rs. | Rs.
1. To Preliminary 1. By Ordinary Shares

Expenses _ 2. ,, Preference Shares
2. s, Land including 3. ,, Debentures

Law Charges 4. ,, Mortgage and
3. 5, Buildings Bonds
4. ,, Plant 5. ,, Calls in Advance |
5. ,, Mains 6. ,, Other Receipts
6. ,, Transformers, |

Motors etc. |
7. ,, Meters
8. ,, General Stores
9. ,, Special items |

Total Expenditure Rs. Total Receipts Rs. |

—_j—_—
Tota! Balance of Total Balance of

Capital A/c Capital Ajc |

Form No. IV

Reyenue Account

for 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. 5, sale of energy for power
room Stores 3. ,, Sale of energy under special

3. 5, 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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Reyenue Account (Contd.)

B. Distribution Rs. | Rs. Rs. | Rs.

1. To Proportion of salaries of Engi- 6, By Rents receivable
3 oWares an d gratuities 7. ,, Transfer fees
oo atuiti .

3, ,, Repairs, maintenance and renc- 8. Other items
wals of Mains 9. ,, Miscellaneous Receipts

- »» Repairs, etc, of Transformers 0. .. Sale of ashes

.,, Repairs, etc. of meters, switches, ” . .
cut-outs and other apparatus on 1. ,, Reconnection and Disconnec-
consumers’ premises tion Fees

C. Public Lamps -

. To Attendance and repairs
» Renewals,’ etc.

D, Rent, Rates & Taxes

1. To Rents Payable

2. » 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

. To Depreciation of Lease

. » Depreciation of Buildings

. 5» Depreciation of Plants

. » Depreciation of Mains

. 5, Depreciation of Meters etc.

H. Special Charges

wa > =— pant

ahh = N=
A fe U2 NO ie

To Bad Debts, etc. a Total Income —
otal Expenditure .

Balance carried to Net Revenue Balance carried to Net Revenue

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 A/c
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 A/c (Form IV)

4, ,, Dividends on Preference Shares 3, ,, Interest on Money on Deposit
. » Income-tax

6. ,, Balance available to Dividends
on Ordinary Shares

Rs. Rs, a
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Liabilities

To Capital Account (Form TIN)
» Sundry Creditors for Capital
Expenditure

» Sundry Creditors on Open
Accounts

» Net Revenue Account (Form V)
», Reserve Fund Account

( From VI )
6. ,, Depreciation Fund Account

(Form VI)

NB —=

wP &
7. 4, Special Items

Rs.

Illust ration 1

Form No. VIII

General Balance Sheet as at

Rs.

SN AV EWN e
(Water works)

Assets Rs,

By Capital Account (Form ITI)
»» Stores in hand
», Sundry Debtors
» Preliminary Expenses

+» Securities held
»» Special Items (To be specified)
,, Cash at Bankers

» Cash in hand |

Make out from the following Trial Balance as on 31st December, 1957, of

the Brahmaputra Valley Co. Ltd., (1) Gapital Account, (2) Revenue Account,

(3) Net Revenue Account, (4) Reserve Fund Account and (5) General Balance

Sheet. 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 2,900

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 25,000

Interest on Debenture Stock to date 10,000

Dividend on Preference Shares to date 12,000

Interim Dividend on Equity Shares, Ist 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
,, Rates & Taxes 25,000 |
,. Balance carried to Net

Revenue A/c 86,740

1,50,410 1,50,410

ae a, i “nan

Net Revenue Accunt for tle year ended 3lst December, 1957

; Rs. Rs.

To Pref. Share Div. 12,000 | By Balance b/d 10,000
» Ord. Share Interim Div. 30,000 | ,, Revenue A/c 86,740
», Interest on Debentures 10,000
,» Reserve Fund 2,420
,» Balance—Net profit transferred

to Balance Sheet 42,320

96,740 96,740

i_niao ba
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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

A

5,000 5,000
ae ee

By Balance bid 5,000

Ir, Capital Account for the year ended 31st December, 1957 Cr.

To Expenditure Rs. To Receipts Rs,

Purchase of Land 30,000 { 6,00,000 Equity Shares of
Construction of Works 10,23,300 Re | ea 6,00,000
Mains & Service Pipes 1,19,200 { 2,00,000 Pref Shares of
Meters 10,500 Re 1 each—6% 2,00,000
Parliamentary Expenses 20,000 | Debenture Stock—5% 2,00,000

Premium on Shares 00,
Balance carried to Genera!

Balance Sheet 3,000

12,03,000 | 12,03,000

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 (Nationa!
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

Illustration 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 cent,-Machinery
74 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, Subscribed 5,000 Shares of
20,000 £10 each, £5 paid ae 95,000
15,000 Debentures of 6 per cent interest ... 15,000
1,000 Depreciation Fund 1,000

Calls in arrears 1,000

9,300 Freehold Land 9,300
4,000 Buildings 5,000

6.000 Machinery at Station 10,000
5,000 Mains 8,000
1,000 Transformers, Motor, etc. 2,000
500 Meters 1,500

300 Electrical Instruments 400

General Stores (Cables, Mains &

1,600 Lamp in Stock) 2,350

250 Office Furniture 250
Coal and Fuel 1,900

Oil, Waste and Engine Room Stores” 750
Coal, Oil, Waste etc. in Stock 100
Wages at ‘Station 3,000
Repairs and Replacements 500

Rates and Taxes - 300
Salaries of Secretary, Manager etc. 1,500
Directors’ Fees 1,000
Stationery, Printing & Advertisement 600
Incidental Expenses 100

Law Charges 200

Sales by Meter — 8,750

Sales by Contract — 5.000

Meter Rents — 300

Sundry Creditors — 1,000

Sundry Debtors 3,000 —
Cash in hand and at Bank 3,300 ° —

56,050 £ 56,050
Oe ae

(Chartered Accountants)
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Solutton

The Dynamo Electric 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

31. ,, 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 Disconnections
ees —

G. Depreciation

To Depreciation of
1. Buildings (@ 24% 125 °
2. Machinery @ 74% 750

3. Mains 5% 400
4. Transformers @ 10% 200

5. Meters @ 15% 225
6. Electrical

Instruments @ 15% 60
1,760

H. Special Charges _

Total 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 », [nterest 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
| en} as

28
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General Balance Sheet as at 30th June...

£Liabilities Assets &
1. To Capital A/c 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. Gash 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

45,295 45,225
= ee

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 500,000

90,000 Pref. Shares of Rs. 100 ,, 20,00,000

Expended on Purchase of Land 10,00,000

ss 5, Building 8,05,000
9 »» Mains and Service Pipes 75,000

» »» Distributing Stations 50,000

¥ ,, Meters 30,000

os 5, Lransformers 12,000

» », Public Lamps 20,000

» », Blec. 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 3lst 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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Z. The figures given below relate to the Bharat Mining Co. Ltd. forthe -

year-ending 3lst 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 each fully paid 11,00,000

6,00,000, 6% Preference Shares of Re. 1 each fully paid 6,00,000

Debentures 5% 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)

(Ans: Capital A/c (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 Sheet in the form prescribed under the

Electricity 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 5,99,968

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 A/e (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 350,000

Investments 9,00,000

Cash in hand & at Bank 7,90,000

Balance transferred from Net Revenue

Account 6,80,000

=D ~“ <onaaseaaamaste

(C.U. B. Com. (Adv.) 1953)

(Ans: Capital A/c (Cr. Balance) Rs. 7,45,000 ; Tolal of General Balance

Sheet Rs. 75,50,000)

5. The following are the balances on 3lst December 1955 in the Books

of the Guntur Power & Light Limited :
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Dr. Cr.

Rs. Rs.

Lands on December 3lst, 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 Gapital 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 A/c
(Gr.) Rs, 23,200; Net Revenue A/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.

(c) By accepting deposits from the public.

(d) By acting as agent of the government or local authority.

3. Main Sources of Income of a Bank: The main sources of income of a

Bank are as follows :—

(a) Interest on loans and overdrafts.

(b) Discounts on bills discounted.

(c) Interest on securities and investments.

(d) Fees for keeping current accounts.

(ec) Commission for financial services rendered.

(f) Profit on overseas exchange transactions:

4. Main Revenne Expenditures of a Bank: The main revenue expenditures

of a Bank are as follows :—

(a) Interest payable on deposits.

(b) Administrative expenditures.

(c) Expenses in connection with maintenance of premises and equip-

ments otc.

(d) Payment of taxes etc.
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5. Books maintained by a Bank: A Bank would usually maintain the

following books :—

(A) Gash Book :

(i) Daily Counter Receipts Book, (ii) Daily Counter Payments Book,

(iii) Sectional Cash Book, (iv) Cash Balance Book and (v) General Cash Book.

(B) Day Books and Journals :

(i) Bills Discounted Book, (ii) Bills Payable Book, (iii) Transfer Journal

and (iv) Journal Proper.

(C) Ledger :

(i) Current Accounts Ledger (ii) Deposit Ledger, (iii). Loan Ledger,

(iv) Agency Ledger, (v) Investment Ledger, (vi) Private Ledger, (vii) Savings

Account Ledger, (viii) General Ledger.

(D) Memorandum Books :

(i) Bill Journal or Diary, (ii) Short Bills Book, (ii) Securities Register,

(iv) Safe Custody Register, (v) Standing Orders Book, and (vi) Specimen

Signatures Register.

6. Forms of the Books used by a Bank :

(A) Forms of Cash Books :-—

(1) Daily Counter Receipts Cash Book

Name of Small
Date | Account Depositor Notes Rupees Coins Amount

Paper | Coins Rs. P. Rs. P.

(2) Daily Counter Payments Gash Book

Cheque Name of Small
Date Na Account Payee Notes Rupees Coins Amount

Paper | Coins | Rs.| P. | Rs. | P.

29
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Receipts (3) Sectional Cash Book Payments

| Parti- : Parti- Pay
Date culars Current; S.B, {| F.D.] Date culars Current} S.B FLD. Order

Irs. P. | Rs.] P. |Rs. | P. Rs |} P. | Rs.| P. | Rs | P. | Rs. |} P.

. |

|
|

Dr. (4) Cash Balance Book Cr.

Date Particulars Amount Date Particulars | Amount

Rg. P, Rs. P.

Dr. (5) General Cash Book Cr.

Date Particulars Amount Date Particulars Amount

Rs. P. Rs. P.

(B) Forms of Day Books & Journals :—-

(1) Bills Discounted Book

Where |Amount| Due | Date | Days} Rate of Amount of
No. |Seller jacceptor) Drawer payable | of Bill |®Date | Disc. jto run'Discount | Discount Remarks

Rs. | P. Rs, P.
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(2) Bills Payable Book

m Drawn
No. | Date of b To Wh Date |Term D Led CB How
of | Accep- |, °% OF | Whom cre | of lof the| ~U° | ©°S |Amount] ~:~: IdisposedBill tance Accepted Payable Payable Bill | Bill Date! Folio Folio 5

-_ Rs. | P.

(3) Transfer Journal

No. &

Date Particulars Name of L. F. | Debit Amount Credit Amouut
CS

Rs, P, Rs. aP.

(4) Fournal Proper

Date Particulars L. F. Debit Amount Credit Amount

Rs. P. Rs. P.

(C) Forms of Ledgers :—

(1) Current Account Ledger

Date Details | Folio | Debit Credit Nature of Balance Dayo Product rae Interest

Rs. | P. | Rs. | P. Rs | P. Rs. | P.
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Dr. (2) Deposit Ledger Cr.

Date | Particulars J.F. | Interest | Amount | Date | Particulars | J.F. | Interest | Amount

Rs.| P. | Rs.] P. Rs. | P. {| Rs.] P

(3) Loan Ledger

C.B. or Date of
. Face Market AmountDate | Amount Journal Security Value Value Interest icp Repaid Balance

Rs. | P. Rs.| P, | Rs. | P. PRs | P. Rs | P oT Rs [P.

(4) Agency Ledger

Nature No. of

Date | Details | Debit Credit of Balance Da § Products Rate | Interest
Balance y

Rs.| P. | Rs. | P. | Rs. | P. | Rs. |] P. Rs {| P

Dr. (5) Investment Ledger Cr.

Date rate Nominal | Income | Capital | Date Part: Nominal | Income | Capital

Rs. | P. | Rs.] P. | Rs. | P. Rg.| P. | Rs.j P. | Rs. | P
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Dr. (6) Private Ledger Ur.

Date Particular Folio Amount | Date Particulars Folio Amount

(7) Satines Account Ledger

Late Details Toho Debit Credit Balance Poe Product | Rate | Interest

Rs | P | Rs | P Rs. | P Re | P

(8) General Ledge

Date Particulars Folio Amount Date Particulars Folio Amount

Rs P R4, P.

(D) Forms of Memorandum Book :—

(1) Bill Journal or Diary

From Due Date of | How CB
Date INo. | Drawer | Drawee | Whom | Date | Tenor Date Collec- | Collec- Fol Amount

| ok Received ve’ | tion ted OL

Rs P.
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(2) Short Bills Book

Or

(Bills for Collection Book)

From
Date Date of | Due Where Date '

No. | Received neem Drawer | Acceptor | pin | Date | Payable | ATMount | paig

Rs. | P.

(3) Securities Register

Loan or Date
From Whom | Nature of Face Market Value CB

Date Received Security Value Value Over. Ret ued OF | Received | Folio

Rs. | P. | Rs. {| P. | Rs. |} P. Rs. | P.

(4) Safe Custody Register

Signature
Sr. . From Whom Date of Signature of

Date | No, | Particulars Received Delivery oie Recepient | Remark

(5) Standing Orders Book

(6) Speciman Signatures Register

This is usually a card-ledger properly indexed.

This book wil} contain all standing orders properly indexed.
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7. Final Accounts of a Bank: A Bank is now required to prepare its Profit

& Loss A/c and Balance Sheet for every financial year in the prescribed forms,

set out in the third schedule of the Banking Regulation Act, 1949. It should

be noted that a Bank’s stock-in-trade being cash, there is no problem of stock

taking and no Trading A/c need be prepared.

Explanation of Some Items appearing in the Final Accounts of a Bank :

(1) Cash Reserve: A scheduled bank is to maintain a reserve equal to 3% of

time deposits as well as demand deposits with the Reserve Bank of India. A non-

g heduled bank is 1equired to maintain a simiyar balance either in cash or as
deposit with the Reserve Bank of India. Every banking company, again, must

continuously maintain in cash, gold or unencumbered approved securities

valued at a price not exceeding the current market price, an amount not less

than 28% of the total of its time and demand liabilities in India.

(2) Money at call and Short Notice : This is short-term advance made by

a bank to other banks or bill-brokers at a low rate of interest against some

securities. These advances are repayable on demand or at short notice. This item

is shown on the assets side of the Balance Sheet under a separate heading.

(3) Current Account (or Current Deposit Account): Deposits on current

accounts are banker’s liability. It is to be shown on the liabilities side of the

Balance Sheet under the heading ‘‘Deposits and Other Accounts.”’

(4) Savings Bank Account (or Savings Deposit Account): Deposits on

savings bank account are liability ofa bank. Itis to be shown on the liabilities

side of the Balance Sheet under the heading ‘‘Deposits and Other Accounts.””

(5) Fixed Deposit Account (or Deposit Account): Money kept in a fixed

deposit account is generally payable after the expiry of a specified period. This

is also a liability of the bank. It appears on the liability side of the Balance

Sheet under the heading ‘“‘Deposits and Other Acc ounts.”’

6) Cash Credits: It means an arrangement between a bank and its

customer whereby a customer is allowed, on his depositing some securities, to

draw on the bank within a fixed limit. Cash credit appears on the assets side

of the Balance Sheet under the heading ‘“‘Advances.”?

(7) Bills Discounted and Parchased : This item denotes the total of bills

discounted or purchased, which have not yet matured. It appears on the assets

side of the Balance Sheet under the heading ‘Ad vances.”

‘” (8) Rebate on Bills Discounted : On the date of Balance Sheet some of

the bills discounted may not mature. The unexpired portion of the discounting

charge (i.e. discount) can not be taken as income earned for the related year.
It is treated asan income received in advance and carried forward to the next
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year by debiting Discount A/c and Crediting Rebate on Bills Discounted A/c.

It appears on the liabilities side of the Balance Sheet under the heading ‘Other

Liabilities.”’

(9) Customer’s Liability for Acceptances and Endorsements : A bank generally

accepts and endorses bills on behalf of its customers. It means that a bank

shoulders liability for its customers. But the bank obtains counter indemnities

from its customers for the liability taken for them. This item, therefore,

appears on both sides of the Balance Sheet.

(10) Now-Banking Assets: Immovable properties acquired by a bank not

for its own use, must be disposed of within seven years from the date of

acquisition. Such non-banking assets will be shown on the assets side of the

Balance Sheet. Profit or loss on sale of such assets is to be separately shown

in the Profit & Loss A/c of the bank.

(11) Bad Debts and Provision for Bad Debts: [These two items are not

shown specifically in the published accounts of the banks, but are deducted

from the total of the incomes. This is done so that the general public do not

lose confidence in the banks. But existence of provision for bad and doubtful

debts is to be suitably indicated in the published accounts of the bank. So

Profit & Loss A/c contains on its income side, the heading, ‘Income (less

provision made during the year for bad and doubtful debts and other usual or

necessary provisions.)’? In the Balance Sheet the item ‘*Loans, Cash Credit

& Overdrafts’? is accompanied by the words ‘other than bad and doubtful

debts for which provision has been made to the satisfaction of the

auditors.”’

(12) Provision for Income [ax: The provision for income tax is deducted

from income. It is not shown as a separate itemin the Balance Sheet, but

included in the items ‘‘Current Accounts & Contingency Accounts.”

(13) Loss on Investments, Gold and Silver: It is deducted -from income

and not shown as a separate item in the Profit & Loss A/c.

(14) Interest on Doubtful Debts: Interest on doubtful debts should be

debited to related Loan A/c but should not be credited to Interest Ajc. It

should be credited to Interest Suspense A/c. For the amount of interest

received in cash the Interest Suspense A/c should be transferred to Interest A/c.

The remaining amount should he closed by transfer to the Loan A/c.

(15) Statutory Reserve: According Sec. 17 of the Act, at least 20% of the

profits prior to declaration of dividend must be transferred to the Reserve Fund.

It is only with the sanction of the Reserve Bank thata bank can stop

such transfer. This Reserve Fund should be shown separately from other

reserves.
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THIRD SCHEDULE

Form B

Form of Profit and Loss Account

Profit and Loss Account for the year ended,...December, 19.

INCOME ( es peegvision ni
uring the year for and doubtfu

EXPENDITURE Rs. debts and other usual or necessary Rs.
provisions.)

1. Interest paid on deposits, 1. Interest and discount.
borrowings, etc. 2. Commission, exchange and

2. Salaries and allowances and brokerage.
Provident Fund (showing sepa- 3. Rents.

rately salaries and allowances to 4. Net profit on sale of invest-
managing director, manager or ments, gold and silver, land,
chief executive officer.) premises and other assets (not

3. Directors’ and Local Committee credited to Reserves or parti-
members’ fees and allowances. cular Fund or Account). |

4. Rent, taxes, insurance, lighting 5. Net Profit on revaluation of
etc. investments, gold and silver,

5. Law Charges. land, premises and other assets
6. Postage, telegrams and stamps. (not credited to Reserves or
7. Auditor's fees. any particular Fund or
8. Depreciation on and repairs to Account). ;

the banking company’s pro- 6. Income from non-banking assets
perty. and profit from sale of or

9, Stationery, printing, advertise- dealing with such assets.
ment etc. 7, Other receipts.

10. Loss from sale of or dealing 8. Loss (if any).
with non-banking assets.

11. Other expenditure.

12. Balance of Profit.

Total Rs. Total Rs.
a ————.

THIRD SCHEDULE

Form A

Form of Balance Sheet

Capital and Liabilities Rs. | Rs. Property and Assets Rs. Rs.

1. Capital : 1. Cash:

Authorised Capital : In hand and with Re-
eeaes Shares of Rs.... serve Bank of India
each (including foreign
Issued Capital : currency notes)

30
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Form of Balance Sheet (Contd.)

Capital and Liabilities Rs. Rs. Property and Assets Rs. Rs.

(viii) Maximum total

amount of ad-
vances, includ-
ing temporary

advances grant-

ed during the
year to the

companies of

firms in which

the directors of

the banking

company _ are

interested as

directors, part-

ners Or manag-

Ing agents or,

in the case of

private compa-

nies, a8 mem-
rs

(1x) Due from bank-

ing companies

6 Bills For Collection

being Bills Receivable

(per contra) :
7, Constituents’ Liabi-

lities For Accep-

tances, Endorsements

and other Obligations

(per contra) :
8. Premises less Dep-

reciation :

9. Furniture and Fix-
tures fess Deprecia-

tion :

10. Other Assets: in-

cluding silver (to be
specified) :

11. Non-Banking Assets,
acquired 10 | satis-

faction of claims (sta-
ting mode of valua-

| tion) :

2. Profit and Loss :

Total Rs, | Total Rs.

Nlustration I (Interest on Doubtful Debts)

Banomali Talapatra is a Debtor of Zenith Bank of India Ltd. The Loan

Ledger of the Bank shows that there is an unsecured loan of Rs. 2,00,000

(bearing interest @ 6% p.a.) in his name on 3\st December, 1960. It was
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feared that the debt would be altogether bad but ultimately 75 p. per rupee of

the loan was realised on 31st December, 1961 and was accepted by the Bank in

full settlement.

You are asked to show (i) the Loan Account of Talapatra and (ii) the

Interest Suspense Account. (C. U. B.Com (Adv.) 1962—Adapted)

Solution

Notes: (1) Interest on doubtful debts should be debited to related Loan A/c

but should not be credited to Interest A/c. It should be credited to Interest

Suspense Alc. For the amount received in cash, the Interest Suspense A/c should

be transferred to Interest A/c. The remaining amount should be closed by

transfer to the Loan Ajc.

(2) Banks usually close books for internal purposes, on 30th June.

(3) Assumed that interest is payable half-yearly i.e. on 30th June and

31st December.

Dr. Loan Account (Talapatra) Cr.

196) Rs 1961 Rs.
Jan I To Balance b/d 2,00,000 {| June By Balance c/d

30 2,06,000
June » Interest Suspense A/c 6,000

30 | (Interest @ 6% for 4 year )

2,06,000 2,06,000

na

1961 1961 | By Cash A/c 1,59,000
July 1/ To Balance b/d 2,06,000 | Dec | ,, Interest Suspense A/c 3,000

31 | ,, Bad Debts 50,000
Dec.
3] ,» Interest Suspense A/c 6,000

2,12,000 2,12,000

nee § eee

Dr. Interest Suspense A/c Cr.

19 1 Rs, 1961 Rs,
June | To Balance c/d June | By Loan Account 6,000

30 6,000 -30 | (Interest @ 6% for } year)

6,000

=——_!

196] 1961

uly 1 Balance b/d 6,000
Dec. | To Loan Account—Transfer "
31 | ,, Interest A/c Dec ,»» Loan Account 6,000

12,000

aS
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Mustration 2 (Bank Final Accounts)

The following is the Trial Balance of A Bank Ltd. as on 31st December, 1959

Dr. Cr.

Share Capital Account : Authorised and Paid-up : Rs. Rs,
10,000 shares of Rs. 100 each, Rs. 50 paid up 5,00,000

Reserve Fund 8,00,000
Fixed Deposit Account 30,00,000
Savings Bank Deposits 20,00,000
Current Accounts and Unadjusted Contingency 1,10,00,000
Money at call and Short Notice—in India 1,00,000

» outside India ‘50, 000
Bills discounted and ‘purchased—in India 4,50,000

* —outside India 1,00,000
Investments at cost
Sh Central and State Government and Trust Securities 50,00,000

ares :

Ordinary—Fulty paid 5,00,000
Preference— ,, 1,00,000
Preference Shares— partly paid (calls to be made Rs. 25,000) 50,000

Debentures 2,00,000
Gold 12,00,000
Pakistan Government Securities 5,00,000
Reserve for Buildings 5,00,000
Interest and Discount 6,50,000
Commission, Brokerage and Postage 60,000
Rents 20,000
Interest on Deposits, Current Accounts, etc. 2,00,000
Salaries (including Rs. 3 ,000 to General Manager) 2, 15,000
Postage and Telegrams 5,000
Rent, Rates and insurance, etc. 11,000

Legal Charges 500
Directors’ Fees 2,500
Auditors’ Fees 1,500
Misceflaneous Receipts 61,0U0
Premises at cost 50,00,000
Additions to Premises 10,00,000
Depreciation Fund on Premises 40,00,0000
Repairs to Premises 60,000

Stationery, Printing and Advertisements 72,000
Stamps 3,000
Other Expenses of the Business 15,000

Cash in hand 62,000
Cash with Reserve Bank in India 12,00,000
Cash with Pakistan State Bank 5,00,000
Cash with Other Banks in India 6,00,000
Unclaimed Dividends 12,000
Unexpired Discounts 25,000
Loans, Advances, Overdrafts and Cash Credits :

In India wee
In Pakistan ees 58,00,000

Branch Adjustments 9,00,000
1,00,000sueance Payment of Tax 60.500

Interest accrued on Investments 1,25,000
Interim Dividend on Share Capital 25,000
Non-banking Assets acquired in satisfaction of claims. 10,000

| from Banks in India 125,000
» » Pakistan 15,000

Bilts Rayab 10,00,000Profit are yes Account 1,50,000
Dividend Equalisation Fund 3,00,000

2,42,18,000 | 2,42,18,000
EE, allie
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The Bank had Bills for collection for its constituents Rs. 1,50,000 including

Rs. 50,000 in Pakistan as on 3lst December, 1959; also acceptances and

endorsements for them amounted to Rs. 2,00,000 on that date. There was a

claim of Rs. 1,00,000 against the Bank not acknowledged as debts} Liabilities

on bills rediscounted was £ 1,200 on foreign bills and Rs. 50,000 on Indian

bills. Liabilities on account of Outstanding Forward Exchange Contracts

amounted to Rs. 10,00,000, The Directors decided to reserve Rs, 1,000 more

for unexpired discounts. Bonus to staffto be provided for Rs. 42,000 including

bonus to General Manager for Rs. 5,000. The Directors decided to transfer

Reserve for Building to Depreciation Fund Account as new premises have been

completed. Out of loans to clients in Pakistan, a loan to the extent of

Rs. 5,000 is considerd bad and the Directors have passed a resolution to write it

off. All other loans and debts are considered good.

You are required to prepare Profit and Loss Account and Balance Sheet

as at 3lst December, 1959, as required by the Banking Companies Act, 1949.

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

Solution

Profit & Loss A/c

for the year ended 3lst December, 1959

nicome (css provision made during
the years for bad and dow

Expenditure Rs. debts and other usual or necessary Rs.
provisions)

To Interest paid on Deposits, By Interest & Discount 6,50,000
Current A/cs. etc. ons 2,00,000 } By Commission, Brokerage &

To Salaries (including Rs. 3,000 Postage 60,000
to General Manager) 2,15,000 | By Rents eee 000
Bonus to staff 37,000 By Miscellaneous Receipts eee 61,000
Bonus to General

Manager 5,000
————} 42,000

To Directors’ fees 2,500
To Rent, Rates, Insurance ctc. 11,000
To Law charges wee 500
To Postage & Telegrams etc. 5,000
To Auditor’s Fees eve 1,500
To Repairs to the Premises 60,000
To Stationery, Printing &

Advertisement 72,000
To Other Expense 15,000
To Bad Debts written off 5,000
To Reserve for Unexpired
Discount ses 1,000

To Balance, being Profit 1,60,500

7,91, 000 | 7,91,000
Je

To Interim Dividend 25,000 } By Profit & Lass A/c— 1,50,000
To Balance c/d aes Balance b/f wee

(Transferred to Balance Sheet) 2,85,500 | By Profit for the current year... 1,60,500

3,10,500 3,10,500

=a | paeeueememmnenneel
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EXERCISE

1. Bengal National Bank Ltd. was registered with 50,000 shares of Rs. 25.

each, of which 40,000 shares were issued to the public and all those shares

were taken up and Rs. 20 per share were called up and paid up.

From the undermentioned particulars you have been asked to give the

Balance Sheet of the Bank as at 3lst December, 1948.

i. Rs,

Reserve Fund 2,50,000 | Cash Balances :
Reserve for Bad & Doubtful Debts "30, 000 at H. O & Branches 1,50,000
Liability for expenses 20, ;000 With other Bank 4,50,000 6,00.000
Investments at cost 3,00, 000
Loans, Overdrafts & Cash Credits 36, "50,000
Furniture 20,000 Profit & Loss A/c (Cr.) 1,75,000
Less Depreciation 1 ‘000 19,000

Buildings 2,40,000
Less Depreciation 24,000 2,16,000

Rebate on Bills not yet due 10,009
Fixed Deposits 20,00,000

Current Accounts 15,00,000

The following additional imformation has been supplied :

Rs.

Acceptances & Endorsements on behalf of Customers 95,000

Undistributed Profits 50,000

Profits & Loss A/c—Profit during the year 1,25,000

Give the Balance Sheet of the bank in the prescribed form of the Act.

(C.U. B. Gom (Adv.) 1949—Adapted)

(Ans: Balance Sheet total Rs. 48,80,000 )

2. The following is the latest Balanee Sheet, as at 3lst March, of Homi

who is the sole proprietor of a small but select outfitting business. His turn-

over for the year was Rs. 8,00,000, his gross profit Rs.

profit Rs. 1,25,000.

Liabilities

Sundry creditors ;—

Bills Payable

Open Accounts

Bank Overdraft

Capital

Homi approaches you as a bank manager for an overdraft

Rs,

20,000

15,000

5,000

3,60,000

4,00,000
1a

2,00,000 and his net

Assets Rs.

Sundry Debtors :—

Bills Receivable 50,000

Open Accounts 50,000

Stock-in-hand 85,000

Furniture & Fixtures 15,000

Premises 2,00,000

4,00,000

of Rs. 50,000
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to enable him to modernise his shop. He is averse to mortgaging his property

but offers to pledge the Bills Receivable and to mortgage to you his Life

Policy, which is not included in the Balance Sheet and which has a surrender

value of Rs, 10,000. What would you do? (Institute of Bankers, 1967)

3. From the following balances of the Janta Commercial Bank Ltd.,

as at 31st December, 1963, prepare Profit and Loss Account and Balance Sheet.

The Authorised Capital consists of 20,000 shares of Rs. 100 each. The whole

Capital has been subscribed, but only 50 per cent has been called up. The

Bank has accepted Rs. 2,00,000 worth of Bills (without consideration) on behalf

of customers, the securities lodged against these amounting to Rs. 3,00,000.

Provide Rs. 8,000 for depreciation on Buildings, Rs. 3,500 on Furniture, Rs.

25,000 for Investment Reserve Fund and Rs. 20,000 by way of Bad Debts

Reserve. An ad interim dividend at the rate of 7 per cent per annum was

paid for half-year ending 30th Jnne, 1963. Profit as per previous Balance Sheet

was Rs. 1,80,333. In the item of interest, exchange, etc. is included a sum of

Rs. 5,900 for Rebate on Bills discounted.

Rs. Rs.

Paid up Capital 10.00,000 Interest, exchange etc. 3,12,225

Buildings (cost Investments (at cost) 2,78,125

Rs. 3,00,000) 2,05,000 Investments Reserve Fund 35,000

Balance of Profit & Loans to customers 50,00,000

Loss Appro. A/c Liabilities for expenses 46,894

(Ist Jan. 1963) 40,333 Cash credits & Overdrafts 34,00,520

Advertising 1,650 Postage & Telegrams 1,156

Current Accounts 34,12,829 Unexpired Insurance 437

Cash with other Banks 16,05,125 Printing & Stationery 3,390

Directors’ and Auditors’ Stamps on hand 189

Fees 5,980 Rents, Rates, & Insurance 8,507

Cash at Head Office Reserve Fund 2,65,000

and Branches 4,16,324 Salaries 52,150

Furniture & Fixtures Reserve for Bad Debts etc. 40,000

(cost Rs. 50,000) 37,280 .

Fixed Deposit 58,98,554 (1-0.W.A.—Final)
(Ans: Profits Rs. 1, 76,990; Balance Sheet total Rs. 1,10,71,500)

4. The following balances appeared in the books of the Janta Bank Ltd.,

on June 30, 1957. .~

Rs.

Capital authorised and issued—40,000 shares of Rs. 5 each,

Rs. 3 paid 1,80,000

Loans on Securities, advances to customers, etc. 12, 18,860
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Bank Buildings at cost, less amounts written off 30,890

Profit & Loss A/c—balance at June 30, 1956—Cr. 15,230

Reserve Fund ees 1,00,000

Gash on hand and balances with Reserve Bank of India 4,26,590

Balances with other banks and money at call 5,28,490

Bills discounted wee 7,90,000

Dividend paid, February 1, 1957, free of tax we 6,000

Deposit, Current & other accounts including contingency reserve 36,51,800

Profit on banking operations for the year after charging all

expenses including taxation and making provisions for

contingencies wes 47,450

Union Govt. securities at cost vee 8,50,270

Corporation Debentures and other investments at cost 55,460

Outstanding on account of customers’ endorsement, guarantees,

acceptances, confirmed credit, etc. vee 2,86, 380

The bank held among its investments 5,000 shares of Rs. 5 paid in

Industrial Finance Corporation Ltd. The market value of the bank’s invest-

ments was in excess of cost. Directors’ remuneration charged against profit on

banking operations amounted to Rs. 5,650.

The Directors propose out of the above profit for the year :

(1) to provide a further Rs. 10,000 for contingencies ;

(2) to transfer Rs. 20,000 to Reserve Fund ;

(3) to write Rs. 5,000 off Bank Buildings ;

(4) to declare a final dividend of Rs. 6,000 free of tax, payable on

August 1, 1957;

(5) to carry forward the balance to the next account.

You are required to prepare a Balance Sheet at June 30, 1957, and a Profit

& Loss A/c for the year ended June 30, 1957. (Institute of Bankers, 1958)

(Ans. : Profit for the year Rs. 21,680 ; Balance Sheet total Rs. 42,09,940)

5. From the following Ledger Balances of Urban Banking Corporation

Ltds extracted on 3lst December, 1961, you are required to prepare Profit &

Loss A/c for the year ending 3lst December, 1961, and Balance Sheet as at that

date :—

Rs

(1) Share Capital Account (Authorised and paid up

6,000 shares of Rs, 100 each, Rs. 50 paid up) 3,00,000

(2) Interest and Discount received 8,50,000

(3) Premium on shares ee 1,00,000

(4) Balance with Reserve Bank of India 14,50,000
(5) Commission, Brokerage and Exchange received 2,80,000



(6)

(7)

(8)

(9)

(10)

(11)

(12)

(13)

(14)

(15)

(16)

(17)

(18)

(19)

(20)

(21)

(22)

(23)

(24)

(25)

(26)

(27)

(28)

(29)

(30)

(31)

(32)

(33)

(34)

(35)

(36)

(37)

(Ans. ;

BANK ACCOUNTS

Balance with other Banks in India

Interest paid on Deposits, etc.

Money at call and short notice

Saving Bank Deposits wee

Rents, Rates and Insurance Premium paid

Current Accounts, Contingency Accounts etc.

Law charges paid

Shares and Debentures purchased

Miscellaneous Receipts from Constituents

Cash in hand on 31-12-61

General Reserve Fund

Rents received from tenants occuping the Bank premises

Fixed Deposits

Salaries Allowances etc. paid

Bills discounted and purchased

Postage telegrams and stamps

Bills payable

Securities of the Central and State Governments
purchased

Directors’ fees and allowances

Advance Payment of Tax

Auditors’ fees

Bank Premises (Cost Rs. 20,00 000)
Unclaimed Dividend

Depreciation

Unexpired discounts

Miscellaneous expenses

Repair to Bank Premises wee

Stationery, Printing & Advertisements

Profit and Loss A/c (Credit Balance on 1. 1. 61.)

Loans, Overdrafts & Cash credits

Branch Adjustments ( Debit Balance)

Interest Accrued on Investments

245

5,530,000

3,50,000

2,950,000

20, 00,000

25,000

45,00,000

10,000

3,65,000

20,000

82,000

2,00,000

50,000

61,00,000

2,75,000

8,50,000

65,000

7,00,000

23,00,000

28,000

1,25,000

12,000

16,50,000

15,000

50,000

35,000

20,000

74,000

46,000

50,000

60, 23,000

4,75,000

25,000

(I. C. W. A.—Final)

Profit Rs. 2,45,000 ; Balance Sheet total Rs. 1,41,45,000)

6. From the following Trial Balance of the Excellent Bank Ltd. prepare

the Balance Sheet and Profit and Loss Account.

the following :—

1.

2.

3.

You are requested to provide

5,00,000Reserve for Taxation

Transfer to Reserve Fund 15,00,000

Transfer to Dividend Equalisation Fund 5,00,009



246 ACCOUNTANCY-—PRINCIPLES & PRACTICE

Trail Balance on 31st Dec. 195]

Current Deposits

Savings Bank Accounts

Fixed and Time Deposits

Sundry Creditors Account

Debts due to banks secured by investments

Bills Receivable
Customers’ Liability for acceptances

Rebate on Bills Discounted

Branch Adjustment (credit)

Reserve-Fund

Dividend Equalisation Fund

Capital : 2,00,000 shares of Rs. 100 each

Rs. 50 per share paid

Interst and Discounts Received

Exchange and Commision (Cr.)

General Charges Recovered

Profit and Loss A/c, Balance on Ist Jan. 195]

Cash in hand

Cash with Banks

Money at Call

Bills for collection’

Liability for customers’ acceptences

Investment in Government securities

Investment-in shares

Interest accrued on Investments

Cash Credits and Loans

Bills purchased and Discounted

Furniture, Fixture and Equipment

Depreciation

Interest paid

Exchange and Commission paid

Salaries

Directors’ Fees

Stationery and Advertisements

Miscellaneous Expenses

Land and Building

Rs.

4,55,00,000

1,45,20,000

3.71,80,000

4,55,000

1,22,00,000

2,21,00,000

1,11,68,000

15,000

45,55,000

1,00,00,000

25,00, 000

1,00,00,000

58,00.000

17,00,000

55,000

8,52,000

4,87,500

68.69,500

15,00,000

- 2,21,00,000

1,11,68,000

- 4,52,00,000

47,00,000

8,75,000

«+» 4,41,00,000

-» 3,31,00,000

5,00,000

5,00,000

12,00,000

1,00,000

24,00,000

1,00,000

4,00,000

3,00,000

30,00,000

(C.A. Final)

(Ans: Profit Rs. 25,55,000 ; Balance Sheet total Rs. 17,36,00,000)



CHAPTER XXVI

INSURANCE

(A) Accounts of Insurance Companies

1. Classification of Insurance Business: Insurance business is groupped

into two main categories—

(a) Life Insurance business and

(b) General Insurance business.

General Insurance includes the following :—

(i) Fire Insurance,

(ii) Marine Insurance,

(iii) Accident Insurance

(iv) Burglary Insurance

(v) Fidelity Insurance

(vi) Workmen’s Compensation Insurance

(vii) Consequential Loss Insurance etc.

2. Regulating Acts: On Ist September, 1956, the Life Insurance Corpora-

tion of India was established under sec 3 of the Life Insurance Corporation

Act, 1956. Life insurance business in India can now be carried on only by the

Life Insurance Corporation of India. The Insurance Act, 1938, as amended in

1950 and Marine Insurance Act, 1963 regulate the Insurance business inIndia.

So far as life insurance ‘business is concerned, Insurace Act is supplemented

by the Life Insurance Corporation Act, 1956. The varicus provisions of

Insurance Act, 1938, regarding preparation of Final Accounts continue to

appply to all types of insurance.

3. Seme Important Terms :

(i) Insurable Interest—The interest which the assured possesses in the subject

matter of a contract of Insurance is known as Insurable [nterest.

(ii) Assurance—Life Insurance in called Assurance as it covers an event which

is bound to take place, i.e. death or attainment of a specified age, as it is a

continuing guarantee provided premiums are paid, and as it is a contract to

pay a definite sum upon the happening of a certain event.

(iii) Policy—The stamped document in which the contract of insurance is

embodied is called a Policy.

(iv) Annuity—It means the total amount paid to an annuitant during a

year under an Annuity Policy.

insured Whole Life Policy—T his type of policy matures only on the death of the
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(vi) Endowment Policy—This type of policy matures on the policyholder
ieaching a specified age or on his death whichever is earlier.

(vii) Re-Insurance—It is a practice amongst Companies to reinsure a part of

the risk with another Insurance Company in order to cover itself against a large

risk. Re-insurance can be for part of the amount or for some of the risks.

The Re-insurance Company will pay a commission on the premium received.

(viii) Double Insurance—When a person insures his property with more than

one Company, without any fraudulent intent, it is called Double Insurance. If

there is loss, he can recover on all the policies provided that the total amount

realised does not exceed the actual loss suffered by him.

(ix) Surrender value—It is the amount which the assurers i.e. Insurance

Gompanies are prepared to pay to the assured in total discharge of the contract

in case the assured wishes to surrender his claim in such policy. Surrender

value, in other words, is the present cash value of the policy.

(x) Clam—~It means the amount payable by the Insurance Company

In case of a whole life policy, the amount payable on the death of a policy-

holder is called clam by death. The amount payable on the policyholder reaching

the specified age is called claim by maturity. Claim includes bonus.

(xi) Bonus—It is the share of profit which a policyholder gets from the

Life Insurance Company. Bonus may be Reversionary i.e. it would be payable

along with the claim. It may be Cask ie. bonus would be payable immediately

Bonus may be utilised by the policyholder in adjusting premium due from

him. In that case it is known as Bonus in Reduction of Premium.

4. Books of Accounts for Life Iasurance Basiness: The following are the

books generally kept by a Life Insurance Business :—(i) Proposal Register,

(11) New Premium Cash Register, (1ii) Renewal Premium Cash Register, (iv)

Agency and Branch Cash Book (v) Petty Cash Book, (vi) Claims Cash Book,

(vii) General Cash Book, (viii) Agency Credit Journal, (ix) Agency Debit

Journal, (x) Register of Policyholders (xi) Register of Claims Advised, (xii)

Lapsed & Cancelled Policies Books, (xiii) Chief Journal (xiv) Commission

Book, (xv) Agency Ledger, (xvi) Policy Loan Ledger, (xvii) Investment

Ledger, (xviii) General Ledger, (xix) Register of Insurance Agents.

5. Preparation of Final Accounts of Life Insurance Business: At the end of

every financial year a Trial Balance is prepared from the General Ledger. From

that Trial Balance a Revenue Account and a Balance Sheet are drawn in Forms D and

A respectsvely, of the Indian Insurance Act, 1938.

Revenue Account: The Revenue Account is to be prepared in Form D of

the Act. This Account does not exhibit the profit or loss of a life insurance

business. It simply indicates the excess of income over expenditure, which

is transferred to the Life Assurance Fund.
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Items appearing on the Credit Side of Revenue Alc: (i) Life Assurance-Fund as

at commencement, (2) Premiums received less premiums paid for re-insurance,

(3) Gonsideration for annuities granted, (4) Interest, Dividend, Rent less Income

Tax, (5) Fines for getting lapsed policies revived, (6) Registration Fees, (7)

Other incomes and gains, etc. All the incomes must be adjusted for outstand-

ing items.

Items appearing on the Debit Side of Revenus Alc: (1) Claims including out-

standing less re-insurance, (2) Annuities paid and due, (3) Surrenders, (4)

Bonus in cash, (5) Bonus in Reduction of Premium, (6) Gommission, (7) Ex-

penses of Management, (8) Income Tax on Profits, (9) Bad Debts (10) Other

Expenditures (11) Balance of Life Assurance Fund at close etc.

6. Ascertainment of Profit of Life Iasurance Business :

The true profit or loss of a Life Insurance Business can only be ascer-

tained by ‘Actuarial Valuation’®* This valuation shall take place once at least in

two years’. The Life Insurance Corporation of India gets the valuation done

every two years. So, it can not ascertain its profit every year. The object of

the actuarial valuation is to estimate the present value of the total future premium

receivable on the existing policies and also the present value of total liabilities on

these, policies. The excess of the present liability on the existing policies over

the present value of the total future premiums receivable is known as Net

Liability. The Net Liability is set against the Life Assurance Fund. The excess

of Life Assurance Fund over Net Liability would be profit of the Life Insurance

Business. Ifthe Net Liability exceeds the Life Assurance Fund, there will

be loss.

a

Valuation Balance Sheet-—The profit or loss shown by actuarial valuation is

shown in a statement known as Valuation Balance Sheet which is shown

below :—

Valuation Balance Sheet of.........++ AS Ab scescees sevens 19.0.4.

Net Liability under business as shown Balance of Life Assurance Fund as

in the summary and valuation of shown in the Balance Sheet.

Policies. Deficiency, if any.

Surplus, if any.

32



250 ACCOUNTANCY—PRINCIPLES & PRACTICE

7. Treatment of Profits ascertained by actuarial valuation: If there is

profit a dividend may be declared and the remainder may be allocated towards

bonus to the policyholders. Previously policyholders were entitled to 924% of

the profit, but after nationalisation their share of profit has been raised to 95%.

In order to find out the share of policyholders, interim bonus paid, if any,

should be added back to the profit. Any expenses still to be met should be

deducted from the profit.

8. Ascertainment of Profit of General Insurance Business (i.e. Business other

than Life): In case of marine, fire, accident and other insurances, the contracts

are only for one year. So, there is no question of future liability. Buta provi-

sion must be made for unexpired risks on the policies unmatured at the time

of closing. The minimum reserve required is 40% of the net premiums. The

Executive of the General Insurance Council has however recommended that

in case of marine insurance the provision against unexpired risk should be 100%

of net premiums and in case of other general insurance business the provision

should be 50% of the net premiums. A Revenue A/c in prescribed form

is to be prepared, which will reveal profit or loss unlike Life Insurance

Revenue A/c.

Items appearing on the Credit Side of Revenue Alc :

(1) Provision against unexpired risk at the beginning of the year, (2)

Premiums less re-insurance, (3) Interest and Dividend less Income Tax, (4)

Other incomes, if any.

Items appearing on the Debit Side of Revenue Alc :

(1) Claims less covered by reinsurance, (2) Commission paid to agent,

(3) Expenses of Management, (4) Other expenses and losses, (5) Provision

against unexpired risks required at the end of the year.

If credit side is heavier, there is profit. On the other hand, if debit side is

heavier, there is loss.

The profit or loss revealed by Revenue A/c is transferred to Profit & Loss

A/c. Expenses, losses, gains and incomes not applicable to any particular

insurance business will be shown in this account.

9, Prescribed Forms for Revenue A/c, Profit & Loss A/c, Profit & Loss

Apporpriation A/c and Balance Sheets for all types of Insurance Business :
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FORM B

Form of Profit and Loss Account

Profit and Loss Account of Sor the year ended 19

Rs. Rs.
Indian Central Taxes on the Insurer’s Interest, Dividends and Rent not

Profits not applicable to any applicable to any particular
particular Fund or Account. fund or Account.

Expenses of Management not appli- Less—Income-tax thereon
cable to any particular, Fund or
Account .

. Profit on realisation of Investments

Less on Realisation of Investments not credited to Reserves or any
not charged to Reserves or any particular Fuad or Account.
particular Fund or Account.

Appreciation of Investments not

Depreciation of Investments not credited to Reserves or any
charged to Reserve or any part- particular Fund or Account.
cular Fund or Account.

Profit transferred from Revenue

Loss transferred from Revenue , Accounts (details to be given).
Accounts (details to be given)

| Transfer Fees.

Other Expenditure to be specified Other incomes to be specified.

Balance for the year carried to Balance being loss for the year
Appropriation Account carried to Appropriatuon

Account.

a ————

FORM C

Form of Profit and Loss Appropriation Account

Profit and Loss Appropriation Account for the year ended 19.0.0.

Rs. Rs,
Balance being loss brought forward Balance brought forward from last

from last year. year Rs......
Less—Dividends since paid in

Balance being loss for the year respect of last year (to be
brought from Profit and Loss specified and if free of tax to be

Account as in Form B. so stated).

Dividends paid during the year on Balance for the year brought from
account of the current year to be Profit and Loss Account as in
specified and if free of tax to be Form B.
so stated.

Transfers to any particular Funds or Balance being loss at end of the
Account (details to be given). rar as shown in the Balance

cet.

Balance at end of the year as shown
in the Balance Sheet.

oD ea

| inion a
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TUustration I (Life Insurance Revenue Alc ; Valuation Balance Sheet )

The Quinquennial valuation of Northern India Life Insurance Co,

Ltd. having a paid up capital of Rs. 5,00,000 disclosed a net liability of

Rs. 46,50,000 on all their policies and contracts in force on 31. 12. 1950.

From the figures set out below, prepare the Revenue Account for the five

years ended 31. 12. 1950 and a valuation Balance Sheet as on that date showing

the surplus for the Shareholders and Policyholders : , ,

Life Insurance Fund on Ist January °46 50,00,000
Premiums 25,80,000
Interests, Dividends & Rents 15,20,000
Fines for revival of lapsed Policies wee 1,250
Consideration for annuities granted aes ‘85,000
Claims 2,80,000
Reinsurances (Irrecoverable) wee 2,000
Expenses of Management wee 2,30,000
Commission 1,15,000
Bonuses in reduction of Premium 3,550
Annuities eee 1, 14,000
Surplus on revaluation of reversions 9,000

Surrenders wee 1,70,000
Inc ome-l ax ate 2,40,000
Bonus in Cash bee 1,12,500

(Patna University, B. Com. 1952)
Solution

The Northern Life Insurance Co. Ltd.
Revenue A/c for the year ended 31st Dec. 1950

7 (In respect of Life Business) 7

Rs. Rs.
1. Claims under Policies : 2,80,000 [| 1. Life Insurance Fund at the

By Death beginning | 50,00,000
By Maturity 2. Premiums : 25,80,000

2. Annuities 1,14,000 (i) 1st year Premiums
8. Surrenders 1,70,000 (ii) Renewal Premiums
4. Bonuses in Cash 1,12,500 (iii) Single Premiums
5. Bonuses in Reduction of | 3. Consideration for Annuities

premiums 3,550 Granted 85,000
6. Expenses of Management : 3,45,000 | 4, Interest, Dividends and Rents 15,20,000

(i) Commission 5. Registration Fees _

(ii) Salaries ete 115,000) ° Fines for Revi al f lail rl ’ i i

(ui) Travelling Expenses meee polices 1,250
w Directors’ Fees Surplus on Revaluation 9.000
C3 Me bee of reversions ,

(vii) Law Charges
(viii) Advertisements
(ix) Printing & Stationery
(x) Other Expenses of

Management
(xi) Rent of Offices

7. Bad Debts —
8. Taxes (Income) 2,40,000
9. Other Expenditures —_
10. Re-insurances (Irrecoverable) 2,000
11. Life Insurance Fund at

the end 79,28,200 .
eR CETERSTANRSIT

9] ,95,250 91,95,250
ne | ia
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Valuation Balance Sheet

as at 3lst Dec. 1950

| Rs. . Rs.
Net Liability under business Balance of Life Insurance
as shown in the summary Fund as shown in the
and Valuation of Policies 46,50,000 Balance Sheet 79,28,200

Surplus, if any 32,78,200 | Deficiency, if any —_

79,28,200 79,28,200

a_i | Guneessnetiti,

Illustration 2 (Life Insurance Revenue Alc & Balance Sheet)

From the following figures relating to the Devonshire Life Assurance Co.

compile its Revenue Account and Balance Sheet for the year ending 31st

December, 1951, in the prescribed form, Shareholders’ Capital, Rs. 2,50,000 in

2,500 shares of Rs. 100 each, with Rs. 10 paid up on each :-—

Rs,

Shareholders’ undivided

Profits 33,786

Life Assurance Fund on

Ist Jan. 1951, including

paid up capital and

undivided Profits 18,25,412

Claims by death 93,067

Claims matured by Survivance 47,466

Surrenders 8,636

Commission 8,224

Premium 1,34,872

Interest, Dividends & Rents

received 72,563

Management Expenses 25,860

Dividends to Shareholders 3,265

Fines and Fees 201

Income-tax 3,525

Written off Securities upon

Revaluation 17,089

Rs.

Mortgages in India 1,72,332

Loans on Company’s Policies 90,152

Freehold Ground Rent 12, 18,310

Claims admitted but not

paid 5,846

Claims announced but not

admitted 22,846

Government Securities 1,47,259

Railway Shares etc, 74,145

Houses Property 1,05,292

Agents’ Balances outstanding 19,976

Outstanding Interest & Rents

receivable 16,968

Outstanding Premiums—

Head Office 1,465

Sundry Creditors 142

Cash in-hand and at Bank 5,994

Furniture & Fittings 2,857

(National Union of Teachers—Adapted)
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Solution

Devonshire Life Insurance Co. Ltd.

Revenue A/c for the year ended December 31, 1951

(In respect of Life Business)

Rs. Rs,
1. Claims under Policies : 1. Life Insurance Fund at the

By Death | 93,067 Beginning 17,66,62
By Maturity 47,466 | 2. Premiums : 134,87

2. Annuities — 0) Ist year Premiums
3. Surrenders 8,636 (11) Renewal Premiums
4. Bonuses in Caslr — (tii) Single Premiums
5. Bonuses in Reduction of 3. Consideration for Annuities

Premiums —_ Granted —
6. Expenses of Management : 34,084 | 4. Interest, Dividends & Rents 72,56

(i) Commission 5. Registration Fees —
. Rs. 8,224) 6. Other Income :

(ii) Salaries etc. Fines & Fees 20

(iii) Travelling Expenses
(iv) Directors’ Fees
(v) Auditor’s Fees
(vi) Medical Fees
(vii) Law Charges
(viii) Advertisements
(ix) Printing & Stationery
(x) Other Expenses of

Management
(xi) Rent for Offices

7. Bad Debts —
8. Taxes (Income) 3,525
9. Other Expenditure —~
10. Depreciation of Securities 17,089

( Written off )
11. Life Insurance Fnud at

the end 17,70,395

19,74,262 19,74,26

as ee

Balance Sheet

as at December 31, 1951

Liabilities Rs. Assets Rs,

1, Shareholders’ Capital : 1, Loans:
2,500 shares of Rs. 100 each, (i) On mortgage of property 1,72,332
Rs. 10 paid up 25,000 (i1) On security of municipal —

2. Reserve or Contingency A/cs : _ and other public rates
§. Profit & Loss Appro. A/c (iii) On stocks and shares _

Balance : (iv) On insurer’s policies within
On 1.1.1951 Rs. 33,786 their surrender values 90,152
Less Div. Paid Rs. 3,265 (v) On personal security —_

| =: 390,521 (vi) To subsidiary Co’s. _
4. Balance of Funds Ajcs : (vii) On reversion and iif

Life Insurance Fund 17,70,395 Interest nes —
5. Debenture Stock —
6 Loans & Advances — 2. Investments :
7. Bills Payable . —_ 4 (1) Deposits with Reserve Bank
8, Estimated Liability in respect of of India ave _

outstanding claims, whether due (ii) Government Securities 1,47,259

or intimated see 28,692 (iii) Municipal Securities -
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Balance Sheet (Contd.)

9, Annuities due and Unpaid — (iv) Bonds, Debentures and
10. Outstanding Dividends — Stocks whereon interest is
11, Amounts due to other persons or guaranteed by the Govt. ... —

Bodies Carrying on Insurance (v) Railway Securities ess 74,145
Business, — Wi Securities of Companies ... on

12, Sundry Creditors 142 | (vii) Holdings in Subsidiary
13, Other sums owing by the Insurer _ Companies se _
14. Contingent Liabilities _ (viii) Ground Rent & Rent

charges ees 12,18,310
3, Agents Balances eve

4. Outstanding Premiums wee 1,465
§. Interest, Rent & Dividen

Outstanding eee 16,968
6. Int, Div., and Rent accruin

but not due vee —
7. Amounts due from other

reisons and bodies carrying
on Insurance Business : _

8. Sundry Debtors ase —
9, Bills Receivable —_
10. Cash:

(a) At Bank on Deposit Ajc ~—
(b) At Bank on Current A/c

and in hand wee 5,994
(c) Atcall and Short notice _

11. Other Accounts :

Furniture & Fittings eee 2,857
House Property one 1,05,292

18,54,750 18,54,750

Notes: (1) Life Insurance Fund at the beginning is ascertained as shown

below :

Life Insurance Fund including paid up capital

and undivided profits Rs. 18,25,412

Less Paid up capital Rs. 25,000

Undivided profits Rs, 33,786
——— Rs. 58,786

——— Rs. 17,66,626

(2) Estimated Liability in respect of outstanding claims, whether due

or intimated 3

Claims admitted but not paid Rs. 5,846

Claims announced but dot admitted Rs, 22,846
Rs. 28,692

Mustration 3 (Revenue Alc, Profit @ Loss Alc and Balance Sheet of

Fire & Marine Business)

From the following particulars of Inquilab Zindabad Insurance Co. Ltd.

Prepare separate Revenue Ajcs of Fire and Marine Business and Profit & Loss

A/c for the year ended 31st Dec. 19...... and a Balance Sheet as at that date :—
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Share Capital (4,000 Shares of Rs. 100 each)

Claims admitted but not paid :—

Fire

Marine

Creditors

Due to Re-insurers :—

Fire

Marine -

Premium received :—

Fire

Marine

Investments

Freehold Premises

Leasehold

Agents’ Balances

Sundry Debtors

Interest and Dividends

Income-Tax on above

Other Receipts

Claims paid & outstanding—

Fire

Marine

Expenses of Management—

Fire

Marine

Commission—

Fire

Marine

Interest accrued

Office Furniture

Preliminary Expenses

Cash and Bank Balances

ACCOUNTANCY—PRINCIPLES & PRACTICE

Rs.

4,06,980

3,06,412

12,604

46,212

17,918

4,513

1,02,412

2,61,512

96,512

1,42,218

34,921

62,857

gig

14,761

90,212

1,01,738

17,02,701

Rs.

4,00, 000

4,620

9,808

44,962

2,471

4,148

3,56,418

8,59,960

19,512

807

17,02,701

Provision for Unexpired risk is to be made at 40% of the Premium

received.

(C. A. Final)
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Solution

Inquilab Zindabad Insurance Co. Ltd.

Revenue A/c for the year ended 3ist December, 19.

(In respect of Fire Business)

Rs. Rs,
'Claims less Reinsurances Rs. Premium less Reinsurance 3,56,418
. pai 97,792 Loss transferred to Profit &

Add outstanding at Loss A/c 19,994
the end of the year 4,620

ee| 1 02,412

| Commission 34,921
| Expenses Of Management 96,512
Reserve for unexpired Risks

(40% of Premium) | 1,42,567

3,76,412 | 3,76,412
| i SaaciinTien sbititeomeas

Revenue A/c for the year ended 31st December, 19......

(In respect of Marine Business)

Rs. Rs.

Claims less Reinsurances Rs. Premiums less Reinsurances 8,59,960
pai 2,51,704
Add outstanding 9,808

Commission 62,857
Expenses of Management 1,42,218
Profit transferred to Profit &

Loss A/c 49,389

Reserve for unexpired Risks
(40% of Premium) | 3,43,984

, 8,59.960 8,59,960
eS

Profit & Less Account for the year ended 31st December, 19......

Rs. Rs.
8s transferred from Fire Interest, Dividends & Rents not
Revenue Account 19,994 applicable to any particular

ialance being Profit at the end of und or Account ie
the year as shown in ce ’
Shoot “s 45,201 Less Income-Tax thereon 4,513

14,999
Profit transfered from Marine

Revenue Account 49,389

Other Receipts 807
Lnpeeumnenentorememmmmmmntiy

65,195 6,5195
se a
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Balance Sheet as at 3ist December, 19......

Liabilities

Shareholders’ Capital—

Authorised—
. shares of Rs, 100 each

Subscribed—
. shares Of Rs. 100°each

Called & Paid-up :—

4,000 Shares of Rs. 100 each

Reserve or Contingency A/cs—

Profit & Loss A/c Balance
Balances of Funds & Accounts—
Fire Insurance Business Account

Marine Insurance Bussiness
Account

Estimated Liability in respect of
outstanding Claims whether due
or intimated

Amounts due to other ns OF
carrying on Insurance business

Sundry Creditors

Rs,

42,567

3,43,984

14,428

6,614

44,962

9,97,756
oY

Assets

Investment

Freehold Premises
Leasehold
Agents’ Balances
Interest accrued

Sundry Debtors
Cash and Bank Balances
Office Furniture
Preliminary Expenses

Rs,

4,06,9£0
3,06,41 2
12,604
46,212

919
17,918

1,01,738
14,761
90,212

| 997,756



full settlement of claim.

(B) Assignment of Life Insurance Policies

In some cases a debtor assigns his life policy in favour of his creditor in

If there is any short-payment, it will be his profit.

Where there is no Policy A/c, it will have to be raised by crediting Proprietor’s

Alc. On the date of assignment Policy A/e and Creditor’s A/c will be closed

and short-payment, if any, will be taken as profit. Where Policy Reserve A/c

is maintained, it will have to be adjusted with Policy A/c.

In the books of the Creditor Policy A/c will be recorded at surrender

value and Debtor’s A/c will be closed.

as had-debts.

The short-payment will be written off

If the creditor decides to keep up the policy, he may follow any

of the methods of treatment of life policy as discussed earlier.

Journal Entries relating to Life Policy taken over in satisfaction of Debt :

Transactions Journal Entries

. On assignment of policy in settlement of Policy on Debtor's Life A/c Dr.
debt To Debtor's A/c

2, For short-payment, if any : Bad Debt A/c......Dr.

To Debtor’s A/c

Policy on Debtor’s Life A/c Dr.
3. If policy is maintained by payingfpremium :

Hlustration 4

obtains a complete discharge.

For difference, if any, between the debit

balance of Policy on Debtor's Life A/c
and Surrender Value at the close of the

year :

On maturity of the Policy on Debtor’s

Life :

For closing the Policy on Debtor's Life A/c.

To Cash or Bank A/c

(With the amount of Premium)

The amount of difference will be transferred
to the P/L A/c and the balance of the
Policy A/c will be carried down to the
next year at Surrender Value.

Cash or Bank A/c Dr.

To Policy on Debtor's Life A/c

Policy on Debtor’s Life Ajc will be closed
by transferring the difference, if any, to
P/L_ Alc.

(Assignment of Insurance Policy)

X owes Rs. 15,000 to Y for goods purchased. Being unable to meet this

liability, X assigns his Life Policy of Rs. 25,000 to Y, on February 5, 1949 and

Premium on the Policy, payable on 10th

January each year (including:days of grace) is Rs. 1,375 per annum. In view

of X’s old age, Y decides to pay the annual premium and keep the policy

alive,

X dies on 7th March, 1952 and the policy money is received by Y on 25th

march, 1952,

34
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Y closes his accounts on 3lst March every year.

The Surrender Values of the Policy were :

(a) Rs. 10,385 at the date of assignment; (b) Rs. 10,400 on March 31

1949; (c) Rs. 11,147 on March 31, 1950; (d) Rs. 12,011 on March 31, 1951. °

In Y’s books show the Ledger Account of X and Life Policy Account o

X and calculate the net profit or loss of Y on the policy.

(Cc. U. B. Gom. (Adv.)1952

Solution

In the Books of Y

Dr. X’s Account Cr.

1948 Rs. 1949 Rs,

April, 1 | To Balance b/d 15,000 [Feb. 5| By Policy on X’s Life A/c 10,38
» Bad Debts A/c 4,61

15,000 15,00:
CF ‘cnuneatan

Dr. Policy on X’s Life A/c Cr.

Date Particulars Rs. Date Particulars Rs.

1949 1949

Feb. 5 | To x‘s A/c 10,385 | Mar. 31 | By Balance c/d 10,40
»» Profit and Loss A/c 15

10,400 10,40
chediiamniTiceincmmatanas a

1949 1950
April 1 | To Balance b/d 10,400 | Mar. 31 | By Profit and Loss A/c 62
1950 » Balance c/d 11,14

Jan. 10; To Bank A/c—Premium 1,375

11,775 11,77
| nee ii

1950 1951

April 1 | To Balance b/d 11,147 | Mar. 31 | By Profit and Loss A/c 51
1951 »» Balance c/d 12,01

Jan. 10 | To Bank A/c—Premium 1,375

(12,522 12,52

1951 | 1952 ~~
April 1 | To Balance b/d 12,011 | Mar. 25 | By Bank A/c—Policy money | 25,00
19§2 received on maturity.

Jan. 10 | To Bank A/c—Premium 1,375
Mar. 31 | To Profit & Loss A/c—

Profit transferred. 11,614

25,000 25,00
| ican eae



(C) Fire claims for Stock

In order to ascertain loss of stock by fire, the following procedure may be

adopted :—

(1) Calculate the ratio or percentage of gross profit on turn over.

(2) Ascertain the amount of sales from the beginning of the year up to the

date of fire.

(3) Ascertain the amount of purchases from the beginning of the year

up to the date of fire.

(4) Calculate the amount of estimated gross profit.

(5) On the basis of sales, purchases, opening stock, and estimated gross

profit, a Memorandum Trading A/c from the beginning of the year up to the

date of fire may be compiled.

(6) The balancing figurein the Memorandum Trading Aje will be the

estimated value of stock on the date of fire.

(7) Salvage retained by insured, if any, should be deducted from the

stock on the date of fire, to get the claim.

1. Preparation of Memorandum Trading Account: A Memorandum Trading

A/c may be prepared as follows :—

Dr. Memorandum Trading A/c Cr.

f
Rs, Rs,

To Opening Stock A/c T_ctseee By Sales A/c
» Purchases A/o sd tet »» stock Destroyed by Fire A/c
» Various Expenses A/o | asus (Balancing Figure)
» Estimated Gross Profit {| ces

[sees

2. Journal Entries relating to Fire claims for Stock :
eee

Transactions Journal Entries

1. To incorporate the stock destroyed by fire [| Stock Destroyed by Fire a/c ese Dr.
in the books of accounts : To Trading A/c

pe ( With the estimated Value )

2. On admission of claim by Insurance | Insurance Company A/c vee Dr.
Company : To Stock Destroyed by Fire A/c

S ( With the amount admitted )

3. On payment of claim by Insurance | Cash or Bank A/c on Dr.
Company : To Insurance Company A/c

Fire Loss A/c ves Dr.
4. For the amount of loss not admitted : To Stock Destroyed by Fire A/c

( With the difference between estimated Value
and amount admitted.)ieee.
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Illustration 5 (Fire claims for stock)
Fire occured in the premises of A & Company on Ist Sept. 1955 and stock

of the value of Rs. 1,01,000 was salvaged and the business books and records

were saved. The following information was obtained :
Purchases for the year ended 31-3-55 7,00,000
Sales for the year ended 31-3-55 11,00,000

Purchases from 1-3-55 to 1-9-55 2,40,000

Sales from 1-3-55 to 1-9-55 3,60,000

Stocks on 3lst March, 1954 3,00,000

Stocks on 3lst March, 1955 3,40,000

Further information is also given that the stock on 31-3-55 was over-
valued by Rs. 20,000.

Calculate the-amount of the claim to be presented to the Insurance
Company in respect of losses. Rate of gross profit based on the year ended

31-3-55. (C. U. B. Com. (Adv.) 1966)
Solution :

Trading Account
Dr. for the year ended 3lst March, 1955 Cr.

Rs. Rs,
To Opening Stock 3,00,000 By Sales 11,00,000
» Purchases 7,00,000 »» Closing Stock 3,20,000
»» Balance c/d—Gross Porfit 4,20,000 (3,40,000—20,000)

14,20,000 14,20,000

Rate of Gross Profit on Sales — 4,20,000 x 100 _ 38.18 (approx.)
11,00,000

Memorandum Trading A/c
Dr. for the period ended Ist September, 1955 Cr.

k 3,20,000 | By Sal 3,00,000To Opening St »20, y sales VU,
. Purchases (2,40,000 x §) 2,00,000 (3,60,000 x §)
»» Gross Profit 1,14,540 », Closing Stock 3,34,540

@ 38 18% on Rs 3,00,000) (Balancing Figure)

6,34,540 | 6,934,540
| ai F Ta

Notes: (i) Purchases for 6 months (i.e. from 1-3-55 to 1-9-55) ... Rs. 2,40,000

“. Purchases for 5 months (i.e. from 1-455 to 1-9-55) =Rs. 2,40,000x5

Rs. 2,00,000

(ii) Sales for 6 mouths (i.e. from 1-3-55 to 1-9-55) ... Rs. 3,60,000
“. Sales for 5 months (i.e. from 1-4-55 to 1-9-55) =Rs. 3,60,000x5

Statement of claims

Closing Stock Rs. 3,534,540

Less Salvage Rs. 1,01.000

e Net Claim Rs. 2,33,540



(D) Marine Insurance Claims

Mlustration 6 (Marine Insurance Claims)

The Indian Jalajan Co. Ltd. insure their fleet of vessels for the year 1955 at
a valuation of Rs. 50 lakhs. The terms settled are a premium of 6%, a brokerage
of 5%, a discount of 10% and a charge of 1% for collection of claims.

The following claims arise during the year: (i) Damage to Bhagirathi
agreed at Rs. 10,000. (ii) Tota! Loss of Godavari agreed at Rs. 3,00,000.

The brokers collect the above claims and pay net proceeds to the company.
In the books of the company, show the Journal Entries for the above

transactions and also the Brokers’ Account in the Ledger.

(C.U. B. Gom. (Adv.) 1956)

Solution

Calculation :

Gross Premium @ 6% on Rs. 50,00,000=Rs. 3,00,000

Brokerage @ 5% on Rs, 3,00,000=Rs. 15,000

(Gross Premium Rs. 3,00,000—Brokerage Rs. 15,000)=Rs. 2,85,000
Discount @ 10% on Rs. 2,85,000=Rs. 28,500

.. Premium to be paid to Broker will be as follows :

Rs. 3,00,000—Rs. 28,500=Rs. 2,71,500
Cn

In the books of the Company

Journal Entries Dr. Cr.

late Particulars L.F. Rs. Rs.

(1) | Insurance A/c wes Dr. 2,71,500
To Brokers A/c 2,71,500

(Being premium duc to Brokers Less discount @ 10%)

(2) | Brokers’ A/c ave Dr. 9,900
Commission A/c wee Dr. 100

To Repairs A/c 10,000
Being damage to Bhagirathi accepted and collection charge @
1% allowed)

(3) | Brokers’ A/c ve Dr. 2,97 ,000
Commission A/c ane Dr. 3,000

To S. S. Godavari A/c 3,00,000
(Being amount for damage to S.S. Godavari accepted and
collection charge @ 1% allowed,)

Dr, Brokers A/c Cr.

Rs. Rs.
To Cash A/c 2,71,500 By Insurance A/c 2,71,500

(Paid to Brokers) ” Cash A/ ¢ 9,900
» Repairs 9,900 (Paid by Brokers)
» 5. 5. Godavari A/c 2,97,000 », Cash Afc 2,97 ,000

(Paid by Brokers)

5,78,400 5,78,400
| «scion eee



EXERCISE

(A) Accounts of Insurance Company :

1. ‘The undermentioned particulars have been extracted from the books

of Alpha Assurance Co. Ltd. You have been asked to prepare the Revenue

Account for the year ended 3lst December, 1966 from those particulars.

Claims paid and outstanding : By Death Rs. 3,00,700; By Maturity Rs.

2,50,100 ; Annuities granted Rs, 20,000 ; Surrenders Rs. 25,000 ; Bouus in Reduc-

tion of Premium Rs. 4,000 ; Management Expenses : Commission Rs. 2,10,000 ;

Salaries Rs, 50,000; Travelling expenses Rs. 3,000; Directors’ Fees Rs. 10,000,

Auditors’ fees Rs. 5,000; Miscellaneous Expenses Rs. 7,500; -Life Fund at the

beginning of the year Rs. 20,00,750; Premium Rs. 15,00,600; Consideration

for Annuities Granted Rs. 80,000; Interest and Dividends less. Income Tax

Rs. 2,65,000 ; Policy Renewal and other fees Rs. 2,500.

The following adjustments are required :

(i) Re-insurance Premium Rs. 40,000; (ii) Outstanding Premium Rs.

50,000 ; (iii) Depreciation to Furniture Rs. 750. "

(North Bengal University, B.com, Part II (Adv.) 1967)

(Ans: Life Insurance Fund at the end of the year Rs. 29,72,800)

2. On 3lst December, 1956, the books of the Janata Insurance Co. Ltd.

contained the following particulars in respect of fire Insurance :

Rs.

Reserve for unexpired risk on 3lst Dec. 1955 5,00,000

Additional Reserve on 3lst December, 1955 vee 1,00,000

Claim paid ane we 6,40,000

Estimated liability in respect of outstanding claims :

On 31st Dec. 1955 ove 65,000

On S3ist Dec. 1956 wes 90,000

Expenses of managements (including Rs. 30,000

legal expenses paid in connection with claims) wes 2,80,000

Re-insurance Premiums eee 75,000

Re-insurance Recoveries ses 20,000

Premiums «» 11,20,000

Interest and Dividends eee 65,520

Income Tax on above ave 6,000

Profit on Sale or Investments oes 11,000

Commission .-» 1,52,000

Prepare the Fire Insurance Revenue Account for the year 1956, reserving
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50 per cent of the premiums for unexpired risks and keeping an additional

reserveof Rs. 1,00,000. (Institute of Bankers, 1957)

(Ans. : Profit for the year Rs. 15,500)

3. The Revenue Account of a Life Assurance Company showed its Life

Fund at Rs. 75,00,975, but it was subsequently discovered that the undermen-

tioned items were inadvertently left out of the account :

(i) Claims intimated but not yet admitted—Rs. 75,000; (ii) bonuses in

reduction of premium—Rs. 37,000; (iii) Outstanding premiums—Rs. 25,000 ;

(iv) Surrenders - Rs. 15,000 ; (v) transfer fees—Rs. 500.

You are asked to journalise the entries in the books of the company and

to show the Life Fund at its correct figure. (Gauhati University; B.Com. 1955)

(Ans: Life Fund Rs. 73,99,475)

4, From the undermentioned balances prepare the Revenue Account of

the Everest Life Assurance Co. Ltd., —

Claims paid & outstanding : Rs. Life Fund at the Rs,

By death 1,50,750 beginning of the

Maturity 1,45,250 year (1.1.43) 7,50,000

2,96,000 Premium (Net) 4,50 ,000

Surrenders including Interest less

Surrenders of Bonuses 50,000 Income Tax 20,000

Bonus in Reduction of Premium 2,000

Expenses of Management 25,000

Fund at the close of the year 8,47,000

12,20,000 12,20,000

The following adjustments a required :—

(i) Outstanding Premiums s_ 25,000/-, (u) Depreciation of Furniture

—Rs 1,000/-; (ii) Outstanding rent on account of office premises Rs. 600/-

and (iv) Transfer fee receipt Rs. 100/-

(C U. B.Com (Adv.) 1947)

(Ans: Life Fund at the end of the year Rs. 8,70,500)

(B) Assignment of Policy :

5. A debtor owing Rs. 50,000 being unable to repay the debt, assigns in

favour of his creditor a Life Policy for Rs. 60,000 having a surrender value of

Rs. 45,000. The creditor realises the surrender value immediately.

Show necessary accounts and close them in the creditors’ books.

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

Aus: Bad Debts Rs, 5,000, )
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6. Raman was indebted to Kamal for Rs. 52,000. Being unable to make

the payment of the debt in cash, on Ist Jaunary, 1956, he assigned his Life

Assurance Policy, the value of which on maturity would amount to Rs. 80,000

and the surrender value at the date af assignment was Rs. 30,000. The annual

premium was Rs. 5,500 payable on 31st December every year.

Raman was 55 years of age on Ist January, 1956 and died on 2nd January,
1960. After the assignment Kamal continued to pay the premium to keep

the Policy in force. The surrender value of the Policy was as under :—

Rs.

On 3lst December, 1956 _ 32,000

On 3lst December, 1957 bee 34,500

On 3lst December, 1958 _ 40,000

On 3lst December, 1959 bee 50,000

On the death of Raman the money payable under the policy was recieved by

Kamal on 20th January, 1960.

Show the necessary Ledger Accounts in the books of Kamal

(1.C.W.A.—Final)

(Ans: Policy on Raman’s Life A/c—Cr. Balance Rs. 30,000 (transferred to

P/L Alc))

7. Bhagirathi purchased goods from Dasarathi during the last five years.

Owing to financial difficulties he could not pay his outstanding dues to the

extent of Rs. 16,000. He agreed to assign his Life Assurance Policy on Ist

January, 1958, in full discharge of his liabilities. The policy was for Rs. 25,000

without profit payable on Ist July, 1965, or on death, if earlier. The annual

prmium was Rs. 1,050. Dasarathi kept the policy alive by paying annual

premium on Ist July, 1958, and thereafter. The surrender value of the policy

as at 3lst December, 1958, was Rs, 10,500; at 3Ist December, 1959,

was Rs. 11,900; at 3lst December, 1960, was Rs. 13,600; at 31st December,

1961 was Rs. 16,000. Bhagirathi died on 5th August, 1962, and the policy

money was duly paid by the Insurance Company on 31st August, 1962.

Show the necessary Ledger Accounts in the books of Dasarathi.

(I. C. W. A.—Final)

(Ans.: Policy on Bhagirathi’s Life Aj/c—Cr. Balance Rs. 7,950 (transferred to

P/L Ajc.))

8. Siva Ram, being unable to pay Ganapati & Co. his debt of Rs. 2,500

makes an assignment to him on Ist January, 1941, of a life policy for Rs. 4,000

(without profits). The annual premium to keep the policy in force is Rs. 200,
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payable on 3ist December and Ganapati & Co. electing to pay the annual

premiums when they became due, pays first premium on 3lst December, 1941.

The surrender values of the policy were as follows: 31st December, 1940

Rs. 1,440; 31st December, 1941 Rs. 1,530; 3lst December, 1942 Rs. 1,660 and

3lst December, 1943 Rs. 1,820. Shiva Ram dies on the Ist December, 1944

when the policy money Rs. 4,000 is paid. Show the entries recording the

transactions in Ganapati & Co.’s books.

(C. A.—Final)

(Ans.: Policy on Shiva Ram’s Life—Cr. Balance Rs. 2,180 (transferred to

P/L A/C.))

(C) Fire Claims :

9. <A Fire occured at the premises of a trader on May 31, destroying a

great part of his stock which at January |, appeared in the books at Rs. 60,000.

The value of the stock salvaged was Rs. 13,500. The gross profit on sales was

30 percent and sales amounted to Rs. 1,53,000 from January, 1 to date of fire,

while for the same period the purchases amounted to Rs. 1,03,500.

Preparc a statement of claim for submission to the Insurance Company.

(Ans: Closing Stock-on the date of fire Rs. 56,400 ; Net Claim Rs. 42,900.)

10. A owns two Godowns, Godown No.1 wascompletely destroyed

by fire, ‘The cost of stock lying in Godown No. 2 at that time was Rs. 21,900.

The following particulars are also available :

Rs.

Total Opening Stock of both Godowns ai cost 45,660

Total Purchases bes ves 2,81,340

Total Sales (at a gross profit of 334% on sales) 4,20,600

Prepare a statement showing the value (at cost) of the Stock in Godown

No. 1 for the purpose of preferring a claim on the Insurance Company.

(G. U. B. Gom. (Adv.) 1963)

(Ans: Stock on the date of fire Rs. 46,600; Net Claim Rs. 24,700.)

11. A fire occured on 15th April, 1944 and destroyed the business premises

of J& Co. The books of accounts and stock amounting to Rs. 18,000 were

saved and the following information were available froin the books :—

Sales Gross profit

Rs. Rs.

Year-ended 31. 12. 39 8,60,000 2, 15,000

» 31 12, 40 7, 10,000 2, 13,000

» 31,12, 41 6,00,000 2,00,000

» ol 12. 42 5,50,000 1,87,000

» 91, 12. 43 4,80,000 1,60,000

35
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The Stock on 31. 12. 43 was valued at Rs. 97,000. The Purchases, Sales

and Wages from 1.1.44 to 14.4.44 were ascertained at Rs. 75,000, Rs. 1,59,000

and Rs. 30,000 respectively.

You are required to prepare a statement in support of your claim against

the Insurance Company together with any comments you may deem necessary.

to make. (C. U. B.Com. (Adv.) 1960)

(Aus.: Stock on the date of fire Rs. 91,445; Claim from Insurance Co.

Rs. 75,445.)

12. On the night of the 30th April, 1964, a fire destroyed the greater

part of the Premises of Sitalpur Company Ltd. Stock to the value of Rs. 3,724

and the books were saved from the fire. The average rate of gross profit

earned by the Company in the past three years was 25 per cent on turnover.

The Stock at Ist January, 1964, was valued at Rs. 19,720. Sales during

the period I-1-64 to 30-4-64 amounted to Rs. 26,500, purchases to Rs. 15.632 and

productive wages to Rs. 4,572.

Prepare a statement in support of a claim for loss of stock to be made on

the Insurance Company. (I.C.W.A.—Final)

(Ans.: Insurance claim Rs. 16,325.)



CHAPTER XXVII

INVESTMENT ACCOUNTS

1. Investment Ledger : Some concerns such as Bank, Insurance Company

etc. possess various types of investments viz. Govt. Securities, Bond, Shares,

Debentures etc. In these concerns and in other institutions where investment
transactions are numerous, it is necessary to keep an Investment Ledger where each

type of investment will be recorded in a separate account maintained in it.

2. Investment Account : An Investrnent A/c i5 generally maintained in three

columns viz. (i) Nominal, (ii) Income or Interest and (iii) Capital or

Principal.

(i) Nominal Column—It gives the face value of the security.

(ii) Income or Interest Column—It gives the amount of interest receivable or

payable.

(iii) Capital or Principal Column—It gives the amount paid for the security

proper and includes the brokerage and stamp duty,

3. Ruling of Iavestment Account maintained in the Investment Ledger :

(Name of the Investment A/c)

Dr. (Interest payable on...... ) Cr.

Date Partic Nominal | Income | Capita] | Date Part | Nominal | Income | Capital
_ a ee gee oepee - =

Rs.| P. | Rs.|P | Rs. | P. Rs.| P. | Rs.]| P. | Rs. | P.

4. Cum-interest (or Cum-dividend) & Ex-interest (or Ex-dividend) :

Investments may be purchased or sold either cum-interest (or cum-

dividend) or ex-interest (or ex-dividend). If purchased or sold cum-interest, the

interest falling due on the next date will be received ‘by the buyer. It means

in case of cum-interest sales, the contract price consists of the capita] and accrued

interest thereon.
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When purchased or sold ex-interest, the interest will be received by the

seller. It means the price quoted for sale is for the bare security only without

interest.

‘‘Normally, shares are bought and sold Cum-dizidends, since the registered

holder of shares only has the right to receive dividend even though a part of

it may relate to the period before he acquired them (sec. 206, Companies

Act 1956).”’

“The buyer of an investment normally acquires the right to the next divi-

dend i.e. it is cum-dividend unless the investment is purchased ex-dividend.”’

5. Rules for filling up the Columns of Investment A/c when sold or purchased

Cum-interest (or Cum-dividend) :

(1) Nominal Columa—

The face value or nominal value of investment purchased or sold will be

recorded on debit and credit sides respectively.

(a) At the time of purchase: (a) Investment A/c aes Dr.

To Cash A/c

(b) At the time of sale: (b) Cash Afc wes Dr.

To Investment A/c

(2) Income Column—

(a) Ai the time of purchase: Net Interest (i.e. gross interest from the previ-

ous date of reccipt of interest to the date of transaction minus income tax) is to

be recorded on the debit side against the entry ‘*To Cash A/c’’

(b) At the time of sale: Net Interest isto be recorded on the credi! side

against the entry ‘“‘By Cash A/c’’,

(c) At the time of receiving interest: (c) Cash Ajc ees Dr.

To Investment A/c

(3) Capital Columa—

Actual cost of the investment is recorded in this column as shown

below 1—

(a) At the time of purchase: Record on the debit side against the entry

“To Cash Afc’”’ :—

Cost of the investment

Add Brokerage etc.

Less Accrued Interest

.- Capital cost
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(b) At the time of sale: Record on the credit side against the entry “By

Cash A/c”? :— °

Cost of the investment

Add Brokerage etc.

J.ess Accrued Interest

”. Capital cost

6. Reales for filling up the columns of Investment A/c when sold or purchased

ex-interest (or ex-dividend) :

(1) Nominal Column—!t will be filled up in the same way as in the previous

case.

(2) Income Column—

(a) At the time of purchase : Record on the credite side the Net Interest

(i.e. gross interest from the date of transaction to tle next date of receipt of

interest) with the words -‘By Transfer (contra)”,

(b) At the time of sale: Record on the debit side the Net Interest with the

words “To transfer (contia)’’.

(c) At the time of recetmug Interest : Cash Afe ..... ~— Dr.
To Investment Alc

(3) Capital Column—

(a) At the time of purchase ; (i) Record on the debit side the actual cost plus

brokerage etc. against the entry ‘To Cash A/c”’. and (ii) debit Investment A/c

with the words *‘To Interest (contra).”’

(b) At the time of sale: (i) Record on the credit side the actual cost minus

brokerage etc. against the entry “By Cash Ajc’’. and (ii) credit Investment A/c

with the words “By Interest (contra)”’.

7. Closing of an Investment A/c :

(a) At the end of the financial year, the balance in the Nominal-Column will

be equal to the total of the face-values of investments in hand.

(b) The accrued interest (i.e. interest due from the previous date of

receipt to the last date of the accounting year) is to be calculated on the total

face-value and then to be recorded in the Income Column on the credit side

against “Balance c/dl’’

(c) The proportionate capital cost of the balance of investments is to be

recorded in the Capital Cloumn on the credit side against “Balance c/d.”
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(d) The difference between the two Income-Coloums represents income

earned during the related period. This income is transferred to Interest Alc.

(ec) The difference between the two Capital-Columns represents the profit or

loss on sale of.investments. This amount of profit or loss is transferred to

‘¢ Profit or Loss on Sale of Investment Alc.”

Illustration 1 (Cum-Interest )

On March 1, 1954 an investor purchases Rs. 50,000 4% Debentures (face

value Rs. 100) @ Rs. 102-25, brokerage and charges amounting to Rs. 256-25,

interest being payable on June, 1 and December, 1. On Ist August, 1954 he

purchases further Rs. 60,000 such Debentures @ Rs. 102:125, brokerage and

other charges amounting to Rs 313-50.

Draw up the investment A/c for 1954. Ignore income tax and calculate

interest in months and to the nearest paisa. (C.U. B. Gom (Adv.) 1955)

Solution

Notes: (1) If neither cum-int. nor ex-int. is mentioned, it will always be

taken to be as cum-interest.

(2) Capital cost of 500 Debentures purchased on March 1,1954 is shown

below :—

Rs.

Cost of 500 Debentures of Rs. 100 each @ 102:25 51,125-00

Add Brokerage etc. vee 256:25

51,381-25
Less Accrued Interest for 3 months

i.e. Dec. 53 and Jan. and Feb. 1954 @ 4% 500-00

*. Capital Cost =... _50,881-25

(3) Capital cost of 600 Debentures purchased on Aug. 1, 1954 is shown

below :—

Cost of 600 Debentures of Rs. 100 each @ 102-125 61,275-00

Add Brokerage etc. vee 313-50

61,588-50
Less Accrued interest for 2 months i.e. July and

Aug. 754 @ 4% 400-00

. Capital Cost ase 61, 188-50

(4) Assumed that the financial year is closed on 31st December.

(5) Accrued interest on Rs. 1,10,000 for 1 month i.e. Dec. 54 @ 4% will

be Rs. 366-67.
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Notes: (1) Net Interest at the time of purchase is calculated as

follows :

Rs. Rs.

Gross interest on Rs. 2,00,000 for 1 month

i.e. from Ist March to Ist April @ 3% 500-00

Less Income tax @ 25 paisa in the rupee

i.e. } of Rs. 500 wee 125-00
Ce

.. Net Interest wae 37500
qe

(2) Net Interest at the time of sale is calculated as follows :

Gross interest on Rs. 1,50,000 for 4 month

1.e from 16th Sept. to Ist Oct. @ 3% eee 187°50

Less Income tax @ 25 paisain the rupee

i.e. # of Rs. 187-50 ves 46°88

.. Net Interest wae 140-62

(3) Interest received on Oct. 1, 1964:

Interest on Rs. 2,00,000 @ 3% for § year 3,000-00

Less Income tax @ 25 paisa in the rupee

i.e. } of Rs. 3,000 ee 750-00

.. Interest received vee 2,250:00

(4) Calculation of Accrued Interest ie. interest due from previous date

of receipt (i.e. Ist Oct. 1964) to the date of closing (i.e. 31-12-54) :

Interest receivable on Rs. 50,000 for 3 months

(i.e Oct. to-Dec.) @ 3% we 375°00

Less Income tax @ 25 paisa in the rupee

ic. $ of Rs. 375 wes 93-75

.. Accrued Interest ve = 281-25

(5) Valuation of Investment (Debenture) at the date of closing :

Market value of 500 Depentures of Rs. 100 each

@ 98 (cum-int.) ee 49,000-00

Less Interest Accrued as in (4) ate 281-25
ee |

. Valneof Investment ... 48,718°75

36
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Illustration 3 (Cum-Int. & Ex-Int.)

Unique Investment Corporation has the following transactions in 6%

State Govt. Stock between Ist September, 1963 and 3lst Jnly, 1965 and all

these transactions are cum-interest excepting those marked Ex-Interest. Interest

is payable half yearly on Ist February and on Ist August. The accounting

period ends on 30th June every year.

Ist September, 1963—-Purchased Rs. 10,000 stock @ 101-50

Ist October, 1963—Purchased Rs. 25,000 stock @ 101

ist November, 1963—Sold Rs. 15,000 stock @ 103°25

Ist December, 1963—Purchased Rs. 5,000 stock @ 103

15th January, 1964—Sold Rs. 10,000 stock @ 105 Ex-Interest

Ist March, 1964—-Sold Rs. 4,000 stock @ 102-50

15th July, 1964—Purchased Rs. 5,000 stock @ 101-25 Ex-Interest

Ist November, 1964—Purchased Rs. 5,000 stock @ 102

15th January, 1965—Sold Rs. 15,000 stock @ 103

Ist July, 1965—Purchased Rs. 2,000 stock @ 102

Write up the Investment Account in the books of the the Corporation

showing the profits and losses on the transactions using the average cost

method and also showing the amount of interest for each accounting period

duly realised.

(C.U. M. Com. 1965)

Solution

Note: Valuation of Investment on closing date by average cost

method :

(a) On 30.6.1964: Cost of Rs. 40,000 stock is Rs. 40,150.

44,165.

+. Cost of Rs. 11,000 stock will be Rs, ax ul 7

» Value of Rs. 11,000 stock=Rs. 11,041-25

(b) On 30.6.1965 : Cost of Rs. 21,000 stock is Rs. 21,141°25

21,141°:25. .. 42,282-50
.. Cost of Rs. 6,000 stock =Rs.—-—= x 6= +

., Value of Rs. 6,000 stock=Rs. 6,040-36
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EXERCISE

1. Prepare the necessary accounts relative to the undermentioned

investments :

On Ist June, 1937, Roy purchased £ 5,000 New Zealand 3 per cent (1945)

Stock at 854 plus 2s.6d. per cent brokerage and £ 2.5s. stamp, etc. On 3rd

April, 1939, Roy sold £ 4,000 of the stock at 90 and paid ¥ 6. 7s.6d expenses.

Interest upon the,stock is payable half-yearly on Ist April and Ist October.

(C. U. B. Com. (Adv.) 1940)

(Ans: Balance as on i. 1. 1940 : (i) Nominal Column (Dr.) £ 1,000; (ii) Income

Column (Dr.) £5-12s.—6d. and (iii) Capital Column (Dr.) £ 851—Is. —

6d.)

2. During the year ended 3lst December, 1963, Safe Investments Ltd.,

purchased and sold investments, inter alia, as under :

3lst January : Purchased Rs. 5,000' Alta Ltd. 5 per cent Debentures at

97 per cent brokerage and stamps duty amounting to

Rs. 128. Interest is payable on the Debenture on Ist July

and lst January.

Ist March : Purchased 5,000 Rs. 10,6 per cent cumulative preference

shares in Zeta Ltd. at Rs. 9.50 brokerage and stamp duty

being Rs. 121. Dividends are payable 30th June and 31st

December.

Ist July - Sold Rs. 3,000 Alta Lid. Debentures at 99 pei cent less

brokerage, etc. Rs. 18.

Ist October : Purchased a further 2,000 Rs. 10 6 per cent Cumulative

Preference Shares in Zeta Ltd., at Rs. 9 costs being Rs. 60.

Write up the Ledger Accounts of the two investments for the year 1963.

(I. C. W. A.—Final)

(Ans: Final Balance (Dr.) in the 5% Debentures A/c: Nominal column

Rs. 2,000 ; Income column Rs. 50; Capital column{Rs. 1,982°87. (Final

Balance (Dr.) in the 6% Cumulative Preference Shares A/c : Nominal

col. Rs. 70,000, Income col. Nil, Capital col.-Rs. 64,881.)



CHAPTER XXVIII

PACKAGES & EMPTIES

Bottles, tins, cartons, wooden boxes, barrels, drums, cylinders and other

packin g materials used in sending goods to the customers may be non-retunable

or returnable. The customers may o1 may not be charged out for such packages

or containers. The accounting treatment for packages or containers depends

on the policy of the individual concern.

Treatment of Packages etc. in Accounts

1. Where packages are non-returnable :

(a) If packages are not charged out—1n this case the charge for packages is

included in the sale price of the goods. A separate Packages A/c is maintained.

This account is debited with (i) Opening Stock of Packages and (ii) purchases.

It is credited with closing stock of packages. ‘The difference between the two

sides is taken as the expense of packing mateiials and debited to Trading or

Manufacturing A/c if it is considered as a part of the cost of goods o: to the

Profit & Loss A/jc if it is tteated as distiibution expenses.
e

Illustration |

No. Rate Amount

Rs.

(1) Opening stock of packages 2,000 Re. | per unit 2,000

(2) Cash purchases in the year 1,000 y» 1 ay op 1,000

(3) Closing stock of packages 1,500 > |oias os 1,500

Give the Packages A/c.

Solution

Dr. Packages A/c Cr,

Date Particulars Rate |Quantity|Amount} Date Particulars Rate |Quantity; Amount

ao Rs Rs,
To Opening Stock | 1 2,000 | 2,000 By Profit &

», Cash A/c 1 1,000} 1,000 Loss Ajc | 1 1,500 | 1,500

(Purchases) (Difference
taken as dis-
tribution expense)|
By Closing stock | 1 1,500 | 1,500

3,000 | 3,000 3,000 ; 3,000

=a | — Ss | ST
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(b) If pakages are charded out :—Jn this case cost of containers charged out

to customers should be entered in a separate column in the Sales Day Book.

The periodical total of this column is credited to Packages A/e opened as

in I (a). The balance of this account being either a profit or loss for the related

period, will be transferred to the Profit & Loss A/c.

Illustration 2

Rs.

(1) Opening stock of 500 containers costing Rs. 2 each 1,000

(2) Cash purchase of 300 containers @ Rs. 2 each 600

(3) Closing stock of 100 containers @ Rs. 2 each 200

Customers are charged out at Rs. 3 for each of the container. Give the

Packages A/c.

Solution

Dr. Packages A/c Cr.

Date Particulars Rate Quantity Amount] Date Particulars Rate (Quantity; Amount
|

Rs. |, Rs. Rs. Rs.
To Opening stock; 2 1,000 By Customers’ A/c] 3 700 | 2,100

,, Cash A/c 2 | 3 600 »» Closing stock 2 100 200
(Purchase)

» Profit &

Loss A/c 700 |
~ Profit transferred

800 | 2,300 800 |; 2,300

2. When packages are returnable :

(a) If package are not charged ont—In this case separate columns are to be

provided in the Sales Day Book and in Customer’s A/c to record the identi-

fication numbers of the packages. Opening and closing stock of packages will

be divided between packages in hand and packages with customers. Stock will be

valued at cost less adequate depreciation.

A Packages A/c will be opened to record opening stock, purchases, closing

stock etc. as in 1 (a) above. The difference between the two sides of Packages

A/c will be transferred to the Profit & Loss A/c.

Note: Stock in hand means stock in godown or in warehouse.

Illustration 3

(1) Opening stock of packages costing Rs. 10 each

(a) In hand 100 units— Rs. 1,000

(b) With customers 200 units— Rs. 2,000

3,000
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Rs.

(2) Purchased in cash during the year 200 units at Rs. 10 each 2,000

(3) 20 units are destroyed during the year

(4) Closing stock of packages valued @ Rs. 9 each

(a) In hand 200 units

(b) With customers 280 units

Give the Packages A/c.

Solution

Dr. Packages A/c Cr,

Date Particulars Rate |Quantity/|Amount] Date Particulars Rate |Quantity/Amount

Rs. Rs, Rs. Rs.
To Stock By Stock (closing)

(Opening) In hand 9 200 1,800
In hand 10 100 1,000 with customers}; 9 280 2,920
With Customers, 10 200 2,000 1, Profit & Loss

» Bank A/c 10 200 2,000 Ajc—loss
transferred 20 680

500 5,000 500 5,000
————

(b) If packages are charged out —In this case, the packages are generally

charged at a price in excess of cost. When packages are returned, the customers

are given credit at a price somewhat lowe: than the price charged. A time

limit is always imposed after which packages are not returnable.

If the returnable period in respect ot packages lying with the customers

has expired, those packages will be treated as packages sold out. Where returnable

period has not expired at the date of annual closing of accounts, the packages

will be taken as stock with customers.

Packages on hive=(Packages sent out to the customers during the year less

packages soJd to the customers during the year)

Hire Charge—It is the difference between the price at which customers are

charged when packages are sent out to them, and the price at which they are

given credit when packages are returned within returnable period.

Total hive charge=:(Packagas on hire x hire charge per unit)

How to ascertain the No. of packages sold or packages not returnable during the year—

(1) Packages sold=(Opening stock with customers + packages sent out

durirg the year)—-(packages returned by customers

+-closing stock with customers).

(2) Alternatively, the No. of packages sold or not returnable or retained

may be ascertained by preparing a Memorandum Customers’ A/c.
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Dr. Memorandum Customers’ A/c Cr.

Date Particulars No, Rs. Date Particulars No. Rs.

To Balance b/d By Packages Returned
(Opening stock) », Packages sold

»» Packages sent out (Balancing figure)
» Balance c/d

(Closing stock)

Recording Transactions relating to packages charged out—In order to record

transactions relating to the packages charged out, the following accounts are

to be opened :—

(i) Packages Stock Ajfe—It contains

packages.

all entries relating to stock of

(ii) Packages Reserve Alc (or Packages Suspense Ajc)—It records the move-

ments of packages to and froim ¢ ustomers.

How to record these transactions :

(1) For total opening stock of | Packages Stock A/c Dr.
packages both in hand and with To (Opening) Stock A/c
customers :

(2) For opening stock of returnable | (Opening) Stock A/c .. Dr.

packages with the customers : To Packages Reserve A/c
(With returnable prices)

(3) For purchases during the year: | Packages Stock A/c Dr.
To Cash or Bank A/c

or

Suppliers’ A/c

(4) For packages sent out to cus- | Customers’ A/c .. Dr.

tomers : To Packages Reserve A/c
(With Invoice or charged out price)

(5) For packages returned by custo- | Packages Reserve A/c .. Dr.
mers within returnable time : To Customers’ A/c

(With Returnrble price)

(6) For packages sold to customers, | Packages Reserve A/c Dr.
or packages not returnable, or To Packages Stock A/c
packages retained by customers : (With Invoice or sale or charged out price)

(7) For Hire-charges i.e. for differ- Packages Reserve A/c Dr.
ence between I[nvoice Price and
Returnable Price :

o Packages Stock A/c

(with hire charge)
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How to record these transactions (Contd.) :

For packages destroyed com-8

“ pletely :
Only the No. of packages destroyed

will be included in the Quantity
Column on the credit side of the
Packages Stock A/c

(9) For packages sold for scrap : Cash or Bank A/c Dr
To Packages Stock A/c

(unth amount recerved)

(10) For total closing stock of | (Closing) Stock Ajc Dr.

packages both in hand and with To Packages Stock Ajc
customers : (with cost price)

(11) For closing stock of packages | Packages Reserve A/c .. Dr.

with the customers if returnable To Closing Stock of Packages
period has not expired : with customers.

(unth returnable price)

(12) For Profit as revealed by | Packages Stock A/c Dr.
Packages Stock AJc : ‘lo Profit & Loss A/c

(13) For loss as revealed by Packages | Profit & Loss Ajc Dr.
Stock Ajc To Packages Stock A/c

Notes: (1) The closing stock of packages as recorded in the Packages Stock
AJc will be shown as an asset in the Balance Sheet.

(2) The closing Stock of packages with the customers will be shown

by way of deduction from the Sundry Debtors in the Balance Sheet.

Illustration 4

A firm sells its goods in containers bought at Rs. 10 each. Customers are

charged at Rs. 12 per container and are credited at Rs. 8 for each container if
returned within a given period. For stock purposes at account closing time
the containers are valued at Rs. 7 each.

From the following information, draw up the Containers Stock Account

and Containers Reserve Account :—

Number of containers in hand at January 1, 1962
With customers at January 1, 1962 (all returnable)
With customers at December 31, 1962
Purchased during the year

Sent to customers during the year

Returned by customers during the year

Solution

4,500

3,600

2,900

6,000
10,000

6,800
(C. U.B. Com. (Adv.) 1963)

Notes: (1) The No. of containers sold to customers during the year 1962 is
ascertained thus :— No.

Containers with the customers on Ist Jan. 1962 3,600

Add containers sent to customers during the year 
10,000

13,600

Less containers returned during the year v 6,800
Returnable containers with customers 2,900

9,700

+, Containers sold to customers 3,900
Po

37
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(2) Containers out on hire during the year :—

Containers sent out to customers

Less containers sold to customers

“, Containers on hire

(3) Hire charge i.e. profit on hire will be :—

No.

10,000

3,900

6, 100

6,100x Rs. 4 (i.e. Invoice Price Rs. 12—Returnable Price Rs. 8 )

=Rs. 24,400.

(4) Closing stock of Containers in hand (i.e. in godown) is ascertained

thus —

Total opening stock of containers :

In hand 4,500

with customers 3,600)

Add purchase during the year 6,000

No. 14,100

Less containers sold to customers 3,900

containers with the customers

at the end of year 2,900

— 6,800

.. Closing stock in hand 7,300"

Dr. Containers Stock A/c Cr.

Date Particulais Rate |Quantity;|Amount | Date Particulars Rate |Quantity|Amount

! -

1962 Rs. | Rs. | 1962 Rs. Rs.
Jan. 1| To Stock b/d Dec. | By Containers

(Opening) 31 Reserve A/c | 12/- | 3,900 | 46,800
(a) In hand 7/- | 4,500 | 31,500 (Containers sold
(b) With Custo- to customers)

mers| 7/- | 3,600 | 25,200] ., | By Containers

. Reserve A/c | — _ 24,400
Jan. 1 (Profit on hire)
to | To Cash A/c 10/- | 6,000 | 60,00} , | By Stock c/d

Dec. | (Containers (a) In hand 7/- | 7,300 | 51,100
31 urchased) (b) With Custo-

Dec. | To Profit & mers | 7/- | 2,900 | 20,300
31 Loss A/c 25,900

(Profit on sale
and on hire)

14,100 |1,42,600 14,100 |1,42,600
nen | cS | eeeteeieteeetee

1963

Jan. 1| To Stock b/d
(Opening)

(e} In hand 7{- | 7,300 | 51,100
b) With Custo-

mers; 7/- | 7,900 | 20,300
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Containers Reserve A/c

* Dr. Cr.

Date Particulars | Rate jQuantity/Amount] Date particulars Rate (Quantity/Amount

1962 Rs. Rs 1962 Rs. Rs.
Jan 1 Jan. 1) By Balance b/d 8/- | 3,600 | 28,800
To | To Customers’ (Containers with

Dec Alc 8/- | 6,800 ; 54,400 Customers)
31 (Containers Tan |

returned) to | By Customers’ A/c| 12/-{ 10,000 |1,20,000
Dec. | To Containers Dec | (Containers sent
31 Stock A/c | 12/- | 3,900 | 46,800) 31 to customers)

(sold to custo-
mers)

. To Containers
Stock A/e | — — 24,400

(Profit on hire)

To Balance c/d 8/- | 2,900 | 23,200

(containers with
Customers)

13,600 {1,48,800 13.600 /|1,48,800

1963

Jan. 1| By Balance b/d 8/- | 2,900; 23,200
(Containers with

customers)

Illustration 5

Jindal (P) Ltd. deliver goods to customeis in packages costing Rs. 6 each

but charging them out at Rs. 12 each and crediting them if returned within

returnable period at Rs. 8 each.

On Ist January, 1968 there were 4,000 packages in hand (i.e. in godown)

and 8,400 packages with the customers (all returnable). From Ist January to

3lst December, 1968, 6,000 packages were purchased at Rs. 10 each, 12,800

were sent out to customers, 9,200 were returned by customers, 120 were

destroyed in an accident in the godown and 200 were sold as scrap for

Rs. 400.

On 31st December, 1968, 7,600 packages of the old lot were with the

customers (all returnable).

Show the Packages Stock A/c and the Packages Reserve A/c in the ledger

of the Company.
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Notes: (1) The No. of packages sold to customers during the year 1968 is

ascertained thus :—

No.

Packages with customers on Ist January, 1968 8,400

Add Packages sent to customers during the year 12,800

21,200

Less Packages returned during the year 9,200

Returnable packages with the customers 7,600

——— 16,800

*. Packages sold to customer _ 4,400

(2) Packages out on hire during the year is ascertained thus :—

Packages sent out during the year 12,800

Less Packages sold to customers 4,400

os Packages on hire 8,400

(3) Hire charge i.e. profit on hire will be :—

8,400 x Rs. 4 (i.e. Invoice Price Rs. 12—Returnable Price Rs. 8)

=Rs. 33,600

(4) Closing stock of packages in hand (i.e. godown) is ascertained as

follows :

Total opening stock of packages :

No.

In hand 4,000

with customers 8,400

Add purchase during the year 6,000

18,400

No.

Less packages destroyed 120

packages sold for scrap 200

packages sold to customers 4,400

packages with the customers

at the end of year 7,600

— 12,320

*. Closing stock in hand ~ 6,080
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Dr. Packages Stock A/c Cr.

Date Particulars Rate iQuantity;Amount | Date Particulars Rate |(Quantity|Amount

1968 Rs. Rs | 1968 Rs. Rs.
Jan. || To Stock b/d: Dec. | By Packages

(Opening) 31 Destroyed | — 120; —
(a) In hand 6/- | 4,000 | 24,coc} ,. | By Cash A/c — 200 400
(b) With Custo- (packages sold for

mers | 6/- 8,400 | 50,¢00 scrap)

Jan. 1 ; By Pakages
tc | To Cash A/c 10/- | 6,900 | 60,000 Reserve A/c | 12/- | 4,400 | 52,800
Dec (Packages (packages sold to
3) purchased) customers)
Dec. | To Profit & , | By Packages
31 Loss A/c | — — | 38,480 Reserve A/c | — — | 33,600

(Profit on sale (Profit on hire)
and on hire ex-

cluding loss if ,, | To Stock c/d
any) (Closing)

(a) In hand
Old 6/- 80 480
New 10]- 6,000 | 60,000

(b) With Custo-
mers | 6/- 7,600 | 45,600

18,400 |1,92,880 18,400 |1,92,880

—_— 5 — A | eee

1969Jan. 1| To Stock b/d |
(Opening)

(a) In hand
Old 6]- 80 480
New 10/- | 6,000 | 60,000

(b) With Custo- |

mers | 6/- 7,600 | 45,600
|

Dr. Packages Reserve Aje Cr.

Date Particulars Rate (Quantity; Amount Date Particulars Rate (Quantity! Amount

1968 Rs Rs | 1968 | Rs. Rs.
Jan. 1| To Customers’ A/c} 8/- | 9,200 | 73,600 jan 1| By Balance b/d 8/- | 8,400 | 67,200
to Packages (Packages with

Dee. returned) coustomers)

Dec.| ,, Package jan. 1| ,, Customers’ A/c) 12/- | 12,800 |1,53,600

31 Stock Ale 12/- | 4,400 | 52,800 | to (Packages sent
(Packages sold Dec. to customers)

to customers) 3

” 9s Packages
Stock A/c | — — 33,600

(Profit on hire)

» | 5» Balance c/d g/- | 7,£00 | 60.800
(packages with
customers)

21,200 |2,20,800 21,200 |2,20,800
ee 

as

1969 | By Ralance b/d 8/- | 7,600 | 60,800
an, | (Packages with

customers)



EXERCISE

1. On January 1, 1952 atrader hada stock of packages valued at Rs.,

15,000; out of these, packages costing Rs. 3,000 were in the hands of customers.

When packages are sent out to customers they are charged at 331% above the

cost price. When packages are ruturned, credit for full charged value is given.

During 1952, packages costing Rs. 60,000 have been despaiched to customers

and they have been given credit for Rs. 78,000 on account of returns. Packages

costing Rs. 1,200 have been retained by the customers. At the end of the

year, the stcok of packages in the hands of the trader, besides those in the hands

of the customers are valued at Rs. 13,500.

Write up the necessary Ledger Accounts in the trader’s books.

(C.U. B. Com. (Adv.) 1953)

(Ans: Total profit on packages Rs. 3,100)

2. P sells his goods in containers costing Rs. 15 each. Cotainers are

charged out at Rs. 18 each to customers and credited at Rs. 12 each if returned

in good condition within three months. For stock taking puiposes, all

containers in the factory and in the hands of customers are valued at

Rs. 10 each.

On January 1, 1964 there were 5,000 containers in the factory and 9,000 in

the hands of customers for less than three months.

During the year ended December 31, 1964, 7,000 containers were purchased

by P, 14,000 were charged out to customers and 13,000 were returned by them

within the required period ; 400 containers, sound but no longer suitable for

P’s goods, were sold for Rs. 1,000.

On Deccenl er 31,1964 there were in the lands of custorrers 8,060 containers

capable of being returned within the required period.

For the year ended December 31, 1964 prepare (i) Containers Stock

Account, and (ii) Containers Suspense Account. (C.U. B. Com. (Adv.) 1965)

(Ans: Containers sold to customers 2,000; containers on hire 12,000;

Hire charge—Rs. 72,000 i.e. on 12,000 containers @ Rs. 6 each;

Net Profit Rs. 50,000).

Note : (Profit on hire Rs. 72,000—(Loss on sale Rs. 19000-+-loss on sale of

unsound containers Rs. 3,000)=Rs. 50,000 (net profit)

3. In case of returnable containers, the two accounts usually opened are

(a) Containers’ Stock Account, and (b) Containers’ Suspense Acconnt. What
are the items respectively debited and credited in the Containers’ Stock

Account and Suspense Account ?

(C.U. B. Com. (Adv.) 1964)
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ho Durgapur Chemicals Ltd. deliver goods to customers in drums (which
are valued in books @ Rs. 30) charging them out at Rs. 60 each, customers are

credited with Rs. 40 if the drums are returned.

Drums

Stock in hand on Ist Jan. 1964 2,000

Drums with customers on Ist Jan. 1964 4,200

Purchases at Rs. 50 each 3,000

Drums sent out to customers 6,400
Drums returned by customers 4,600

Drums destroyed in accident 60

Drums sold as scrap for Rs. 1,000 100

On 3ist December, 1964 3,800 drums were with the customers who could

return them.

Show the relevant accounts in the books of the Company.

(Burdwan University, B. Gom. (Adv.) 1964)

Ans: Packages sold to customers 2,200; Packages on hire 4,200; Hire

charge on 4,200, (7 Rs. 20 each=Rs. 84,000).

Note : Profit on sale Rs. 66,000 plus profit on hire Rs. 84,000 minus loss

on sale of diums for scraps ete. Rs. 3,800=Rs. 1,46,200.

5. The Accounts of K. Biscuit Co. show that on Ist. January, 1964 they

had a stock of packges, valued at cost Rs. 1,200 of which Rs. 200 was in the

hands of customers. It is their practice to charge packages at cost plus 20 per

cent, giving credit for the full value if returned. During the year ended 3lst

December, 1964, packages costing Rs. 2,000 have been sent to customers at Rs.

2,400 and credit given for returns Rs. 1, 920. Packages charged at Rs. 120 were

retained by customers. On 31.12.64 the stock of packages apart from those in

the hands of customers was valued at Rs. 540 (after providing for depreciation)

Show the Packages Account and Packages Suspense Account in the books

of K. Biscuit Co.

(I.C. W.A—Inter, January, 1965)

Ans: Packages sold Rs. 120; packages with the customers at cost at the

end of year Rs. 500 ; loss on packages Rs. 40)

6. Hindusthan Chemicals Ltd. supply their products in drums which

cost them Rs. 50 each and are charged out to the customers at Rs. 100 each.

If the drums are returned within one month a credit of Rs. 80 cach is allowed.

All drums are valued for stock purposes at Rs. 40 each.

On Ist January, 1965, the Stock of drums in the godown was 760 and

there were 350 drums In the hands of the customers (all returnable).

During 1965, 180 drums were purchased, 2,000 drums were sent out to
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the customers and 1,750 drums were returned by the customers within the

period allowed.

On 3lst December, 1965, 450 drums were with the customers who

could return them. Stock-taking in the godown disclosed a shortage of

3 drums. ,

You are required to prepare the Drums Stock Account and the Drums

Reserve Account for the year 1965 in the books of Hindusthan Chemicals

Ltd.

(1.C.W.A.—Inter, January, 1966)

Ans: Drums sold 150 ; Drums on hire 1,850, Hire charge on 1,850 drums

@ Rs 20 each=Rs. 37,000 ; Net profit on drums Rs. 44,080)

(Note: Profit on sale Rs. 7,200 plus profit on hire Rs. 37,000 minus

loss for shortage Rs. 120= Rs. 44,080)

7. A Company purchases packages for Rs. 4 each, charges them to cus-

tomers at Rs. 5 each and credits customers with Rs. 2:50 each in respect of

packages returned within 3 months. The packages are valued for stock-taking

at Rs. 2 each. From the following particulars write up the Ledger Accounts for

the year ended 3lst December :—

Nos.

Packages in stock—JIst January 1,000

Packages in customes”’ hands—Ist Jaunary 1,600

Packages purchased during the year 1,500

Packages charged to customers 4,400

Packages returned by customers 3,600

Packages in customers’ hands on 31st December in respect of

which the return period had not expired. 2,000

(1.C.W.A.—Inter)

Ans : Packages sold 400; packages on hire 4,000; hire charge on 4,000

packages @ Rs. 2:50 each-=Rs. 10,000 ; Net profit on packages Rs. 8,200)

Note: Profit on hire Rs. 10,000 minus Loss on sale of packages Rs. 1,800=

Net profit Rs. 8,200)

8. Vegetable Products Ltd. executes orders in special containers which

are separately charged for but are returnable. It purchases these containers at

Rs. 18 each and charges its customers at Rs. 24 each. When containers are

returned by customers, credit is given to them at Rs. 15 per container.

On Ist April, 1959, Vegetable Products Ltd. had 600 containers in stock

and 400 in hands of customers (all returnable). During the year, 1,000 containers
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were purchased. In the course of the year, 1,800 containers were sent out to

customers and 1,100 were received back {rom them.

On 3ist March, 1960, 500 containers were in the hands of customers (all

returnable).

You are reqired to draw up the Containers Stock Account and Containers

Suspense Account.

(I.C.W.A.—Inter)

Ans: Containers sold 600; Containers on hire 1,200; Hire charge on

1,200 containers @ Rs. 9 each=Rs. 10,800; Net profit on

Containers Rs. 14,400)

(Note: Profit onsale Rs. 3,600 plus profit on hire Rs. 10,800=Net profit

Rs. 14,400)

9. Hind Biscuits Co Ltd. supply their products in cotainers which cost

them Rs. 5 each, and are charged out to customers at Rs. 10 each. If the

containers are returned within two months, a credit of Rs. 8 each is allowed.

All containers are valued for stock purposes at Rs. 4 each.

On Ist January, 1963 the stock in the godown was 15,200 containers and

there were in the hands of the customers 7,000 containers for which the return

period had not expired.

During 1963, 3,600 new containers were purchased. 40,000 containers

were invoiced to customers 33,000 containers were returned within the period

allowed, 1,950 container were broken in godown, 3,000 were not returned by

customers but were duly paid for.

On 31st December, 1963 there were no containers in the hands of the

customers which were not paid for and for w'ich the retuin period had expired.

Stock taking in the godown disclosed a shortage of 50 containers.

You are required to prepare the Contaimers Stock Account and Contai-

ners Suspense Account for the year 1963 in the books of Hind Biscuits Co. Ltd.
(C.U. M. Com. 1964)

Ans: Containers sold 3,000; Containcrs in hand at end 11,800;

Containers with customers at end 9,000 ; Containers on hire 37,000 ;

Hire charge on 37,000 cotainers @ Rs. 2 each=Rs. 74,000; Net

profit on containers Rs. 80,400)

10. §. Bose sold his goods in hoxes, which he charged out to his custo-

mers at 50 P. each. Customers were credited with 35 P. for each box returned

within two months.

In his annual accounts the stock of boxes in his factory and all returnable

boxes in the hands of the customers invoiced within two months were valued

at 10 P. each and on December 51, 1964, the number of such boxes were 20,000

and 50,000 respectively.

38



298 ACCOUNTANCY—PRINOIPLES & PRACTICB

During the year ended 31st December, 1965 the following transactions in
boxes took place :

(a) 60,000 boxes were purchased at 16 P. each,

(b) 1,00,000 boxes were charged to customers.

(c) 90,000 boxes were returned by customers.

(d) 2,000 boxes out of those returned were useless and sold as scrap for

Rs. 80.

(ec) On 3lst. December, 1965, 40,000 boxes invoiced after 3st. October,

1965, were in the hands of customers.

Show the necessary accounts in the books of S. Bose.

(C.U. M.Com. 1966)

(Ans: Cases sold 20,000 ; Cases on hire 80,000 ; Hire charge @ 15p. each=

Rs. 12,000 ; Net profit on cases Rs. 19, 880).

(Note: Profit on sale Rs. 8,000 plus profit on hire Rs. 12,000 minus loss

for scrap Rs. 120=Rs. 19,880.)



CHAPTER XXIX

ACCOUNTS FROM INCOMPLETE RECORDS

Sometimes it is found that the accounting records of a trader are incomplete and

inadequate. He may be ignorant of proper system of keeping books of accounts or

his books of accounts and records may be lost by fire or flood etc., or he may not inten-

tionally keep proper books of accounts to evade tax. In such circumstances, it is often

required to prepare a statement of profit or loss of a business for a period and also a

balance sheet as at the end of that period.

In compiling accounts from inadequate and incomplete records the following

procedure should be followed :—

(a) The position as regards assets and liabilities as at the beginning of the period

under review is to be ascertained. The excess of asscts over liabilitics is the Capital

nvested by the trader.

(b) A Cash Account should be prepared and the Cash in hand and the Cash at Bank

should be verified.

(c) In preparing the Cash Account, it is required to distinguish between (i) payments

made for Cash Purchases and payments made to Creditors and (1i) receipts for cash sales

and receipts from Sundry Debtors.

(d) It is necessary to ascertain the amounts owing by the debtors at the end of the

period. In doing so, due consideration should be given to (i) Discounts allowed,

(ii) Bad debts written off, (iii) Bad debts recovered. (iv) Returns inward, (v) Interest

charged, (vi) Bills Receivable dishonoured etc.

(c) Amounts owing to creditors at the end of the period is to be determined. For

that purpose items like (i) Discounts received, (ii) Returns outwards, (ii) Bills Payable

dishonoured etc., should be noted.

(f) Total Debtors Account and Total Creditors Account are to be prepared to ascertain

credit sales and purchases respectively. Cash Sales and Purchases can be ascertained

form Cash Book.

(g) Necessary adjustments in the nominal items are to be made so that correct trading
result is ascertained and accrued incomes and outstanding expenses are taken into

account.

(h) The final step is the ascertainment of the values of the assets and liabilities for the

Preparation of Balance Sheet as at the end of the period.

Illustration 1

A Trader had not kept proper books of accounts, but from the following

details you are required to ascertain the profit or loss for the year
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ended December 31, 1964 and also a Statement of Affairs as at that

date :

Stock

Creditors

Debtors

Bank Overdraft

Cash in hand

Furniture

Motor Car .

Bills Receivable

January 1, 1964 December 31, 1964

Rs.

16,500

15,000

11,400

20,700

200

1,500

2,000

16,000

Rs.

19,600

14,500

10,500

20,100

1,200

1,500

2,000

15,200

The drawings during the year amounted to Rs. 2,500. Depreciate Furniture by

10% and Motor Car by 20%. As regards debtors, it is ascertained that Rs. 500 are

irrecoverable. A Reserve of 5% is to be made.

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

Solution

Capital as on 1-1-64 (i. ¢., Opening Capital) :

Stock

Debtors

Cash in hand

Furniture

Motor Car

Bills Receivable

Less— Creditors

Bank Overdraft

Rs.

16,500

11,400

200

1,500

2,000

16,000

15,000

20,700

Rs.

47,600

35,700

.. Capital as on 1-1-64 is

Capital as on 31-12-64 (i. e., Closing Capital) :

Stock

Debtors

Cash in hand

Furniture

Motor Car

Bills Receivable

Less—Creditors
Bank Overdraft

Rs,

19,600

10,500

1,200

1,500

2,000

15,200

14,500

20,100

.. Capital as on 31-12-64 is

50,000

34,600

Rs. 11,900

Rs. 45,400
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Statement of Profit and Loss

For the year ended December 31, 1964

Closing Capital

Add—Drawings during the year

Less—Opening Capital

.. Gross Profit

Less—Depreciation on :

Furniture @ 10%

Motor Car @ 20%

Bad Debts

Reserve for Bad Debts

- Net Profit

Note :

-irrecoverable Debts Rs 500) @ 5%

Rs

15,400

2,500

17,900

Rs

150

400

500

500

Statement of Affairs

as at 3ist December, 1964

11,900

6,000

1,550

4,450

Reserve for Bad Debts 1s calculated on Rs 10,0001e (Debtors Rs 10,500

Capital and Liabilities

Rs

Creditors

Bank Overdraft

Capital 11,900

Add—Profit 4,450

16,350

Less—Drawings 2,500

Rs

14,500

20,100

13,850

48,450 |
ee

Property and Assets

Moto) C ir

Less—Depreciation

Furniture

Less—Deprcciation

Debtors

Less—Bad Debts

Less—Reserve for Bad Debts

Bills Receivable

Stock

Cash in hand

Rs

2,000

400

1,500

150

10,500

500

10,000

500
a Se

Rs

1,600

1,350

9,500

15,200

19,600

1,200

48 450

Hlustration 2

§ and H keep only a Cash Book and a Personal Ledger. From these books and by

enquiries the following information is obtained ;—
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Rs,

Cash Balance on 1-1-1965 11,195

S’s drawings for the year ended 31-12-1965 15,000

H’s drawings for the year ended 31-12-1965 3,520
Total payments to Trade Creditors 98,472

Total payments of Wages 33,110

Total payments of Salaries 6,160 °

Total Receipts from Trade Debtors 1,58,210

Total Business Expenses 4,500

Cash Balance on 31-12-1965 8,643

Stock on hand 1-1-1965 10,752

Stock on hand 31-12-1965 9,863

Trade Debtors on 1-1-1965 14,688

Jrade Debtors on 31-12-1965 28,516

Trade Creditors on 1-1-1965 15,635

Trade Creditors on 31-12-1965 16,203

Furniture on }-1-1965 as well as on 31-12-1965 at cost 18,320

Building on 1-1-1965 as well as on 31-12-1965 at cost 70,680

Reserve for Repairs and Replacements on 1-1-1965 16,000

Reserve for Repairs and Replacements on 31-12-1965 20,000

Wages and Salaries for December, 1965 are outstanding and amount to Rs. 3,005

and Rs. 560 respectively. Of the business expenses paid, Rs. 746 is in respect of the

the quarter ending 31-3-1966.

The Partners each had the same fixed amount of capital invested in the firm

throughout the year, and they share profits and losses equally. However, by agreement,

every year a Reserve for Repairs and Replacements of Rs. 4,000 is to be made before

crediting Partners with their shares of the year’s profit or loss. Prepare the firm’s

Trading and Profit and Loss Account for the year ended 31-12-1965 and its Balance Sheet

as on that date.

Show all your workings by way of appropriate notes.

(Burdwan University, B. Com. (Adv.) Hons. 1966).

Solution

Balance Sheet

as at January 1, 1965

Rs, Rs.

Liabilities Assets
Rs

Creditors 15,635 § Cash 13,195

Reserve for Repair and Debtors 14,688

Replacements 16,000 § Stock 10,752

Capitals-- Betng the excess Furniture 18,320

of assets Buildings 70,680

Ss 47,000

H 47,000 94,000

125,635 125,635

PEE a a Tere
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Total Debtors’ Account

Dr. Cr.

Rs Rs.
1965 1965

Jan 1 To Balance b/d 14,688 | Dec 31 By Cash 1,58,210
,» Credit Sales 1,72,038 | »» Balance c/d 28,516

186.726 "T,86,726
ae ee

Total Creditors’ Account

Dr. Cr.

Rs Rs.
1965 1965

Dec 31 To Cash 98,472 | Jan 1 By Balance b/d 15,635

»» Balance c/d 16,203 | »» Credit Purchases 99,040

1,14,675 114,675
| earn Se

S and H

Trading and Profit & Loss Account

for the year ended 31st December, 1965

Dr. Cr.

Rs Rs

To Opening Sto: k 10,752 | By Sales 1,72,038

»» Purchases 99,040 Closing Stock 9,863

> Wages 36,115

»» Gross Profit c/d 35,994

1 81 901 1,81,901
| es qn

To Salaries 6,720 | By Gross Profit b/d 35,994

»» Business Expenses 3,754

»» Reserve for Repair 4,000

” Net Profit —_ Rs

83 10,760

Hi 10,760 21 520 _—

35 994 35,994
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Balance Sheet of S and H

as at 31st December, 1965

Rs.

Liabilities

Outstanding— Rs.

Wages 3,005

Salaries 560 3,565

Sundry Creditors 16,203

Reserve for Repairs and

Replacements 20,000

Capitals—

S 47,000

Add—Profits 10,760

57,760

Less—Drawings 15,000
—_—_—— 42,760

H 47,000

Add—Profits __ 10,760

57,760

Less—Drawings 3,520
—_—_——- 54,240

1 36,768
—

Assets

Cash

Debtors

Prepaid Expenses

Stock

Furniture

Building

Rs

8,643

28,516

746

9,863

18,320

70,680

Illustration 3

1,36,768

Mr. Mathur Submits to you the following figures relating to his business for the

year ended 31st December, 1965. You are required to prepare a Trading and Profit

& Loss A/c. for the year ended 31st December, 1965 and a Balance Sheet as on that

date. Any difference in Cash Balance is to be taken as his personal drawings.

Deposits into Bank

Personal Dividend deposited into business cash

Personal payments out of Bank

Payments to Trade Creditors

Withdrawn from Bank

Received from Debtors

Paid for Wages

Paid for delivery charges

Paid for salaries

Paid for Rent and Rates

Paid for general charges

Jnterest credited by Bank

Rs.

26,070

600

2,250

23,850

23,250

35,100

3,900

1,800

600

405

730

30
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The Assets and Liabilities were as follows :-

Stock

Bank Balances

Cash in hand

Trade Debtors

Trade Creditors

Solution

Notes :

Ist Jan., 1965

Rs.

1,800

2,400

90

2,250

3,600

31st Dec., 1965

Rs.

2,250

3,000

60

3,150

4,200

(i. C. W. A.—Inter. January, 1966).

(a) Capital as on 1-1-1965 (i.c., Opening Capital) :

Rs.

Stock 1,800

Bank Balances 2,400

Cash in hand 90

Trade Debtors 2,250

6,540

Less—Trade Creditors 3,600

.. Capital as on 1-1-1965 2,940

(b) Personal Drawing is ascertained thus

Drawing in Cash (Difference) 1,605

Less—Dividend paid in Cash 600

1,005

Add—Payment out of Bank 2,250

Personal Drawing 3,255

Dr. Cash Book Cr.

Rs Rs.

To Balance b/d (1-1-1965) 90 f By Bank (Deposit) 26,070

»» Personal Dividend 600 § ,, Tradc Creditors 23,850

»» Bank (withdrawal) 23,250 | ,, Wages 3,900
»» Debtors 35,100 | ,, Delivery Charges 1,800

» salaries 600

» Rent and Rates 405

» General Charges 750

,», Drawings (Difference) 1,605

»» Balance c/d 60

59,040 | 59,040

To Balance b/d | 60 |

nna
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Dr. Total Debtors Account Cr.

Rs. Rs,

To Balance b/d 2,250 | By Bank 35,100

»» Credit Sales (Balancing figure) 36,000 | ,, Balance c/d 3,150

38,250 38,250

To Balance b/d 3,150

Dr. Total Creditors Account

Rs Rs

To Bank 23,850 | By Balance b/d 3,600

» Balance c/d 4,200 § ,, Credit Purchase (Balancing figure) 24,450

28,050 28,050
| RS se

By Balance b/d 4,200

Trading and Profit & Loss Account

Dr.

Rs. Rs.

To Opening Stock 1,800 | By Sales 36,000

,» Purchases 24,450 | ,, Closing Stock 2,250

»» Wages 3,900

» Gross Profit—transferred to Profit

and Loss A/c. 8,100

38,250 38,250
| eg

To Salary 600 § By Gross Profit 8,100

»» Rent and Rates 405 | ,, Bank Interest 30

»» General Charges 750

»» Delivery Charges 1,800

»» Net Profit—Transferred to Capi

A/c. 4,575

8,130 8,130
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Mr. Mathur

Balance Sheet as at 31st December, 1965

Liabilities

Rs

Trade Creditors

Capital 2,940

Add—Net Profit 4,575

7,515

Less— Drawing 3,255

Assets

4,200 | Cash in hand

Cash at Ban

Trade Dubois

Stock

4,260

8.400

Rs

60

3,000

3,150

2,250

8,460

Illustiation 4

U. N. Tidy did not keep a complcte set of double cniry records, but was able to
provide you with the following information on December 31, 1965:

Trade Debtors

Rates paid in advance

Trade Creditors

Rent owing to landlord

Expenses unpaid

Stock-in-trade

Machinery

Jan. |

Rs.

} ,628

860

120

2,160

4 500

Dec. 31

Rs.

1,860

30

924

250

130

2,465

5,050

Tidy pays all cash received into the bank and makes all payments by cheque and

the following figures are available summarising the details shown on statements of

accounts from his bank :

Balance at Bank, Jan. 1

Loan from A. B. C.

Cash Sales

Cash received from debtors

Rs.

262 Payments to creditors

1,000 Wages

16,656 Rent

8,162 Rates

Sundry Expenses

New Machinery

Personal drawings

Balance at Bank, Dec. 31

ete

26 080

KS.

17,016

2,667

750

250

1,626

1,000

2,080

691

6,080
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Further details which came to light showed that a debtor who owed Rs. 420, died
leaving no assets behind. Discount of Rs. 315 had been allowed on the receipts from

debtors, and discount of Rs. 654 had been deducted from the payments made to creditors.

You are required to prepare Trading and Profit & Loss Account for the year ended

31st December, 1965, and a Balance Sheet as at that date.

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

Solution

Total Debtors’ Account

Dr. Cr.

Rs. Rs.

1965

Jan.1 To Balance b/d 1,628 By Bank 8,162

»» Credit Sales 9,129 »> Discount 315

,, Bad Debts 420

1965

Dec 31 ,, Balance c/d 1,860

10,757 10,757

Total Creditors’ Account

Dr. Cr.

Rs. Rs

1965

To Bank 17,016 |} Jan 1. By Balance b/d 860

», Discount 654 » Credit Purchases 17,734

1965

Dec. 31 ,, Balance c/d 924

18,594 18,594

Balance Sheet

as at January 1, 1965

Ro. Rs.

Liabilities Assets

Expenses Outstanding 120 [| Cash at Bank 262

Trade Creditors 860 # Trade Debtors 1,628

Capital 7,570 § Stock 2,160

Machinery 4,500

8,550 8,550
Sanneeeesses A
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U.N. Tidy

Trading and Profit & Loss Account

For the year ended 31st December, 1965

11

Dr. Cr.

Rs Rs

Rs

To Opening Stock 2,160 | By Sales—

,», Purchases 17,734 Cash 16,656

,,» Wages 2,667 Credit 9,129 25,785

,, Gross Profit ¢/d 5,689 |

, Closing Stock 2,465

28,250 28,250
ltt eamecqpenmees

To Rent 1,000 | By Gross Profit b/d 5,689

», Rates 200 Discont Received 654

», Sundry Expenses ! 656

» Discount Allowed 315

», Bad Debts 420

», Depreciation 450

»» Net Profit 2,302

(Transferred to Capital)

6434 ~ 6,343

U. N. Tidy

Balance Sheet

as at 31st December, 1965

Liabilities Rs Assets Rs.

Expenses Outstanding 150 | Cash at Bank 691
Rent owing to Landlord 250 | Rates paid in Advance 50
Loan from ABC 1,000 | Trade Debtors 1,860
Creditors 924 | Stock 2,465

Rs Rs

Capital 7,570 Machinery 4,500

Add—Net Profit 2,302 Additions 1,000 |

9,872 5.500

Less—Drawings 2,080 7,792 | Less—Depreciation 450 5,050

10116 | 10,116
Ee
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Illustration 5

ACCOUNTANCY-——PRINCIPLES & PRACTICE

You are given (1) the Balance Sheet of Raj Kumar on 31st March, 1964, (2) a Cash

Account for the year ended 31st March, 1965 and (3) additional information. Yoy

are required to prepare a Trading and Profit & Loss Account for the year ended 31st

March, 1965 and a Balance Sheet as on that date.

Balance Sheet as at 31-3-1964

Rs. Rs

Creditors 20,000 | Cash 5,000

Bills Payable =, 40,000 | Bank 10,000

Capital 1,00,000 f Bills Receivable 20,000)

Debtors 25,000

Stock-1n-Trade 20,000

Furniture 10,000

Plant 70,000

160,000 1 ,60,000
| ee) oi

Cash Account for the year ended 31-3-1965

Rs Rs.

Balance— Rs.

Cash 5,000 Drawings 12,000
Bank 10,000 15,000 | Wages 20,000

Payment to Creditors 35,000

Cash Sales 35,000 | Bills paid 60,000

Collection from Debtors 80,000 | Sundry Expenses 30,000
Bills Receivable 75,000 | Rent, Rates & Taxes 20,000

Balance— Rs.

Cash 3,000

Bafik 25,000 28,000

2,05,000 2,05,000
be

Additional information :

Debtors on 31st March 1965 40,000

Creditoss on 31st March, 1965 25,000
Bills Receivable on 31st March, 1965 30,000
Bills Payable on 31st March, 1965 50,000
Stock-in-Trade on 31st March, 1965 30,000
Bills Receivable in hand dishonoured during the year 5,000
Bills Payable dishonoured 2,000
Bills Receivable endorsed 15,000
Bills Receivable as endorsed dishonoured 2,000
Discount Allowed 1,000

Discount Received 2,000

(C. A. Inter- -May, 1965).
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Solution

Bills Receivable Account

Dr. Cr.

Rs Rs

Jo Balance b/d 20,000 } By Cash 75, 000

Sundry Debtors 1,05,000 | ,, Sundry Debtors
(Billy dishonourcd) 5,000

, Creditors (Billy endorsed) 15,000

»» Balance c/d 30,000

1 24 000 125,000

Bills Payable Account

Dr. Cr.

Rs Rs

To Cash 60,000 | By Bilince b/d 40,000

», Creditors (B/P dishonoured) 29004 ,, Sundry Creditors 72,000
», Balance c/d 50 090

i 12 000 1,12,000

Total Debtors’ Account

Dr. Cr,

Rs Rs.

To Balance b/d 25 000 | By Cash 80,000

»» Bills Receivable A/c »» Discount Allowed 1,000

(Bills dishonouted) 5,000 | ,, Bills Receivable A/c 1,05 000

»» Creditors A/c »» Balance c/d 40,000

(B/R endorsed dishonoured) 2,000
»» Credit Sales 19 ,000

2 26 000 2 26 000
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Dr. Total Creditors’ Account Cr.

Rs. Rs.

To Cash 35,000 | By Balance b/d 20,000
»» Bills Receivable A/c. »» Bills Payable A/c.— .

(Bills endorsed) 15,000 (Bills dishonoured) 2,000
»» Discount Reccived 2,000 | ,, Sundry Debtors A/c.
»» Bills Payable A/c. 72, (Bills Receivable endorsed
»» Balance c/d 25,000 dishonoured) 2,000

1» Credit Purchases 1,25,000

" 1,49,000 1,49,000
ees

Trading and Profit & Loss Account
Dr. for the year ended 31st March, 1965 Cr.

" Rs. Rs.
To Opening Stock 20,000 | By Sales— Rs.
»» Purchases 1,25,000 Cash 35,000
», Wages 20,000 Credit 1,94,000 | 2,29,000
», Gross Profit c/d 94,000

», Closing Stock 30,000

2,549,000 2,59,000
| 

|

To Sundry Expenses 30,000 | By Gross Profit b/d 94,000
»» Rent, Rates and Taxes 20,000 | ,, Discount Received 2,000
»» Discount Allowed 1,000

»» Net Profit

(transferred to Capital A/c.) 45,000

96,000 | 96,000
— | 

Quan

Balance Sheet

as at 3ist March, 1965

Liabilities | Rs. Assets Rs.
Creditors 25,000 | Cash in hand 3,000
Bills Payable 30,000 | Cash at Bank 25,000
Capital Rs. 1,00,000 Bills Receivable 30,000

Add—Net Profit 45,000 Debtors 40,000
—_—————- Stock-in-Trade 30,000
1,45,000 Furniture 10,000

Less—Drawings 12,000 | 1,33,000 | Plant 70,000
ene

—— 2.08000
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[ilustration 6

A retail tradesman asks you to prepare accounts of his business for the year ended

31st December, 1963 and on investigation you find that while records of business takings
and payments have been kept, they have not been reconciled with cash in hand. From

time to time Cash has been paid into banking account and cheques thereon have been
drawn both for business and private purposes.

From the following information obtained from the records and from your client,

prepare accounts at 3]st December, 1963. During the year cash amounting to Rs.

1,000 was stolen from the safe during the night. No record has been kept of amounts

taken from Cash for living and personal expenses and a difference in Cash amounting

to Rs. 365 is treated as private expenses.

Rs.

Cash paid into Bank 7,500

Private dividends paid into Bank 100

Private payments out of Bank 1,300

Business payments out of Bank 6,100

Cash takings (Sales) 12,500

Payments for goods by Cash and Cheque 8,000

Wages 2,000

Delivery capenses 350

Rent and Rates 100

Lighting 50

General Expenses 230

The Assets and Liabilities at the beginning and end of the period are as follows :

Opening Closing

Rs. Rs,

Stock 1,000 750

Bank balance 400 600

Cash in hand 15 20

Trade Debtors 700 1,000

Trade Creditors 1,365 1,500

Investments 2,500 2,500

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

Solution

Notes :

(a) Total payments from Bank and Cash is Rs. 8,000.
Business payments from Bank 1s Rs. 6,100. The balance of Rs. 1,900 is, there

fore payment from Cash.

(b) Difference in cash amounting to Rs. 365 is shown as drawing from Cash.
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Cash Book

Dr. (with Bank and Cash Columns) Cr.

Bank | Cash Bank cash
Rs. Rs. Rs. | Rs,

To Balance b/d 400 15 | By Bank—Contra 7,500
», Cash—Contra 7,500 (bcing Cash paid into Bank.)

(being Cash paid into Bank) », Drawings 1,300 365

» sundry Debtors {2,500 (being Drawings made from

(being the amount received Bank and Cash.)

from Debtors.) »» Sundry Creditors 6,100 | 1,900

»» Sales (for Cash) 1,000 (being the amount paid to

»» Dividends 100 Creditors from Bank and

(being Private Dividends Cash.)

Paid into Bank.) »» Wages 2,000

(being Wages paid.)

»» Delivery Expenses 350

(being Delivery Expenses

paid )

| .. Rent and Rates 100
(being Rent and Rates paid.)

»» Lighting 50

(being Lighting Expenses

paid.)

», Gencral Expenses 230

(being Gencral Expenses

paid.)

»» Loss by theft from Safe 1,000

., Balance c/d 600 20

8,000 13,515 8,000 | 13,515

Dr. Total Debtors’ Account Cr.

Rs Rs.

To Balance b/d 700 # By Cash 12,500

» Credit Sales 12,800 | ,, Balance c/d 1,000

13,500 13,500

Dr. Total Creditors’ Account Cr.

Rs. Rs.

To Bank 6,100 | By Balance b/d 1,365

», Cash 1,900 1 ,, Credit Purchases 8,135
»» Balance c/d 1,500

9,500 f 9,500 .
: a
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Trading and Profit & Loss Account

Dr. for the year ended 31st December, 1963 Cr.

a = . |

Rs Rs,

To Opening Stock 1,000 | By Sales—

,»y Purchases 8,13 Rs.

», Wages 2,000 Cash 1,000
,» Gross Profit c/d 3,415 Credit 12,800 13,800

»» Closing Stock 7530

14,550 14,550
i amen

To Rent and Rates 10u 4 By Gross Profit b/d 3,415

», Lighting 50

»» Delivery Expenses 35)

», Gencral Expenses 231)

» Loss by theft 1,00)

» Net Profit— 1,685

(transferred to Capital A/c )

3 41 3,415
| ee

Balance Sheet

as at January 1, 1963

~— Liabilities K> Ausets Rs
Sundry Creditors 1,365 | Cush wn hand 15

Capital 3,250 [| Cish at Bink 400
Invest ils 2,500

Sundry Debtors 700

Stock 1,000

4615 4.615

Balance Sheet

as at 31st December, 1963

Liabilities Rs Avsets Rs
Sundry Creditors 1,500 | Cash ip hand 20

Rs Cush at Bank 600

Capital 3,250 Investments 2,500

Add Net Profit 1,685 Sundry Debtors 1,000
Add Private Dividend 100 Stock 750

5,035

Less Drawings 1,665 3,370

4,870 4,870
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Illustration 7

Marcar does not maintain proper books of account or bank account. From the

following information, prepare Trading and Profit & Loss Account for the year ended

31st December, 1967, and a Balance Sheet as on that date :—

Debtots

Stock

Furniture

Creditors

Analysis of other transactions are :—

Eash collected from Debtors

Cash paid to Creditors

Salaries

Rent

Office Expenses

Drawings

Fresh Capital introduced

Cash Sales

Cash Purchascs

Discount Received

Discount Allowed

Returns Inward. .!

Returns Outward

Bad Debts

He had Rs. 2,500 Cash at the beginning of the year.

Solution

Liabilities

Creditors

Cupital—being the excess of asscts

over habilities

Statement of Affairs

as at January, 1, 1967

Rs.

3,000

13,900

ft

A

Cash in hand

Debtors

Stock

Furniture

16,900
ba

On On

31-12-66 31-12-67

Rs. Rs.

9,000 12,500

4,900 6,600

500 75

3,000 _—2, 250

Rs.

30,400

22,000

6,000

750

900

1,500

1,000

750

2,500

350

150

500

400

100

(I. C. W. A., Jan., 1968).

Rs.

2,500

4,900

500

« 16,900
Enns



34,650

ACCOUNTS FROM INCOMPLETE RECORDS 19

Dr. Total Debtors’ Account Cr.

Rs. Ro.

1967 By Cash 30,400
Jan. 1 To Balance b/d 9,000 », Discount 150

»» Credit Sales 34,650 ., Returns Inward 500
» Bad Debts 100

1967

Dec. 31} ,, Balance b/d 12,500

43,650 43,650

Dr. Total Creditors’ Account Cr.

Rs. Rs,

To Cash 22,000 | 1967

»» Discount 350 f Jan 1 | By Balance b/d 3,000

». Returns Outward 400 a Credu Purchasas 22,000

1967

Dec. 31 | ,, Balance ¢/d 2,250

25,000 25 000
| Le

Dr. Cash Account Cr.

Rs, Rs

1967

in. 1 | To Balance b/d 2,500 By Creditors 22.000

»» Debtors 30,400 »» Cash Purchases 2,500

,»» Additional Capital 1,000 »» Salaries 6,000

». Cash Sales 750 » Rent 750
»» Office Expenses 9n0

», Drawings 1,500

»» Furniture (Addition) 250

1967

Dec. 31} ,, Balance c/d 759

34,650
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Marcar

Trading and Profit & Loss Account

Dr. for the year ended 31st December, 1967 Cr.

| Rs. Rs,
To Opening Stock 4,900 | By Sales—

» Purchases— Rs. Rs.

Rs. Rs. Cash 750

Cash 2,500 Credit 34,650

Credit = 22,000 Less Returns 500 34,150 34,900

Less Returns 400 21,600 24,100

», Closing Stock 6,600

» Gross Profit c/d 12,500

41.500 | 41,500

To Salaries 6,000 | By Gross Profit b/d 12,500

» Rent 7501 ., Discount Received 350

» Office Expenses 900

», Discount Allowed 150

», Bad Debts 100

» Net Profit— 4,950

(transferred to Capital A/c.)

12,850 | 12,850

Marcar

Balance Sheet

as at 31st December, 1967

Liabilities Rs. Assets Rs,

Creditors 2,250 { Cash in hand 750

Rs. Debtors 12,500

Capital 13,900 Stock 6,600

Additions 1,000

————— rurniture 750
14,900

Adi Profit 4,950

19,850

Less Drawings 1,500 18,350

20,600 20,600
nna.

PERI 7 ae
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ustration 8

X started a small grocer’s shop on Ist January, 1958, with a capital of Rs. 4,000.

he rent of the shop was Rs. 50 per month and he employs a salesman at Rs. 60 per

ionth. He purchased fixtures for Rs. 200 out of his Capital before he started the

usiness.

Being unable to keep proper accounts he approached a chartered accountant for

dvice. The accountant suggested as follows :

(a) The balance of Capital in hand is to be deposited in a current account of a bank.

(b) All purchases are to be paid by cheque from that current account.

(c) All cash sales and collections from che debtors are to be deposited in the current

ccount on the following day.

(d) A savings account is to be opened with a cheque for Rs. 200 drawn on the curtent

ccount and deposits of Rs. 200 to be made on the first working day on each of the

lowing months.

(e) All expenses other than those to be drawn from current accounts are to be met

ut of this savings account.

(f) A petty cash box is to be maintained for payment of carriage in and cartage only

nd is to be reimbursed from the current account in round sums as and when necessary.

(g) All sales are to be recorded in a challan which will be given over to the customer

n his paying up. In case of cash sales this will be given up immediately and in case

f credit sales this will be kept in uptill payment is made.

(h) On 31st December every year he will compile the following :

(1) A stock inventory by valuing the stock in hand at cost o. market price which-

ever is lower.

(1) The total of challans held by him on that date.

(iit) Bank balances as per current and savings accounts.

(iv) Balance in his petty cash hoy as also cesh held on account of cash sales and

credit collections for the day to be deposited the next day.

On 31st December, 1958, his stock was valued at Rs. 2,841, his bank halances were :

urrent account Rs. 3,145 and savings account Rs. 231. His petty cash balance was

‘ce, 1 and cash on account of cash sales and cretit collections for being deposited on the

ext day Rs. 129.

He has drawn Rs. 760 during the year for Itis personal expenses from the savings

ank account and the tet ul of his challans in hind was Rs. 826 of which one for Rs. 26

unrealisable. The rent and salary for the month of December, 1958, are to be paid

1 January, 1959,

Assuming depreciation at 10% p. a. on his fixtures and a 2%, Reserve for Doubtful

ebts on the rest of the challans (barring ibe one which is unrealisable), prepare his

-&L. A/c. for the year ended 31st December, 1958, and a Balance Sheet as at that date

1 Pro forma). [C. U. B. Com. Adv. (Hons.) 1966].

Solution

Note: For preparation of the Profit & Loss Account and the Balance Shect it is

necessary to prepare the various Ledger Accounts with assumptions in respect of the

missing information,
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Dr. X’s Capital Account Cr.

RR: Rs,

To Balance c/d 4,000 T By Sundries 4,000
a ee

By Balance b/d 4,000

Dr. Fixtures Accoun’‘ Cr.

Rs. Rs.

To Capital 200 | By Depreciation ()

» Balance c/d 1x0

200 200
Ee a

To Balance b/d 180

Dr. Petty Cash Cr,

Rs. Rs

To Current Account 1,0€0 | By Carriage (assumed) 982

Balance ¢/d 18

10% 1,000

To Balance b/d 18

Dr. Cash (for Depositing) Account Cr.

Rs. R3.

To Debtors 129 | By Bilance c/d 129

To Balance b/d

—

129

ee
es a
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Dr. Drawings Account Cr.

R, Rs

To Savings Account 709 J By Bilancee cfd 76)

fo Balance b/d 76)

Dr. Salaries Account Cr.

Rs Ro

lo Curent Account 060 | By P AL A Catt 720

, Outstanding Expcunses 60

| 720 720

Dr. Rent Accuunt Cr.

Rs Rs.

lo Cuirent Account 550 | By P & lL Auwuunt 600

»» Outstanding Expenses 50

600 600

. |

Dr. Outstanding Expenses Account Cr.

Rs Rs,

To Balance ¢/d 110 } By Salaries 60

,, Rent 50

110 110

By Balance b/d 110
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Dr. Bad Debts Account Cr,

Rs. R

To Debtors 26 f by ve d& L. Account 26
| enema

Dr. Purchases Account Cr.

Ry. Rs

To Current Account 3J,000 | By P. & L. Account 30.0) *

Dr. Depreciation Account Cr.

Rs, Rs,

To Fixtures 20 | By P. & L. Account 20
| WC

Dr. Reserve for Doubtfal Debts Account Cr.

Rs, Rs,

To Balance c/d 161 By P & L Account 16

By Balance b/d 16

Dr. Miscellaneous Expenses Account Cr.

Rs. Rs.

To Current Account 6,045 | By P & L Account 7,454
», savings Account 1,409

7,454 7,454
eee
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Dr. Savings Account Cr

Rs Rs

To Current Account 2,400 | By Diawings 7160
»» Miscellancous Expenses (assumed) 1,40)

»» Balance c/d 231

as Se es ee

2,400 2,400
Eee | quam

To Balance b/d 231

Dr. Current Account Cr.

Rs Rs

1o Capital 3,800 7 By Savings A/c 2,400

,, Debtors’ challans (assumed) 40,090 § ,, Purchases (assumod) 30 009

»» Salarics 660

», Rent 55)

»» Petty Cash (assumed) 1,000

»» Miscelluncous Expenses (assumed) 6,045

»» Balance c/d 3,145

4% 800 43,800

To Balance b/d 3,145

Dr. Debtors (Challans) Accouat Cr.

Rs | Rs.

To Sales 40,955 | By Current A/c 40,09)

», Cash (for depositing) 429

», Balance c/d 826

40,955 | 40,955

To Balance b/d 826 | By Bad Debts 26
»» Balance c/d 800

824 826
|

800To Balance b/d

ij, = a a o

4
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Mr s xX

Trading and Profit & Loss Account

Dr. for the year ended 31st December, 1958 Cr.

Rs. Rs.

To Purchases 30,000 | By Sales 40,955

.» Carriage 982 | ,, Closing Stock 2,84!
+ Gross Profit c/d 12,814

. 43,796 43,796
ba]

To Salaries 720 | By Gross Profit b/d 12,814

»» Rent 600

»» Miscellaneous Expenses 7,454

,, Bad Debts 26

», Reserve for Doubtful Debts 16

» Depreciation 20

»» Net Profit—transferred to Capital

A/c. 3,978

12,814 12,814

Balance Sheet of Mr. X

as at 31st December, 1958

Capital and Liabil ties Rs. Rs. Property and Assets Rs. Rs.

Capital 4,000 Furniture 200

Add Profit forthe year 3,978 Less Depreciation 20 180

7,978 Closing Stock 2,841

Less Drawings 760 7,218 | Debtors 800

Less Res. for Doubtful Debts 16 784

Outstanding Expenses 110

Bank Balances :

Current A/c. 3,145

Savings A/c. 231 3,376

Cash Balances :

Petty Cash 18

Cash (for depositing) 129 147

7,328
nd |

7,328
Cal
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Illustration 9

A. Sen requests you to prepare Profit & Loss Account for the year ended

31st December, 1963 and Balance Sheet as at that date from the following information :

A. Sen purchased the business on Ist January, 1963 paying Rs. 12,500 to the previous

owner and taking over Furniture Rs. 2,400, Stock Rs. 6,400, Lease of Shop Rs. 1,200,

Sundry Debtors Rs. 3,500 and Creditors Rs. 2,100. On the same date he paid Rs. 2,000

into a bank account to provide separate funds for business. He had not had a complete

set Of double entry records in opcration, but had maintained records of cash

transactions, sales and purchases.

Cash Receipts

Rs.

Debtors 24,700

Cash Sales 2,940

ad of creditor’s account overpaid 150

27,390

Cash Payments

Rs.

Addition to Furniture 600

Creditors 17,770

Commission to travellers 1,200

General Administrative charges 970

Rent (Paid upto 31-10-63) 1,400

21,940

Credit Sales 26,250

Purchases 18,220

Stock on 31-12-63 5,250

(b) Show Journal entries to institute a set of double entry records as from Ist

January, 1964. (C. U. M. Com. 1964).

Solution

Statement of Affairs

as at Ist January, 1963

Rs Rs.

Sundry Creditors 2,100 | Goodwill 1,100

Capital as on 1-1-63 14,500 | Furniture 2,400

Stock 6,400

Lease Shop 1,200

Sundry Debtors 3,500

Bank 2,000

16,600 16 600

a vo eee eee aoe ee —_—
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Note: Value of Goodwill is ascertained thus :,

Assets taken over (Furniture Rs. 2,400+-Stock Rs. 6,400-+-Lease of Shop Rs. f,200+-

Debtors Rs. 3,500)—(Sundry Creditors Rs. 2,100)=Rs. 13,500—Rs. 2,100=Rs. 11,400.

Total Value paid Rs. 12,500—Assets taken over Rs. 11,400=Goodwill Rs. 1,100.

Dr. Cash Book Cr.

Rs. Rs.

To A. Sen’s Capital A/c. 2,000 | By Furniture 600

., Debtors A/c. 24,700 | ,, Creditors 17,770
,» Sales Afe. 2,540 | ,, Commission 1,200

»» Creditor’s A/c. (Refund) 150 | ,, General Administrative Charges 970

», Rent * 1,400

»» Balance c/d 7,450

29,390 29,390
_— OO IS

To Balance b/d 7,450 |

Dr. Total Debtors Account Cr.

Rs. Rs

To Balance b/d 3,500 | By Cash 24,700

»» Sales 26,250 | ,, Balance c/d 5,050

29.750 | 29,750

To Balance b/d 5,050

Dr. Total Creditors Account Cr.

Rs. Rs.

To Bank 17,770 | By Balance b/d 2,100

»» Bank (Refund) 150

»» Balance c/d 2,700 | ,, Purchases 18,220

20,470 20,470
ER

By Balance b/d 2,700
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Trading and Profit & Loss Account

Rs Rs

"o Opening Stock 6,400 | By Sales : Rs.
, Purchases 18,229 Cash 2,540

, Commission 1,200 Credit 26,250 28,790

, General Adm Charges 70 -—

» Rent 1,400 ,, Closing Stock 5,250
Add Outstanding 280 1,680

, Net Profit—transfericd to Capital

A/c 5 570

34 040 34,040
eens Od

A. Sen

Balance Sheet as at 31st December, 1963

Liabilities Rs Aysets Rs

undry Creditors Rs 2,700 | Goodwill Rs 1,100

Jutstanding liability 280 | Furniture 2 400

“apital 14,500 Added (uring the year 600 3,000

Add Net Profit 5,570 2') 070 --— -

Lease of Shop 1,200

Sundry Debtor. 5,050

Stock 5,250

Cash at Bank 7,450

23,050 23,050
ae baa]

Illustration 10

A small trader keeps the following records for the business transactions :—

(1) A Bank account in which he deposits all his collections and makes payment

y cheques only except for petty payments which he meets from his personal withdrawals.

(ii) A purchase book in which he enters all his purchase invoices and cancels them

is and when payment is made.

(iii) A sales book in which he enters all his sales bills and marks them off as and when

‘ash ts received. At the end of each year, he prepares a Profit & Loss Account on cash

asis. As he is desirous of admitting a partner in his business, he requests you to prepare

lis Profit & Loss Account for the year ending 3ist December, 1960 and the Balance

sheet as on that date. You are furnished with the following information for the said
urpose,
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The passbook reveals the following payments :—

Rs.

Paid for purchses including Rs. 2,600 in respect of the previous period for

which a sum of Rs. 370 is still outstanding _.... .. oe 25,800

Salary and wages oe we . . we 6,820

Rent, Stationery, Insurance . ve a a 5,160

Addition to Furniture os 1,200

Advertisement including Rs. 350 for the quarter ending 31st March, 1961 1,400
Repairs to Premises ws 640

Personal withdrawals out of which he has paid Rs. 570 for cooli and cartage,
postage and Misc. expenses in connection with business ws ws 4,000

He had stock of Rs. 12,600 on hand at the beginning of the year. This included some

old unsaleable items which he disposed off for Rs. 750 but he had not deposited the sale

proceeds in his bank account. The stock at end amounted to Rs. 9,200. Cash received

for sales amounted to Rs. 47,800 of which Rs. 7,100 were collections in respect of the

previous year. Outstanding debtors at the end of the year were Rs. 9,650. His pur-

chase book for the year discloses that invoices of the total value of Rs. 2,170

have not been cancelled. He had a bank balance of Rs. 1,250 as on 31st December,

1960. The trader values the furniture and fittings at the end of the period at Rs. 6,250.

Expenses outstanding amount to Rs. 640. No other information is available with the

trader.

(C. A. 1962 & C. U. M. Com. 1963).

Solution

Statement of Affairs as at 1-1-1961

Liabilities Rs. Assets Rs.

Sundry Creditors 2,970 I Stock 12,600

Bank Over Draft 1,530 | Debtors 7,100

Capital (Balancing figure) 20,250 Rs.

Furniture 6,250

Less Additions during the

year 1,200 5,050

24.750 24,750

Dr. Total Debtors Account Cr.

Rs. Rs.

To Balance b/d 7,100 | By Bank 47,800

»» Credit Sales (Baiancing figure) 50,350 | ,, Balance c/d 9,650

57,450 57,450
| ee



ACCOUNTS FROM INCOMPLETE RECORDS 31

Note: Total Sales: Credit Sales Rs. 50,350

Add Cash Sales Rs. 750 Rs. 51,100

Dr. Total Creditors Account Cr.

Rs Rs.

lu Bank 25 800 § By Balance b/d 2,600

,. Balance c/d 2,170 Add Outstanding 370 2,970

.» Credit Purchases (balancing figure) 25,000

27,970 27,970

By Balance b/d 2,170

Dr. Bank Account Cr.

Rs, Rs,

To Sundry Debtors 47,800 By Balance b/d-Bank Overdraft

Add Salc proceeds of (balancing figure) J,530

unsaleable items 750 | 48,550 | ,, Sundry Creditors 25,800
—_——_—— - », Salaries and Wages 6,820

,, Rent, Stationery and Insuranc: 5,1 60

»» Furniture 1,200

», Advertising 1,400

», Repairs 640

»» Petty Disbursements 570

»» Drawings 4,000

Less Petty Expenses 570

3,430

Add Sale proceeds not

banked 750 4,180

»» Balance c/d 1,250

48,550 48 550

To Balance b/d 1,250
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Trading and Profit & Loss Account

Dr. for thr year ended 31-12-1961 Cr.

Rs. Rs.

To Opening Stock 12,600 | By Sales 51,100

», Purchases 25,000 § ,, Stock-in-hand 9,200

», Gross Profit ¢/d 22,700

60,300 60,300

To Salaries 6,820 | By Gross Profit b/d 22,700

»» Rent, Stationery dnd Insurance 5,160

», Advertising Expense 1,400

Less Paid in Advance 350 1,050

», Repairs to Premises 640

» Petty Expenses 570

», Outstanding Expenses 640

», Net Profit—Transferred to Capital

Account 7,820

22,700 | 22,700
ee

Balance Sheet

as at 3ist December, 1961

Capital and Liabilities

Capital as on 1-1-61 20,250

Add Net Profit 7,820

28,070

Less Drawings 4,180

Sundry Creditors

Outstanding Expenses

26,700
eee

23,890

2,170

Property and Assets

Stock

Furniture

Sundry Debtors

Prepaid Advertising Expenses

Cash at Bank

9,200

6,250

9,650

350

1,250

26,700

Note: Drawing is ascertained thus :

Personal withdrawals

Less Petty expenses paid

Add Sale proceeds received

Rs. 4,000

» 570

Rs.

Rs.

3,430

750 Rs.
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illustration 11

33

A. Basu carries on a small business, but does not keep a full set of books of account.

Cash Book, Debtors’ Ledger and Purchase Ledger are accurately written up and, in

addition, a statement of Assets and Liabilities is prepared by Basu atthe close of each

year. He banks all receipts and makes payments by cheque.

From the following information prepare Profit & Loss Account for the year ended

31st December, 1960, and a Balance Sheet as at that date :—

Receipts for the year ended

31st December, 1960

Rs.

From Sundiy Debtors 34,000

From Cash Sales 7,100

Paid in by A. Basu 4,200

Refund of Creditor’s

Account over paid 250

45,550

Payments for the \ear ended

31st December, 1960

Rs

Wages 15,450

Salaries 1,200

Light and Power 960

Rent 2,600

New Plant bought 1,500

Telephon: 200

Drawings 5,000

Interest 140
Sundry Expenses 5,140

Sundry Creditors 16,050
EC es

48,240
a)

Assets and Liatilities 31-12-59 31-12-60

Rs. Rs.

« Sundry Creditors 4,210 7,150

Sundry Debtors 7,280 9,320

Bank 750 1,940

Stock 9,500 8,000
Plant 11,000 11,140

(C. U. M. Com. 1961).

Solution

Dr. Cash Book (Bank Column only) Cr.

Rs. Rs.

To Balance b/d 750 | By Wages 15,450

+. Debtors 34,000 ¥ ,, Salarics 1,200

», Sales 7,100 | ,, Light and Power 960

»» Creditors 2507 ,, Rent 2,600

»» A. Basu’s Capital A/c. 4,200 1 ,, Plant 1,500

»» Balance c/d (Overdraft) 1,940] ,, Telephone 200

»» Drawings 5,000

»» Interest 140

», Sundry Expenses 5,140

» Sundry Creditors 16,050

48,240 | 48,240
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Notes :

(1) Total Sale is calculated thus :—

(a) Credit Sales :

Rs. Rs,

Closing Debtors .. - a 9,320

Add Cash received from Debtors a 34,000

; 43,320

Less Opening Debtors - oe 7,280 36,040

(b) Cash Sales .. ws we ws . 7,100

. Total Sale : 43,140

(2) Total Purchase is calculated thus :-—

(a) Credit Purchase °

Closing Creditors 7,150

Add _ Cash paid to Creditors . 16,050

23,200

Less Opening Creditors oe - 4,210 *

18,990

Less Refund of the amount Overpaid os 250 18,740

(b) Cash Purchases . we - we Nil

*. Total Purehase : 18,740

-apital as on 1-1-60 is ascertained thus :

Rs,

Sundry Debtors vs oe 7,280

Bank ve ws ws 750

Stock ws v os 9,500

Plant ve ws ee 11,000 28,530

Less Sundry Creditors ve 4,210

ave Capital as on {-1-60 ae oe ae os 24,320
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Trading and Profit & Loss Account

Dr. for the year ended 31st December, 1960 Cr.

Rs. Rs.

To Opening Stock 9,500 | By Sales 43,140

»» Purchases 18,740 | ,, Closing Stock 8,000

»» Wages 15,450

,, Balance—Gross profit c/d 7,450

| 51,140 | 51,140

To Salaries 1,200 | By Gross Profit b/d 7,450

»» Light and Power 960 | ,, Balance—Net Loss transferred to

»» Rent 2,600 Capital Account 4,150

» Telephone 200

», interest 140

», Sundry Expenses 5,140

»» Depreciation : Rs.

Plant—Old balance 11,000

Add Cost of new plant 1,500

12,500

Less Closing balance 11,140 1,369

11,600 11,600

Balance Sheet of A. Basu

as at 31st December, 1960

Liabilities Assets

Rs. Rs.

Sundry Creditors 7,150 | Plant 11,140
Bank Over Draft 1,940 | Sundry Debtors 9,320

A. Basu’s Capital A/c : Rs. Closing Stock 8,000

Opening Balance 24,320

Add Capital paid in 4,200

28,520

Less Drawing 5,000

23,520

Less Net Loss 4,150 19,370

28,460 28,460
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Notes

(1) Assumed that the Closing Bank Balance is Credit (i.c., Overdraft) and shown
as liability.

(2) This Closing Bank Balance may also be assumed as debit. In that case the

difference between the Credit Column and Debit Column of the Cash Book ie., Rs.

3,880 will have to be shown as a Suspense Account on the Liabilities Side of the Balance
Sheet.

Illustration 12

| A fire in the office of Pioneer Trading Ltd., took place in the evening of 31st March,

1962 as a result of which the cash book and the nominal ledger kept in the cupboard were

destroyed. The cash box containing cash representing the day’s taking for 31st March,

1962 was also destroyed.

The Insurance Company requests you to ascertain the amount of cash lost in the

fire.

The following is the summary of Balance Sheet as on 31st December, 1961.

Share Capital .

Rs. Rs,

Authorised and Issued 60,000 § Office Furniture at cost 14,616

Reserve & Balance of Profit and Less Depreciation 7,204 7,412
Loss A/c. 85,028 —

Trade Creditors 14,140 | Stock-in-trade at cost 75,742

Unpaid dividend 6,000 | Trade Debtors 71,212

Balance at Bank 10,802

1,65,168 1,65,168

From the records and documents that were saved, the following information was

obtained :—

Balances at the close of business on 31st March, 1962 :

Trade Debtors Rs. 1,19,612 ; Trade Creditors Rs. 31,610 ;

adjusting outstandings Rs. 14,822.

Transactions from \st January to 31st March, 1962 were found to be :

Bank Balance after

Rs.

Cash and Credit sales less Return 8,21,154

Expenses . 2,03,124

Wages and Salaries 90,634
Office furniture purchased 1,300

Dividend paid . 6,000

Goods purchased less Return 4,69,212
Depreciation provided Rs. 360.

All receipts have becn banked except those for 31st March, 1962.

Stock in trade on 31st March, 1962 valued at cost was Rs. 53,816.

Yoy are required to prepare :—

(a) A statement showing the computation of the amount of cash lost in fire.

(b) Trading and Profit & Loss Account for three months ending 31st March, 1962

and a Balance Sheet as on that date. (C. U. M. Com. 1962).
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Solution

Dr. Cash Book Cr.
| vv

| Rs. Rs.
: To Balance at Bank 10,802 | By Cash paid to Creditors 4,51,742

', Cash collected from Debtors 7,72,754 f ,, Expenses 2,03 ,124
», Wages and Salaries 90,634

», Office furniture 1,300

»» Dividend 6,000

», Bank Balance on 31-3-62 14,822

». Balance being Cash lost by fire 15,934

7,83.556 -7,83,556.

Notes: (1) Cash collected from Debtors is ascertained thus

Rs.

Opening Balance of Sundry Debtors 71,212

Add Cash and Credit Sales (less return) 8,21,154

8,92,366

Less Closing Balance of Debtors 1,19,612

.. Cash received 7,72,754

(2) Cash paid to Creditors is ascertained thus :

Opening Balance of Sundry Creditors .. 14,140

Add Cash and Credit Purchases (less return) 4,69,212

4,83,352

Less Closing Balance of Creditors 31,610

. Cash paid 4,51,742

Pioneer Trading Ltd.

Trading and Profit & Loss Account

Dr. for three months ended 31st March, 1962 Cr.

Rs. Rs.

To Opening Stock 75,742 | By Sales 821,154

»» Purchases 4,69,212 | ,, Closing Stock 53,816

», Wages and Salaries 90,634

»» Expenses 2,03,124

9? Depreciation 360

» Net profit—transferred to P/L

Appro. A/c. 35,898

| 8,74.970 8,74,970
(RS EE

ee - nT
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Pioneer Trading Ltd.

Balance Sheet as at 31st March, 1962

Liabilities Assets

Rs. Rs. Rs

Share Capital : Furniture 7,412

Authorised and Issued 60,000 | Added during the year 1,300

Trade Creditors 31,610 —_——_

Reserve & Profit and Loss Rs. 8,712

Alc. : ° Less Depreciation 360 8,352

85.028 a

35,898 | 1,20,926 | Trade Debtors 1,19,612

— | Stock-in-Trade 53,816
Bank Balance 14,82?

Cash lost in fire 15,934

2,12,536 2,12,536

EXERCISE

1. Sri Deb Roy keeps his books on the Single Entry System.

assets and liabilities as at 31st December, 1965 is as follows :

Liabilities

Sundry Creditors

Loan

Sundry other liabilities

Rs.

65,000

56,000

13.400

1,35,000

Assets

Land and Buildings

Furniture and Fixtures

Plant and Machinery

Stock

Sundry Debtors

Cash

His statement of

Rs.

20,000

3,000

55,000

9,200

75,500

8,300
anil

1,71,000

His drawings during the year amounted to Rs. 3,000. Land and Buildings are to be

depreciated by 2%, Furniture and Fixtures by 5% and Plant and Machinery by 10%.

Sundry Debtors are to be recuded by 2%. He has used Rs. 800 worth of stock of his

business for his private purposes. During the year 1965, he sold some of his household

furniture for Rs. 1,000 and paid into his bank account of the busin-ss.

His Capital at the beginning of the year was Rs. 30,000.

Draw up the Statement of Profit and Loss for the year ended 31st December, 1965

and the Balance Sheet as at that date.

total Rs. 1,62,840).

(Burdwan University, B. Com. 1967).

(Ans: Net Profit for the year ended 31st December, 1965 Rs. 1,240 ; Balance Sheet
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4, R. Sharma was a retail tobacconist and also resided on the premises.

not kept his books on the double entry principle nor had he balanced his cash book,

but you are able to ascertain the following particulars :

Cash in hand

Cash at Bank .. .

Sundry Debtors a .s

Sundry Creditors

Govt. Loan (Sccurities)

Stock-in-trade

Transactions during 1962 :
Salaries

General Trade Charges
Stationery and Wrapping papers

Rent . ws

Electricity

Cash Receipts

Payments through Bank and by Cash for goods
Payments into Bank—Business :

Payments into Bank—Personal

Payments out of Bank— Business

Payments out of Bank—Personal

Personal Cash payments

Stock taken for personal use

You are required to prepare accounts for the year ended 31st Dec., 1962 and Balance
Sheet at that date.

30

1,000

1,750

3,410

6,250

2,500

39

He had

1-1-1962 31-12-1962

Rs. Rs.

50

1,500

2,500

3,750

6,250

1,870

1,500

3,500

870

700

250

31,250

20,000

18,750

250

15,250

3,250

910

150

(I. C. W. A—Inter (July) 1963).

(Ans: Net profit Rs. 2,540; Balance Sheet total Rs. 12,170)

3. You are instructed by Ramji Lal, who keeps his books by Single Entry, to prepare

a Trading and Profit & Luss Account for the year ended 30th September, 1943, to-

gether with a Balance Sheet as at that date.

Upon analysing the Cash Book for the year, you find the following , viz. :

Bank Overdraft at Ist October, 1942

Interest on above and bank charges

Ramji Lal’s drawings

Manager's Salary

Salaries and Wages

Other Business Expenses

Paid to Trade Creditors

Balance at Bankers, 30th September, 1943

Balance in hands of Cashier

Received from Trade Debtors

Rs.

8,000

200

4,000

2,000

15,000

15,800

30,000

4,850

150

50,000
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Received from Cash Sales 30,000

Ramji Lal Capital at ist October, 1942 70,000

His Stock on hand at Ist October, 1942 18,000

His Stock on hand at 30th September, 1943 20,440

His Creditors on Ist October, 1942 16,000

His Creditors on 30th September, 1943 11,000

His Debtors on ist October, 1942 44,000

His Debtors on 30th September, 1943” 60,000
His Furniture on Ist October, 1942 2,000

His Furniture on 30th September, 1943 2,000

His Business Premises on Ist October, 1942 30,000

His Business Premises on 30th September, 1943 30,000

You are to allow 5 per cent Interest on the Balance of Capital at Ist October, 1942,

to reserve Rs. 3,000 for Doubtful Debts, and to charge 5 per cent depreciation on Business

Premises and Furniture. (Delhi University, B. Com. 1961)

4. Ram Chandram keeps his books by single entry. You are required to prepare

a Profit & Loss Account of the business for the ycar ended 31st December, 1957 and a

Balance Sheet as at that date.

His Capital on Ist January, 1957, was Rs. 1,40,000 ; Debtors Rs. 85,000 ; Stock

Rs. 40,000 ; Furniture Rs. 5,000 ; Land and Buildings Rs. 70,000 and Creditors Rs.

48,000. On 31st December, 1957, his Debtors were Rs. 60,000 ; Stock Rs. 35,000 ;

Furniture Rs. 5,000 ; Land and Buildings Rs. 70,000 and Creditors Rs. 16,000.

Upon analysing his Cash Book for the year, you find the following :

Rs,

Bank overdraft on 1-1-57 12,000

Interest on above and bank charges 500

Personal Drawings 6,000

Salaries to staff 26,000

General Charges 23,000

Paid to Trade Creditors 75,000

Received from Trade Debtors 98,000

Received from Cash Sales 50,000

Balance on 31-12-57 at Bank 4,875

Balance on 31-12-57 with Cashier 625

You are to charge 5%, depreciation on Furniture ; Reserve Rs. 500 for doubtfu

debts and allow 5%, interest on opening Capital. (Delhi Univ., B. Com. 1958)

5. From the following particulars extracted from the books of Mr. Lazy kept unde

Single Entry System, you are required to find out the figures for credit sales and credi

purchases by showing the Total Debtors’ Account and Total Creditors’ Account. Shov

also the Bills Receivable Account and Bills Payable Account.

Rs,

Total Debtors on ist January 4,425

Total Creditors on Ist January 2,691
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Bills Receivable on Ist January

Bills Payable on Ist January

Cash received from Debtors

Discount allowed to customers

Bad Debts written off

Returns Inward

Bills Receivable accepted by Customers

Cash paid to Creditors

Discount allowed by Creditors

Cash received against Bills Receivable

Returns to suppliers

Bills Payable accepted

Payments made against Bills Payable

Total Debtors on 3ist December

Total Creditors on 31st December

1,600

500

17,235

174

255

345

2,880

8,934

129

3,000

156

1,920

1,400

4,167

2,835

41

(I. C. W. A.—Inter, July, 1965).

(Ans: Credit Sales Rs. 20,631 ; Credit purchase Rs. 11,283).

6. The partnership of Bosc and Ghose sharing Profits and Losses in the proportion

of § and 4 was formed on Ist January, 1964 with the following Assets and Liabilitics ; -

Liabilities Assets

Rs. Rs.
Sundry Creditors 12,345 Cash at Bank 14,195

Bose’s Capital 35,000 Sundry Debtors 8,500

Ghose’s Capital 11,000 Stock 24,450

Motor Van 6,000

Furniture 5,200

58,345 58,345

The partnership did not employ double entry book-keeping but maintained written

records for cash and other transactions.

The summary of the cash transactions for the year cnded 31st December, 1964 was

as follows :—

Rs,

Balance on Ist January, 1964 14,195

Collections from customers 22,140

Cash Sales 20,724

Interest collected for six months on 5% tax free G. P. Notes of

the face value of Rs. 10,000 cost of which was Rs. 9,700.

These were introduced by Ghose on 1-4-64 250

Cash purchases 6,000

Payment to Creditors 18,550

Insurance 1,500

Rent at Rs. 200 per month 2,000

Salaries (after deducting Income Tax at source Rs. 500) 11,000
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Payment against Income-tax deducted from salaries 410

Miscellaneous Expenses 1,400

Bose’s Drawings 5,200

Ghose’s Drawings 4,100

Proceeds of a Bill Receivable for Rs. 10,000 on discounting 9,900

Furniture to be depreciated at 10 per cent and Motor Van at 20 per cent per annum.

At close of business on 31st December, 1964, Closing Stock was Rs. 28,890, Sundry

Debtors Rs. 14,510, Sundry Creditors Rs. 16,234 and Bills Payable Rs. 4,000.

You are required to prepare the Profit & Loss Account for the year 1964 and the

Balance Sheet as at 3lst December, 1964. (C. U. M. Com. 1965).

(Ans: Credit purchase Rs. 26,439 ; Credit Sales Rs. 38,150; Net Profit : Ghosh

Rs. 4,210, Bose Rs. 8,420 ; Cash in hand Rs. 17,049, Balance Sheet total Rs. 79,754).

7. A retail tradesman asks you to prepare accounts of his business for the year

ended 31st December, 1965, and on investigation you find that while records of business

takings and payments have been kept, they have not been reconciled with cash in hand.

From time to time cash has been paid into a banking account, and cheques thereon

have been drawn both for business and private purposes.

From the following information, prepare Profit & Loss Account for the year

ended 31st December, 1965 and Balance Sheet as at 31st December, 1965.

No record has been kept of amounts taken from cash for living and personal ex-

penses, and a difference in the cash amounting to Rs. 3,650 is treated as private ex-

penditure.

Rs.

Cash paid into Bank 75,000

Private Dividend paid into Bank 1,000

Private payments out of Bank 13,000

Business payments out of Bank 61,000

Cash takings 1,25,000

Payments for goods by cash and cheque 80,000

Wages 20,000

Delivery Expenses 3,500

Rent and Rates 1,000

Lighting and heating 500

General Expenses 2,300

The Assets and Liabilities at the beginning and end of the period are as follows :

Opening Closing

Rs. Rs.

Stock 10,000 7,500

Bank Balance 4,000 6,000

Cash in hand 150 200

Trade Debtors 7,000 10,000

Trade Creditors 13,650 15,000

Investment 25,000 25,000

(C. U. M. Com. 1966).

(Aus: Net Profit Rs. 17,850; Balance Sheet total Rs. 48,700).



CHAPTER XXX

DEPARTMENTAL ACCOUNTS

1. Its Meaning: Commercial undertakings dealing in different kinds of

commodities are usually divided into several departments or divisions. It is desirable

to know which department is making profit and which department is losing. ‘The system

of accounting employed to ascertain the financial results of each department or type of

product is called Departmental Accounting.

2. Its advantages: It is advantageous to prepare a Trading and Profit &

Loss Account for each department. If only one Trading and Profit & Loss Account is

prepared for the whole undertaking, losses in one department would be covered by

profits in other department. The proprietors would not be able to know the state of

affairs of each particular department individually. Departmental Accounting enables

a trader to become more cautious about the expenses and to take care as to the

working of each department. The results of each deprtment may be compared

with those of other departments and of the same department over a number of

years,

3. Analytical Books of Accounts: For the preparation of Trading and Profit

& Loss Accounts on departmental basis details of purchases, sales, wages, salaries, etc.,

of different departments must be available. For this purpose the subsidiary books are

generally ruled with analysis columns for each depariment. The Ledger Accounts are

also ruled with corresponding departmental columns so that figures of each department

are recorded in their relative columns. Departmental columns are only required

for nominal accounts, as it is from these figures that departmental results may be

obtained.

(i) Ruling of the subsidiary books 1

(a) Departmental Purchases Day Book

Date Particulars Inv. L.F. Total Dept.A | Dept. B | Dept.C
No.

Rs. Rs. Rs. Rs.
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(b) Departmental Sales Day Book

Datc Particulais Jas LI Total | Dept A | Dept B | Dept.C
No

Rs Rs Rs Rs

(c) Departmental Returns Outwards Day Book

Dr

Date Particulars Note i F Total Dept A | Dept B | Dept C

No

Ks Rs Rs Rs

(d) Departmental Returns Inwards Day Booh

Ci

Date Particulars Note i | Total Dept.A [Dept B Dept C

No

Rs Rs Rs Rs

(ii) Posting from subsidiary books -

The periodical totals of the departmental columns of the subsidiary books will be

posted in the Purchases, Sales, Return Inwards and Return Outwards Accounts respec-
lively in the General Ledger,
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(iu) Rulings of the Ledger Accounts

Dr. Sales Accounts Cr.

Date} Particulars | Folito| Totalf A {| B | C | Date} Particulars | Folto | Total? A | Bi C

No No

Rs [Rs | Rs | nk, Rs Rs | Rs | Rs.

|

\

| |

Dr. Purchases Accounts Cr.

|
Date} Particulars fkoho] Total} A} Bo! ¢ - Date} Partuulirs | Loho, Fotall Al Bl C

No No

Ry TRs | Rs | Rs Rs Rs | Rs | Rs

Dr. Returns Inwards Accounts Cr.

|

Date] Partmrulars | Folio | Total A B | u | Dite} Particulars | Folio | Total] A | B Cc

Ny | No |

~ |

Rs {Rs | Rs} Rs ks Rs | Rs | Rs

Dr. Returns Outwards Accounts Cr.

Date | Particulars | Folio | Total} Aj Bi Cf Date]! Particulars | Folio | Total | BIC
No No

Rs [I Rs.| Rs | Rs Rs {Rs iRs.| Rs

= on a eee
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4. Allocation of Expenses : There are some expenses which are incurred specifically

for a particular department such as, salaries paid to the employees of “‘A’”” Department.

Expenses that can be allocated direct to any department must be charged thereto,

Expenses which can not be directly allocated to any department, should be

apportioned between different departments on some reasonable basis as given below :—

Basis of Allocation Expenses

me RE AD ER ery le a DR SN eel ee a ee ee Se aepoey ene apne et en te ee SE ee RR ree ee i er oe ree eee

1. Sales or Turnover of each deptrament: } Selling commission, Bad Debts, Discount Allowed,

. Advertisement, Sales Tax, Carriage Outward etc.

2. Floor-Space occupied by each Rent, Rates, Taxes, ‘Depreciation of Buildings, Insurance
department : on Buildings, Repairs, Lease etc.

3. Volume of Space used by each Lighting, Heating etc.

department : Note: Amount spent on each department may be

found out by means of separate meters or on the

basis of number of points.

4. Asset-Values of each department : Depreciation of Plant and Machinery.

Note: In the absence of any indication it may be

allocated on the ratio of sales or wages.

5. Value of subject-matter insured : Insurance premium.

Note : Insurance on goods should be allocated accord-

ing to the value of stock of each department.
-— oe ee se eee ee eee eee eee ew we ee ee eee iy ee ee ee eee ee

6. Number of workers or employees of [| Welfare expenses, Canteen expanses, Recreation

each department : expenses etc.

7. Output of each department : Supervison expe nses, packing charges etc.

8. Gross profit of each department : Income-Tax etc.

Notes :

(i) Expenses which can not be allocated on a reasonable basis, such as interest on

capital, debenture interest, bank-charges, law charges, income tax, Office expenses,

manager’s salary etc., should be debited to General Profit & Loss Account. Alterna-

tively these items may be apportioned on some arbitray ratio.

(ii) Discounts received may be allocated according to the value of goods purchased

for each department.

5. Inter-departmental Transactions: Goods are often transferred from one

department to another. In case of such transfer the supplying department is credited

and the receiving department is debited. These transfers may be at cost or at loaded or

selling price. If it is at cost no adjustment is necessary regarding the unsold stock of

the receiving department. If it is at selling price and goods received are fully sold out,

then also no provision is necessary. But, if goods are supplied at selling price and a

portion of the goods supplied remains unsold, the unrealised profit is to be ¢liminated
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by creating a provision for such unrealised profits. The provision will equal the profit
loaded on the goods supplied.

Calculation of the amount of provision or reserve :
If the amount of inter-departmental stock included in the closing stock of a depart-

ment is known and the profit (i.e., load) is a fixed percentage of cost or selling price,

the amount of provision can be easily calculated. When, however, the amount of such

stock is not known, it may be calculated on the basis of the ratio of purchases from

outside and departmental transfers received.

Service by one department to another department :

Sometimes one department renders service to another department. In such

a case, department giving the service will be credited and the department receiving the

service will be debited.

Jilustration 1 (Departmental Trading A/c, calculation of rate of profit, cost price,

valuation of purchase and closing stock).

Prepare Departmental Trading Accounts from the following particulars assuming

that the rate of gross profit is same in each case :

Department A Department B Department C

Units Units Units

Rs. Rs. Rs.

Purchases (at a total cost of Rs. !,00,000) 1,000 2,000 2,400

Stocks on Ist January 1, 1965 120 80 152

Sales 1,020 1,920 2,496

@ Rs. 20 each @ Rs. 22:50 each ‘@ Rs. 25 each

(North Bengal University, B. Com. (Adv.) 1966).

Solution

Notes: (1) Calculation of rate of profit :

Purchases for A, B & C Depts=(1,000- 2,000-| 2,400)= 5,400 units.

Purchase price i. e., cost price of 5,400 units= Rs. 1,00,000

Selling price of 5,400 units will be :—

1,000 units of A Dept. (a@ Rs. 20 each= Rs. 20,000

2,000 units of B. Dept. @ Rs. 22°50 each= Rs. 45,000

2,400 units of C. Dept. (a Rs. 25 each Rs. 60,000

. Total selling price of 5,400 units—- Rs. 1,25,000

Total gross profits on 5,400 units=(Total Selling Price—Total Cost price)

=Rs. 1,25,000—Rs. 1,00,000=Rs. 25,000

. ; 25,000 x 100
. (i) Rate of profit on cost pricee= —- 100,000 =25%

25,000 x 100 —20%,
and (ii) Rate of profit on Selling Price= 725,000 =a
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(2) Calculation of cost piice of the units purchased:

Rate of gross profit on cost price 1s 25%

When the Selling Price is Rs 125, the Cost price will be Rs 1))

(A) When the Selling Price is Rs 20, the cost price will be 3 y 20 — Rs 16
ee,

100 22 40
(B) When the Selling Price 1s Rs 22 50, the cost price will be 7957 Rs Is

100 25
(C) When the Selling Price is Rs 25, the cost price will b ET Rs 20

(3) baluation of purchases Cost prtcs

(1) 1.000 units of A Dept | Rs 16 ctch —-Rs 16,0))

(h) 2,000 units of B Dept we Rs Is et h ~Rs 36,009

(c) 2400 units of C Dept (@ Rs 20 cach Rs 48 000

(4) baluation closing stock a cost p tc

Closing Stock of A Dest (1,090) 120) 1920 100 units

Closing Stock of BDept (2,900 | 80) 1,920 —160 units

Closing Stock of C Dept (2,400 | 152) -2,496— 50 units

Now, value of 100 unis a Rs 16. ich=Rs 1 600

value of 160 units (@ Rs 18 each =Rs 2,880

value of 56 units ia Rs 20 each=Rs 1,120

(5) Valuation of opening stock (a cost price

Value of 120 umts (@ Rs 16 each=Rs_ 1,920

Value of 80 units @ Rs 18 each=Rs_ 1,440

Value of 152 units @ Rs 20 each -Rs 3,040

Dr. Departmental Trading Account Cr

4 B c A B C

Rs R> Rs Rs Rs Rs

To Stock, Jan 1,1965| 1,920] 1,440] 3,040 | By Sule, 20,400 | 43,200 | 62,40C
» Purchases 16.090 | 36,000 | 48,000 , Closing Stock 1,600 2,880} 1,12

»» Gross Profit «id 4080 | 8,640} 12,480

2 3 ‘? 909 | 46,080 | 63,520 i 22,000 | 46,080 | 63 5
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Hilustration 2 (Departmental Trading and P/L Alc, Inter-departmental Transactions
at cost, allocation of expenses etc.)

From the under mentioned information and instructions, prepare Departmental

Trading and Profit & Loss Account in columnar form of the three Departments of the

Outfitting Supply Stores Ltd.

Tailoring Ladies’ Wear Outfitting

Rs. Rs. Rs.

Stock Ist January, 1968 41,280 33,975 93,721

Stock on 31st Dec. 1968 32,840 43,828 81,626

Purchases for the ycar 2,10,342 75,296 1,39,109

Returns (Purchases) 14,382 5,629 1,823

Sales for the ycar 4,00,173 1,54,085 3,62,189

Returns (Sales) Nil 3,259 11,217

Wages 72,823 30,084 24,613

Goods were transferred from one department to another at cost price as follows :—

Tailoring to ladies’ wear Rs. 389 and to outfitting Rs. 6,679.

Ladies’ wear to Tailoring Rs. 5.315 ; Outfitting to Tailoring Rs. 4,271 and to Ladies’

Wear Rs. 5,801.

Apportion equally Stationery Rs. 921, Postages Rs. 663, General charges Rs. 39,627,

Insurance Rs. 1,785 and Depreciation Rs. 5,400.

Allocate the following further expenditure as you think best and append notes stating

the basis selected for each item :—Establishment Rs. 63,395, Bad Debts Rs. 19,823,

Advertising Rs. 7,293 and Income-tax Rs. 11,028.

Rent and Taxes Rs. 45,437 is to be split up in proportion to space occupied i. 6.,
Tailoring 4, Ladies’ Wear 2, Outfitting 3, other space 2.

Approximate apportionment is all that is necessary ; charge any odd balances to

Outfitting Department.

(G. D. A.—Adapted).

Solution

Netes: (i) Establishment, Bad Debts, and Advertising are apportioned on the basis

of net sales fi.c., 8 : 3 : 7).

(ii) Income tax has been apportioned on the basis of Gross Profit (i. ¢., 2 : 1 : 3).

(iii) Rent and Taxes apportioned as Tailoring $th Ladies’ Wear jth and

Outfitting gth.
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Departmental Trading and Profit & Loss A/c.

For the year ending 31st December, 1968

Tailor- | Ladies Out
ing Wear | fitting | Total

Rs. Rs. Rs. Rs.
To Stock,

Jan, |, .

1968 41,280 | 33,975 | 93,721 1,68,97
»» Purchases

less

Returns |1,95,960 | 69,667 |1,37,286 | 4,02,913

» Goods

from

other

Dept. 9,586 6,190 6,679 22,455
», Wages 72,823 | 30,084 | 24 613 1,27,5206

», Gross

Profit c/dj{,20,432 | 60,053 |1,80,371 | 3,60,856)

4,40,081 |1,99,969 |4,42.670 10,82,720

To Statio-

nery 307 307 307 921
+, Postage 221 221 221 663
», Gencral

Charges | 13,209 | 13,209 | 13,209 39,627
»» Insurance 595 595 595 1,785
» Depre-

ciation 1,800 1,800 1,800 5,400
» Establt-

shment 28,176 | 10,566 | 24,653 | 63,395
» Bad

debts 8,81) 3,304 7,708 | 19,823
»» Adver-

tising 3,241 1,215 2,837 7,293
»» Income-
tax 3,676 1,838 5,514 | 11,028

» Rent &

Taxes 20,193 | 10,096 | 15,148 | 45,437

» Net

Profit 40,203 | 16,902 |1,08,379 |1,65,484

1,20,432 | 60,053 |1,80,371 |3,60,856
el

Tailor- | Ladies Out

ing Wear | fitting | Total

Rs. Rs. Rs. Rs.

By Sales Icss

Returns |4,00,173 |1,50,826 |3,50,972 }9,01,971

», Goods to

other

Dept. 7,068 5,315 | 10,072 | 22,455

», Closing

stock on

Dec. 31,

1968 32,840 | 43,828 | 81,626 |1,58,294

4,40.081 {1,99,969 |4,42,670 110,82,720

By Gross

Profit

b/d, 1,20,432 | 60,053 |1,80,371 |3,60,856

120,432 | 60,053 |1,80,371 3,60,856
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Illustration 3 (Departmental Final A ccount)

The following Trial Balance for the year ended 30th June, 1958 was extracted from
the books of Shri Hindustani :

Dr. Gr.

Rs. Rs.
Capital on Ist July 1957—

Shri Hindustani 1,00,000

Drawings—

Shri Hindustani . . 20,000

Stock Ist July, 1957—

Department A .. a ve ve 11,400
Department B .. . . . 9,800

Purchases—

Department A .. . . we 39,600
Department B .. . ws we 37,400

Sales—

Department A .. - te we 74,000

Department B ve - we 66,300

Inter-Departmental Transfers—
Department A .. os v ve ws 2,500

Department B_.. ws . we 2,500

Returns Inwards—

Department A .. we we . 3,500

Department B_.. we os we 2,800

Wages & Salaries .. . ve vs 16,500

Advertising & Catalogues . vs +. 8,700

Dividends on Share in Hindustan

Handicraft Ltd. we we oe 1,050

Shares in Hindustan Handicraft Ltd. a we 23,000
Sundry Debtors os - ws . 49,200

Sundry Creditors .. . os a . 29,740

Carriage Iuwards ws ws 2,400

Rent, Rates, Taxes & Lighting .. ws . 18,300
Furniture & Fixtures ve 15,000

Sundry Expenses including Printing, Stationery,
Commission, Postage, Telephone, Insurance etc. .. 7,400

Bank Balance os 6,840

Provision for Bad & Doubtful Debts as on Ist July, 1957 - 750
a a ee

2,174,340 2,74,340

You are required to prepare Departmental Trading and Profit & Loss A/cs. and a

Balance Sheet after making the following adjustments :

(1) Write off bad debts amounting to Rs. 1,200 and thereafter increase the provision

for doubtful debts to 5 per cent of the book debts outstanding.
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Rs. 2,000 of Sundry Debtors and Rs. 1,600 of Bills Receivable are bad and are to be
written off, and a Reserve for Bad and Doubtful Debts @ 14° is to be made on Sundry
Debtors.

Stock at December 31, 1955 amounted to: Dept. I Rs. 60,000; Dept. 1I—Rs,
50,000 and Dept. III—Rs. 65,000.

Depreciate Land and Buildings by 24% ; Furniture and Fixtures by 10° and
Transport Vehicles by 20%.

Allocate the undivided expenses and charges in proportion to the total of the Opening
Stock and Purchases for each department, except in the case of depreciation on Transport
Vehicles which is to be allocated in the proportion of 2:11. Prepare the departmental
Trading, Profit afid Loss Accounts for the year ended December 31, 1955 and a Balance

Sheet as at that date.

(C. U. B. Com. (Adv.) 1956).
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EXERCISE

1. On December 31, 1954 the Trial Balance ot the World Wide Trading Company,

Ltd., having three Department A, B and C stood as follows :—

Trial Balance

Dr. Cr.

Rs. Rs.

1,00,000 Ordinary Shares of 10 each mn fully pare 10,00,000
6% Debentures 6,00,000

Purchases A 25,00,000

B 17,00,000

Cc 23,00,000

Wages A 1,12,000

B 1,08,000

C 1,09,000

Sates =A 30,00,000

B 20,00,000

C vs 27,00,000

Stock at Jan. 1, 1954

A . 2,00,000

B | 00,000

C 3,00,000

Land & Buildings 3,50,000

Furniture & Fittings 24,000

Advertisement 56,000

Insurance 18,000

‘Carriage Inward 14,000

Carriage Outward 6,000

Office Salaries 2,80,000

Directors’ fees 4,000

Rates & Taxes 2,000

Discount Received - 3,000
Discount Allowed 1,000

Cash in hand 17,000

Cash at Bank 3,43,000

Charges General 1,31,000

Sundry Debtors 4,65,000

Bills Receivable 2,80,000

Sundry Creditors 83,000

Bills Payable 32,000

Profit & Loss A/c. .. . vs 20,000

Pebenture Int. to June 30, 1954 18,000.
94,38,000 94,38,000
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The closing stock as on December 31, 1954, was A Rs. 1,80,000 ; B Rs. 1,06,000 ;

C Rs. 2,90,000.

Write off Rs. 400 as Bad Debts and make a Reserve of 1% on Debtors. Depreciate

Land and Buildings by 2}% and Furniture and Fittings by 8%.

Allocating the unallocated expenses in the proportion of 2 : | : 2 over the three

departments A, B and C respectively, draw up the Trading and Profit & Loss Account

for the year ended December 31, 1954 and a Balance Sheet as at that date.

(C. U. B. Com. (Adv.) 1955).

(Ans: (i) Gross Profit: A—Rs. 3,62,400, B—Rs. 1,95,200, C~-Rs. 2,75,400.

(ii) Net Profit: A—1,43,714, B—Rs. 85,856, C—Rs. 56,714.

(iti) Balance Sheet total Rs. 20,39,284).

2. The proprietor of a large retail stores wishes to ascertain approximately the net

profit of the A, B and C Departments separately for the three months ended 31st March,

1958. It is found impracticable actually to take stock on that date, but an adequate

system of departmental accounting is in use, and the normal rates of gross profit

for the three departments concerned are respectively 40%, 30% and 20% on turnover

before charging the direct expenses. The indirect expenses are charged in proportion

to departmental turnover.

The following are the figures for the department :—

A B Cc

Rs. Rs. Rs.

Stock on [-1-1938 . 6,000 7,000 3,000

Purchases for the period . . 7,000 6,500 4,700

Sales for the period . 12,000 10,000 6,000

Direct expenses for the period os 2,020 1,450 710
The total indirect expenses for the period (including those relating to other depart-

ments) where Rs. 4,200 on the total turnover of Rs. 84,000.

Prepare a statement showing the approximate net profit, making a Stock Reserve of
10% for each department on the estimated value on 31st March, 1938.

(Agra University, B. Com. 1938).

(Ans: (i) Gross Profit: Dept. A—Rs. 4,800, Dept. B—Rs. 3,000, Dept. C—

Rs. 1,200 ;

(ii) Net Profits : A—Rs. 1,600, B—Rs. 400, Net loss-—~ Dept. C—Rs. 100).

3. The following balances as at December 31, 1948 are extracted from the books

of a firm which runs two departments :—

Dept.1 Dept. Il General

Rs. Rs. Rs.

Opening Stock at Jan. 1, 1948 :—

Materials ; ; o 7,000 5,000

Finished Products vs oe 18,000 15,000
Purchase - , o 2,30,000 1,90,000

Purchases Returns . . 2,000 1,000

Manufacturing Wages . oe 1,80,000 1,60,000

Other Manufacturing Charees we 35,000 32,000

Sales ws ve 6,33,000 4,92,000

Sales Returns ,, te ve 3,000 2,000
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Dept.I Dept. Il General

Rs. Rs, Rs.

Sundry Debtors .. Le ve - 1,90,000

Sundry Creditors - vs . - 1,73,000

Plant & Machinery - . ve ve 2,40,000

Freeholds vs . ve ve 80,000

Buildings & Structures .. a ve a 1,20,000

Furniture and Fittings ws we a i 48,000

Office and Selling Expenses oe . 1,28,000

Cash in Hand and at Bank as on Dec. 31, 1948 a ve 1,18,000

Plant and Machinery is to be depreciated by 10% ; Building and Structures by

2% ; Furniture and Fittings by 5% ; Freeholds aré to be written off by Rs. 8,000. Out

of the Sundry Debtors, write off Rs. 2,000 as bad and make a Reserve for Bad and

Doubtful Debts at 2% ; Further a General Reserve of Rs. 1,00,000 is to be created.

The stock on hand on December 31, 1948 were :—

Materials :—Dept. I Rs. 6,000; Dept. II—Rs. 6,000;

Finished Products: Dept J.—Rs. 20,000; Dept. II—Rs. 18,000.

All unallocated expenditure is to be distributed in the ratio of the net sales of each

department.

Prepare in a columnar form Manufacturing, Trading and Profit & Loss Accounts

of the two departments and Balance Sheet of the combined business as a whole as on the

31st December, 1948.

(C. U. B. Com. (Comp.) 1949).

(Ans: (i) Cost of production : Dept. 1—Rs. 4,63,350 ; Dept. II—Rs. 3,95,050 ;

(ii) Gross Profits : Dept. I—Rs. 1,68,650; Dept. II—Rs. 97,950;

(iii) Net Profits : Dept. I—Rs. 92,060; Dept. II—Rs. 38,380 ;

(iv) Balance Sheet Total Rs. 8,03,440).

Note: The list of balances doss not contain Capital. A trial balance is prepared from

the given balances. The balancing figure Rs. 5,00,000 is taken as the capital.

4. A, Band C carry on business in partnership as Oil Engine Dealers and Repairers,

their business being divided into two parts (1) Engine Department and (2) Repairs

Department.

The following were the Ledger Balances on 31st December, 1943 :—

£

Engine Purchase & Carriage 8,000 Life Policy—Surrender Value,

» Fitters’ Wages & Expenses _1,500 3lst Dec., 1942 300

» Stock 3lst Dec., 1942 2,000 Bank Interest and Commission

» Sales 12,000 (Dr.) 20
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£ £

Repairs—Purchases 5,000 Office Expenses 120
» Stock 31st Dec., 1942 800 Discount (Dr.) 250

»» Wages & Expenses 2,000 Office Furniture 150

» Sales 10,000 A—Drawing A/c. (Dr.) 100

Sundry Debtors 4,000 B— ,, » (Cr) 120

» Creditors 2,200 C— ,, » (Cr) 200

Salaries 500 C—Loan Account (at 5%) 500

Rent, Rates & Taxes 300 A—Capital Account in Credit 500

Fuel and Light 50 B—Capital A/c. in Credit 500

Insurance Fire and Workmen’s CC, mo oy 500

Compensation 140 Cash in hand 25

Life Insurance Premium 35 ,, at Bank 1,230

Stock 3lst December, 1943—Engines £2,100; Repairs £950

Surrender Value of Life Policy, 31st December, 1943, £ 325.

Interest on Capital at 5% per annum. The profits were divided: A 7/20ths,

B—6/20ths and C—7/20 ths.

Make out a Trading Account for each of the two Departments, and the firm’s Profit

and Loss Account of 1943, and Balance Sheet as on 31st Dac. 1943.

(Chartered Accountants).

(Ans: (i) Gross Profit: Engine Dept.—£ 2,600; Repairs Dept.—£ 3,150 ;

(ii) Net Profit of the firm: £4,260; Balance Sheet total £8,780).

Note: Life Policy is shown at surrender value in the Balance Sheet.

5 On 30th June, 1950, the Balance Sheet of Chatterjee was as follows :—

Liabilities Assets

Rs. Rs,

Sundry Creditors 10,000 Cash at Bank 5,000

Chatterjee A/c. 30,000 Sundry Debtors 15,000

Stock-in-Trade 7,500

Furniture & Fittings 2,500

Plant & Machinery 10,000

40,000 40,000

There are four departments of the business viz., A, B,C and D. It is not practicable

for stock to be taken until 31st December, 1950. An interim Account is, therefore,

required at 30th September, 1950. From the following particulars you are required to

prepare Trading and Profit & Loss Account for the four departments and _ thereafter
to draw up a Balance Sheet as at 30th September, 1950.

pt. Opening Stock Purchases Sales Departmental
Charges

Rs. Rs, Rs. Rs.
A 2,500 3,000 6,000 1,000

B 3,500 2,500 3,500 750

Cc 1,000 2,000 3,000 350

D 500 1,000 500 300)
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‘The rate of gross profit on sales in each department is to be taken as: A-—40%,

B---30%, C--25% and D—20% respectively.

The General and Indirect Expenses are Rs. 1,000. Chatterjee’s Drawings amountec

to Rs. 1,000. Depreciate Plant and Machinery at 10% per annum and Furniture anc

Fittings at 4%, per annum.

The Debtors at 30th September, 1950 amounted to Rs. 8,500 and the Creditor Rs

7,500 while Cash at Bank 1s Rs. 9,100. No interest is charged on Chatterjee’s Capital.

(C. A. First—Nov. 1951)

(Ans: (i) Gross Profits: Dept. A—Rs. 2,400, Dept. B—Rs. 1,050; Dept. C-

Rs. 750 ; Dept. D—Rs. 100.

(11) Net Profits: A—Rs. 812, C—Rs. 105;

Net Loss: B—Rs. 43, D--Rs. 249;

(111) Balance Sheet total—Rs. 37,125).

Note: Indirect and General Expenses and Depreciation are apportioned on the basi:

of sales.

6. A concern has two departments, X and Y. From the following particular:

prepare the consojidated Trading Account and Departmental Trading Accounts for the

the year ending December 31, 1960 :—-

X Y

Rs. Rs.

Opening Stock (at cost) . . - 20,000 12,000

Purchases vo . - ve 92,000 68,00€

Carriage... . . . . 2,000 2,006

Wages . . . . ve 12,000 8,006

Sales . oe o . . 1,40,000 = 1,12,000
Purchased goods transfered

by “Y’ to ‘X* vs . v . 10,000

by ‘X’ to ‘Y’ . o . . 8,000

Finished goods transferre

by “Y’ to ‘X’ . . ve . 35,000

by “X’ to ‘Y’ vs . a . 40,000

Return of finished goods

by “Y’ to ‘X’ - a ve . 10,000

by ‘X’ to ‘Y’ ve . ve vs 7,000

Closing Stock :—

(i) Purchased goods ve - . 4,500 6,000

(ii) Finished goods . - vs 24,000 14,000

You are informed that purchased goods have been transferred mutually at their

respective departmental purchase cost and finished goods at departmental market price

and that 25% of the finished stock (closing) at each department represented finished

goods received from the other department.

(C. A—Inter),

(Aus: Gross Profits: Dept. X—Rs. 41,000, Dept. Y—Rs. 40,950). .



DEPARTMENTAL ACCOUNTS 63

7, The following balances as on 31st December, 1961, are extracted from the books
of Ratanlal whose business consists of two departments Hosiery and Boot :—

Hosiery Boot Total

Rs. Rs. Rs.

Sales (Finished Goods) a .. .. | 2,00,000 | 3,00,000 | 5,00,000
Purchases (Raw Materials) .. ve - 70,000 | 1,88,500 | 2.58,500
Manufacturing Wages . .. . - 40,000 50,000 90,000

Stock (Raw Materials) Ist January... ; . 20,000 25,000 45,000
Stock (Finished) 1st January . , - § 000 7,500 12,500
Purchases Returns (Raw Materials) , ; 3,000 2,000 5,000

Sales Returns (Finished Goods) . - . 6,00 9,00 1,500

Works Overhead . - _— bees 54,000

Sundry Debtors - . - vs a eae 75,000

Sundry Creditors , 45,000

Plant and Machinery . | 22,500

Furniture and Fittings Led 4,500

Salaries . : 30,000
Office Expenses - | 18,000

Capital- -Ratanlal oe 1 06,000

Cash at Bank | 35,000

Cash in hand .. | 3,500
Drawings , ! 6,000

Plant & Machinery is to be depreciated @ 10°, Furniture & Fittings@5%. Debts

standing in the books at Rs. 500 are to be written off as bad and a Reserve at 2% is to be

made for doubtful debts.

Works overhead (including Depreciation on Plant & Machinery) is to be allocated

in the ratio of manufacturing wages. Depreciation on Furniture and other debits to

P. & L. A/c. are to be allocated in the ratio of turnover of the two departments. The

stocks on 31st December were :—

Hosiery Boot

Rs, Rs.
Raw Materials . . . y - 28,000 30,000
Finished Goods x X A Na 5000

Prepare Manufacturing A/c, Trading A/c, and Profit & Loss A/c. for the year ended
31st December, 1961 for the two departments separately as well as for the entire business
in columnar from and a Balance Sheet as on that date.

(Ud. C. W. A.—Inter).

(Ans: Cost of production :—Hosiery Rs. !,24,000, Boot—Rs. 2,62,750 :

Gross Profit :—Hosiery—Rs. 70,400, Boot—Rs. 33,850 ;

Net Profit :—Hosiery —Rs. 50,314, Boot—Rs. 3,721 ;

Balance Sheet Total—Rs. 1,99,035).
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8. From Ist January, 1964 Ramesh & Co. have been running three departments A,

B and C and the following particulars have been taken from’ their books on 31st

December, 1964 :—

Opening Stock—Jan. 1

A department

Bs

C Cy

Purchases

A department

By

Cs

Goods from other departments

A

B

Cc

Direct Wages

Rs.

36,000

24,000

20,000

J ,20,000

100,000

95,000

8,000

5,000

3,000

54,000

48,000

35,000

2,44,000

1,96,000

144,000

Goods to other departments

A

B

Cc

Stocks in Hand on 3lst Dec.

A

B

C

Printing and Stationery

Carriage outwards

Salaries

Rent and Rates

Bad Debts

Discount Allowed

Advertisement

Miscellaneous Expenses

Carriage Inwards

A

B

C

Drawings

Rs.

6,000

4,000

6,000

49,000

14,000

18,000

2,400

6,000

24,000

18,000

3,600

8,400

12,000

6,600

3,000

2,000

2,000

8,000

Inter-departmental supplies have been made during the year by each department

at market price and the stocks at close valued as at cost to A department include Rs.

4,000 worth goods supplied by B. Miscellaneous expenses include Rs. 600 on account

of supplies to the partner for personal expenses.

You are required to prepare Departmental Trading and Profit & Loss Account

apportioning general unallocated expenses on the basis of turnover (i.e., Sales plus

transfers).

(Ans: Gross Profit :

(C. A. Final).

Dept. A—Rs. 78,000 ;

Dept. B—Rs. 35,000 ;

Dept. C—Rs. 13,000 ;

Net Profit : Dept. A—Rs. 44,500 ;

Dept. B—Rs. 7,500 ;

- Net Loss : Dept. C—Rs. 7,100).



CHAPTER XXXI

BRANCH ACCOUNTS

1. Its Purpose :

Though branches are legally parts of the head office, yet it is desirable to

know the distinct working result of each of the branches separately. A method of
branch accounting is devised to ascertain the results of each of the branches of a
business separately and to exercise adequate check and control over the branches by

the head office.

2. Supply of Goods by Head Office to the Branch :

Goods supplied by head office to branches may be charged (i) at cost price,
(1i) at a fixed percentage on cost price and (iii) at selling price. Goods supplied
toa branch must not be treated as sale but a mere transfer of goods from head
office to branch. The value of such goods should be debited to related branch and
credited to “Goods sent to Branch Afc.” At the end of the year this account is
transferred either to the credit of “Trading A/c” in case of manufacturing concerns
or to the credit of “Purchases A/c” in case of trading concerns. Thus the value of
goods is to be shown in the Trading A/c as an item quite distinct from sale.

A tabular Branch Supply Book is maintained by the head office to record the
supply of goods to branch as given below :

(1) When goods supplied at cost price :

Branch Supply Book

Date Particulars L.F.| Total Nagpur Burnpur | Durgapur
—w

Rs, Rs. Rs. Rs.

(b) When goods supplied at inflated price :

Branch Supply Book

Date Particulars Total Madras Bombay

Cost | Invoice Cost | Invoice | Cost | Invoice
Price Price | Price Price Price Price

Rs. | Rs. Rs. | Rs. Rs. Rs.
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3. Classification of Branch Accounts :

For the purpose of accounting, branches may be classified as follows :

(A) Branches selling goods (supplied by head office at cost) for cash only ;
ed (B) Branches selling goods (supplied by head office at cost) for cash and

credit ;

(C) Branches selling goods (supplied by head office either at fixed percentage
on cost or at selling perice) for cash or credit ;

(D) Independent or Autonomous Branches selling goods (both supplied by
head office and purchased locally ) for cash and credit ; and

(E) Foreign Branches.

A. First Type of Branch—Branch selling Head Office goods for cash only :

In this type of branch, the head office purchases goods and forwards them to

the branch at cost price. The branch is allowed to make cash sales only. The sale
proceeds are deposited every day with a local bank or remitted direct to the head
office. The expenses of the branch are entirely met by the head office. As to
periodical expenses, the branch would usually make a bill and send it to head office
which would pay the amount. The branch managers are generally given an imprest
sum for petty expenses. The periodical petty expenses would be reimbursed by the
head office. The branches supply necessary information to the head office by

periodical returns.

(i) Records at Branch : The branch is not generally required to maintain
account books. The branch will however maintain (1) @ Stock book or a Stockh
register and (2) a petty cash book. These books serve purely a memorandum

purpose.

The stock book is used to record goods received, goods returned, goods sold
and the balance of stock. The branch will forward to the head office a periodical
stock statement which will show foreach item, the opening stock, goods received
during the period, goods sold during the period, breakages or losses and closing
Stock.

(ii) Records at Head office :

The head office ascertains the profit or loss made at the branch. For this
a Branch Account is opened, whichis debited with (1) opening branch stock, (2)
Opening branch cash, (3) goods sent to branch (4) cash sent for expenses and
credited with (1) cash received from branch, (2) goods returned from branch, (3)
closing branch stock and (4) closing branch cash. The difference in the two sides

will be either profit or loss which will be transfered to the General Profit & Loss A/c
of the business.

(1) Journal Entries for branch transactions in the books of the head office :

—S ee COC

Transactions Journal Entries

1. For opening stock in the hands of | Branch A/c Dr.
the branch : To Branch Stock A/c

~ 2. Fof opening balance of cash in | Branch A/c Dr.
the hands of the branch : To Cash at Branch A/c
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3.) For goods sent to branch by head | Branch A/c Dr,
office : To Goods Sent to Branch A/c

4. For goods returned by branch to | Goods Sent to Branch Ale Dr,
head office : To Branch A/c

5. For advancing an imprest sum | Branch Imprest A[c Dr.
to the branch : To Cash or Bank A/c

6 For expenses of branch met by | Branch Alc” a Dr.
head office : To Cash or Bank A/c

7. For goods sold by branch in} Casli or Bank A/c OC Dre
cash : To Branch A/c

8. For closing stock in the hands of | Branch Stock Alc : Dr.
the branch : To Branch A/c

9. For closing balance of petty cash | Petty Cash at Branch A/c Dr.
in the hands of the branch : To Branch A/c

10. For Profit of the Branch : Branch Alc Dr.
To (General) Profit & Loss A/c

1}. For Loss of the Branch (General) Profit & Loss A/c Dr.
To Branch A/c

12. To close Goods Sent to Branch | Goods Sent to Branch A/c Dr.
Alc. To Trading A/c (manufacturing con-

or cerns)

Purchases A/c (trading concern)

(2) Ledger Accounts in Head Office Book :

The following accounts are generally opened in the ledger of the head office :—
1, Branch A/c, 2. Goods Sent to Branch A/c, 3. Branch Imprest A/c, 4. Branch
Stock A/c, 5. Petty Cash at Branch A/c, etc.

Branch Stock A/c and Cash at Branch A/c will appear in the Balance Sheet
of the head office and will be transferred to the books of the next year and a reverse

entry will be passed at the beginning of the year.

Goods Sent to Branch A/c will be transferred either to the Trading A/c or to
the Purchases A/c.

Notes: (i) Where cash transactions with branches are numerous, the Cash Book
may be so ruled as to have a separate column for each branch on the debit as well
as on the credit side. The monthly totals of the branch columns will have to be

posted to their respective accounts.

(ii) Sometimes a Branch Cash or Bank Alc is opened to deal with cash
transactions in branch.

account instead of Cash or Bank A/c.

In such cases necessary debit or credit will be given to this

iii) In some cases a Branch Remittances A/c is opened for cash remittances
from branch. This account is debited on receipt of cash from branch. Subsequently

the amount is transferred to Branch A/c.
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Mustration I (Branch selling head office goods for cash only)

The Bombay Textiles Ltd. opened a branch at Calcutta on Ist January, 1965.

From the following particulars prepare all the accounts affected for 1965 and
the Calcutta Branch Account for 1966 in the books of the Head Office :

1965 1966
Rs. Rs

Goods sent to Calcutta 45,000 1,35,000
Cash sent to Branch for :

Rent 6,000 6,000

Salaries- 4,800 6,800
Other expenses 2,000 3,000

Cash received from Branch 70,000 1,60,000
Stock on 31st December 7,000 26,000
Petty Cash in hand on

3 Ist Dec. 120 260

(I. C. W. A—Inter, January, 1967,)
Solution

In the books of Head Office i.e. Bombay Textiles Ltd.

Dr. Calcutta Branch A/c Cr.

1965 g, 1965 Rs,

Jan.1}| To Goods sent to — By Cash A/c 70,000
Branch A/c 45,000

Dec.31 | ,, Branch Stock A/c 7,000
— |,, Cash A/c: Rs. —closing Stock

Rent 6,000 », Petty Cash at Branch
Salaries 4,800 Alec 120

' Other Expenses 2,000 |
——— | 12,800

Dec.31}| ,, General Profit &
Loss A/c 19,320

—Profit transferred

1966 “77,120 77,120

Jan.1 | To Branch Stock A/c 7,000 | 1966 | By Cash A/c t,60,000
—opening Stock —

Dec.31 | ,, Branch Steck A/c 26,000

— |, Goods sent to Branch —closing Stock
C. l 735,000 - .» Petty Cash at Branch

— |,, Cash A/c: Rs. A/c 260
Rent 6,000
Salaries 6,800 i

Other Expenses 3,000 |

15.800
Dec.31| ,, General Profit &

Loss A/c 28,460
—Profit transferred 2

1,86,260 1,86,260
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Dr. Goods Sent to Branch A/c Cr.

1965 Rs. | 1965
ec.31| To Purchases A/c — | By Calcutta Branch A/c | 45,000

— Balance Transferred | 45,000

| 45,000
1966 49,000 | 45,000
'ec.31| To Purchases A/c

—Balance Transferred |} 35,000 | 1966 | By Calcutta Branch A/c |1,38,000

1,35,000 | 1,35,000

Dr. ( Calcutta ) Branch Stock A/c Cr.

1965 Rs. 1965 | Rs.

Yec.31| To Calcutta Branch A/c | 7,000 [Dec.31] By Balance c/d 7,000

7,000 7,000

1966 1966
lan.) | To Balance b/d 7,000 | Jan.1| By Calcutta Branch A/e| 7999
Yec.31| ,, Calcutta Branch A/c | 26,000 [Dec.3]} _ ,, Balance c/d 26 000

23,000 | 33,000

Dr. Petty Cash at (Calcutta) Branch A/c Cr

1965 Rs. | 1965 Rs.
Yec.31] To Calcutta Branch A/c 120 }Dec.31} By Balance c/d 120

120 120

1966 1966 °
Jan.1| To Balance b/d 120 | Jan.1 | By Calcutta Branch A/c 120

dec.31], ,,. Calcutta Branch A/c 260 |Dec.31} ,, Balance c/d _ 260

380 — 380

JB Second Type of Branch—Branch selling only Head Office Goods for cash and

In this type of branch, the head office purchases goods and forwards them to
branch at cost price, The branch is allowed to scll the goods for cash and credit.

(i) Record at Branch: This type of branch maintains (1) a Stock Book,

(2) a Sales Day Book, (3) a Cash Book and (4) a Debtors’ Ledger. These books
of the branch serve purely a memorandum purpose.

The Cash Book is used to record cash sales, cash receipts from debtors, the
bees of the branch, remittances to the head office, the opening and closing cash

hces.

Stock Book will reveal the closing stock at the hand of the branch. Sales Day
Book wilt show the credit sales.
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In the Debtors’ Ledger individual customers’ accounts will be debited with
credit sales and credited with cash received from them. It will finally show the closing

balances of debtors.

(ii) Record at Head Office: In the head office branch transactions may be
recorded in two methods as stated below :

(A) Where transactions are not numerous : Branch transactions will be recor-

ded exactly in the same way as in the case of first type of branch if the transactions

are not very large.

(1) Journal Entries for branch-transactions in the books of the head office

Transactions Journal Entries

v1. For opening stock in the hands of | Branch A/c Dr.
the branch: To Branch Stock A/c

2. For opening branch debtors: Branch A/c Dr.

To Branch Debtors’ A/c

3. For opening cash balance in the } Branch A/c Dr.

hands of the branch: To Branch Cash A/c

Z 4. For goods sent to branch by head | Branch A/c Dr.
office: To Goods sent to Branch A/c

5. For goods returned by branch to | Goods sent to Branch A/c Dr.

head office: To Branch A/c

6. For advancing an imprest sum to | Branch Imprest A/c : Dr.
the branch: To Cash or Bank A/c

7. For expenses of branch met by | Branch A/c D1

head office: To Cash or Bank A/c

8. For goods sold by branch incash: | Cash or Bank A/c i Dr.
To Branch A/c

9. For cash realised from trade deb- | Cash or Bank A/c Dr.
tors and sent to head office: To Branch A/c

10. For closing stock in the hands of | Branch Stock A/c Dr

the branch : To Branch A/c

11. For closing balance of cash in | Petty Cash at Branch A/c Dr

the hands of the branch: To Branch A/c

12. For closing branch debtors: Branch Debtors’ A/c Dr

To Branch A/c

13. For the profit as revealed by | Branch A/c Dr.

Branch A/c: To (General) Profit & Loss A/c
renee vw wr ~ = ee —_—— ee eT
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Journal Entries far branch-transactions in the books of head office (Contd.)

14. For the loss as revealed by | ( General ) Profit & Loss A/c Dr.
Branch A/c. To Branch A/c

45, To close goods sent to Branch | Goods sent to Branch A/c Dr.
A/c. To Trading A/c

or

Purchases A/c

(2) Ledger Accounts in Head Office Books :

The following accounts are generally opened in the ledger of the head office :—

1. Branch Account, 2. Goods sent to Branch A/c., 3. Branch Imprest Account,

. Branch Stock A/c, 5. Petty Cash at Branch A/c 6. Branch Debtors’ A/c.

Branch Cash or Bank A/c and Branch Remittances A/c may also be opened

s discussed earlier.

Branch Debtors’ A/c will be shown as an asset in the Balance Sheet.

Notes :

(1) No entry will be made for credit sales by branch in the books of the head

fice.

(2) No entry for discounts allowed by branch, bad debts written off by branch
r returns made to branch by branch debtors will be made in the head office book.

(3) A Bill of Exchange received by branch will be sent to the head office,
‘he journal entry will be :—

Bills Receivable A/c haus Dr.

To Branch A/c

lastration 2 ( Branch selling Head Office goods for cash and credit )

From the following particulars relating to Darjeeling Branch for the year
nding 31st December, 1966, prepare the Branch Account in the books of the Head
ffice in Siliguri.

Rs,

Stock at Branch on Jan. 1, 1966 8,900

Branch Debtors on Jan. 1, 1966 4,700

Petty cash at Branch on Jan. I, 1966 20
Goods Sent to Branch during the year 28,400 »

Cash sales during the year 15,800

Credit Sales during the year 40,400

Cash received from Debtors 37,900

Cash sent to Branch for expenses ;
Rent 2,000
Salaries 6,000

Petty cash 1,000

Stock at Branch on Dec. 31, 1966 5,400
Petty cash at Branch on Dec. 31, 1966 30
oods return Branch 800

(North Bengal University, B. Com. (Part IT) Adv. 1967—Adapte
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Solution In the books of the Head Office in Siliguri

Dr. Darjeeling Brauch A/c Cr,

1966 Rs. | 1966 “Rs.
Jan.1 | To Branch Stock A/c — | By Cash A/e: Rs.

—opening balance 8,900 Cash Sales 15,800

From Debtors 37,900
»» | 9, Branch Debtors A/c 53,700

—opening balance 4,700 »» Goods Sent to Branch

A/c—Retura by branch 800
» | 99 Petty Cash at Branch

A/c—opening balance 20 [Dec.31| ,, Branch Stock A/c

—closing Stock 5,400
— | ,, Goods sent to Branch

A/c | 28,4007 ,, », Branch Debtors A/c
— closing balance 7,200

— |,, Cash A/c: Rs.

Rent 2,000 » »» Petty Cash at Branch
Salaries 6,000 A/c—closing balance 30

Petty cash 1,000

9,000
»» General Profit & Loss

Dec.31}| A/c—Profit transferred {| 16,110

67,130 67,130

Notes: (1) The closing balance of Branch Debtors are ascertained thus :

Rs.
Opening Branch Debtors 4,700
Add Credit Sales during the year 40,400

Less Amount received from 45,100
Branch Debtors 37,900

.*. Closing Branch Debtors : Rs. 7,200

(2) The amount of petty expenses is ascertained thus :

8.

Opening Balance of Petty Cash 20
Add amount sent to Branch 1,000

1,020
Less Closing Balance 30

.. Petty Expenses during the year : Rs. 990

Ufilustration 3

The Sell-Well Corporation of Bombay has a branch at Na
with all goods from Bombay. The Branch keeps its own Sa
cash from the customers and remits the whole of the cash
Head Office. The expenses of the Branch are paid by cheques

(Branch selling Head Office goods for Cash and Credit)

ur which is supplied
es Ledgers, receives

received daily to the
from the Head Office,

but the imprest of Rs. 200 is kept with the Branch Manager for meeting petty

disbyrsements. From the follwing particulars for the year ended 31st March, 1960,
. iepare the Nagpur Branch A/c in the Head Office Books :— _

#
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Stock of Goods at Branch on Ist April, 1959
Sundry Debtors on Ist April, 1959
Petty Cash with Branch Manager on Ist April, 1959
Goods supplied to Branch during the year
Goods returned from the Branch
Remittances from the Branch :—

Cash Sales
Received from Sundry Debtors

Cheques sent to Branch for :—

Rent

Salaries
Telephone Charges

Sundry Expenses

Stock on 3 Ist March, 1960
Sundry Debtors on 31st March, 1960
Petty Cash Balance on 3ist March, 1960

Solution

Dr.

1959 | Rs.
Apl.l To Branch Stock A/c

—opening balance 4,000

» ,», Branch Debtors A/c
—opening balance 8,000

,: »» Petty Cash at Branch

A/c—opening balance 200

~ ,», Goods sent to Branch

A/c | 80,000

~— », Bank A/c : Rs.

Rent 960
Salaries 1,920

Telephone charges 600

Sundry Expenses 250 | 3,730

1960 | », General Profit & Loss

Mar.31 A/c | 14,160
—profit transferred

,10,090
1960 | ee

Apl.1 | To Branch Stock A/c 8,000

—opening balance

» Branch Debtors A/c 12,000
—opening balance

» Petty Cash at Branch
A/c 90

—Opening balance

Rs. Rs.
wes 4,000

8,000

200
80,000
2,000

8.000
80,000 88,000

960

1,920

600

250 3,730

oe 8,000

12,000

73

ves 90

(Institute of Bankers, 1960)

In the books of the Head Office

Nagpur Branch Account

19
—

1960

Mar.31

”

By Goods sent to

Branch A/c —Returns

by branch

,, Cash A/c : Rs.

Cash Sales 8,000
From Debtors 80,000

= eee

,, Branch Stock A/c
—closing stock

, Branch Debtors A/c
—closing balance

»» Petty Cash at Branch
Alc

—closing balance

Cr.

RS.

2,000

88,000

8,000

12,000

10
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(B) Where transactions are numerous : Stock and Debtors System or Elaborate
Record of Branch Transactions :

Where branch transactions are not numerous, it is possible to record them
in one Branch A/c as already discussed above. Where the branch transactions are
very large an elaborate record of these transactions inthe books of the head office
will be very useful. This system of recording branch transact ons is called Stock

Debtors System. Under this system the head office does not open Branch A/c in
its books. It keeps separate accounts relating to different branch transactions.

The following accounts are usually opened in the books of the head office under
this system :— ~

1. Branch Stock A/c, 2. Branch Debtors A/c, 3. Branch Cash A/c, 4. Goods

Sent to Branch A/c, 5. Branch Expenses A/c, 6. Branch Profit & Loss A/c,

7. Branch Fixed Assets A/c etc.

Branch Stock A/c -This account will be debited with opening branch stock
and goods sent to branch. It will be credited with credit sales and cash sales by

branch, goods returned by branch and branch closing stock. The balance of this
account will be either gross profit or grossloss which will be transferred to Branch

Profit & Loss A/c.

Branch Profit & Loss A/e—This account ascertains the net profit or net loss
of the branch at the end of the year. It starts with gross profits or gross Joss

transferred from Branch Stock Ajc. All items of expenses and losses are shown
On its debit side and all items of incomes on its credit side.

The net Profit or net Loss is transferred to the General Profit & Loss A/c.

Journal Entries under Stock and Debtors’ System :

Transactions | Journal Entries

1. When goods are sent to branch: Branch Stock A/c Dr.
To Goods Sent to Branch A/c

2. When goods arereturned by |} Goods Sent to Branch A/c Dr.
branch: To Branch Stock A/c

3. When goods are soldat branch:
(i) For cash: (i) Branch Cash A/c Dr.

To Branch Stock A/c
(ii) For credit: (ii) Branch Debtors A/c Dr.

To Branch Stock A/c

4. When debtors return goods to | Branch Stock A/c Dr.
branch: To Branch Debtors A/c

5. When debtors return goods | Goods Sent to Branch A/c | Dr.
hi teh

—

directly to head office: To Branch Debtors A/c
. + wiitinsmsatesnamanes
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Trrnsaction Jourual Entries

6 When cash received from branch | Branch Cash A/c : Dr.
debtors: To Branch Debtors A/c

7, When discounts are allowed to | Branch Discounts A/c Dr.
branch debtors: To Branch Debtors A/c

8. For branch bad debts, if any: Branch Bad Debts A/c Dr.

To Branch Debtors A/c

9, When expenses are incurred for | Branch Expenses A/c Dr.
branch: To Branch Cash A/c

10. When goods are lost by fire etc: Fire Loss A/c - Dr.
To Branch Stock A/c

11. When goods are lost in transit: Loss in Transit A/c Dr.

To Branch Stock A/c

12, For Loss on Pilferage of goods: Loss on Pilferage of Goods A/c Dr.

To Branch Stock A/c

13. For Loss on Pilferage of cash: Loss on Pilferage of Cash A/c Dr.

To Branch Stock A/c

14. If loss is insured and claim is ad- “Insurance Claim A/c "Dr.
mitted by the Insurance Company: To Fire Loss A/c

or

Loss in Transit A/c
or

Loss on Pilferage A/c

(as the case may be )

15. On realisation of the insurance | Branch Cash A/c Dr.
claim: To Insurance Claim A/c

16. For closing Branch Stock A/c:
i) For gross profit: (i Branch Stock A/c Dr.
() For gross P ) To Branch Profit & Loss A/c
ii) For gross Loss: ii) Branch Profit & Loss A/c Dr.
(i) et ( To Branch Stock A/c

17. To close Branch Expenses A/c, | Branch Profit & Loss A/c Dr.
Branch Discount A/c, Branch Bad
Debts A/c, Fire Loss A/c, Loss in
Transit A/c, Loss on Pilferage

Alc, etc:

To Branch Expenses A/c

,, Branch Discount A/c
,, Branch Bad Debts A/c
» Fire Loss A/c

| yy Loss in Transit A/c
,, Loss on Pilferage A/c
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Transaction Journal Entries

18. por closing Branch Profit & Loss
/e:

(i) If there is net Profit: (i) Branch Profit & Loss A/c Dr.
To General Profit & Loss A/c

(ii) If there is net Loss: (ii) General Profit & Loss"A/c Dr,
To Branch Profit & Loss A/c

19. To close the-Goods Sent to Branch {| Goods Sent to Branch A/c Dr,

A/c: To Trading A/c
or

urchases A/c

20. If branch cash balance is remitted | Cash A/c Dr.

to head office: To Branch Cash A/c

Illustration 4 (Stock and Debtors System i.e. detailed Accounts in Head
Office Ledger)

Bengal Chemicals Ltd. Calcuttahas a branch at Bombay. Goods are invoiced
by the head office to the branch at cost price and all branch expenses are met by
head office. The branch sells goods for cash and credit and remits cash daily to

the head office. From the following particular prepare datailed accounts in the head
office ledger showing the profit or loss of the branch for the year ended 3ist
December, 1968.

Stock at Branch on Ist January, 1968 4,000
Cash at Branch on Ist January, 1968 1,000

Debtors at Branch on Ist January, 1968 7,500

Goods sent to Branch during the year 37,600

Cash Sales 28,000

Credit Sales 25,000

Cash received from debtors 24,000

Expenses paid by head office :

Salary 3,000

Establishment 4,900

Cash at Branch on 31st December, 1968 3,000

Stack at Branch on 31st December, 1968 7,000

Debtors at Branch on 3[st December, 1968 8,500
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Solution

In the books of the Head Office i.e. Calcutta.

Note : Figures in brackets are given to indicate the steps or entries to be completed

Dr. _— Branch Stock A/c Cr.

1968 Rs. 1968 Rs,
Jan.1} To Balance b/d 4 000 By Branch Cash A/c

( Cash Sales ) (2) 28,000

,, Branch Debtors A/c

— | , Goods sent to Branch |
A/c (1) , 37,600

|Dec.31| ,, Branch P/L A/c (4) 18,400 (Credit Sales) (3) 25,000
—Gross profit transferred |

Dec.31} ., Balance c/d 7,000

1969 60,000 | 60,000
Jan.1 ' To Balance b/d 7,000

Dr. Goods Sent to Branch A/c Cr.

1968 Rs. 1968 Rs.

Dec.31 To Trading A/c 37,600 By Branch Stock A/c (1) 37,600

—Balance transferred

37 600 37,600

Dr. (Bombay) Branch Debtors A/c Cr.

1968 Rs. | 1968 Rs.
Jan.1 | To Balance b/d 7,500 By Branch Cash A/c (5) | 24,000

— | ,, Branch Stock A/c (3) 25,000} —
——— |Dec.3 | ,, Balance c/d 8,500
32,500

1969 _—— 32,50
Jan.1 | To Balance b/d 8,500

Dr. (Bombay) Branch Cash A/c Cr.

1968 Rs. 1968 ts.
Jan.1_ To Balance b/d 1,000 — | By Bank A/c

»» Branch Stock A/c (2) 28,000 ! (amount sent by branch) 50,000
Dec.31 ,, Branch Debtors A/c Dec.31, By Balance c/d 3,000

(5) 24,000

53,000 53,000
1969 ote

Jan.1 To Balance b/d 3,000
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Dr (Bombay) Branch Expenses A/c Cr.

1968 Rs, 1968 | Rs.

— | To Bank A/c: Rs. Dec.31} By Branch P & L A/c (6)

Salary 3,000 -—Gross Profit transferred| 7,900
Establishment 4,900

—--—| 7,900

7,900 "7,900

Dr, (Bombay) Branch Profit & Loss A/c Cr,
1968 Rs. 6 Rs.

Dec.31| To Branch Expenses A/c Dec.31] By Branch Stock A/c (4)

(6) | 7,900 - gross profit 18,400
” »» General P/L A/c—

Net Profit transferred | 10,500

18,400 18,400
eee QE

C. Third Type of Branch—Branch selling goods marked at selling price :

Sometimes goods are invoiced to the branch at selling price so that the branch
staff can not know how much profit is being made by head office. Jt, again,
facilitates stock control at branch. The selling prices are generally made up by loading

a fixed percentage on cost.

In order to calculate the difference between the cost price and loaded price
(i.e. marked selling price, ) the ‘cost price percentage’ isto be reduced to ‘invoice-

price percentage’ as shown below :

Percentage loaded to cost Percentage or proportion to be

deducted from selling price.

9.4% or +, th of selling price

16%% or 4th ,,

20% or i th,,

334% ord rd ,, 25% or i th,,

0% or} 334% or ird,,

_ Alternatively, the following formula may be employed to find out the cost

price :—

Cost Price==Invoice Price—

(1)

(2)

(3)

(4)

(5)

10% or yy th of cost price

20% ord th,,

25% or} th,,

99 99 99 a9 9s

Percentage on Cost

(100+ Percentage on cost)

___ (1) Record at Branch: The record of the transactions in the branch books
will be on the same lines as in case of first and second type of branches.

(it) Record at Head Office :

“ (1) Memorandum Branch stock A/c ;

The head office should keep a Memorandum Branch Stock Aje to ascertain the

yalpe and quantity of stock at the hand ofthe branch. This account is kept for

x Invoice Price
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each branch separately. It is, however, not part of tho ledger. All entries in this
account will have tobe made at marked selling price. It is debited with the value
of goods sent to branch and credited with total sales at the branch and returns from
branch. If there is any change in price, the difference in the value of stock due to
the change, is to be calculated. The Memorandum Branch Stock A/c will be
debited in case of increase in price and credited in case of decrease in price. Loss due
{o normal evaporation, breaking inte dust, spoilage in dealing out, leakage etc.
should be credited to Memorandum Branch Stock A/c. The balance of this account
will represent the stock-in-hand at branch.

Note :

If, branch closing stock is not given, it can be ascertained by preparing a
Memorandum Branch Stock A/c.

Illustration 5 (Memorandum Branch Stock Account)

Broadway Shoes Ltd. of Kanpur has a branch in Ambala. Goods sent to the
branch arc invoiced at selling price i.e. Cost plus 334 percent. From the following
particulars you are required to prepare the Branch Stock Account as it would appear
in the Head Office Book :

Rs,

Stock on J. 1. 65 at invoice price 15,000

Stock on 31. 12. 65 at invoice price 12,000
Goods sent to Ambala during the year at invoice price 1,00,000
Sales at Branch :

On credit 22,000

For cash 75,000
Returns to Head office at invoice pricc 5,000
Invoice value of goods lost by fire not covcred by Insurance 1,000

(il. C. W. A—Inter, July, 1966)

Solution

Dr. Memorandum (Ambala) Branch Stock A/c Cr.

RS. Rs.
1965 |To Balance b/d 15,000 | 1965 | By Sales : Rs.
Jan. 1 | .. Good sent to Cash 75,000

Branch 1,00,000 Credit 22,000
—----— 97,000

— | ,, Good sent to
Branch —Returns 5,000

— »» Fire loss 1,000
Dec.31| ,, Balance c/d 12,000

‘ 1,15,000 | | __1,15,000

1965 {Tou Balance b/d 12,000

Jan. 1

(2) Different Methods of dealing with loading in the books of the Head Office :

(a) First Method i.e. by reducing selling price to cost price: Under this
method the opening branch stock, the closing branch stock, and the goods
sent to branch are to be reduced to cost price first and then the Branch

A/c will be written up. The debits and credits will be on similar lines as
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discussed in connection with the first two types of branches. The head office will keep .,
accounts of the branch in the same way in which the aceounts of the first and second
type of branches are kept.

Illustration 6 (By reducing selling price to cost price )

An Oil Millin Kanpur hasa sale branch in Allahabad. All goods sent to
branch are charged at cost price plus 334 percent. All cash received by branch is
to be paid daily to the head office. Fromthe following particulars prepare the
Allahabad Branch A/c in the books of the head office in Kanpur.

- Rs.

Stock at Branch on Ist January, 1968 12,000
Branch Debtors on Ist January, 1968 1,500
Goods sent to Branch during the year 80,000
Cash received from Branch 1,24,000
Cash sent to branch for expenses :—

Rents, Rates & Taxes 3,200
Salaries & Wages 4,800

Branch Debtors on 31st December, 1968 1,600
Branch stock on 3 Ist December, 1968 14,800

Solution

In the books of the head office

Note : The opening branch stock, closing branch stock and goods sent to branch
are reduced to cost by deducting } th or 25% the invoice price.

Dr. (Allahabad) Branch A/c Cr.

“1968 | Rs. | 1968 Rs,
Jan.1 | To Branch Stock A/c — | By Cash A/c {24,000

—opening balance 9,000 {Dec.31

” ,», Branch Debtors A/c ,», Branch Debtors A/c 1,600
—opening balance 1,500 —closing balance

— | ,, Goods sent to
Branch A/c 60,000 | ,, », Branch Stock A/c 11,100

,»» Cash A/c : Rs.

Rents, Rates & —closing balance
Taxes 3,200

» salaries & '
Wages 4,800

—— | 8,000

Dec.31| ,, General Profit & Loss

A/c—profit transferred. | 58,200

(b) Second Method—Double Column Ledger Method i.e. double money columns

on either side of the Branch A/c :

Under this method a Branch A/c is prepared with double money columns on
either side—one for recording the selling prices and the other for cost prices. The cost
prices of opening branch stock, closing branch stock, goods sent to branch, and goods
returned by branch are to be recorded in “cost price column”. For other items the
figure would be the samein both the columns. The “selling price columns” are of
memorandum nature. But these columns provide an account of the goods sent to
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branch as to its oxeces or deficit. The difference between the two “‘cost price columns”
will give the profit or loss made by branch.

The debits and credits will be on similar lines asin first and second types of
branches. The head office will keep the accounts of the branch in the same way as
in the cases of these branches.

Illustration 7 (Double Column Ledger Method)

Cuttak Rice Mill has a sale branch at Bhubaneswar. All goods sent to branch
are charged at cost price plus 334 per cent. All cash received by branch is to be paid
daily to the head office. From the following particulars prepare the Bhubaneswar
Branch Account under Double Column Method inthe books of the head office in
uttack.

Rs.

Stock at Branch, Ist January, 1968 12,000
Branch Debtors, Ist January, 1968 1,500

Goods sent to Branch during the year 80,000

Cash received from Branch 77,000
Branch expenses paid by Head office :

Salaries & wages 4,800

Rent & other expenses 3,200
Branch Debtors, 31st December, 1968 1,600
Branch Stock, 31st December, 1968 14,800

Solution

In the Ledger of Head Office

Dr. (Bhubaneswar) Branch A/c Cr.

Invoice| Cost Invoice! Cost

Price | Price Price | Price

1968 Rs. | Rs. | 1968
Jan. 1} To Branch By Cash A/c 77,000} 77,000

Stock A/c Dec.

—opening balance | 12,000} 9,000} 31 | ,, Branch Debtors
—closing balance | 1,600} 1,600

¥ »» Branch Debtors

A/c - » Branch Stock
—opening balance} 1,500) 1,500 A/c

—closing balance | 14,800} 11,100

», Goods sent to
Branch A/c | 80,000) 60,000] _,, » Breakage 100

(balancing

», Cash A/c : figure)
Salaries & Wages 4,800

Rent & other
expenses 3,200}

Dec. | ,, General Profit
31 & Loss A/c

—Profit transferred] 11,200}

93,5001 89,700 93,500| 89,700

it
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(C) Third Method i.e. by passing adjusting entries in respect of items whigh aré

recorded at selling price instead of cost price :

In order to ascertain the actual profit or lossofeach branch, some adjusting
entries are necessary at the balancing time in respect of several items such as

(1) opening branch stock, (2) goods sent to branch, (3) closing branch stock and

(4) goods returned by branch, which are already posted to the Branch A/c at selling

price instead of cost price.

The difference between cost price and selling price of each of goods sent to

branch and goods returned by branch is to be adjusted with “Goods sent to Branch
A/c”. The difference between cost price and selling price of each of opening branch

stock and closing branch stock is to be adjusted with an account called “Stock

Reserve Ajc’. This account is carried forward from year to year.

It is to be noted that different authors have given different names to the **Stoch

Reserve A/c” suchas ‘Difference in Value of Branch stock A/c’, “Stock Suspense

A/c”, “Stock Adjustment A/c’ etc.

Adjusting Entries in the Books of the Head office :

Transactions Journal Entries

Stock Reserve A/c Dr.
To Branch A/c

(with the amount of difference between
cost price and selling price)

1, For adjustment in the value of

opening branch stock:

Dr.2. For adjustment in the value of

goods sent to branch:

3. For adjustment inthe value of
goods returned by branch:

4, For adjustment in the value of

closing branch stock:

Goods sent to Branch A/c

To Branch A/c
(with the amount of difference between
cost price and selling price)

Branch A/c
To Goods sent to Branch A/c

(with the amount of difference between
cost price and selling price)

Dr.

Branch A/c Dr.

To Stock Reserve A/c
(with the amount of difference between
cost price and selling price)
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For other branch transactions the entries will be same as given in the case of

first two types of branches.

The Branch Stock A/c will be shown as an asset in the Balance Sheet of the

head Office after deduction of Stock Reserve A/c.

Branch Stock A/c andStock Reserve A/c will be transferred to Branch A/c in

the next trading period.

Illustration 8 (Dealing with load by passing adjusting entries)

Shyambazar Chemical Co. sends goods to its branch at Patna at 25% above

cost. The following particulars are available from the Shyambazar Books as on 31st

December, 1968 :

Rs Rs.

Stock at Patna (opening) 5,000 Rent 150

Debtors » 4,000 Goods returned by branch 450

Petty Cash in hand 25s Salary 2,300

Goods supplied to Branch 55,000 Postage and Stationery 150

Remittance from Branch : Petty Cash Expenses 35

Cash Sales 25,000

Received from Debtors 20,000

The Branch expenses at Patna were met by cheques sent by the Head Office.

On 31st December, 1968 the stock at Patna amounted to Rs 6,000. Debtors

Rs. 30,000 and petty cash Rs. 15.

You are required to prepare the Patna Branch Account and Stock Reserve A/c

at H.O. Books. Give also the Journal Entries necessary for arriving at the correct

branch profit in Head Office Books.

(C. U. B. Com. (Adv.) 1948—Adapted)

Solution

Note : (a) The load i.e. difference between the cost price and the selling price is

ascertained thus ;
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Items Load

i.e. difference between

cost price and selling price

Rs.

(1) Opening Branch Stock. 34 of 5,000= 1,000

(2) Goods sent to Branch. 4 of 55,000= 11,000

(3) Goods returned by Branch. fof 450= 90 (450—90)

(4) Closing Stock. 4 of 6,000= 1,200

(6) The amount of petty cash paid by head office is ascertained thus ;

(6,000—1,200)

cost price.

(5,000—1,000) =4,000

(55,000-—1 1,000)==44,000

= 360

=4,800

Rs.

Closing Balance of petty cash at Branch 15

Add Petty cash expenses during this year ar

0
Less Opening Balance of petty cash at Branch 25

Amount paid by head office : 25

in the books of the Head office

Adjusting Journal Entries Dr. Cr.

Rs. Rs,
(1) Stock Reserve A/c Dr. 1,000

To (Patna) Branch A/c 1,000

(Being adjustment for load on the opening
branch stock)

(2) Goods sent to Branch A/c Dr. 11,000
To (Patna) Branch A/c 11,000

(Being adjustment for load on goods sent
to branch)

(3) (Patna) Branch A/c Dr. 90
To Goods sent to Branch A/c 90

(Being adjustment for load on the goods
returned by branch)

(4) (Patna) Branch A/c Dr. | 1,200
To Stock Reserve A/c 1,200

(Being adjustment for load on the closing
‘Branch stock)
ee aos ee ay
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Dr. Patna Branch A/c Cr.

1968 Rs. | 1968 | a Rs.
Jan. 1 | To Branch Stock A/c(!) | 5,000 By Goods sent to Branch

—opening balance A/c—Returns (3) 450

1, Branch Debtors A/c | 4,000 » Cash A/c:

—opening balance —_ ‘* Rs,

Cash Sales 25,000
» Petty Cash at Branch From

Alc 25 Debtors 20,000
—opening balance ——— | 45,000

», Goods sent to Branch Dec. 31) To Branch Stock A/c(4)
A/c(2) | 55,000 —closing balance 6,000

» Bank A/c: Rs. , Branch Debtors A/c {30,000
Rent 150 —clgsing balance
Salary 2,500
Postage » Petty Cash at Branch

& Stationery 150 Alc 15
Petty Expenses 25 —closing balance

——— | 2,825
,, Stock Reserve A/c(1) | 1,000

Dec. 31| ,, Goods sent to Branch —Adjustment for
A/c(3) 90 opening stock

—Adj tA —_ for », Goods sent to Branch
ad ale?) 11,000

»» Stock Reserve A/o(4 4 ~ Adjustment for
—Adjustment for ) | 1,200 goods sent to

closing stock branch

»» General Profit & Loss

A/e | 25,325
—profit transferred |

93,465 93,465

1969 |, Branch Stock A/c 6,000
Jan 1 |,, Branch Debtors A/c | 30,000

»» Petty Cash at
Branch A/c 15
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Dr. Stock Reserve A/c __ Cr.
1968 S. S.

Dec. 31] To Patna Branch A/c 1,0008 Jan. 1! | By Balance b/d 1,000
- Transfer

Dec. 31} ,, Patna Branch A/c 1,200

»200 ———* » Balance c/d 1,2 2.200

2,2001 1969
| ~~~ Jan. 1 | By Balance b/d 1,200

Note: Figures in brackets show corresponding adjusting entrics for load
in the Branch A/c.

Hlustration 9 (Dealing with load by passing Adjusting Entries)
Goods are invoiced by Head office at cost plus 25% and branch sales are

partly cash and partly credit,
B from the following particulars draw up the Branch Account in the Head Office
ooks

Rs.
- Stock of goods at Branch at January 1, 1960 3,500
-Stock of goods at Branch at December 31, 1960 3,750

- Goods sent to Branch 2,75,000
‘Goods returned to Head Office 15,000
’ Cash sales for the year 60,000
- Credit sales for the year 3,46,000
/Returns from customers 8,000
Discounts and Allowances to customers 12,000
Bad Debts . 1,000
Cash received from customers 3,29,000
»Sundry Debtors on January 1, 1960 48,000
Sundry Debtors on December 31, 1960 44,000

. Establishment and Sundry other Branch Expenses 85,000
(C. U. B. Com. (Adv.) 1961)

Solution

Notes : (1) Figures in brackets indicate the corresponding adjusting entries
for load in the Branch A/c.

(2) Items like Return from Debtors, Bad Debts, Discounts and Allowances .
etc. will not be shown in the Branch A/c in this method. The amount of closing
branch Debtors is ascertained after taking these items into considerations as shown

Ow ;s—

Rs
Opening Branch Debtors 48,000
Add Credit sales 3,46,000

3,94,000
Less: Rs.

Bad Debts 1,000
Discounts etc. 12,000
Returns from customer 8,000 21,000

3,73,000

Less :
Amount Received from Debtors 3,29,000

Closing Branch Debtors : Rs. 44,000
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Dr. Branch A/c Cr.

1960 Rs. Rs.
Jan.1} To Branch Stock A/c (1) | 3,500 By Bank A/c : Rs.

—opening balance Cash Sales 60,000
From Debtors 3,29,000

3 », Branch Debtors A/c 48,000 3,89,000
—opening balance

»» Goods sent to

,, Good sent to Branch Branch A/c—Returns
A/c (2) |2,75,000 by Branch (3) 15,000

,», Bank A/c : », Branch Stock A/c (4) 3,750
(Establishment & other —closing balance
expenses ) 85,000

», Branch Debtors A/c 44,000

Dec.31} ,, Goods sent to Branch —closing balance

A/c (3)—Adjustment 3,000
for returns by Branch »» Stock Reserve A/c (1) 700

im —Adjustment for
,, Stock Reserve A/c (4) 750 opening stock
—Adjustment for

im closing stock ,, Goods Sent to Branch
A/c—Adjustment for

,, General Profit & Loss goods sent to Branch
A/c—Profit transferred | 92,200 (2) | 55,000

§,07,450 $,07,450

(D) Fourth Method—Stock and Debtors system :

Under this system Head Office does not open Branch A/c in its books. It keeps

separate accounts relating to different branch transactions. The following accounts

are usually maintained in the books of the Head Office under this system :—

1. Branch Stock A/c 2. Branch Debtors’ A/c 3. Branch Cash A/c 4. Goods
sent to Branch A/c 5. Branch Expenses A/c 6. Branch Discount A/c 7. Branch
Adjustment A/c 8. Branch Profit: & Loss A/c 9. Stock Reserve A/c 10. Loss in
transit of Goods A/c 11. Loss on Pilferage A/c 12. Branch Fixed Assets Accounts
etc.

Branch Stock A/c—It helps to exercise an effective control over the branch stock.
The balance of this account will represent stock in hand with branch at selling price.

Branch Adjustment A/c—The adjustment for loading on opening branch stock,
goods sent to branch, goods returned by branch and closing branch stock are
shown in this account. As regards pilferage, leakage, spoilage, wastage etc. the load
included in it is to be shown in this account. The difference between the two sides
of this account will be the gross profit or gross loss which will be transferred to
Branch Profit & Loss A/c.

Branch Profit & Loss A/c—It ascertains the net profit or net loss of the branch
at the end of the year. It starts with gross profit or gross loss transferred from
Branch Adjustment A/c. All items of expenses and losses are shown on its debit
side and all incomes on credit side. The net profit or net loss is transferred to the
General Profit & Loss A/c.
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Journal Entries in the books of head office under Stock and Debtors system :

(b) For adjustment of load on goods
lost by pilferage:

Transactions Journal Entries

. (2) When goods are sent to branch at | (a) Branch Stock A/c Dr.
selling price: To Goods Sent to Branch A/c

(with selling price)

(5) For adjustment of the load on | (b) Goods sent to Branch A/c Dr.
goods sent to branch: To Branch Adjustment A/c

(with load)

. (a) When goods are returned by | (a) Goods Sent to Branch A/c Dr.

branch: To Branch Stock A/c
(with selling price)

(b) For adjustment of load on goods | (b) Branch Adjustment A/c Dr.

returned by branch: To Goods Sent to Branch A/c

(with load)

. (a) When Debtors return goods | (a) Goods Sent to Branch A/c Dr.
directly to head office: To Branch Debtors A/c

(with selling price)

(b) For adjustment of load an goods | (b) Branch Adjustment A/c Dr.

returned by debtors: To Goods Sent to Branch A/c
(with load)

. (8) For goods lost in transit: (a) Loss in Transit A/c Dr.
To Branch Stock A/c

(with selling price)

(b) For adjustment of load on goods | (b) Branch Adjustment A/c Dr.
lost in transit: To Loss in Transit A/c

(with load)

. (a) For Loss on pilferage of goods: (a) Loss on Pilferage of Goods A/c Dr.
To Branch Stock A/c

(with selling price)

(b) Branch Adjustment A/c r.

To Loss on Pilferage of Goods Ale
(with load)

. (a) For goods lost by fire: (a) Fire Loss A/c Dr.
To Branch Stock A/c

(with selling price)

(b) For adjustment of load on goods | (b) Branch Adjustment A/c Dr
lost by fire: To Fire Loss A/c

(with load)

: (a) For normal leakage, evaporation, (a) Loss by Leakages etc. Alc Dr
wastage, breakage etc. (or when

Branch Stock A/c does not agree)

(b) For adjustment of load on goods
lost by leakages etc.

To Branch Stock A/c
(Full amount at selling price)

(b) Branch Adjnstment A/c Dr.
To Loss by Leakages A/c

(with load)
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~ 8. ‘For adjustment of load on closing | Branch Adjustment A/c Dr.
stock: To Stock Reserve A/c

Notes: (1) The Stock Reserve A/c will (with load i.e. difference between

be carried forward to the next cost price and invoice price)

period and then transferred to the
oo of the Branch Adjustment

C.

(2) Alternatively, a credit balance
equal to the load on closing stock

may be left in the Branch Adjust-
ment A/c and only the remaining
balance is treated as profit.

9, For closing the Branch Adjust-
ment A/c:

(a) For Gross Profit: (a) Branch Adjustment A/c Dr,

To Branch Profit & Loss A/e

(b) For Gross Loss: (b) Branch Profit & Loss A/c Dr.
To Branch Adjustment A/c

10. To close Lossin Transit A/c, Branch Profit & Loss A/c Dr.
Loss on Pilferage A/c, Fire Loss To Loss in Transit A/c
A/c, Loss by Leakages etc. A/c », Loss on Pilferage A/c
etc.: ,», Fire Loss A/c

», Loss by Leakages ctc. A/c

il. For closing Branch Profit & Loss
Alc.:

(a) If there is net profit: (a) Branch Profit & Loss A/c Dr.
To General Profit & Loss Ajc

(b) If there is net loss: (b) General Profit & Loss A/c Dr.
To Branch Profit & Loss A/c

Note : Other journal entries in the books of the head office will be same as given
in second type of branch under Stock and Debtor system.

Illustration 10. (Stock and Debtors System)

Ballygunge Chemicals Ltd., has a branch office at Madras. On Ist April, 1955
the Head Office sent to Madras Branch goods costingRs. 80,000 adding 20% to
cost. On 30th June, 1955, it was found that the branch sold goods for cash amoun-
ting to Rs 50,000. Goods of the value of Rs. 2,000 (invoice price) were returned to the
Head Office. Cash received from Debtors as on 30 th June amounted to Rs 50,000,
discounts allowed to them amounted to Rs 1,250. The opening and closing balances
of Stock and Debtors of the Branch were: Stock Rs. 50,000 and Rs 75,000 respec-

tively and Debtors Rs 75,000 and Rs. 50,000 respectively. The Cash sales monies

and collections from the Debtors were promptly sent to the Head Office by the

branch. The expenses of the branch amounting to Rs. 3,000 were met by the Head
Office by bank drafts.

You have been asked to record the above transactions in the books of the Head
Office.

(C. U. B. Com. (Adv.) 1957)

12
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Accounts in the Books of the Head Office

90

Solution

Dr.

1955 Rs,
Apl.1 | To Balance b/d (1) 60,000

,, Goods sent to Branch
A/c (2) | 96,000

June, », Branch Adjustment
30 Alc (5) 12,250

1,68,250
July.1| To Balance b/d 90,000

Madras Branch Stock A/c

1955

June

By Goods sent to Branch
Alc

—Returns (3)

5, Branch Cash A/c

—cash sales

» Branch Debtors A/c

—credit sales (4)

» Balance c/d

Notes : (1) Load on stock is adjusted through Stock Reserve A/c.

(2) In order to ascertain invoice price 4 of the cost price is to be added to

goods sent to branch, opening and closing branch stock.

(3) Figures in brackets will indicate the corresponding entries.

Dr. Goods Sent to (Madras) Branch A/c Cr.

1955 Rs. 7 1955 Rs.
To Madras Branch Stock By Madras Branch Stock

A/c (3) 2,000 A/c (2) | 96,000

»» Madras Branch Adjust- »» Madras Branch Adjust-
ment A/c (6) 16,000 ment A/c (7) 333

», (General) Trading A/c | 78,333

96,333 | 96,333

Dr. (Madras) Branch Adjustment A/c Cr.

“T9555 PRs. | 1953 ~ Rs.
To Goods Sent to Apl.1 | By Stock Reserve A/c (1); 10,000

Branch A/c (7) 333

June, | ,, Stock Reserve A/c (8) | 15,000 | June,} ,, Goods Sent to Branch
30 30 A/c (6) | 16,000
° »» Branch Profit & Loss

A/c—balance 93 »» Madras Branch Stock
transferred (9) | 22,917 A/c (5) | 12,250

38,250 38,250
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Dr. Stock Reserve A/c Cr.

1955 Rs. 7 1955 Rs.
Mar. | To Balance c/d 10,000 March] By Madras Branch

31 ———— J 31 Adjustment A/c 10,000

10,000 10,000

Apl.1 | ,, Madras Branch Adjust-
ment A/c—Transfer (1) | 10,000 } Apl.1 | By Balance b/d 10,000

June, | ,, Balance c/d 15,000 | June, | By Madras Branch

40 30 Adjustment A/c (8) 15,000

“25,000 25,000

July,!1] By Balance b/d 15,000

Dr. (Madras) Branch Debtors A/c Cr.

1955 Rs. Rs.
Ap! 1] To Balance b/d 75,000 hoes By Cash A/c 50,000

une

» Branch Stock A/c », Discount Allowed
—credit sales (4) 26,250 A/e (10) 1,250

1,01,250] ,, Balance c/d 50,000
July,1| To Balance b/d | 56,000 7.01,250

Dr. (Madras) Branch Discount Allowed A/c Cr.

r Rs.
1955 | To Branch Debtors Als , By Branch P/L A/c (11) 1,250

(10

290

Dr. (Madras) Branch Expenses A/c Cr.

_ Rs) 1955 | Rs.
1953 | To Bank A/c 3,000 jJune30} By Branch P/L Als 3,000

(12)
3,000 S
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Dr. Madras Branch Profit & Loss A/c Cr.

Rs.

1955 | To Discount Allowed A/ce(11)j} 1,250 | 1955 | By Madras Branch | Rs.

June30 June30| Adjustment A/c (9)
,, Branch Expenses A/c (12) 3,000 22,917

,», General Profit & Loss A/c | 18,667
—Profit transferred

22ST 22,917

Iilustration 11 (Stock & Debtors System)

A, B, C & Co. carry on a merchanting business. The ratio of gross profits to
sales was 25°/,. The Head Office of the firm was in Calcutta and there was a Branch
at Ranchi. No books were kept at Ranchi for credit of Head office and all dis-

bursements for Ranchi were made by Head Office.

At Ist April, 1965 (the commencement of the financial year) the following
salances stood in the Head Office books, after the books had been closed :

RS.

Ranchi Branch Stock A/c ( at selling price) 4,000
Ranchi Branch Stock Adjustment A/c (Cr.) 1,000
Ranchi Branch Debtors’ Total A/c 10,000

During the year ended 31st March, 1966, the following Ranchi transactions
were recorded :

Goods invoiced pro-forma to Ranchi

from Head Office at selling price 1,20,000
Cash Salss 5,000
Credit Sales 1,00,000
Cash received from Debtors 96,000
Discount allowed to Debtors 2,460
Ranchi Expenses paid 25,000

The Branch Manager took stock on March 31, 1966 at selling price which
amounted to Rs, 16,000

There was a fire during the year and certain uninsured goods were destroyed.
You are required todraw up :

(a) Branch Stock A/c, (b) Branch Stock Adjustment A/c, (c) Branch Debtors
A/c and (d) Branch Profit & Loss A/c

(C. U. B, Com. (Adv.) 1967)

Solution

Notes: (1) 4}th of the selling price is taken to be the load.

(2) For adjustment of load on closing stock a credit balance equal to the

load on closing stock is left in the Branch Adjustment A/c and only the remaining
balance is treated as profit.

(3) The amount of load on goods lost or destroyed will be debited to Branch
Adjustment A/c and the remaining amount to Branch Profit & Loss A/c.

(4) Figures in brackets indicate the corresponding entries,
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Accounts in the books of the Licad Office :

93

Dy. Ranchi Branch Stock A/c Cr.

Rs. Rs,
1965 | To Balance b/d (1) 4,000 | 1965 By Branch Cash A/c 5,000
Apl.1 —Cash Sales

»» Good Sent to Branch
A/e (2) |1,20,000 ,, Branch Debtors A/c |1,00,000

Credit sales (3)

1966 ,» Loss by Breakages 3,000

Mar.31 etc. A/c (4)
(balancing figure)

» ,», Balance c/d (5) 16,000

124,000 1,24,000

1966 | To Balance b/d 6,000 —
Apl.1 |

Dr. Ranchi Branch Stock Adjustment A/c Cr.

PRS. Rs.
1966 To Loss by Breakages 1965 | By Balance b/d (1) 1,000
Mar. 31 etc. A/c (6) 750 | Apl.1 (25%, on Rs. 4,000)

(25% on Rs. 3,000)
, Goods Sent to

9 ,» Balance c/d (5) 4,000 Branch A/c (2) 30,000
(25% on closing (25% on

stock Rs. 16,000) Rs. 1,20,000)

” », Branch Profit & 26,250

Loss A/c

—Gross profit

transferred (7)

31,000 ~ 31,000
oe [CET ] } eres

Dr. Loss by Breakages etc. A/c Cr.

S. 8,

1966 To Branch 1966 By Branch Stock
Mar.31 Stock A/c (4) 3,000 | Mar.31 Adjustment A/c (6) 750

» » Branch Profit &
Loss A/c (8) 2,250

3,000 3,000

pee = a =
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Dr. (Ranchi) Branch Debtors A/c Cr

a KS. Rs.
1965 To Balance b/d 10,000 | 1966 By Cash A/c 96,070
Apl.1 Mar.3 1

», Branch Discount

,, Branch Stock A/c {1,00,000 A/c (9) 2,460
—Credit sales (3) "

,», Balance c/d | 11,540

1,10,000 1,10,000

1966

Apl.] To Balance b/d 11,540 |

Dr. Ranchi Branch Profit & Loss A/c Cr.

RS, Rs.
1966 To Loss by Breakages 1966 By Branch Stock
Mar.3] etc. A/c (8) 2,250 | Mar.31 Adjustment A/c 26,250

—Gross Profit (7)
” », Branch Discount

A/e (9) 2,460 9 », General Profit &

Loss A/c 3,460
1 »» Branch Expenses A/c] 25,000 —Net loss

transferred

| 29,710 | 29,710
ceeeneeer na

Tlustration 12

Goods received from Head Office, at invoice prices

(Stock & Debtors System)

The Shoe Trading Co, Ltd. invoices goods to its Delhi Branch at cost plus

25 percent. Both cash and credit sales are effected by the Branch. Branch expenses
are paid direct from Head Office. The following are the details of the transactions

for the six months ended 30 th September, 1960 ;—

Returns to Head Office at invoice prices

Stock at Ist April, 1960 at invoice prices

Credit Sales for the half year

Cash sales for the half year

Debtors as at Ist April, 1960

Cash received—Ledger Accounts

Discounts allowed to customers

Bad Debtors written off

‘Returns from customers at selling prices

Rs.

20,000

500

5,000

11,000

10,800

3,800

11,600

160

300

200
?
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Rent, Rates ete. 240

Salaries & wages 800

Sundry expenses 120

Stock as at 30th September, 1960, at invoice prices 4,000

Sundry Debtors as at 30th September, 1960 2,540

Record the above transactions in the Head Office Ledger and close off the
Accounts concerned at 30th September, 1960.

(C. U. M. Com 1961)

Solution

In the books of the Head Office

Note : The items marked at invoice price are reduced to cost price first and then
the ledger accounts are drawn. The cost prices are calculated by reducing 4th from
selling prices as shown below ;

Jtems Invoice Price or Cost Price
Selling price

Rs, Rs.

Opening Branch Stock 5,000 4,000

Goods Sent to Branch 20,000 16,000

Goods Returned to Head Office 500 400

Closing Branch Stock 4,000 3,200

Dr. (Delhi) Branch Stock A/c Cr.

1960 Rs. 1960 S,
Apl.1 | To Balance b/d 4,000 By Goods Sent to

Branch A/c 400

» Goods Sent to —Returns (2)
Branch A/c (1) 16,000

», Branch Cash A/c | 10,800

» Branch Debtors —Cash sales
Ajc 200

—Return by custo- », Branch Debtors
mers to Branch Ajc | 11,000

(4) —Credit sales (3)
June,30

», Branch Profit & June,30 | ,, Balance c/d 3,200
Loss A/c 5,200

—Gross Profit
transferred (5)

25,400
— A

1960 To Balance b/d 3,200 | teen
July, 1

ae
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Dr. Goods Sent to Branch A/c Cr.

1560 Rs. | 19600 Rs.
To Branch Stock A/c 400 By Branch Stock A/c 16,000

(2) (1)

»» (General) Trading

A/c | 15,600

|_16, 16,000

Dr. ° (Delhi) Branch Debtors A/c Cr.

Rs. Rs.
1960 To Balance b/d 3,800 | 1960 By Branch Stock A/c 200
Apl. 1 —Returns (4)

», Branch Stock A/c | 11,000
—Credit sales (3) ,», Cash A/c 11,600

». Branch Discount

A/c (6) 160

», Branch Bad Debts

A/c (7) 300

June,30} ,, Balance c/d 2,540

| 14,800 14,800

1960 To Balance b/d 2,540
July, 1 _

Note : Figures in brackets indicate the corresponding entries.

Dr. (Delhi) Branch Expenses A/c Cr.

| Rs. Rs.
1960} To Cash A/c : Rs. 1960} By Branch Profit &

Rent, Rates etc. 240 June Loss A/c (8) 1,160
Salaries & Wages 800 30
Sundry Expenses 120} 1,160 .

| 1,160 1,160

Dr, (Delhi) Branch Discount A/c Cr.

— Rs. | Rs
1960 To Branch Debtors 1960 By Branch Profit &

A/c (6) 160 | June,30 Loss A/c (9) {| 16

160 |
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Dr. (Delhi) Branch Bad Debts A/c Cr.

a “Rs. | Rs.
1960 To Branch Debtors 1960 By Branch Profit & |

A/c (7) 300 | June,30 Loss A/c (10) 300

| 300 300
— | Qe?

Dr. (Delhi) Branch Profit & Loss A/c Cr.

“Rs. \ Rs.
June} To Branch Expenses A/c (8) 1,160 #1960} By Branch Stock A/c 5,200
30 June (5)

», Branch Discounts A/c (9) 160 | 30

»» Branch Bad Debts A/c (10) 300

,, General Profit & Loss A/c 3,580

—Net Profit transferred

__5,200 | 5,200 -

Ilustration [J ( Stockh & Debtors Systent )

Bombay Traders Ltd. sends goods to ity Madras Branch at cost plus 25 pet
cent. From the following particulars you are required to show the Branch Stock
Account, Branch Stock Adjustment Account, and Branch Profit & Loss A/e in
the Head Office Books :

Rs.

Opening Stock at branch at invoice price 20,000

Cioods sent to branch at invoice price 40,000

Loss in transit at invoive price 10,000

Pilferage at invoice price 4,000

Sales 122,000

Expenses 32,000

Closing Stock at Branch at invoice price 24,000

Recovered from Insurance Company against loss in transit 6,000

13

dG. Cc. W. A—Inter, January, 1968)
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Dr. Madras Branch Stdek A/c Cr,

"Rs. Rs
To Balance b/d (1) 20,000 By Loss in Transit

Aje(3) | 19,090
» Goods Sent to

Branch A/c (2) 80,000 », Loss on Pilferage

A/c (4 4,

» Branch Adjust- “) 000
ment A/c (5) 60,000 ,, Branch Cash A/c 1,22,000

—Sales

. a
,, Balance c/d (8) |_ 24,000

,00,000 1,60,000

To Ralance h/d 74.000 e—

Note: Though not wanted Loss in Transit A/c and Loss on Pilferage Aj

are given in the interest of the students.

Dr. Madras Branch Loss in Transit A/c Cr

Rs. Rs.
To Branch Stock A/c (3) | 10,000 By Branch Stock Adjust-

ment A/c (6) 2,000
(20% of Rs. 10,000)

»» Branch Profit & Loss

Afc (9) 8,000

| 10,000 | 10,090

Dr. Madras Branch Loss on Pilferage A/c Cr.

mes " R S. =k;

To Branch Stock By Branch Stock Adjust-
Alc (4) 4,000 ment Ale (7) 800

(20% of Rs. 4,000)

,, Branch Profit & Loss

_ Aje (10) | _ 3,200

nO 4,000
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y, Madras Branch Stock Adjustment A/c Cr.

a : Rs. Rs.

To Loss in Transit A/c (6) 2,000 By Stock Reserve A/c 4,000
I

,», Loss on Pilferage A/c (7) 800 (20% of openiag
stock Rs. 20,000)

,», stock Reserve A/c (8) 4,800
(20%, of closing stock Rs. ,, Goods Sent to

24,000) . Branch A/c (2) 16,000
(20% of Rs. 80,000)

» Branch Profit & Loss

A/c—Gross profit 72,400 ,», Branch Stock A/e | 60,000
transferred (11) (5)

80,000 | ~ 80,000 —

Dr. Madras Branch Profit & Loss A/c Cr.

Rs. Rs.
To Branch Expenses A/c 32,000 By Branch Stock

Adjustment A/c 72,400

» Loss in Transit A/c (9) 8,000 (11)

,, Loss on Pilferage A/c 3,200 ,, Recovery against

(10) Loss in Transit

,, General Profit & Loss A/c} 35.200 A/c 6,000
—Profit transferred

78,400 78,400
ene |

), Fourth Type of Branch—Independent or Autonomous Branch :

Record at Branch :

An independent or autonomous branch keeps a separate set of double entry
900ks of accounts to record its income, expenses, purchase, sales, assets and
liabilities. The branch maintains a Head Office A/c which is inthe nature of a

Capital Ajc of an ordinary business. Transactions between the branch and the head
ffice will be passed through this account.

“oll Journal Entries for some of the transactions with the head office will be as
ollows :

Slee

J) When goods are received by the Goods Supplied by Head Office A/c Dr.
branch form the head office : To Head Office A/c

2) When cash is received from the head Bank A/c Dr.
Office : To Head Office A/c

(3) When goods are returned by the Head Office A/c _ Dr.
. branch to the head office : To Goods Returned to Head On

c

(4) When money is remitted to head Head Office A/c Dr.
Office by branch To Bank A/c
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Remittances Account ~—Where the remittances made by the branch to the head office .

are numerous, it is better to open a separate Remittances Account in the books of

the branch, which will be transferred to the debit of the Head Office Account at the
time of balancing.

All other transactions of the branch relating to purchases, sales, maintenance,
distribution, assets, liabilities etc. are recorded according to double entry principles

and suitable accounts are opened in the ledger of the branch.

At periodical intervals, the branch will perpare the Trial Balance, Trading A/c,

Profit & Loss A/c and Balance Sheet. Ifa profit is made, it will be credited to the

Head Office A/c and if there is a loss it will be debited to the Head Office A/c. A copy
of the Trial Balance, Trading A/c, Profit & Loss A/c and Balance Sheet will be sent
to the head office for incorporation of branch transactions in the head office books.

Record at Head Office : A Branch Account will be opened in the books of the
head office. All transactions between the head office and the branch will be passed
through this account.

Journal entries for some of the transactions with the branch will be as follows :

(1) For goods sent to branch : Branch A/c Dr,
To Goods Sent to Branch A/c

(2) For money sent to branch . Branch A/c Dr.
To Cash or Bank A/c

(3) For goods returned by branch to the | Goods Sent to Branch A/c Dr.
head office : To Branch A/c

(4) For money remitted by branch to | Cash or Bank A/c Dr.
head office : To Branch A/c

Remittances Account -Where the remittances made by the branch to the head
office are numerous, a separate Remittances Account may be opend in the books of
the head office. It will be credited with all remittances received from branch. It will
be transferred to the credit of the Branch Account at the time of balancing.

Depreciation on Branch Assets : Where the accounts of the branch fixed assets
permanently kept in the books of the head office, the branch should be charged
with the depreciation on such assets. The entry in respect of depreciation will be :-—

(a) In the head office books—

Branch A/c Dr.

To Related Assets A/c

(6) In the branch books—

Depreciation A/c Dr.
To Head Office A/c

or

Branch Profit & Loss A/c Dr,
To Head office A/c
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Head Office Expenses: When head office charges proportionately for any
service rendered to the branch, the entry will be :—

(a) In the head office books—

Branch A/c Dr.
To Profit & Loss A/c (or Salary A/c)

(6b) In the branch books --

Head Office Expenses A/c Dr.
To Head Office A/c

Inter-Branch Transactions : Intec-branch transaction should be treated by the
branches concerned as one with the head office. The necessary journal entries will
he as follows : —

(1) In the books of the sending or selling | Head Office A/c Dr.
branches : To Goods Supplied to H. O. A/c

ee ee — ee ee ee —_e ne ~~ es —

(2) In the books of the receiving or buying | Goods Received from Head Office A/c
branches : Dr.

To Head Office A/c
_— ew eee ee ~—ee om mee ee eg ee ee ——a — -——, — ee Ske ED Oe ee

(3) In the books of the head office Receiving Branch A/c Dr.

To Sending Branch A/c

Reconciliation of Head Office Account and Branch A/c :

Usually the balance of Head Office A/c in the books of the branch will agree
with the balance of the Branch A/c in head office books, One will be debit and
the other is credit balance. But there may be exceptions when the agreement will
not take place. This disagreement may be due to goods or remittances in transit.

On the date‘of closing of the accounts, the items in transit are to be brought
into books. Adjustment entries are to be passed by the branch or head office which

originaly xsent the’ cash or goods.” But the rule as to who will pass these entries
is not hard.

‘1. When goods or cash sent by the branch to head office are im **""*"* *

Entries in the books of branch :—

(i) for cash in transit : Cash in Transit A/c Dr.

To Head office A/c

(ti) for goods in transit : Goods in Transit A/c Dr.

. To Head office A/c
a» s

(2) When!goods or cash sent by head office to branch are in-transit :

Entries in the books of head office :—

, (i) for cash in transit : Cash in Transit A/c Dr.
: To Branch A/c

(ii) for goods in transit : . Goods in Transit A/c Dr.
To Branch A/c

Reena eee er ” , a — _ ~~ .
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Incorporation of Branch Trial Balance in Head Office Books :

On receipt of Branch Trial BaJance, Branch Trading A/c, Branch Profit & Loss
A/c and Branch Balance Sheet, the head office will proceed to prepare a consolidated
Balance Sheet of branch and head office. The process involved in the preparation
of consolidated Balance Sheet is called incorporation of branch trial balance. After
incorporation of branch trial balance in head office books, the Branch A/c will be:
closed.

Journal Entries for the incorporation of Branch Trial Balance :

Transactions Journal Entries

1. For all items appearing on the debit Branch Trading A/c Dr.

side of the Branch Trading A/c : To Branch A/c

2. For all items appearing on the credit Branch Alc Dr.
side of the Branch Trading A/c : To Branch Trading A/c

3. For gross profit as shown in the Branch Trading A/c Dr.
Branch Trading A/c : To Branch Profit &Loss A/c

4. For gross loss as shown in the Branch Branch Profit & Loss A/c Dr.
Trading A/c : To Branch Trading A/c

5. For ail items appearing on the debit | Branch Profit & Loss A/c Dr.
side of Branch Profit & Loss A/c (i.e. To Branch A/c

expenses )

6. For all items appearing on the credit | Branch A/c Dr.
side of Branch Profit & Loss A/c (i.e. To Branch Profit & Loss A/c
incomes ) :

7. For net profit as shown by Branch | Branch Profit & Loss A/c Dr.
Profit & Loss A/c : To General Profit & Loss A/c

8. For net loss as shown by Branch | General Profit & Loss A/c Dr.
fit & Loss A/c : To Branch Profit & Loss A/c

9. For all items of assets as shown by | Individual Branch Assets A/cs Dr.
Branch Balance Sheet : To Branch A/c

10. For all items of liabilities as shown | Branch A/c . Dr.

by Branch Balance Sheet : To Individual Liabilities A/cs
nna ae

Calcutta Medical Stores Ltd. has a. branch office at Bangalore. Show the
Finat Accounts and Head Office A/c in the Branch Ledgers from the following Trial
Balance of Branch Books ;—
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Trial Balance of the Bangalore Branch

- a Dr. Cr.

Motor Car 5,500 —
Furniture & Fixtures 1,440 —
Sundry Debtors 21,500 —
Sundry Creditors — 4,220

Stock, January 1, 1968 15,900 —
Purchases from Head Office 57,120 —

Sales — 79,500
Discounts Received — 380

Cash in hand 2,620 —
Rent, Rates & Taxes 1,860 —

Sundry Expenses 1,300 —
Depreciation 680 —
Carriage Inwards 1,640 —

Head Office Account — 67,700
Wages & Salaries 7,380 —

Bad Debts 640 —

Remittances to Head Office 33,600 —~
Discounts Allowed 1,520 —

1,51,800 | 1,51,800

Stock, 31st December, 1968 Rs, 16,500

Solution

In the books of Bangalore Branch

Trading and Profit & Loss A/c

Dr. for the year ended 31st, December, 1968 Cr.

‘RS, Rs.
To Opening Stock 15,000 | By Sales A/c 79,500

», Purchases from H.O. A/c 57,120 | ,, Closing Stock 16,500

», Carriage Inwards A/c 1,640

,» Gross Profit c/d 22,240

96,000 96,000
| Que [ cnintuhnep

», Rent, Rates & Taxes A/c 1,860 } By Gross Profit b/d 22,240

», sundry Expenses A/c 1,300 ] ,, Discounts Received
Alc 380

»» Depreciation A/c 680

»» Wages & Salaries A/c 7,380

», Bad Debts A/c 640

»» Discounts Allowed A/c 1,520
{

»» Net Profit—transferred to Head
Office A/c 9,240

| 37,600
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Balance Sheet as at 3ist December, 1968

Liabilities Rs. Assets Rs.

Sundry Creditors 4,220 | Motor Car 5,500

Head Office A/c 43,340 | Furniture & Fixtures 1440

Sundry Debtors 21,500

Closing Stock 16,500

Cash in hand 2,620

Dr. Head Office A/c Cr,

Rs. Rs.

To Remittance to H. O. A/c 33,600 | By Balance b/d 67,700

»» Balance c/d 43,340 | ,, Profit & Loss A/c | 9,240

70,940 76,940
[eee | cS

an By Balance b/d 43,340

Note: Head Office A/c 1s taken as Capital A/c. The net profit 1s credited to

Head Office A/c which may be subdivided at the Branch Ledger into two parts viz—
(1) Head Office A/c and (2) Head Office Current A/c. In such a case the opening
balance is credited to Head Office A/c and all subsequent receipts from or remittance:

to head office are passed through Head Offive Current A/c. The profit or loss at
the branch is however credited to Head Office A/c.

Illustration 13 (/n-corporatian Entries and Branch A|c in head office book)

The following Trial Balance as at 30th September, 1963, of the Calcutta Branch
of J. Advani & Co. was received by the Head office at Bombay. You arc
required to give the journal entries necessary to enable the Head Office to incor-

porate the figures of the Branch Trial Balance into its own books. Show also the
Branch Account in the Head Office Ledger.
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cutta Branch Trial Balance as at 30. 9. 1963

Stock, October 1, 1962

Goods from Head Office
Purchases

Wages

Sales

Sundry Debtors

Sundry Creditors

Head Office Account

Salaries
Rent, Rates & Taxes

Advertisement

Stationery & Printing
Postage

Discount

Cash at Bank
Cash in hand

Dr. Ci.
9,000

51,000

33,000

6,000

—_— 8
12,CO00

— 3,000
0

6,000

3,000

2,000

600

400

2,700

15,000

300

} 41,000

Stock on 30th September, 1963, Rs. 24,000

Solution

(dC. W A —Inter, January, 1964)

In the Books of the Head (Office

Journal Entries Dt: Ci.

“RS Rs.

(1) | Branch Trading A/c we Di 99,000

To Calcutta Branch A/c 99,000
( Being incorporation of the following items
of the Branch Trial Balance in the head office
book :

Rs.

Stock, October |, 1962 9,000

Goods from Head Office 51,000

Purchases 33,000

Wages 6,000

99,000)

(2) | Calcutta Branch A/c Dr. 1,32,000
To Branch Trading A/c ; 1,32 000

( Being incorporation of the following items

of the Branch Trial Balance in the head office
book : Rs.

Sales 1,08,000
Stock on 30th Sept. °63 24,000

1,32,000)

14
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Journal Entries (Conid.) Dr. Cr.

Rs. Rs.
(3) | Branch Trading A/c Dr. 33,000

To Branch Profit & Loss A/c 33,000

( Being the gross ‘profit transferred )

(4) | Branch Profit & Loss A/c Dr. 14,700
To Calcutta Branch A/c 14,700

( Being incorporation of the following items

of the Branch Trial Balance in the head office

book :

Rs.

Salaries- 6,000
_ Rent, Rates & Taxes 3,000
Advertisement 2,000
Stationery & Printing 600

Postage 400

Discount 2,700

_ - 14,700)
(5) | Branch Profit & Loss A/c Dr.

To General Profit & Loss A/c 18,300 18.300
(Being the net profit transferred to General ,

Profit & Loss A/c)

(6) | Branch Debtors A/c Dr.
., Cashin Bank A/c Dr. ison
» Cashin Hand A/c Dr. "300

» Closing Stock Dr. 24.000
To Calcutta Branch A/c , 51,300

(Being incorporation of branch assets into
head office book)

(7) | Calcutta Branch A/c Dr. 3.000
To Branch Creditors A/c ° 3,000

(Being incorporation of branch liabilities
into head office book)

br. Calcutta Branch A/c Cr.

— ” Rs. Rs.
To Balance b/d 30,000 By Branch Trading A/c 99,000

,, Branch Trading A/c | !,32,000 , Branch P & L A/c 14,700

,». Branch Creditors A/c 3,000 ,, Branch Assets A/cs 51,300

1,65,000 1,65.000
aT, | Se

Note : The Branch A/c in head office ledger will, now be closed. It will show no
balance as all the ilems of Branch Trial Balance are incorporated inthe head office
ledger.
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Illustration I6 (Jater-branch transactions)

A Head Office 1n Madras has three branches in Ahmedabad, Bangalore and
Calcutta who work independently of each other but are under the control of the
Head Office. The Branches buy and sell goods at cost price from one another under
intimation to the Head Office and the bianches are not allowed by the Head Office
lo open accounts of the co-branches in their books.

The following schedule shows the transactions that have taken place amongst
the branches during a given period.

Buying Branches | Selling Branches _

Ahmedabad Bangalore Calcutta

Rs, Rs, Rs.
Ahmedabad — 12,000 11,000
Bangalore 10,000 — 18,000

Calcutta 14,000 15,000 —

Pass Journal Entries in the books of individual branches as well as head office
to record the above transactions.

(IC W.A—Inter, July, 1964)

Solution

Journal Entries

(1) In the books of Ahmedabad Branch —

—_ Dr, Cr.

Rs. Rs.
For buying .

Goods Received from Head Office A/c Dr 23,000

To Head Office A/c 23,000
(Being purchase of goods from Bangalore and

Calcutta Branches.)

For selling - we

Head Office A/c Dr. 24,000
To Goods Supplied to H.O A/c 24,000

(Being supply of goods to Bangalore and

Calcutta Branches at cost price.)

(2) In the books of Bangalore Branch—

— Dr. Cr.

Rs. Rs,
For buying : ..

Goods Received from Head Office A/c Dr. | 28,000
To Head Office A/c 28,000

(Being purchase of goods from Ahmedabad
and Calcutta Branches.)

For selling : ve

Head Office A/c Dr. | 27,000

To Goods Supplied to H.O. A/c 27,000
(Being supply of goods to Ahmedabad and
Calcutta Branches at cost price.)
~~
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(3) In the books of the Calcutta Branch—

Dr. Cr.

Rs. Rs
For buying :

Goods Received from Head Office A/c Dr. | 29,000
To Head Office A/c 29,00

(Being purchase of goods from Ahmedabad

and Bangalore Branches.)

For selling : Dr.

Head Office A/c 29,000
To Goods Supplied to H.O. A/c 29,00

(Being supply of goods to Ahmedabad and

Bangalore Branches at cost price.) |

(4) In the books of the Head Office-

Dr, Cr.

Rs. Rs.
].| Bangalore Branch A/c Dr. | 10,000

Calcutta Branch A/e Dr. 14,000
To Ahmedabad Branch A/c 24,00

(Being supply of goods by Ahmedabad Branch

to other Branches.)

2.| Ahmedabad Branch A/c Dr. 12,000
Calcutta Branch A/c Dr. 15,000

To Bangalore Branch A/c 27,00
(Being supply of goods by Bangalore Branch to

other Branches.)

3. | Ahmedabad Branch A/c Dr. 11,000
Bangalore Branch A/c Dr. 18,000

To Calcutta Branch A/c 29,00
(Being supply of goods by Calcutta Branch to
other Branches.)

Illustration 17 (Journal Entries)

A firm of engineers in Delhi, whose accounting year ends on 31st December

has two branches—one at Agra and the other at Lucknow—at which a complet

set of baoks is maintained.

(a) Goods valued Rs. 3,200 were transferred from Lucknow to the Agra Branc

under instruction from the Head Office.

(b) Depreciation of the fixed assets of Agra Branch is Rs. 300. The accounts <

these assets are kept in Head Office book.
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(c) A remittance of Rs. 5,000 made by Agra Branch to the Head Office on 30th

Dec, 1968 was received in Delhi on 2nd Jan. 1969.

(d) The Agra Branch collected Rs. 2,000 from an Agra customer of the Head

Office.

(e) The Lucknow Branch paid Rs. 4,000 for some machinery purchased by the

Head Office in Lucknow.

Give the journal entries in Head Office books,

Solution

Journal Entries in the books of Head Office

Dr. Cr.

| Rs. Rs.
(a) Agra Branch A/c Dr. 3,200

To Lucknow Branch A/c 3,200
(Being supply of goods by Lucknow
Branch to Agra Brahch)

(b) Agra Branch A/c Dr. 300
To Apra Branch Fixed Assets A/cs. 300

(Being the Branch Fixed Assets depre-

ciated )

(c) (i) No entry will be made in Head Office
books. On receipt of cash, the Head
Office will debit Cash A/c and credit
Agra Branch A/c.

(ii) Agra Branch will, however, pass the
a Justment entry on Dec. 31 1968 in its
ooks.

(d) Agra Branch A/c Dr. 2,000
To Debtor’s A/c 2,000

(Being the amount collected by Agra
ranch from a H. O. Customer)

(¢) Machinery A/c Dr. 4,000
To Lucknow Branch A/c 4,000

(Being machinery] purchased by branch
for H. O.)

an

po a a
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Mlustration 18

ACCOUNTANCY—PRINCIPLES & PRACTICE

(Branch Alc after posting incorporation entries)

A Bombay Merchant has a Branch in Madras. The Ledger Balances of t
Branch for the year ended 31. 3. 1965 were as follows :

Rs.

Interest Received 2,900

Sales 30,000

Creditors 1,200

Bank (Dr.) 3,300

Machinery 16,000

Debtors 4,000

Closing Stock

Rs.

Purchases 9,000
Goods from Head Office 14,000

Sundry Expenses 400

H. O. Account 22,000

Stock (1. 4. 64) 15,000

Rs. 7,000

You get the following information from the Head Office :

(i) The Head Office sent
received on 3. 4, 65.

(ii)
Rs. 800 and Rs. 10,000 respectively.

goods to branch Rs. 1,000 on 31. 3. 65, which the branch

Branch Furniture Account in the Head Office books had the Balances of

(iii) Branch Account in Head Office books had a balance of Rs. 23,000.

Prepare Branch Trading and Profit & Loss Account after depreciating Furniturc
5% and Machinery 10%

_ Also give the Branch Account in Head Office books after posting incorporatior

entries to that account.

(Burdwan University, B. Com., (Adv.) 1966—Adapted)

Solution

Journal Entries

Dr. Cr.

Rs. Rs.
1965 Goods in Transit A/c Dr. 1,000
Mar.31 To Madras Branch A/c 1,000

(Being goods sent by H. O. are in transit)

; Madras Branch A/c Dr. 1,040
To Branch Furniture A/c 40
To Branch Machinery A/c 1,000

(Being depreciation on branch assets

charged)

» Madras Branch Profit & Loss A/c Dr. 1,040

To Madras Branch A/c 1,040

(Being amount of depreciation transferred

to Branch P & L A/c '
we a hl rd a — eee
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Dr. Madras Branch Trading and Profit & Loss A/c Cr.

1965 Rs. | 1965 "Rs.
Mar.3) | To Opening Stock Mar.31 | By Sales 30,000

(1.4.64) | 15,000

,», Closing Stock 7,000
,, Goods from H.O. | 14,000 (31.3.65)

,» Purchases 9,000 ,» Gross Loss v/d 1,000
-asco0 ee

1965 | 38,00 1 1965 38,000.
Mar.31 | To Gross Loss b/d 1,000 | Mar.31| By Interest Received 2,500

», Depreciation :
Rs.

Furniture 40

Machinery 1,000 1,040

,», Sundry Expenses 400

» Net Profit—-trans-

ferred to General

P. & L. A/e - 60

~ 2,500 2,500

Dr. Madras Branch A/c Cr.
1965 Rs. | 1965 Rs.
Mar.31 | To Balance b/d 23,000 | Mar.31 | By Branch Trading

A/c :

,» Branch Assets Rs.

A/c: (Depreciation) Opening
Rs. Stock 15,000

Furniture 40 Good from
Machinery 1,000 1,040 H.O. 14,000

—— Purchases 9,000 | 38,000

,, Branch Trading
A/c : » Branch P & L

Rs. A/c:

Sales 30,000 Rs.
Closing Deprecia-

Stock 7,000 37,000 tion 1,040
oo Expenses 400 1,440

»» Branch P. & L. ——

Ale : 2,500 », Branch Assets
(int. Received) Alcs :

Rs.

,, Branch Creditors Bank 3,300
A/c 1,200 Debtors 4,000

Stock 7,000
Machinery 10,000 24,300

,, Goods in Transit J,000

_ A/c 64,740
64,740 —
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Illustyation 19

Office Account balance

ACCUUNTANCY—PRINCIPLES & PRACTICE

(incorportion Entries, Trading and P &L A/c and Branch A/c)

The following is a list of balances in the Bombay Branch books as on 3lst
December, 1955 :—

Head Office Account (Calcutta)

Sales

Purchases

Wages and Salaries

Freight and Insurance

General Expenses
Bank Balance (Dr.)

Cash in hand
Debtors

Creditors

Rs

2,08,000

2,25,676
2,61,604

43,868
26,608

31,248

12,641

1,563

1,06,462

50,318

Stocks at Bombay on 31st December, 1955 were valued at Rs. 1,48, 500. Head

December 31, 1955

Show Journal Entries incorporating the above intems, Branch Trading and
Profit & Loss A/c and Bombay Branch A/c in the books of the Calcutta Head

includes Rs. 5,000/- being remittance-in-transit as on

Cr.

Rs.

2,88,212

3,74,176

85,964

Office.

(C.U.B.Com. (Adv.) 1958—Adapted)

Solution

In the Books of the Calcutta Head Office

Incorporation Journal Entries Dr.

Rs.

1, | Branch Trading A/c Dr. | 2,88,212
To Bombay Branch A/c

(Being incorporation of following items of the

Branch Trial Balance in the head office books :

Rs.

Purchase 2,61,604
Freight & Insurance ___26,608

2,88,212

2. | Bombay Branch A/c Dr. | 3,74,176
To Branch Trading A/c

(Being incorporation of following items of the
Branch Trial Balance in the head office books :

s.

Sales 2,25,676

Closing Stock 1,48,500

3,74,176)

3°} Branch Trading A/c Dr. | 85,964

To Branch P & L A/c
(Being gross profit transferred)
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Incorporation Journal Entries (Contd.) Dr. Cr.

a Rs. Rs,
4, Branch P & L A/c Dr. }| 75,116

To Bombay Branch A/c 75,116

(Being incorporation of the following items of
the Branch Trial Balance in the head office
books :

Rs.

Salary & wages 43,868

General Expenses 31,248

75,116

Branch P & L A/c Dr. | 10,848
To General P & L A/c 10,848

(Being the net profit transferred to General

P&L A/e

6. Branch Debtors A/e Dr. | 1.06,462
5» Stock (closing) A/c Dr. | 1,48,500
» Cash in hand A/c Dr. 1,563

» Bank A/c Dr. | 12/641
»» Remittance in Transit A/c Dr. 5,000

To Bombay Branch A/c 2,74, 166
(Being incorporation of branch assets into head
office books.)

7. | Bombay Branch A/c Dr. | 50,318
To Branch Creditors A/c 50,318

(Being incorporation of branch liabilit y into
head office books.) 7

Bombay Branch Trading and Profit & Loss A/c

for the year ended 31st December, 1955 C
r

TM e Rs. S.
To Purchases 2,61,604 | By Sales

2,25,676

»» Freight & Insurance 26,608 | ,, Closing Stock
1,48,500

,», Gross Profit —Transferred 85,964
to Branch P & L A/c

3,74,176 3,74,176 |

To Salary & Wages 43,868 | By Gross Profit b/d 85,964

», General Expenses 31,248

» Net Profit —transferred
to General P & L A/c 10,848 ————

$5,964 85,964
nes | | Een

15
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Dr. Bombay Branch A/c Cr.

Re. "Ra
ETo Balance b/d 2,13,000 | By Branch Trading A/c 2,88,212

,, Branch Trading A/c 3,74,176 | ,, Branch P & L A/c 75,1 46

», Branch Liability (Creditors) 50,318 | ,, Branch Assets A/c 2,74, 166

' 6,37,494 | 6,37,494

To Branch Sundry Assets A/cs _|2,74,166 | By Branch Creditor A/c 50,318

Notes : (1) Head Office A/c shows a credit balance of Rs. 2,08,000. It

includes Rs. 5,000 remittance in transit. So, on that date the Branch A/c should

show a debit balance of Rs, 2,13,000

(2) On the opening day reverse entries will be passed in respect of

branch assets and liabilities. — --

FE. Fifth Type of Branch—Foreign Branch :

A foreign branch is generally an autonomous branch. It will have to keep a

complete set of accounts in its books. Accounts will be maintained in the same way

as outlined in case of other branches. At the end of financial year, it will send its

trial balance and inventory of closing stock to the head office for incorporation. But

the trial balance of the branch is prepared in the currency of the country in which

the branch is situated. So, ithas to be converted into the currency of the head

office before it can be use for accounting purposes.

A Few Exchange Rates : Current exchange rates as at the end of June 1969,

are given below for the guidance of the students—

Foreign Indian Foreign Indian

Currency Currency Currency Currency

Rs. Rs.

£1(U. K.) = 18-00 Yen 1 (Japan) = 48:00

$1(U.S.A) = 7:50 MK. 1 (Germany) = 1:87

Rble. 1 (U. S. S. Rj) = 1:33 Fe. 1 (France) 2 1°52
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Methods of Conversion : The methods followed for conversion are as follows :

(1) First Method :If the rate of exchange between the country of head office

and that of branch is more or less constant, a fixed rate may be adopted for conver-
sion. In such a case all the balances of the branch trial balance will be converted at
fixed rate excepting the following items :—

(a) Remittances from the branch to head office—this will be converted
at the actual amount received at the head office.

(b) Head Office Account Balance—this will be converted at the equivalent

amount as shown by the Branch A/c in the head office book.

Any difference in the converted trial balance due to such conversion will be

transferred to “Difference in Exchange A/c” which will ultimately be written off to
Branch Profit & Loss A/c.

(2) Second Method: lf the rate of exchange is highly fluctuating, conversion
of branch trial balance at a fixed rate would result in showing fictitious profits or
losses, So, the different items of branch trial balance must be converted at

appropriate rates .

Rules of conversion when rate of exchange is fluctuating

Items Rates of conversion

1. Fixed Assets : at the rate of exchange on the date of acquisition.

2. Additions to Fixed Assets: | at the rate of exchange on the date of acquisition ;
if frequent additions are made, average rate of

exchange is to be employed.

3. Fixed Liabilities : at the rate prevailing either on the date the liability
was incurred or on the date of payment.

4. Opening Stock : - at the rate of exchange prevailing at the close of
the last period.

5. Closing Stock : at the rate prevailing at the last date of the year i.e.
on the closing date.

mmnareiiasnenenap,

6. Current Assets and Liabili- | at the rate prevailing at the last date of the year.
ties :

7. Expenses, Incomes and | at the average rate prevailing through out the year.
other revenue items :

_=nmetteceee,

8. Prepaid expenses at the rate prevailing on the closing date.
swe

9. Remittances from branch : | at the actual amount received at the head office.

10. Head Office Account | at the equivalent amount as shown by the Branch

Balance : A/c in the head office book.
a

 ae

TM —_ “oe halal
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Illustration 20 (Conversion of Trial Balance of a Foreign Branch )

The firm P and Q with its Head Office in Calcutta has a branch in London. At
the end of each year (Dec.,31) a Trial Balance sent by the Branch in Sterling

Currency is converted into Rupee Currency at the Head Office.

The following Trial Balance for the year has been compiled at the branch as
on 31st December, 1952.

Dr. Cr.

Particulars £ |S)d Particulars £ sjq

Bills Receivable : 1,953 Ths Sundry Creditors 97 10|—

Sundry Debtors 3,890 |16) 8] Sales 18,333 | 6) 8

Purchases 11,000 |—|—| Head Office A/c 7,859 |} 2) 2

Furniture & Fittings (Jan. 1) 1,000 |—|—

Furniture & Fittings (Pur-
chased on May 10) 175 |-|—

Stock (Jan. 1) 1,837 j10j}—

Establishment Charges 3,208 | 6] 8

Rent, Rates & Taxes 366 |13) 4

Sundry Office Expenses 1,375

Depreciation on Furni-
ture & Fittings 128 | 6| 8

Remittances to H. O. 1,468 {10

Cash in hand & at Bank 766 {13} 4 Z

127,169 |18}10} 27.19 |18/10

The Stock in hand on December 31, 1952 was £ 2,108-6s-8d.

The rates of exchange were :

From December 31, 1951 to June 30, 1952, 1s 9d to the Rupee.

From July 1, 1952 to December 31, 1952, 1s. 11d. to the Rupee.

In the Calcutta books, the balances of the London Branch A/c and of the
Remittances of the London Branch A/c appear as Rs. 84,148 and Rs. 15,009
respectively.

The original furniture and fittings were bought when the rate of exchange was

Is. 8d. to the Rupes.

Convert the above Trial Balance into Rupee Currency.

(C. U. B. Com. (Adv.) 1953)
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Solution

In the Books of P & Q, Calcutta (Head Office)

London Branch Trial Balance (as converted)

as at 31-12-1952

a Rate of — . .
Particulars conver-| sy Debit __ Credit __

sion (Per
Rupee) £ s dj Rs. £ s d Rs.

Sd.

1. Stock (Jan. 1) 1— 9 | 1,837-10—-0 | 21,000 | —......

2. Purchases 1-10 | 11,000— 0 01/1,20,000 | ......

3. Sales 1 —10 18,333— 6 8 | 2,00,000

4. Sundry Credstors 1—11 bees 977—10—0 10,200

5. Head Office A/c Actual
Balance amount 7,859 — 2—2 84,148

6. Bills Receivable 1—11 | 1,953—1 8 { 20380 | _......

7. Sundry Debtors 1—11 | 3,890-16 8]; 40,600 | __......

8. Furniture & Fitt- | 1— 8 {| 1,000—0-0] 12,000 | _......
ings (Jan. 1)

(i.e. original) =f fn eee

9. Furniture & Fitt- I— 9 175— 0 9 2,000

ings (Purchased

on May 10)

10. Establishment 1—10 | 3,208— 6--8 | 35,000 | ......

charges

Il. Rent, Rates & 1—10 366—13--4 4,0co |...
Taxes

12. Sundry Office I—10 | 1,375—0-Oj; 15,000 | ......

Expenses

13. Depreciation on :| 1—10 128— 6—8 1400 |} 3...

Furniture &
Fittings

14. Remittance to Actual | 1,46 —10—6]| 15,00)
H.O. | amount

15. Cash in Hand & 1—11 766—13—4 8,000 | ......

at Bank

16. Difference-ine | .... fo oo... foe fl cee ees 41

Exchange

27,169—13—10 | 294,389 | 27,169—18—10| _2,94,389
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17. Stock £ 2,108-6s-8d on December, 31 converted @ Is—11d per rupee will
be Rs. 22,000

Notes : (1) Average Rate of Exchange-= 100+ fetid _ 7, 10d.

(2) The difference in the converted Trial Balance will be transferred to
“Difference in Exchange A/c.”

Illustration 21 (Conversion of Trial Balance of a foreign branch and preparation
of Branch Final Alcs in H. O. books)

On 31st Dec. 19..., the following balances appeared in the books of the
Calcutta Branch of an English Firm having its head office in London:

Rs. Rs.

Stock, Ist January 19... 6,300 —

Purchases ae es 37,500 —

Sales... ses - — 56,250

Sundry Debtors _... eee 19,500 —

Sundry Creditors ... ves _ 13,000

Bills Receivable wes 5,200 —

Bills Payable wee as — 4,550

Wages & Salaries wes 2,400 —

Rent, Rates & Taxes wee 1,800 —

Sundry Charges . 750 —

Fixtures & Furniture ws 2,455 —

Cash at Bank os 14,495 —

Head Office A/c o — 16,600

90,400 90,400

Stock on 31st December 19.. . was Rs. 16,250. Calcutta Branch A/c in the
book of London Head Office showed a debit balance of £ 1,340 on 31st December

of the related year. Fixtures and Furniture appeared in the H. O. books at @ £ 175.

The rate of exchange on 31st December of the previous year was Rs. 14 and on
31st Decem ber of ihe related year Rs. 13. The average rate for the related year
was Rs. 12,

Convert the Branch Trial Balance in H.O. currency and prepare the Branch
Trading and P & L A/c as well as Balance Sheet in the books of the Head Office,
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Solution

In the books of the Head Office (London)

Calcutta Branch Trial Balance (as converted)

as at 3ist December 19........

- | Rate Debit Credit
Prticulars

per £1 Rs, £ Rs. £
—_ Rs.
1. Stock, Ist January. 14 6,300 450— 0 — —

2. Purchases 12 | 37,500} 3125-0] — _

3. Sales 12 — - 56,250 4,687—10

4 Sundry Debtors 13 19,500 1,500 — 0 — —

5. Sundry Creditors 13 —_ ~— 13,000 1,000— 0

6. Bills Receivable 13 5,200 400— 0 — —

7. Bills Payable 13 -- — 4,550 350— 0

8. Wages & Salaries 12 2,400 200— 0 — ——

9. Rent, Rates & Taxes 12 1,800 150— 0 —~ —

10. Sundry Charges 12 750 62 J0 — —

I1. Furniture & Fixtures [stH.O| 2,455 175— 0 — —
figure

12, Cash at Bank 13 | 14,495] 1,115—-0| — _

13. Head Office A/c atH.O.
figure

of — — 16,600 1,340— 0

Branch]

A/c

14. Difference in Exchange} — — 200— 0 — —

90,400 7,377—10 | 90,400 7,377—10 |

15. Stock, 31st December 13 | 16,250 1,250 — —

_ 19........
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Calcutta Branch Trading and Profit & Loss A/c

for the year ended 31st Dec. 19.. .

Dr. Cr,

£ £

To Opening Stock 450— 0 | By Sales 4,687—10

»» Purchases 3,125— OF ,, Closing Stock 1,250— 0

», Gross Profit c/d 2,362—10

5,937 —10 | 5,937—10

To Wages & Salaries 200— 0 | By Gross Profit b/d 2,362—10

» Rent, Rates & Taxes 150— 0

» Sundry Charges 62-10

,». Difference in Exchange 200— 0

»» Net Profit c/d 1,750— 0

2,362—10 2,362—10

Balance Sheet of Calcutta Branch

as at 31st December, 19....

Dr. Cr.

Liabilities £ Assets iL

Sundry Creditors 1,000 | Furniture & Fixtures 175

Bills Payable 350 | Sundry Debtors 1,500

H. QO. Account : : Bills Receivable 400

Balance 1,340 Closing Stock 1,250

Add Net Profit — 1,750 3,090 | Cash at Bank 1,115

"4,440 4,440
enemas

Note : If the amount of difference in exchange is large it should be shown in
the Balance Sheet.
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EXERCISE

A. Branches selling only H. O. Goods supplied at Cost :

v4 A trading firm has a retail branch which is supplied with goods from the
head office and which keeps its own Sales ledger and remits all cash received daily to
the head office, the branch expenses being paid by the head office by weekly

eques.

From the following particulars draw up the Branch Account as would appear

in the Head Office books for the six months ending 31st Dec. 1939 :—

Rs.

Six month’s credit Sales _ 2,485 ~

Cash Sales - 1,460 ~~

Returns Inwards 1 30 °

Cash received on Ledger Accounts , 2,387~

Debtors on Ist July, 1939 ws 1,345 “

Stock on Ist July, 1939 . 840 ~

Stock on 31st Dec. 1939 . 1,280 “

Goods received from Head Office vs 2,276 “

Bad Debts at the Branch . 65“

Wages and Sundry Expenses 415 ~

Rent, Rates and Taxes ve 402 ~

(Agra University, 8. Com. 1940)

(Ans : Branch Profit Rs. 1, 197 ; Branch Closing Debtors Rs. 1,348)

Notes : (1) Returns Inwards means returns by customers to the branch.

(2) Items like Returns by Customers, Bad Debts, Discounts, Allowances etc.
will not be shown in the Branch A/c in this method.

(3) Closing Branch Debtors are ascertained thus : (Opening Branch Debtors
Rs. 1,345+-Credit Sales Rs. 2,485)—(Bad Debts Rs. 65+Returns from Customers
Rs, 30)—Cash Received from Debtors Rs. 2,387=Rs. 1,348

\2’ The London and Westminister Grocery Co. Ltd. hasa retail Branch at
Manchester which is supplied with all goods from London. The Branch shop keeps
its own Sales Ledger, receives cash against Ledger Accounts and remits the whole

of the cash received daily to the Head Office. All wages and Branch expenses are

16
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drawn for by Chaque weekly from the Head Office, upon the imprest system. Fro
the undermentioned particulars supplied by the Branch Manager, show how t
Branch Account would appear in the Head Office books and prepare a Profit
Loss A/c for the Branch Shop for the six months to 3lst December, 1937 :-

£ f 6g
Six months’ Credit Sales 2,387 | Stock—3i1st December, 1937 1,19)

Returns Inwards 20 | Debtors—Ist July, 1937 1,22)

Cash received on 2,384 | Goods Received From H. O 2,175
Ledger A/cs

. Rent, Taxes etc. paid 37:

Cash Sales 12147

: | Wages & Sundry Expenses 39¢

Stock Ist July, 1937 720 '

(London Chamber of Commerce)

(Ans: Branch Net Profit Rs. 1,033)

A. At the close of the financial year on 31st March, 1937, the following
summary of the transactions between Head Office at Calcutta and the Branch at
Bombay was extracted from the Ca'cutta books :—

Rs

Balance due by Branch at Ist April’36 18,750/-

Cash received from Branch 29,800/-

Goods returned by Branch 700/-

Goods supplied to Branch 25,000/-

Expenses paid on behalf of Branch 5,000/-

On 15th April, 1937, the Branch Profit & Loss Account was received at
Calcutta and showed a Net Profit of Rs. 4,000/-

Show the above items as they would appear in the Head Office Ledger after the
accounts for the year were completed.

(C. U. B. Cém. (Adv.) 1938)

*
(Ans: Barnch Profit Rs. 4,000; Closing Balance of the Branch A/c

, Rs. 22,250)
ww

. Note : Closing Balance of the Branch A/cis ascertained thus :

/
(Opening Balance Rs. 18,750--Goods supplied to Branch Rs, 25,000+

Expenses paid Rs. 5,000+Branch Profit Rs. 4,000)—(Cash Received Rs. 29,800 |

Goods Returned Rs. 700) =Closing Balance. Rs. 22,250.
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A A merchant in Bombay has a retail Branch at Surat which is supplied with
goods from the head office. The Branch Manager keeps his own Sales Ledger

id pays in daily to the local bank all his receipts for credit of the Bombay Head

fice Accouut. The Branch expenses are remitted 1egularly by cheques from the

ead Office on the Imprest system.

The following transactions for a period of six months ending 31st December,

52 are shown in the H. O. Books :—

Rs.

Goods supplied to Branch 17,200 ©

Stock—Ist July, 1952 | 3,620 °

Stock 31st December, 1952 4,500 '

Cash Sales 6,070 ©

Salary and wages . 1,500

Rent, Rates etc- 1,225

Receipts—Ledger A/cs 14,500

Credit Sales 12,320

Returns Inwards 200°

Debtors—Ist July, 1952 6,500 ”

The Head Office closes its accounts on 31st December, 19°2. Show the

ranch Account as it would appear in the Head Office Ledger.

(C. A. First)

(Ans: Branch Net Loss Rs. 855)

5. Prepare Branch Accounts as they would appear in the Head Office books

nd Profit & Loss Accounts showing the net results of each Branch as also of the

lead Office.

All purchases are made by the H.O, all goods sold by the Branches are

ceived from the H.O., and the Branches sell, maintain accounts of the Debtors,

ollect fram them and send daily collections to H.O. daily. H.O. keeps no stock and

ranch expenses are met from remittances specially sent from H.O.



124: ACCOUNTANCY-——PRINCIPLES & PRACTICE

“Bombay "Lahore | Calcutta

. 4" Rs. Rs. Rs.

‘'" Bad Debts 1,200 1,000- 500

Debtors at start 23,100 | 19,460 | 21,020

Debtors at end 29,460 18,900 22,000

Sales (credit) 61,210 | 31,000 | 49,100

Returns Inwards 600 — 300

Allowances to Debtors 1,100 900 1,300

Sales (cash) 11,000 | 19,000 | 18,000

Goods brought and sent 40,000 30,000 29,000 “

General Charges 500 300 200

Salary 1,600 2,000 1,000

Stock at start 19,000 18,000 21,000

Stock at end 5,000 4,800 3,600

The expenses of the H.O. which is in Madras amounted to Rs. 8,000 and
General charges to Rs. 1,000.

(Ans :

Rs. 17,400, Head Office Net Profit Rs. 24,210)

B. Branches selling H. O. Goods suipplied at selling price :

(R. A. Final)

Branch Net Profits :—Bombay Rs. 18,210, Lahore Rs. 2,600, Calcutta

6. The National Confectionery Ltd. Bombay has a branch at Poona.

Goods are invoiced to the Poona branch at selling price being cost plus 25%. The

Poona Branch keeps its own Sales Ledger and transmits all cach received to Bombay
daily. All Expenses are paid from Bombay.

Fry
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From the following details prepare a Profit & Loss A/c of the Poona Branch

for the year 1964 :

Rs.

Stock, Ist January, 1964 (at Invoice Prices) 12,500 -

Stock, 31st December, 1964 (at Invoice Prices) 15,000 ~

Sundry Debtors, Ist January, 1964 7,000 ~

Sundry Debtors 31st December, 1964 9,000

Cash Sales for the year 54,000 ~

Credit Sales for the year 35,000

Cash received for Ledger Accounts 33,000°

Goods invoiced from Bombay 91,000

Rent & Taxes (paid from Bombay) 4,000 °

Wages (paid from Bombay) 3,000 °

Sundry Expenses (paid from Bombay) 800“

(Institute of Bankers, 1965)

(Ans : Branch Profit Rs. 33,400)

7. A Head Office in Bombay sends goods to its Branch at Patna marked 20%
above cost. From the following particulars draw up the Branch Account in the Head

Office Books in columnar form to show the Ap} arent Profit and Real Profit at the
Patna Branch :—

Stock of Goods at Patna on 1°4. 1959. + 600
Stock of Goods at Patna on 31. 3. 1960. 4,200

Goods sent to Patna Branch 3,00,000

Goods returned to Head Office 30,000

Cash sales during the year 3,60,000

Returns from Customers 10,000

Discount allowed to Customers 12,000

Bad Debts 1,208

Cash received from Customers 3,390,000

Sundry Debtors on 1.4. 1959 $6,000_

Sundry Debtors on 31. 3. 1960. . 62,800

Establishment Expenses at Patna Braneh. 90,000

@.C. W. A.—Inter.)

(Avs : Apparent Profit Rs, 27 400 ; Actual Profits Rs. 72,300)
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8. During the yoar ended 31st December United Trader & C »., Calcutta sent to
their branch shop at Durgapur goods costing Rs. 2,00,000 which they invoiced to the

shop at selling price designed to produce a gross profit of 334 pr cent on turnover.

Cash sales made by the shop during the year amounted to Rs. 2,42,100 and
credit sales to Rs. 55,200. Rs. 53,000 was received from Debtors and

Customers returned to the shop goods invoiced at Rs. 600. The branch shop returned
to Head Office goods invoiced at Rs. 1,500. It is ascertained that goods invoiced at
Rs. 600 have been stolen by an assistant during the year. The Manager of the shop
valued his stock at Rs. 4,500 on Ist January and at Rs. 6,000 0n 3lst December.

Submit the necessary Ledger Accounts in the Head Office books to give effect to the
above information.

(I. C. W. A-- Inter)

(Ans: Branch Gross Profit Rs. 99, 100, Branch Net Profit Rs. 98,700)

9 Head Office invoiced to their Northern Branch during the year goods at

selling price (being 334% added to cost) amounting to Rs. 74,000/-. The credit sales of
the branch were Rs. 31.000/- and cash sales Rs. 17,000/-. The Branch returned

Rs. 2,000/- stock at selling price and had returns from customers, Rs. 1,000. The

discounts allowed to customers by the branch amounted to Rs. 1,200/-. The branch

remitted to Head Office Rs. 38,600/- being the amount of cash sales and receipts from

customers. The opening and closing stocks of the branch were Rs. 15,000/- (Cost

Rs. 11,250/-) and Rs. 39,000/- (Cost Rs. 29,250/-). The branch had debtors of
Rs. 12,000/- at the beginning and Rs. 19,200/- at the end. Loss through pilferage
was ascertained to be Rs. 1,000/- (cost Rs. 765).

Write up the necessary accounts to record the above inthe Head Office
books.

(C. U. B. Com. (Adv.) 1954)

(Ans : Branch Gross Profit Rs. 11,750)

10. The Southern Confectionery Co. Ltd. London, has a Branch in Bristol.

Goods are invoiced to Bristol Branch at selling prices, being cost plus 25 per cent.

The Bristol Branch keeps its own Sales Ledger and transmits all Cash received
to London daily. All expenses are paid from London.

From the following details prepare a Profit & Loss A/c of the Bristol Branch

1987 :—

£

Stock Jan. 1, 1937 (At invoice Price) 1,250
Stock Dec. 31, 1937 (At Invoice Price) 1,500
Suadry Debtors—1. 1. 1937 700
Sundry Debtors—31. 12. 1937 900

Cash Sales for the year 5,400
Credit Sales ,, ,, ,. 3,500

Cash received from Ledger Accounts 3,300
Goods invoiced from London 9,100

Rent & Rates (paid from London)
Wages (paid from London) 340
Sundry Expenses(paid from London) 80

(Chartered Accountants)

(Aus; Branch Net Profit Rs 1,000)
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WA Head Office in Calcutta has a branch in Burdwan. All purchases are
made by the Head Office and goods sent to the Branch are invoiced at cost plus
25 percent. All cash received by the Branch is deposited to the Head Oilice Account
in the Burdwan Branch of the Head Office Bank.

The Branch maintains a Sales Ledger and the other necessary subsidiary books
but all other Branch transactions are recorded in the Head Office books.

The following informantion pertaining to the Branch has been collected for the
year ended December 31, 1962 :—

Rs
Stock at Branch at January 1, ( Invoice price ) 30,000
Stock at Branch at December 31, ( Invoice price ) 25,000
Goods received from Head Office less Returns ( Invoice price ) 95,000
Cash sales os 54,000
Credit sales less Returns . 43,000
Discount allowed to customers os 1,000
Cash received from customers wae 41,000
Bad Debts written off - 500
Branch expenses paid ws 5,700

In the Head Office books prepare the Branch Stock Account, Branch Total
Debtors Account and Branch Profit & Loss Acconnt

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

( Ans.: Branch Net Profit Rs. 9,800 )

Wy Goods are invoiced in first year to a new branch at Rs. 2,400/- being cost
price plus 20 per cent on cost. The Sales by branch are : —

(i) Cash Rs. 210/-

(11) Credit Rs. 1,800/-

The Stock on hand at loaded price is Rs. 390/-; Bad debts written off are
Rs. 200/- and discounts allowed to debtors is Rs. 50/- ; Rs. 1,300 is received from
debtors, and all proceeds are remitted to head office intact.

In the second year goods costing Rs. 1,440/- are sent to the branch while total
Sales are Rs. 1,980( Rs. 100 Cash Sales ). The Stock on hand at loaded price is
Rs. 108/-. Discount allowed to debtors is Rs. 100/-. Rs. 50/- cash received has
not been remitted by the branch. Closing Debtors Rs. 130/-. There is a discrepancy
between the balance on the Branch Stock Account and the actual value (at selling
price ) of the Stock in hand, the Branch Stock Account recording Rs. 30/- in
excess.

Show the Ledger Accounts in the head Office books for (a) Branch Stock,
(b) Goods Sent to Branches, (c) Branch Adjustment Account, and (d) Branch
Debtors Account.

(C. U. B. Com. Hons. (Adv.) 1965)

( Aas. : Branch Profits for lst year Rs. 335, for 2nd year Rs. 330 )
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13. Menon, a provision merchant in Madras, has three branches which are

supplied goods from the Head Office at Madras. Each branch has its own Sales

Ledger and remits the total amount of Cash received to the Head Office through its

local bank. The Head Office charges the goods supplied to each branch at 25% above

cost. All expenses are paid from remittances sent by Head Office and of which

weekly accounts are rendered by the branch to the Head Office.

From the following details of the transactions of the branches, prepare trading

accounts of each of the bfanches in the Head Office Books :—

Ernakulam Coachin Guntu

Rs. Rs. Rs,

Goods received from H.O. 11,000 9,000 7,000

Cash Sales 5,500 4,500 3,300

Cash received on Ledger Accounts 4,500 3,700 2,500

Debtors at commencement 3,110 3,330 2,700

Debtors at close 3,510 3,730 3,100

Stock at commencement 1,500 1,300 900

Stock at close 2,120 1,920 1,520

(C. A. First, May, 1952)

( Ans.: Gross profit: Ernakulam Rs. 2,096; Cochin Rs. 1,896 ; Guntur

Rs. 1,096. )

14. A Head Office has two Branches, A and B, through which all sales are

effected. All goodsfor sale are supplied to the Branches from the Head Office

invoiced at 25 per cent, above cost, and all branch expenses are met by the Head

Office. All Cash received is daily banked by the Branches to the credit of the Head

Office.

From the following information obtained from the Branch Returns and

Head Office books prepare the Branch Stock A/cs, Branch Tolal Debtors Accounts,

Branch Expenses A/cs and with or without the help of Branch Adjustment Accousts

also draw up the Branch Profit & Loss A/c showing the net profit or loss at each

Branch :—
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Stock at commencement

Stock at close

Debtors at commencement

Goods sent to Branches

Goods Returned to Head Office

Salaries & Wages

Rent, Rates & Taxes

Sundry General Expe nses

Discounts to Customers

Bad Debts Written Off

Cash Sales

Credit Sales

Cash Received from Debtors

25,000

18,000

10,400

3,60,000

5,000

8,000

200

1,900

1,600

150

1,80,000

1,76,000

1,75,000

30,000

28,000

12,500

3,75,000

6,000

9,000

300

2,100

1,800

250

2,12,000

1,64,000

1,66,000

Goods worth Rs. 6,000 at invoice price were transferred from Branch A to

Branch B.

N. B. All figures for stocks and goods are at invoice price.

(Gauhati University, M.Com 1954)

( Ans. : Gross Profit Net Profit

A Rs. 71,200 A Rs. 59,350

B Rs. 74,400 B_ Rs. 60,950)

17
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C. Independent or Autonomous Branches :

15. The following is the Trial Balance of Calcutta Branch as at 30th June

1952

Bombay Head Office 3,240

Stock—ist July, 1951 6,000

Purehases 17,800

Goods received from H. O 9,000

Sales 38,000

Goods supplied to H. O. 6,000

Salaries 1,500

Debtors 3,700

Creditors 1,850

Rent 960

Office Expenses 470

Cash with Bank and on hand 1,780

Furniture __1,400_

45,850 45,850

Stock on Hand was valued at Rs. 2,700. The Branch A/c in H.O. Books o1

30th June, 1952 stood at Rs. 460 ( Dr. Balance). On the 28th June, H. O. forwarde:

goods to the value of Rs. 2,500 to the Branch, when they were received on 3rd July

Similarly, a cash remittance of Rs. 1,200 by the Branch on 29th June was receive

by H. O. on Ist July.

You are required to submit the Journal Entries to incorporate the above figure

showing the result of trading at Branch separately in the H.O. books, and to give th

Calcutta Branch Account appearing finally in the Bombay Head Office Books.

(C. A. First

( Ans.: Brinch Net Profit Rs. 10,970. )
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16. Messrs. Colsawallal and Co., Coal Marchants of Bengal opened a Branch

ssiness at Madras on Ist January, 1965. From the Trial Blance of the Madras

ranch prepare Profit & Lost A/c and draft Journal Entries necessary to incorporate

.¢ Branch figures, given below, in the Bengal Head Office Books. Stock of coal at

[adras Rs. 984.

Debit Balances Credit Balances

Rs. Rs.

Sundry Debtors 6,400 | H.O. Adj. A/c 15,740

Horses, Carts etc. 2,800 | Coal Sales 17,500

Salaries, Rent and Expenses 6,200 | Sundry Creditors 420

Cash in hand 780

Coal invoiced from Head Office 17,480

33,660 33,660

(Institute of Bankers, 1966)

( Ans: Branch Gross Profit Rs. 9,860 ; Branch Net Profit Rs. 3,660 )

17. A Bombay firm has a retail] Branch at Ahmedabad which is mostly

supplied with goods by the Bombay Office. The Ahmedabad Branch keeps its own

books. The Ahmedabad Branch has remitted every week to Bombay Office after

making all payments and keeping in balance not more than Rs. 500. Given below

are the particulars relating to the Branch.

Rs.

Cash in hand—July 1, 1933 490

Debtors—July 1, 1933 12,270

Stock—July 1, 1933 7,200

Local Creditors—July 1, 1933 500
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Transactions during the six months ended 31.12.1933 : Ns
Local Purchases 1,000

Local Returns outwards 200

Payments to local marchants 950

Credit Sales 23,870

Returns Inwards 200

Cash received on Ledger A/cs 23,840
Cash Sales 12,140

Goods received from H. O. 21,780

Rents and Office Expenses 3,750

Wages 3,960

Bad Debts 250

Allowances to Debtors 350

Cash remitted to Bombay Office 27,350

Stock—Dec 31, 1933 11,210

Prepare (as in Branch Ledger ) Cash A/c, Debtors A/c, Local Merchants A/c,

Profit & Loss A/c, and Bombay H. 0 A/c, after incorporating therein all the final

figures. Draft also the Journal Entries to close the Branch A/c in the books of

Head Office.

(R.A. Final )

(Ans. : Branch Net Profit Re. 8,930 ; Branch Balance Sheet Total Rs. 23,170 )

18. Messrs. J. Silkstone & Co., Coal Marchants of London, opened a

branch business at Maidstone, on ist January, 1943. From the Trial Balance of the

Maidstone Branch, prepare, Profit & Loss Acconnt and draft entries necessary

to incorporate the figures below in the Head Office Books: Stock of coal at

Maidstone £ 984
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— Dr. Balances £ “Cr. Balances £

uundry Debtors 640 | Head Office Adjustment Account — 1,574

dorses, Carts, etc. 280 | Coal Sales 1,750

salaries, Rent & Expenses 620 { Sundry Creditors 42

cash in hand 78

~oal invoiced from Head Office _ 1,748

(Ans: Branch Gross Profit £986 ; Branch Net Profit £ 366)

(London Chamber of Commerce)

19. The Gauhati Traders Ltd. receives the following Trial Balance from its
Shillong Branch, the despatch of goods from the Head Office to the Branch
being made at cost :—

Trial Balance, December 31, 1955

Dr. Cr.

Rs. Rs.

Head Office — 75,320

Goods from Head Office 1 47,600

Land & Buildings 51,950

Stock Janu. 1, 1955 20,180

Sundry Debtors 60,178

Purchases less Return 2,23,642

Salary & Wages 30,735

Rates, Insurance etc. 5,269

Transport Vehicles 20,382

Advertisement 10,619

Sales Less Return — 4,83,287

Sundry Creditors _ 25,984

Bank Interest — 3

Cash at Bank and in hand 14,059 —

~_5,84,614_ | 5,84,614 _
PR enReETEE er ¥ ee sear oe ee 17
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Stock in hand at Dec. 31, 1955 is valued at Rs, 22,327

Draw up the Branch Trading and Profit & Loss A/cs for the year ended
Dec. 31, 1955 and show the Branch Account in the Head Office books on that date,

explaining how the Branch Account balance is made up of the assets and liabilities
of the Branch,

(Gauhati University, M. Com. 1956)

(Ans: Net Profit Rs. 67,592)

20. Show what entries would be passed by the Head Office to record the

following transactions in their books :—

(a) Goods amounting to Rs. 500 transferred from Calcutta Branch to
Rangoon Branch under instructions from Head Office.

(b) Depreciation of Branch Fixed Assets when such accounts are opened

in the Head Office books.

(c) A Remittance of Rs. 3,000 made by the Rangoon Branch to the Head
Office on 26th December and received by the H. O. on 4th January.

(d) Goods Rs. 5,000 shipped by the H. O. to the Rangoon Branch on the

20th December and received by the latter on 15th January.

(Bombay University, B. Com.)

21. Show what Journal Entries would be passed by the Bombay Branch to

record the following transactions in their books :—

(a) Goods amounting to Rs. 3,000 transferred from Bombay Branch to

Madras Branch under instructions from Calcutta Head Office assuming

that the Head Office keeps a control of inter-branch transactions.

(b) Depreciation on Branch Machinery Rs. 2,000 when the Branch
Machinery Account is maintained in the Head Office books.

(c) A Remittance of Rs. 5,000 made by Bombay Branch to Calcutta
Head Office on 28th March, and received by the Head Office on the
4th April ; the books of accounts are closed on 31st March.

(d) Goods worth Rs. 7,000 sent by the Calcutta Head Office to Bombay

Branch on 26th March and received by the latter on 2nd April.

(1.C.W.A.—Inter).

22. State the Journal Entries that would be passed by the Head Office of a
manufacturing concern to record the following transactions :—

1. Goods to the value of Rs. 1,000 transferred from Bombay Branch to
Calcutta Branch under instruction from Head Office.

2. Depreciation of Rs. 3,000 in respect of Bombay Branch Building A/c in
Head Office Books.

3. Goods amounting to Rs. 4,000 supplied by Head Office to Calcutta Branch
during the accounting year received by the latter after the close

of the year,

(C. A. First.)
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23. S. Patel had a Branch which trades independently. At the end of the
fnancial year, Trading Account, Profit & Loss Account and Balance Sheet are
prepared and forwarded to the Head Office. The following is a list of balances
extracted from the books of the Branch as on 31st December, 1953 :—

Rs.

Sales 12,415

Sundry Debtors 1,250

Sundry Creditors 1,640

Head Office Ist January, 1953 3,426

Remittance to Head Office 9,850

Goods from Head Office 8,425

Rent 624

Salary 726

Returns from Customers 520

Additions to Furniture 350

Purchases (including goods from H.O.) 11,641

General Expenses 420

Cash at Bank 215

Stock (1st January, 1953) 310

Prepare (a) Final Accounts of the Branch as on 31st December, 1953 and
(b) Branch Account as it would appear in the ledger of the Head Office after

the accounts for the year had been closed. .

The following matters must be taken into consideration :—

1. The stock of goods on 31st December, 1953 was Rs. 645

2. An instruction was received from the Head Office to charge Profit & Loss
Account with Rs. 75 for depreciation of furniture.

3. The Ledger Accounts relating to fixed assets are kept in Head Office Books.

(C.A. First, May—1954)

(Ans : Branch Gross Profit Rs. 589 , Branch Net Loss Rs. 1,256 Balance
Sheet total Rs. 2,110.)

24. XY Co. of Calcutta has a Branch at Delhi. Goods sold at Delhi are
supplied from Calcutta but no charge is made in the books as between the Branch
and the Head Office. On 3lst March, 1955, the Branch Balance Sheet after
Closing the books was as follows :—
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Liabilities Assets

Rs. Rs.

Credit Balances 40,000 | Debtors Balances 2,00,000

Head Office 1,68,000 | Building Extension A/c

Closed by H.O. A/c

Cash at Bank 8,000

2,08,000 2,08,000

took place at Branch :

For the six months ending with September, 1955 the following transactions

Rs.

Sales 2,40,000

Purchases 48,000

Wages paid 20,000

Salaries (inclusive of advance of Rs. 2,000) 4,000

General Expenses 1,600

Life Insurance Premium paid for I year 3,200

Manager's Salary for 9 months 7,200

Cash collections from Debtors 1,60,000

Discounts allowed 8,000

Discounts earned 1,200

Cash paid to Creditors 60,000

Cash sent to Bank 80,000

Building Account (further payment to contractors) 4,000

Cash in hand 1,600

Cash at Bank 28,000

Set out the Head Office Account in the Delhi Books as on 30th September,
1955 to show the entries after the books are closed and also the Branch Balance
Sheet on the same date assuming to be made up on the same lines as on 3lst
March, 1955

(C. U. B. Com. Ady. (Hons.), 1966)
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(Ans: Closing Branch Debtors Rs. 2,72,000 ; Closing Branch Creditors
Rs. 26,800 ; Branch Net Profit Rs. 1,55,200 ; Balance Sheet total
Rs. 3,07,000.)

25. The following is the Trial Balance of Calcutta Branch as at 30th

June 1952 :—

Rs. Rs.

Bombay Head Office 3,240 —

Stock—lIst July, 1951 6,000 —

Purchases 17,800 —

Goods received from H. O 9,000 —

Sales — 38,000

Goods supplied to H O. — 6,00C

Salaries 1,500 —

Debtors 3,700 —

Creditors — 1,85¢

Rent 960 —

Office Expenses 470 —

Cash with Bank and in hand 1,780 —

Furniture 1,400 —

45,850 45,85

Stock on hand was valued at Rs. 2,700

The Branch Account in the Head Office books on 30th June, 1952 stood at
Rs. 460 (Dr. Balance). On the 28th June, the Head Office forwarded goods to the
value of Rs. 2,500 to the Branch, where they were received on 3rd July. Similarly,

a cash remittance of Rs. 1,200 by the Branch on 29th June was received by the
Head Office on Ist July.

You are required to submit the Journal Entries necessary to incorporate the
above figures showing the result of Trading at the Branch separately in the Head
Office books and to give the Calcutta Branch Account appearing finally in the

Bombay Head Office books.

(C. A. First—Nov. 1952)

(Ans : Branch Net Profit Rs. 10,970)

18
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D. Foreign Branches :

26. Convert the following Trial Balance as on 31st December 19.... of the
Calcutta Branch, which has got its Head Office in London :—

RS. Rs.

Stock in hand 12,600 —

Purchases and Sales 75,000 1,12,500

Sundry Debtors and Creditors 27,000 18,000

Bills Receivable and Payble 7,200 — 6,300

Wages and Salaries 4,800 —

Rent, Rates and Taxes 3,600 —

Sundry Charges 1,500 —

Furniture 5,000 —

Cash at Bank 33,300 —

London Account — 33,200

1,70,000 _1,70,000

Stock on 31st December, 19...... was Rs. 22,500. Calcutta Branch (Dr.) in

London Books was £ 2,880. Furniturc appeared in London Books at £ 350.

The rate of exchange on 31st December of the previous year was Rs. 14 and

on 31st December of the related year Rs. 9. The average rate for the related year

was Rs. 12

Prepare also the Profit & Loss Account and Balance Sheet of the Calcutta

Branch in the London books, showing how you would deal with the difference on

exchange

(Bombay University, B. Com.—Adapted)

(Ans: Total of Converted Trial Balance £ 15,825 ; Gross Profit £ 4,725 :

Net Profit £3,900 ; Balance Sheet total £10,350; Difference in

Exchange £ 870 (Cr.) )
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27. A trading company has its office in London and a trading branch at

sombay.

The following is a list of balances of the Bombay books at 31st December,

9 . (when the first year’s trading ended) :—

Rs.

London Account 2,08,000

Sales i 2,25,676

Purchases 2,61,604

Wages and Salaries 43,868

Freight and Insurance 26,608

General Expenses 31,248

Bank Account—Debit Balance 12,641

Cash in hand 1,563

Sundry Debtors 1 ,06,462

Sundry Creditors 50,318

Stock at Bombay on 31st December, 19.. ... were valued at Rs. 1,48,500

The balance of the London Account represents remittances to Bombay

s follows :—

8th January Rs. 64,000 purchased at Is. 33d.

6th April » 96,000 99 Is. 24d.

17th August »» 48,000 99 Is. 34d.

The average rate of exchange for the year, was 1s,4d. and the rate on

‘Is. December 19.. 1s. 3d. Journalise the closing entries of the Bombay books

ind show the Bombay Branch Account in the London books from Ist January,

9.. . to 31st December ,19....

What does the balance on the latter date represent?

(C. A, Final)

(Ans: Total of converted Trial Balance £ 16,968—1s-6d ; Difference in

Exchange £ 145-4s-0d (Dr.) )
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28. A company with its head office in London has a branch at Bombay.

The final balances on 31st December, 1934 were as follows :—

London Bombay

£ £

Bombay Office (Debit Bal.) 15,075 —

Buildings — 60,000

Share Capital 17,500 —

Cash at Bank 10,185 12,600

Creditors 5,010 3,000

Debtors — 15,000

Director’s Fees. 500 —

General Expenses 850 19,000

London Office (Credit Bal.) — 2.01,000

Machinery — 1,20,000

Profit and Loss Account (Cr. Balance) 3,000 —

Rent and Rates 400 12,500

Rents Receivable — 15,000

Reserve for Depreciation 2,000 —

Salaries 500 87,000

Trading Profit for six months

to 31st Dec. 1934 — 1,97,100

Stock-in-trade on 31 Dec. 1934 — 90,000

Assume that the average rate of exchange for the period was 1s. 5d., that the

rate On 31st December, 1934 was is. 4d., and that the fixed assets were originally
acquired at Is. 6d. to the rupee.

Prepare Profit & Loss Account for London and Bombay for the six months
ending 31st Dec. 1934 and the Company’s Balance Sheet on that date.

After closing the Company’s books on 31st December, 1934, what balance

will appear on the Bombay Branch Account in the Head Office Books ?

(Agra University, B. Com. 1935)

(Ans: Total of converted trial Balance £ 30,298 ; Branch Net Profit £ 6,630 :
H. QO. Net profit including Branch profit £ 7,380 ; Balance Sheet total

£ 32,090 ; Difference in Exchange £ 565 (Dt.) )
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29. T&Co. Ltd have a Head Office in London and a Branch abroad.

Trial Balances at December 31,1950, were as follows :

Head Office

Dr. Cr.

£ £

Share Capital : 30,000 shares of £1 each, fully
paid — 30,000

Differences in Exchange Account — 100

Sundry Creditors — 1,650

Sundry Debtors 396

Balance at Bank 13,000

Foreign Branch Account :—
Balance Janu. 1 1,354

Remittances during the year 17,000 _

|_ 31,750 _31,750_

Foreign Branch

Dr. Cr.

Arrahs | Arrahs

Balance at Bank 25,000 _

Sundry Debtors 75,000 —

Saleable Stock on hand at cost 60.000 _

Sundry Creditors — 30,010

Fixed Assets at cost 310,000}; —

Profit & Loss A/c (before charging depreciation) _ 95,000

Stores & Materials on hand at cost. 37.000 _~
Head Office A/c :—

Balance Janu. I -— 25,000

Remittances (during the year (£17,000) — |3,50,310

Currency difference on Stores & Materials
A/c written off to Head Office Afc — 6,680

5,07, §,07,000
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Stores & Materials are ordered by the Head Office on behalf of the branch
and paid for direct by the branch to the suppliers, The Stores & Materials A/c
is kept in both sterling and arrahs ; each receipt is recorded at the actual sterling
cost and converted at the rate of exchange ruling at the day of issue. The sterling

balance on December 31, was converted at the rate ruling on that day. It was

decided to depreciate the fixed assets by 30,000 arrahs,

The rate of exchange at the date of acquisition of the fixed assets was 12d.

per arrah. The rate at December 31, 1950 was Ilid. per arrah and the average
rate for the year was 11d. per arrah.

You are required :

(a) to convert the Branch Trial Balance into sterling ; and

(b) to prepare the Company’s Balance Sheet as at Dec. 31, 1950.

(C. A. (England) Final, May 1951)

(Ans: Total of Converted Branch Trial Balance £ 26,440 ; Difference in

in Exchange £794 (Cr.) ; Balance Sheet total £ 36,836)



CHAPTER XXXII

ROYALTY ACCOUNTS

(i.e. Accounts of Lease and Licence Holders)

1. What is Royalty: Royalty is the rent paid (1) by the lessee to the land-lord for

the right 10 use a mine or a querry or (2) by the publisher to the author for the right

to use &@ manuscript or copyright. The royalty is usually calculated on the volume or

quantity of minerals extracted or on the number reproduced.

2. What is Minimum Rent: In case of a mine or 4 querry, a few years may elapse

before production can commence on a commercial scale. It is, therefore, stipulated

to give a guaranteed minimum rent to the landlord. This guaranteed minimum

rent payable to the landlord is called Minimum Rent. This is also known as Dead Rent,

Fixed Rent, Certain Rent, Head Rent, Annual Rent, Sleeping Rent, etc.

It is always provided in the Jease that the minimum rent will merge into actual royalty.

It means that actual royalty or minimum rent whichever is greater is payable.

In case of a strike: Sometimes, it is further provided in the contract of lease that in

case there is a general strike, actual royalty calculated on the quantity raised or produced

would be payable, even though it may fall short of the minimum rent.

3. What is Short-working : The excess of minimum rent over the royalty actually

calculated is known as Short-working. Therefore, the question of short-working

4riscs when the actual royalty is less than the minimum rent.

4. Right to Recoup Short-working : The contract of lease genera/ly contains a

(crm that it will be permissible for the lessee to recoup short-working within a specified

Period of time if the royalty exceeds minimum rent. For this reason short-working is

caHed Redeemable Dead Rent. Where the short-working becomes unrecoupable, the

balance of the Short-working A/c, if any, will be written off to Profit and Loss A/c.

5. Sub-Lease: A lessee or a licensee may sub-Ict or sub-lease a portion of the mine
or querry to a sub-fessee or sub-licensec. The contract of sub-lease may provide for

payment of an agreed royalty merging into 2 minimum rent with the right to recoup

short-working. The amount of royalty payable by the lessee to the original landlord

should be calculated on the total output of both the lessee and the sub-lessce. The

entries in the lessee’s books relating to royalty receivable would be just the reverse of

those relating to royalty payable.

6. Treatment in Accounts: There are two methods of accounting for royalties :-—

(1) First Method i.e. without opening a Minimum Rent A/c.

(2) Second Method i.e. by opening a Minimum Rent A'c.
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(1) Journal Entries relating to Royalty under First Method i.c. without opening a]

Minimum Rent A/c. :

(A) In the absence of provision for minimum rent :-—

(i) For the amount of royalty due to the landlord or | (i) Royalty A/c. —........ Dr

owner : To Landlord A/c.

or

Owner A/c.

(ii) On payment of the royalty to the landlord or owner : | (ti) Landlord A/c. i... ... Dr

or

Owner A/c. sag. cee ee Dr.

To Cash A/c.

(ili) On transfer of Royalty A/c. at the time of closing : | (iii) Manufacturing/Trading A/c. .... Di

To Royalty A/c.

(B) If there is provision for minimum rent with the right to recoup short-working-

(a) When Royalty is less than Minimum Rent : ....

(i) For the amount of royalty payable to landlord : (i) Royalty A/c. wee. Dr

(with actual royalty)

Short-working A/c. weae Dr

(with deficiency)

To Land Lord A/c.

(with Minimum Rent)

(ii) Whon the amount is paid to landlord : (ii) Landlord A/c. .... Dr.

To Cash or Bank A/c.
—

(iii) On Royalty A/c. being closed at the end of the (iii) Manufacturing/Trading A/c... .. Dr.

year : To Royalty A/c.

Note: The balance of Short-working A/c. should,

for the present, be carried forward.

(iv) Subsequently when the royalty exceeds theminimum | (iv) Royalty A/c. wee «Dr.

Tent : (with the actual Royalty)

To Short-working A/c.

(with recoupable amount)

To Landlord A/c.

(with the balance)

(v) On payment of the balance to the landlord : (v) Landlord A/c. w. Di
To Cash or Bank A/c.

(vi) When the right to recoup short-working lapscs : (vi) Profit and Loss A/c. vee «=D
To Short-working A/c.
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(b) When Royalty is greater than Minimum Rent :~

—
: (1) Tor the amount of royalty earned : (i) Royalty A/c. Dr.

To Landlord A/c.

i— Re EE me ee ell eT eee eS A ee eee enn oe

(u) On payment of the amount to the landlord : (ii) Landlord A/je. Dr.

To Cash or Bank A/c

a) Oa transfer of Royalty A/c. at the time of closing : ff (isi) Manufacturing/Trading A/c .. . Dr.
To Royalty A/c.

(2) Journal Entries relating to Royalty under Second Method i.¢. by opening a

Minimum Rent A/c. :

Note: This method is nothing but bringing

mtermediary between Landlord A/c. and Royalty as well as Short-working A/cs.

in of the Minimum Rent A/c. as an

when

royalty earned exceeds the minimum rent, obviously Minimum Rent A/c. is not required.

When the minimum rent exceeds the royalty earned :—

(1) For the amount of royalty payable to the landlord .

ee ee ~—eeees ae = _-—— _

(tt) To close the Minimum Rent A/c. :

~—

Vy eh CN A SP aa A ae A Eee =| SAE se ee we —_—

(iu) On payment of the amount to landlord °

2 ce ee eee eee wee one ee eee eee eee _

(v) On transfer of the Royalty A/c. at the end of the
year :

—p—as aes

Note: The balance of the Short-working Ale.
should, for the present, be carried forward. —

(v) Subsequently when the royalty exceeds the minimum
rent :

ene

(vi) On payment of the balance to the landlord :

(vii) When the right to recoup short-working lapses :

wear}

(1) Minimum Rent A/c. Dr.

To Landlord A/c

ai) Royalty A/c. Dr.
Short-working A/c. Dr.

To Minimum Rent A/c.

(ii) Landlord A/c. Dr.

To Cash or Bank A/c.

(iv) Manufacturing/Trading A/c. .... Dr.

To Royalty A/c.

br...(v) Royalty A/e bees

(with actual royalty)

To Short-working A/c.

(with recoupable amount)

To Landlord A/c.

(with the balance)

t

(vi) Landlord A/c.

To Cash or Bank A/c.
co ee oe

(vi) Profit and Loss A/c. a

To Short-working A/c.

a

19
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Note: Until the nght to recoup short-working lapses, the balance of the Short

working A/c. will have to be shown on the Assets-Side of the Balance Sheet.

(A) First Method i.e. without cpening a Minimum Rent A/c. :

Iustration | (Journal Entries).

A took from B lease of a mine for a period of 25 years commencing from Ist Junuary

1958. The lease provides for the payment of a royalty of 25 paise per ton to the landlord

subject to a minimum rent of Rs 3,600 a year, and also permits the recoupment o

short-workings, if any, out of royalties in excess of the minimum rent during the tw
years immediately following but not afterwards. The output for the four years from

the commencement of the lease were as follows :

1958 12,000 tons ; 1959 16,000 tons

1960 20,000 tons ; 196! 21,000 tons

Show the journal entries in the books of A to record the above transactions assuming

that all payments under the lease were duly made.

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

Solution

Analysis

Year Output Royalty Short- Surplus Short- Payment to

workings workings Landlord

Recouped

Tons 7 Rs fT Rs. yt Rs | Rs 7 ORs

1958 12,000 3,000 600 - 3,600

1959 16,000 4,000 ~ 400 400 3,600

1960 20,000 5,000 1,400 200 v 4,800
| 1961 21,000 5,250 - 1,650 _ 5,250

Nete: Examinees are advised to prepare a columnar statement as given above

before answering any Question on royalty. But preparation of this statement is not

compulsory.
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Journal Entrie, ° Dr. Cr.
a

ate Particulars L.F. Rs. Rs,

58 | Royalty A/c, Dr. | 3,000
Short-working A/c. Dr. 600

To B’s A/c. 3,600
(Being minimum rent payable against royalty on 12,000 tons @

25 paise per ton.)

B’s A/c Dr | 3,600
To Bank A/c. 3,600

(Being the amount paid to B)

Trading A/c. Dr 3,000

To Royalty A/c 3,000

(Being the transfer of Royalty A/e to Trading A/c )

i969 | Royalty A/c. Dr 4,000

To Short-working A‘ 400

To B’s A/c. 3,600

(Being royalty on 16,000 tons @ 25 paise per ton, recoupment of

short-working and the balance payable to B )

B’s A/c. Dr 4,600

To Bank A/c. 3,600

(Being the amount pid to B)

Trading A/c Dr 4,000

To Royalty A/c 4,000
(Being the transfer of Royalty A/c to Trading A/c )

1960 | Royalty A/c ° Dr 5,000

To Short-working A/c 200

To B's Alc. 4,800

(Being Royalty on 20,000 tons @ 25 paise per ton, recoupment of

short-working and balance payable to B )

B’s A/c. Dr 4 800

(Being the amount paid to B.)

Trading A/c Dr 5,000

To Royalty A/c. $,000

(Being the transfer of the Royalty A/e. to Trading A/c.) —_—-

IX) | Royalty A/c. Dr. 5,250

; To B's Ajc. 5,250
(Being royalty on 21,000 tons @ 25 pase per ton payable to B.)

B’s A/c, Dr §,250

To Bank A/c. 5,450
(Being the amount paid to B.)

Trading A/c. Dr 5,230 |

To Royalty A/s. 5,250
(Being the transfer of Royalty Aje. to Trading A/c.) | eneenmenmenene
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Illustration 2 (Ledger Accounts)

Kumar owned a coal mine. He granted Arun & Co. a licence for seven years t
extract and sell coal on the following terms : ae ee

(a) Arun & Co. to pay Kumar a royalty of Rs. 5 per ton with a minimum annu:

payment of Rs. 50,000. Accounts to be settled annually on 31st December.

(b) If in any year the royalty calculated on coal sold amounted to less than R

50,000, Arun & Co. will have the right to deduct the deficiency from the royalty payab'

in excess of that sum in the two following years.

Coal sold in tons was as follows :

Year ended 3ist December, 1962 8,000

° 1963 9,000

1964 11,000

1965 18,000

You are required to show the ledger accounts necessary to record the above royalt

transactions in the books of Arun & Co., which are closed annually on 31st Decembe

(North Bengal University, B. Com. Part II (Adv,) 1967

Solution

Analysis

Short- Short- Paymentt

Year Output Royalty working Surplus working landlord
Recouped

ton Rs Rs Rs Rs Rs

1962 8,000 40,000 10,000 — ~ $0,000

1963 9,000 45,000 5,000 . $0,000

1964 11,000 54,000 - 5,000 5,000 $0,000

1965 18,000 90,000 - 40,000 5,000 85,000

In the books of Arun & Co.

Dr. Royalty A/c. Ci

1962 Rs. 1962 "ORs
Deo. 31 | To Kumar's A/c 40,000 | Dec 31{ By Trading A/c.—

iransferred 49,01

40,000 | 40,00
jac enn jane

1943 1963
Dee. 31) To Kumar's A/c. 45,000 § Dec. 31] By Trading A/c.—

transferred 45,0

45,000 ~ 45,0ad | ques
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Dr. Royalty A/c. (Contd,) Cr.

“i908 | "Rs. | 1964 ) Rs.
Dec 31 | To Kumar’s A/c. $0,000 | Dec. 31] By Trading A/c —

»» Shorteworking A/c. 5,000 transferred 55,000

55,000 55,000
De nee

1965 1965

Dec 31 | To Kumar's A/c. 85,000 | Dec. 31] By Trading A/c. 90,000
» Short-working A/c. 5,000

90,000 90,000
one |b as

Dr Short-working A/c. Cr,

1962 Rs 1962 Rs.

Dee 31) To Kumar's A/c. 10,000 | Dec 31 | By Balance e/d 10,000

10,000 10,000
Ee RD

1963 1963
jan. 1 | To Balance b/d 10,000 | Dec. 31 | By Balance c/d 15,000

Dec 31} ,, Kumar's A/c. 5,000

15,000 15,000
CO ] —punnions

1964 1964
Jan, To Balance b/d 15,000 | Dec. 31 | By Royalty A/c. 5,000

| To Balance b/ |, Profit and Loss A/c. $,000
.. Balance e/d 5,000

"15,000 15,000
nee |

1965 1965
Jan. 1} To Batance b/d §,000 § Dec. 31 | By Royalty A/c. 5,000

oe aE a Ee oP
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Dr. Kumer’s A/c. (Landlord) Cr.

|
1962 Rs, 1962 ; Rs.

Dec. 31| To Bank A/c. 50,000 | Dec. 31| By Royalty A/c. 40,000

' .» Short-working A/c. 10,000

50,900 $0,000

1963 1963
Dec. 31 | To Bank A/c. 50,000 | Dec. 31] By Royalty A/c. 45,000

. », Shorteworking A/c. §,000

50,000 50,000
cE |

1964 1964
Dec. 3! | To Bank A/c. 50,000 | Dec. 31| By Royalty A/c. 50,000

50,000 50,000

1965 1965

Dec, 31 | To Bank A/c. 85,000 | Dec. 31} By Royalty A/c. 85,000

85,000 85,000

(B) Second Method i.e. by opening Minimum Rent A/c. :

Illustration 3 (Journal Entries)

The Binnie Colliery Company are lessees of a mine at a dead rent of Rs. 2,000 per

annum, merging into a royalty of 50 paise perton. Dead Rent, paid in excess of actual

royalties, is recoverable thereout during the next five years succeeding the year in

respect of which such excess was paid. In the event of a strike, if the actual royalty

was less than the Dead Rent , it was to discharge all rental obligations. The first year.

in respect of which the Dead Rent was payable, expired on 31st December, 1940. The

excess paid in respect of the first year was Rs. 2,000 ; of the second year Rs. 1,450 ; and

of the third year Rs. 350. In the fourth year the actual royalties amounted to Rs. 2,750 ;

in the fifth year to Rs. 3,250 ; in the sixth year to Rs. 3,600; and in the seventh year

(in consequenice of a strike) to Rs. 1,850 only. Pass the necessary journal entries tc

fecord these transactions,

(Allahabad University, B. Com. 1992).
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Solution

Analysis

— ‘Short- " Shori- | Paymont to
Your Output Royalty workings Surplus workings landlord

(calculated) Recouped
tons Rs. Rs. Rs. Rs. Rs.

1940 — - 2,000 — — 2,000

1941 1,100 550 1,450 2,000

1942 3,300 1,650 350 — — 2,000

1943 5,500 2,780 — 750 750 2,000

1944 6,500 3,250 1,250 1,250 2,000

1945 7,200 3,600 1,600 1,600 2,000

1946 3,700 1,850 — 1.850

Journal Entries Dr. Cr.

Date Particulars LF. Rs. Rs.

1940 | Minimum Rent A/c Dr. 2,000

Dec To Landlord A/c 2,000

%1 | (Being the Dead Rent payable to landlord)

Short -working A/c. Dr. 2,000

To Minimum Rent A/c. 2,000

(Being the Minimum Rent A/c transierred to Short-working

Alc.)

Landlord A/c. Dr 2,000

To Cash A/c. 2,000

(Being the amount paid to landlord) _ a

1941 | Minmmum Rent A/c Dr. 2,000

Dec. To Landlord A/c. 2,000

31 | (Beg the Dead Rent payable to landlord.)

Royalty A/c Dr. 550

Short-working A/c Dr. 1,450

To Minimum Rent A/c. 2,000

(Being the Minimum Rent A/c. closed by its transfer to Royalty

A/c. and Short-working A/c.)

Landlord A/c. Dr. 2,000
To Cash Alc. 2,000

(Being the amount paid to landlurd)

Trading A/c. Dr. 550

, To Royalty A/c. 550
|~ (Being Royalty A/c. transferred{tu, Trading A/c.)
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Journal Eatries (Contd.) Dr.

1942

31

Minimum Rent A/c. Dr.

To Landlord A/c.

(Being the Dead Rent payable to landlord)
— ee oF — ee —o — —

sae

Royalty Ajc. Dr.

Short-working A/c. Dr.

To Minimum Rent A/c.

(Being the Minimiim Rent A/c. closcd by its transfer to Royalty
A/c. and Short-working A/c.)

Landlord A/c. Dr

To Cash A/c.

(Being the amount paid to landlord)

Trading A/c. Dr

To Royalty A/c

(Being Royalty A/c. transferred to Trading A/c )

Rs,

2,000

{,650

350

2,000

1,650

Rs,

2,000

2,000

2,000

1,650

1943

Dec.

31

—

Royalty A/c. Dr,

To Short-working A/c.

To Landlord A/c.

(Being the amount of royally, recoupment of Short-working and
balance payable to landlord) e

— a - wr - — _—_ ——

Landlord A/c. Dr.

To Cash A/c.

(Being the amount paid to landlord)

—_———_— = — ne att —_—=— -~ —— om

Trading A/c. Dr.

To Royalty A/e

(Being the transfer of Royalty A/c. to Trading A/c.)

2,750

2,000

2,730

750

2,000

2,000

2,750

1944

Dec.

31

Royalty A/c. Dr.

To Short-working A/c.

To Landlord A/c.

(Being the amount of Royalty, recoupment of Short-working and

balance payable to landlord)

—- sm ~

Landlord A/c. Dr.

To Cash

(Being the amount paid to landlurd)

ae VE Qe SP TR eye Sport np aoe |

Trading A/c. Dr.

To Royalty A/c.

>.

(Being the transfer of Royalty A/c. to Trading A/c.) |

3,250

Re.

2,000

3,250

1,250

2,000

2,000

3,250
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Journal Entires (Contd.) Dr. Cr.

— NTE

, 1945 | Royalty A/c Dr 3,600
| Dec To Short-working A/c 1,600

4 To Landlord A/c 2,000

(Being the amount of Royalty, recoupment of Short-working

and balance payable to landlord)
9 eres EP tetas WG pee mteoies — —_ —_— —-_ _ ea

oer ~~ eee

Landlord A/c Dr 2,000

To Cash A/c. 2,000

(Being the amount paid to landlord)

Trading A/c Dr 3,600

To Royalty A/c 3,600

(Being the transfer ot Royalty A/c to Trading A/c )

—_ss

1946 | Royalty A/c Di 1,850

Dec To Landlord A/c 1,850

VW =| (Being the amount of Royalty payable to landlord)

Landlord A/c 11 },850

To Cash A/c 1,850

(Being the amount paid to landlord)

Trading A/c Dr 1,850

To Royalty A/c 1,850

(Being the transfer of Royalty A/c to Trading A/c )

Note: As per terms of the contract of lease, the landlord will be entitled to actual

' royalty even if the amount 1s less than minimum rent.

| Illustration 4 (Ledger Accounts)

The Assam Coal Company Ltd. holds a lease of coal mines tor a period of ten years,

commencing from Ist January, 1941. According to the lease the company is to pay

7$ paise as royalty per ton with a minimum rent of Rs. 15,000 per year. Short-working

| can, however, be recovered out of the royalty in excess of the minimum rent of the next

two years only. In the year of a strike, the minimum rent is to be reduced to 60%.

| The output for the six years has been as under :—

Ist year ve 10,000 tons 4th year .. 25,000 tons

2nd year . 12,000 tons Sth year .. 50,000 tons

3rd year... 28,000 tons 6th year .. 15,000 tons (Strike)

Write up the necessary .edger accounts.

(Sagar University, B. Com, 1951).
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Solution

Analysis

Short- Short- Payment t

Year Output Royalty workings Surplus workings landlord
Recouped

tons. Rs. Rs, Rs Rs. Rs

Ist 10,000 7,500 7,500 15,000

2nd 12,000 9,000 6,000 - — 15,000

3rd 28,000 - 21,000 — 6,000 6,000 15,000
4th 25,000 18,750 -- 3.780 3,750 15,000

Sth 50,000 37,500 37,500

6th 15,000 11,250 - 11,250

Dr. Minimum Rent (Dead Rent) A/c. Cr

Rs | Rs
Ist yr. | To LandJord A/c. 15,000 § 1st yi | By Royalty A/c. 7,50

» Short-working A/c. 7 50

15,000 15,00

2nd yr. | To Landlord A/c 15.000 | 2nd yr | By Royalty A/c. 9,00

» Short-working A/c. 6,00:

15,000 15,00

Dr. Royalty A/c. Cr

Rs, Rs

Ist yr. | To Minimum Rent A/c. 7,500 f Ist yr | By Trading A/c. 7,5.0
uae

2nd yr. | To Minimum Rent A/c. 9,000 | 2nd yr.| By Trading A/c. 9,00
a

3rd yr. | To Short-working A/c. 6,000 f 3rd yr | By Trading A/c 21,00

»- Landlord A/c. 15,000

21,000 21,00

4th yr. | To Short-working A/c. 3,750 | 4th yr | By Trading A/c. 18,78
» Landlord A/c. 15,000

18,750 18,75
Eee nas

Sth yr. | To Landlord A/c. 37,500 f Sth yr. | By Trading Ajc. 37,50
Eee

6th yr. | To Landlord A/c. 11,250 § 6th yr. | By Trading A/c. 14,25
| ea
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Dr. Short-Working A/c. Cr.

Rs. | Rs.
fst ye | To Minimum Rent A/c 7,500 f ist yr | By Balance e/d 7,500

Eee

2nd yr | To Balance b/d 7,500 J 2nd y: | By Balance ¢/d 13,500

», Minimum Rent A/c. 6,000 |

13,500 13,500
ee

ird yr. | To Balance b/d 13,500 f 3rd yr By Royalty A/c 6,000

, Profit and Loss A/c 1,500

»» Balance e/d 6,000

13,500 13,500

4th yr, | To Balance b/d 6,000 Ff 4th yr. | By Royalty A/c. 3,750

,»» Profit and Loss A/c 2,250

— 4
| 6,000 | 6,000

_ |

Dr. Landlord A/c. Cr.

|
Rs Rs.

styr To Cash A/c. 15,000 ist yr By Minimum Rent A/c. newt 3: 000°

and yr To Cash A/c 15,000 2ndyr By Minimum Rent A/c 15,000

hd yr. To Cash A/c. 15,000 3rd vr. By Royalty A/c. 15,000 :
+ |

Ith yr, To Cash A/c. 15000 4thyr. By Royalty A/c 15,000

Sth yr. 'To Cash A/c. 37.500 Sthyr. By Royalty A/c. 37,500

kh yr. To Cash A/c. 11.250 6th yr. By Royalty A/c. 11,250

Sub-Lease : When a lesseo grants'a sub-lease to a sub-lessee, the lessee will have

pass entries both as a person paying royalty and as a person receiving royalty. The

mount of royalty payable by the lessee to the original landlord should be calculated
i the total output of both the lessee and the sub-lessee.

In the case of a sub-lease a lessee shall have to open the following accounts in addition

lo the accounts already stated :—

(1) Royalty Receivable A/c. (2) Sub-Lessee’s Personal A/c. and (3) Royalty

Receivable Reserve A/c. (for the short-working of the Sub-lessee),
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Journal Entries in the books of lessec in case of a sub-lease :

Transactions Journal Entries

(i) For the amount due from sub-lessee : (i) Sub-lessee’s A/c. wees

ee TT a ed ee gs SA etal weed weet Mineman ——_

(ii) On account of sub-lessee’s short-working :

A ee eee Ga ee en ee em

(ii) On receipt of any anrount from sub-lessee :

——e ow ee eee ee ees oe ee oy eee oe 8D Dene

(iv) For lessee’s dues to the landlord :

20 ate i eh ree th ee ee ee ee ee Oe ee

(v) To transfer the credit balance of Royalty

Receivable A/c. to Trading A/c.
a CERNE US SURED wellben Seles ER ree CE ee ee ee EE ee ee ieee Oe

(vi) To transfer the debit balance of Royalty Payable

Alc. to Trading A/c. :
_

(vii) If the sub-lessee recoups his short-workings :

el en ED i eh ee 2 Cy ee eR ee Oy em oe ee eee oy -

(vili) If the right ot recoup short-working lapses :

Illustration 5

, Dr.

To Royalty Receivable A/c.

(ii) Sub-lessee’s A/c. .... Dp

To Royalties Receivable Reserve A/c.

(iit) Bank A/c. woe.) «Dt

To Sub-lessee’s A/c.

(iv) Royalty Payable A/c. ... D

To Landlord A/c.

(v) Royalty Receivable A/c. .... Dr

To Trading A/c.

(vi) Trading A/c. .. Or

To Royalty Payable A/c.
en edwrest ee er

(vii) Royalty Receivable Reserve A/c. D:

To Sub-lessee’s A/c.

(viii) Royalty Receivable Reserve A/c. Dr

To Profit and Loss A/c.

(Sub-Lease Accounts)

A landlord granted to the Mining Company Limited a lease of mineral rights over

his property for a period of ten years from Ist January, 1960. The rent payable was a

minimum of Rs. 80,000 a year merging in a royalty of Re. | per ton payable annually.

Shortworkings could be recouped out of subsequent excess workings over the period of

the lease.

At the end of the first year. the Mining Co. Ltd., granted a sub-lease to Mining Lessees

Ltd. in respect of one-half of the area for a period of nine years. Mining Lessees were

{o pay a minimum rent of Rs. 44,000, merging in a royalty of Rs. 1-50 a ton payable

annually. Shortworkings could be recouped out of subsequent excess workings in any

of the three years immediately following that in which the shortworkings occurred.

The following tonnages were mined from the property :

Ist year

2nd year

3rd year

4th year

5th year

6th year... a

7th year, t

Mining Co. Mining Lessees

tons tons

40,000 —

75,000 15,000

60,000 18,000

65,000 20,000

70,000 35,000

49,000 33,000

46,000 40,000
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Prepare the Royalties Account and the Shortworkings Accounts with the Landlord

and Mining Lessees Ltd. as they would appear in the books of the Mining Co., Ltd.

Solution

(a} Royalty Payable

Analysis

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

(minimum rent Rs 80,000 yearly).

Short- Short-

Year Output Royalty working Surplus workings Payment

Recouped

Tons Rs Rs Rs Rs Rs

Ist 40,000 40,000 40,000 ~ — 80,000

2nd 90,000 90,000 10,000 10,000 80,000

3rd 78,000 78 ,000 2 (0% a _ 80,000

4th 85,000 85,000 5,000 5,000 80,000

Sth 105,000 | 05,000 25,000 25,000 80,000

6th 84,000 84,000 4,000 2,000 82,000
7th 86,000 86,000 6,000 - 86,000

(b) Royalty Receivable (minimum Rent Rs, 44,000 yearly).

Short- Short-

Year Output Royalty working Surplus working Receipts

Recoup

Tens Rs Rs Rs Rs. Rs

ist 15,000 22,500 21,500 _ — 44,000

2nd 18,000 27,000 17,000 _ — 44,000
isd 20,000 30,000 14,000 — _ 44,000
4th 35,000 52,500 - 8,500 8,500 44,000

Sth 35,000 $2,500 — 8,500 8,500 44,000
Gh 40,000 60,000 -- 16,000 14; 46,000

Toe
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In the books of Mining Co. Ltd.

Dr. Royalty Payable A/c. Cr.

Rs. Rs.

Tyr. To Landlord A/c. 40.000 | Tyr. By Trading A/c. 40,000

If yr. | To Landlord A/c. $0,000 f Ii yr. | By Trading A/c 90,000

., Short-working A/c. 10,000

90,000 90,000

WT yr. | To Landlord A/c. | 78,000 | Il yr. | By Trading A/c. 78,000

IV yr. | To Landlord A/c. 80,000 | lV yr. ; By Trading A/c. 85,000

.. Short-working A/c. 5,000

85,000 | 85,000

V yr. To Landlord A/c. 80,000 | Vyr. | By Trading A/c. 105,000

»» Short-working A/c. 25,000

| J ,05,000 1,05 000

Vi yr. | To Landlord A/c. 82,000 | Vi yr. | By Trading A/c. 84,000

» Short-working A/c. 2,000

84,000 84,000

VII yr. | To Landlord A/c. 86.000 | VII yr. | By Trading A/c. 86.000

= |
Dr. Short-Working A/c. Cr.

Rs. | Rs.

Tyr. | To Landlord A/c. 40,000 Lyr. | By Balance c/d | 40.000
Ee

Il yr. | To Balance b/d 40,000 | If yr. | By Royalty Payable A/c. 10,000

.» Balance c/d 30,000

40,000 40,000

II yr. | To Balance b/d 30,000 | Til yr. | By Balance ¢/d 32,000

» Landlord A/e. 2,000

| __ 32,000 32.000

IV yr. | To Balance b/d 32,000 | IV yr. | By Royalty Payable A/c. 5,000

» Balance c/d 27,000

32.000 32.000

V yr. | To Balance b/d 27,000 | Vyr | By Royalty Payable A/c. 25,000
», Balance c/d 2,000

27.000 27.000
| na

VI yr._| To Balance b/d! 2,000 | Vi yr. | By Royalty Pavable A/c, 2,000
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|

Dr. Landlord A/c’ Cr.

Rs. Rs,

Tyr. | To Bank A/c. 80,000 1 Iyr. | By Royalty Payable A/c. 40,000
», Short-working A/c. 40,000

80,000 80,000
| ! 

ee

IJ yr. | To Bank A/c. 80,000 | IWyr. | By Royalty Payable A/c. 80,000

III yr. | To Bank AJc. 80,000 } III yr. | By Royalyt Payable A/c. 78,000
»» Short-working A/c. 2,000

80,000 80,000
Ee | Qua

IV yr. | To Bank A/c. ed 2:000 | IV yr. | By Royalty Payable A/c. 80,000

V yr. | To Bank A/c. 80,000 | V yr. | By Royalty Payable A/c. 80,000

VI yr. | To Bank Ajc 82,000 | VI yr | By Royalty Payable A/c 82,000

VII yr. | To Bank A/c 86,000 | VI] yr | By Royalty Payable A/c 86,000

Royalty Receivable A/c. Cr.

Rs. Rs.

J yr. | To Trading A/c 22.500 lyr. | By Mining Lessees Tid A| 22,500

I} yr | To Trading A/c 27,000 | Il yr. | By Mining Lessees Ltd A/c 27,000

IIL yr | To Trading A/c 30,000— Ill yr | By Mining Lessees Ltd. A/c 30 000

IV yr | To Trading A/c 52,500 | IV y:. | By Mining Lessees Ltd. A/c 52,500

V yr. | To Trading A/c 52,500 V yr | By Mining Lessees Ltd. A/c 52,500

Vi yr | To Trading A/c. 60,000 | Vi yr | By Mining Lessees Ltd. A/c 60,000
| enrueenmeee

Royalty Receivable Reserve A/c. Cr.

Rs Rs.

Ly: | To Balance e/d 21,500 ly: | By Mining Lessees Lid. A/c |i 21,500

ll yr | To Balance c/d 38,500] Il yi | By Balance b/d 21,500

oe en »» Mining Lessees Ltd A/c 17,000

38,500 38,500

ill yr. | To Balance o/d 42,500 | Ill yr | By Balance b/d 38,500

-_--—— »» Mining Lessoes Ltd. A/c 14,000

§2,500 52,500
EE
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Dr. Royalty Receivable Reserve A/c. (Contd.) Cr.

: . Re

JV yr. | To Mining Lessees Ltd. A/c. 8,500 § IV yr. | By Balance b/d $2,500

», Profit and Loss A/c. 13,000

(not recoupable amount)

». Balance c/d 31,000

52,500 52,500

V yr. | To Mining Lessees Ltd. A/c. 8,500 V yr. | By Balance b/d 31,000

.». Profit and Loss Afc. $500

(not recoupable amount)

», Balance c/d 14,000

31,000 31,000

Vi yr. | To Mining Lessees Ltd. A/c. 14,000 | Vi yr. | By Balance b/d 14,000

Dr. Mining Lessees Ltd. (Sub-Lessee) A/c. Cr.

Rs. Ry.

tyr. | To Royalty Receivable A/c. 22,500 lyr. | By Bank A/c. 44.000

»» Royalty Receivable

Reserve A/c. 21,500

44,000 44,000
|

HW yr. | To Royalty Receivable A/c. 27,000 | ii yr. | By Bank A/c 44,000
.. Royalty Reccivable

Reserve A/c. 17,000

44,000 | 44,000

lll yr. | To Royalty Receivable A/c. 30, yr | By Bank A/c. 44,000

». Royalty Receivable

Reserve A/c. 14,000

44,000 44,000
EE quae

IV yr. | To Royalty Receivable A/c. 52,500 IV yr.| By Royalty Receivable
Reserve A/c. 8,500

! 9s Bank A/c. 44,000

52,500 52,500
V yr. | To Royalty Receivable A/c. 25 V yr. | By Royalty Reccivable —a

Reserve A/c. 8,500

vs Bank Alc. 44,000

52,500 52,500
Ce |

Vi yr. | To Royalty Receivable A/c. 60.000 VI yr. | By Royalty Receivable

, Reserve A/c. 000‘ 14,
ys Ban Alc. 46,000

&,000 60,000
S| qua
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Illustration 6 (Sub-Lease Accounts)

A. Ltd., holds a lease of minerals from C. Ltd., for a period of 20 years from Ist
January, 1964. Under this lease, a royalty of 50 paise per ton merging in a minimum
rent of Rs. 20,000 is payable every year half-yearly on 30th June and 31st December.
It granted a sub-lease for 10 years from Ist July, 1964 to B. Ltd., of one half of the area
for a royalty of 75 paise per ton merging in a minimum rent of Rs. 15,000 a year payable
half-yearly on 30th June and 31st December.

A Ltd., is entitled under the lease from C. Ltd., to recoup short-workings out of
subsequent excess workings throughout the term of the lease ; but the sub-lease only

allows B Ltd. to recoup short-workings out of excess workings in any of the three half-
years immediately following that in which the short-workings accrued. Minerals were

worked as follows :—

By A. Ltd. (Lessee) By C. Ltd. (Sub-lessee)

Half-year ended 30th June., 1964 5,000 tons Nil

3lst Dec., 1964 5,000 tons 5,000 tons

30th June., 1965 20,000 tons 6,000 tons

31st Dec., 1965 30,000 tons 6,000 tons

30th June., 1966 25,000 tons 12,000 tons

Show the necessary ledger accounts under the lease from C. Ltd., and the sub-lease to

B. Ltd. in the books of A. Ltd. which are balanced yearly on 30th June.

Solution

Analysis

(a) Rent Payable (Minimum Rent Rs. 20,000 yearly)

Short- Short-

Year Output Royalty workings Surplus workings Payment
recouped

Tons Rs. Rs, Rs. Rs. Rs.

June 30, 1964 5,000 2,500 7,500 — — 10,000

{Pee 31, 1964 10,000 5,000 5,000 — - 10,000
June 30, 1965 26,000 13,000 — 3,000 3 000 10,000

Dec. 31, 1965 36,000 18,000 — 8,000 8,000 10,000
June 30, 1966 37,000 18,500 — 8,500 1,500 17,000

(b) Rent Receivable : (Minimum Rent Rs. 15,000 yearly)

Dec. 31, 1964 5,000 3,750 1,750 — — 7,500

June 30, 1965 6,000 4,500 oD — — sep
Dec. 31, 1965 6,000 4,500 ’ ~— ~~ ’
Junc 30, 1966 12,000 9,000 — 1,500 1,500 7,500

21



162 ACCOUNTANCY—PRINCIPLES & PRACTICE

ln the books of A. Ltd. (Lessee)

Dr. Royalty Payable A/c. Cr.

Rs. Rs.

1964 | ToC, Ltd. (landlord) A/c. 2,500 | 1964 | By Trading A/c.— 2,500
June, 30 | June, 30 transferred

1964 1965

Dec. 31] To C, Ltd. A/c. 5,000 | June, 30} By Trading A/c.—

1965 - transferred 18,000

June, 30 | ,, C. Ltd. A/c. 10,000

. Short-working Alc. 3,000

18,000 18,000

1965 1966

Dec. 33) | To C. Ltd. A/c. 10,000 June, 30] By Trading A/c.— 36,500

3» sShort-working A/c. 8,000 transferred

1966

June, 30 | ,, C. Ltd. A/c. 17,000

» Short-working A/c. 1,500

36,500 36,500

Dr. C. Ltd. (Landlord) A/c. Cr.

Rs. Rs.
1964 1964

June, 30 | To Bank A/c. 10,000 [June, 30} By Royalty Payable A/c. 2,500

»» short-working A/c. 7,500

10,000 10,000
Ee EE

1964 1964

Deo. 31] To Bank A/c. 10,000 | Dec. 31] By Royalty Payable A/c. 5,000

» Short-working A/c. 5,000
1965 1965

June, 30] ,, Bank A/c. 10,000 JJune, 30 | ,, Royalty Payable A/c. 10,000

20,000 20,000
: qe

1965 1965
Dec. 31 | To Bank A/c. 10,000 | Dec. 31 | By Royalty Payable A/c. 10,000

1966 1966

June, 30 | ,, Bank A/c. 17,000 June, 30] ,, Royalty Payable A/c. 17,000

27,000 27,000
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Dr. Short-Working A/c. Cr.

Rs Rs.

1964 1964

June, 30] To C. Ltd. A/c. 7,500 June, 30} By Balance c/d 7,500

7.500 7,500

1964 1965

July, 1 | To Balance b/d 7,500 } June, 30) By Royalty Payable A/c. 3,000

Dec. 31} ,, C. Ltd, A/c. 5,000 vs ,, Balance c/d 9,500

12,500 12,500
QE

1965 1965

July, 1] To Balance b/d 9,500 | Dec. 31| By Royalty Payable A/c. 8,000

1966

June, 30} ,, Royalty Payable A/c. 1,500

9,500 9,500

Dr. Royalty Receivable A/c. Cr.

Rs, Rs

1965 1964

June, 30] To Trading A/c.—transferred 8,250 | Dec. 31} By B. Ltd. Afc 3,750
1965

June, 30] ., B. Ltd. A/c 4,500

8,250 | 8,250

1965

Dec. 31] By B, Ltd. A/c. 4,500

1966 1966

June, 30} To Trading A/c —transferred| 13,500 Pune, 30| ,, B. Ltd. A/c. 9,000

3,13,500 | 13,500

—
REET EE me aR
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Royalty Receivable Reserve A/c.

Dr. (i.e. Sub-lessee’s Short-working A/c.) Cr,

Rs. Rs.

1965 1964

June, 30 | To Balance c/d 6,750 | Dec. 31| By B. Ltd. A/c. 3,750

1965

June, ; » B. Ltd. Afe. 3,000

6,750 6,750

1966 1965

June, 30 | To B. Ltd. A/c. 1,500 | July, 1 | By Balance b/d 6,750

»» Profit and Loss A/c. 2,250 | Dec. 31] ,, B. Ltd. A/c. 3,000

(not recoupable amount)

», Balance e/d 6,000

9,750 9,750

ee § 1966 _

July, 1 | By Balance b/d 6.000

Dr. B. Ltd. (Sub-lessee) A/c. Cr.

Rs. Rs.
1964 1964

Dec, 31 | To Royalty Receivable A/c. 3,750 | Dec. 31] By Bank A/c. 7,500

», Royalty Receivable

Reserve A/c. 3,750

1965 1965

June, 30/ To Royalty Receivable A/c. 4,500 f June, 30, By Bank A/c. 7,500
» Royalty Receivable

Reserve A/c. 3,000

15,000 15,000
|

1965 1965

Dec. 31} To Royalty Receivable A/c. 4,500 | Dec. 31) By Bank A/c. 7,500

» Royalty Receivable

Reserve A/c. 3,000

1966 1966

June, 30 | To Royalty Receivable A/c. 9,000 | June, 30) By Royalty Receivable

Reserve A/c. 1,500
»» Bank A/c. 7,500

16,500 16,500
ae Ena



ROYALTY ACCOUNTS 165

EXERCISE

‘1. The Central Coal Co. Ltd., took on lease a coal mine for 80 years at a royalty

of 50 paise per ton raised with a minimum rent of Rs. 40,000 per annum. The short-

workings can be recouped during the first four years of the lease.

The raisings during the first five years were :

First year—30,000 tons ; Second year—45,000 tons ; Third year-—62,000 tons ;

Fourth year—96,000 tons; Fifth year —1,08,000 tons.

Show the Royalty Account, Short-workings Account, and Land Lord Account for

the first five years.

(C. U. BCom. (Comp.) 1955).

(Ans: In IV year Short-working A/c written off to P. & L. A/c. Rs. 43,000).

2. Dayal Ram Daga leased out a mine to Mining and Minerals Ltd. at a royalty

of Rs. 2 per ton of ore extracted merging into a minimum rent of Rs. 2,400 per month.

Short-workings could be recouped within the three months following the month in

which they arose. Record the transactions for six months in the books of Dayal Ram

Daga.

The production during these six months was as follows :—

Ist Month ws 400 tons, 4th Month - 1,400 tons,

2nd Month .. 800 tons, Sth Month .. 2,400 tons,

3rd Month .. 1,200 tons, 6th Month ve 1,000 tons,

(I. C. W. A—Final)

‘ 3. The National Collieries Co. Ltd., took from M/s Kairon Bros. a lease of a coal-
field for a period of 25 years from January, 1959 on a Royalty of 25 paise per ton of

coal raised with a Dead Rent of Rs 2,200 a year and power to recoup Short-workings

during the first five years of the lease. The annual outputs were as follows :—

1954—2,000 Tons, 1955—~—3,600 Tons, 1956—9,000 Tons, 1955 —-15,000, and

1958—25,000 Tons.

Give Journal Entries for each of the five years in the books of the National Collieries

Co. Ltd.

(Institute of Bankers, 1964)

4. XYZ Mining Corporation Ltd. leased out certain mines to Minerals Producers
Syndicate Ltd. at a royalty of Re. 1 per ton of ore extracted merging into a minimum

rent of Rs. 600 per month. Short-workings could be recouped within the three months

following the month in which they arose. Record the transactions for six months in the

books of X Y Z Mining Corporation Ltd.

The production during these six months was as follows :

Ist Month os 200 tons, 4th Month ve 700 tons,

2nd Month - 400 tons, Sth Month vs 1,200 tons,

3rd Month .. 600 tons, 6th Month . 500 tons,

(1. C. W. A.—Final)
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5s A& Co., are granted the lease of a colliery at a dead rent of £ 1,200 per annum,
Merging into a royalty of 6 d. per ton of coal raised. During the first three years, A &

Co. havea right to recover short-workings out of the royalties.

24,000 tons of coal were raised in the first year,

36,000 tons of coal were raised in the second year and

48,000 tons of coal were raised in the third year.

Give Ledger Accounts showing these transactions for the three years.

(Association of Certified and Corporate Accountants, Inter, June, 1944).

(Ans: In the IIT year Short-working A/c. written off to P. &L. A/c.—£ 900).

VW. A Colliery Co. took the lease of a coal-field for a period of 25 years from Ist
January, 1952, on a royalty of 25 p. per ton of coal raised with a “‘dead-rent” of Rs. 2,500

and power to recoup “Short-workings” during the first 5 years of the lease.

The annual raisings were as follows :—

1952— 6,000 tons " 1955—12,000 tons
1953— 9,000 tons 1956—15,000 tons

1954—11,000 tons ‘

Write up the Royalty, Short-workings and Landlord’s A/cs. for the 5 years

in the books of the colliery.

(C. U. B.Com. (Adv.) 1959.)

7. Indian Iron Foundries Ltd., obtained a licence to extract iron ore from mines

belonging to the Mining Development Co. Ltd., on the following terms :—

(a) the lessees were to pay at the rate of Rs. 10 per ton subject to a minimum

payment of Rs. 50,000 per half-year ;

(b) such payments were to be made at the end of each half-year ;

(c) any short-workings in one half-year may be recouped from the next two half

yearly payments after which they would be irrecoverable ;

(d) the lease is to take effect from January !, 1960.

Pass the necessary ledger entries in the lessee’s books of account on the basis of the

following information relating to extractions :—

Half-year ended June 30, 1960... oe .. 3,500 tons

Half-year ended December 31, 1960 we .. 6,000 tons

Half-year ended June 30, 1961... . .. 3,000 tons

Half-year ended December 31,1961 ws .. 8,000 tons

(I. C. W. A.—Final).
/

VB. Chatterjee Co. Ltd., took the lease of a coal field for a period of 40 years from
Ist January, 1943, on a Royalty of 75 p. per ton of coal raised with a Dead Rent of

Rs, 25,000 per annum with power to recoup short-workings for a period of 5 years. The

output for the Ist five years was as follows :—

1st year—30,000 tons ; 2nd year—22,000 tons ; 3rd year—35,000 tons ; 4th yea!

—28,000 tons ; Sth year—30,000 tons.

You are required to give the Dead Rent, Short-Workings and the Landlord’

Accounts in the Ledger for 5 years.

(C. U. B.Com. (Adv.) 1948)

(Ans: In the 5th year, Short-working A/c. written off to P. & L. Ajc.—Rs. 16,250}
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9. The R. Colliery Co. Ltd., leased a property from A at a royalty of 1 s. 6 d. per
ton, with a minimum rent of £ 2,000 per annum. Each year’s excess of minimum rent

over royalties is recoverable out of royalties of the next five years. In the event of a

strike and the minimum rental not being reached, the lease provided that the actual
royalties earned for the year discharged all rental obligations for that year. The results
of the working were as follows :—

1933 os Nil 1937 ve £ 2,800

1934 Ls £ 650 1938 1 £ 3,500

1935 vs £ 1,850 1939 - £1,900 (Strike)

1936 . £ 2,250 1940 we £ 3,000

Write up the Minimum Rent A/c. and the Royalties A/c. showing the amount charged

to Profit and Loss A/c. each year.

(C. A.—Final).

10. Random Limited acquired the lease of Golden Mines on Ist January, 1958,

at a minimum rent of Rs. 1,500 per annum, royalties being payable at the rate of Rs. 12

per ton of production. Short-workings are to be recoverable within two years of the end

of the year in which they are incurred.

From the following schedule of production of the mines you are required to write

up the relevant ledger accounts in the books of Random Limited.

Production mined by :

Year ended 3lst December

1958 - 55 tons 1961 we 60 tons

1959 - 72 tons 1962 es 54 tons

1960 ws 75 tons.

(I. C. W. A.—Final).

11. A mine is taken on lease at a minimum rent of Rs. 10,000 per annum merging
into a royalty of Re. 1 per ton of the ore raised, with a right to recoup short-workings

during the first three years of the lease.

The raising for the five years were : First year, 2,000 tons ; Second year, 5,000 tons ;

Third year 15,000 tons ; Fourth year, 18,000 tons ; and Fifth year, 20,000 tons.

Write up the Ledger Accounts for Royalty, Redeemable Dead Rent and the Landlord

(showing annual payments) based on the above information.

(C. U. B. Com. (Adv.) 19$3),

(Ans: In the 3rd year Redeemable Dead Rent A/c. written off to P. & L. A/c.—
Rs. 8,000).

12. B owned the patent of a safety lock. He granted Q a licence for 7 years to

manufacture and sell the lock on the following terms :—

(2) Q to pay B a royalty of Rs. 5 for each lock sold with a minimum annual pay-

ment of Rs. 50,000. Accounts to be settled annually on December, 31.

(b) If in any year the royalties calculated on the locks sold amounted to less than

J Rs. 50,000, Q to have the right to deduct the deficiency from the royalties

payable in excess of that sum in two following years.
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The number of locks sold was as follows :—

Yeur ended December 31, 1954 ee 8,000

1955 a 9,000

1956 vs 11,000

1957 ve 18,000

You are required to show the (1) Royalty, (2) Shorteworkings and (3) B’s Accounts

in the books of Q which are closed annually on 31st December.

(C. U. B. Com. (Adv.) 1961).

(Ans: In 1956 Short-working A/c. written off to P. & L. A/c.—Rs. 5,000).

Sub-lease :

13. A. B. Co Ltd., hold a lease of minerals from R. & S. for a period of 40 years

from ist January, 1933. Under this lease there is payable a royalty of 6 d. a ton merging

in a minimum rent of £1,000 a year, payable half-yearly on 30th June and 31st December

They granted a Sub-Icase for 20 years from Ist July, 1933 to X. Y. Co. Ltd. of one-half

of the area for a royalty of 9 d. a ton merging in a minimum rent of £ 750 a year, payable
half-yearly on 30th June and 31st December. A. B. Co. Ltd., are entitled under the

lease from R. & S. to recoup short-workings out of subsequent excess workings through-

out the term of the lease, but the sub-lease only allows X. Y. Co. Ltd., to recoup short-

workings out of excess workings in any of the three half-years immediately following

that in which the short-workings accrued. Minerals were worked as follows :—

Periods By A. B.Co Ltd By X Y.Co Ltd

Half-Year ended 30th June, 1933 5,000 tons —

ee » dist Dec. 1933 5,000 , 5,000 tons

» 9 » 30th June, 1934 20,000 ,, 6,000 ,

ys »» dist Dec. 1934 30,000 ,, 6,000 ,,
aos » 30th June, 1935 25,000 _,, 12,000 _,,

menmnnesis

Show the Royalties A/c. and Short-workings A/c. under the lease from R. & S.
and the Sub-lease of X. Y. Co. Ltd. in the books of A. B. Co. Ltd., which are balanced

yearly on 30th June.

(Allahabad University, B. Com. 1945).

14. A. Ltd. a mining company, works minerals under a lease from B. Ltd. for 4

period of ten years from January 1, 1955.

By the terms of the lease, a royalty of 5s. per ton is payable to B. Ltd. subject to a

minimum rent of £ 5.000 a year.

A. Ltd., granted a sub-lease, for the same period, to C. Ltd. The sub-lease provided

for a royalty of 7s. 6d. per ton, subject to a minimum rent of £ 2,400 a year.
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Both the lease and the sub-lease provided that, should the royalties for any calender

year be less than the minimum rent, the deficiency (short-workings) could be recouped

‘out of royalties, in excess of the minimum, of the two immediately following calender

years.

The output for the three years from the commencement of the lease was as follows :

By A Ltd. By C Ltd.

1955 . ws 10,400 tons 5,600 tons

1956 ws .. 14,800 tons 8,000 tons

1957 we 12,800 tons 7,600 tons

All payments, under both the lease and the sub-lease, were made annually on
December 31.

You are required to show the accounts in the Ledger of A Ltd., necessary to record

these transactions for the years 1955, 1956, and 1957, closing the accounts on December

31 in each year. Ignore taxation.

(Chartered Institute of Secretaries, Inter, Dec. 1958).



CHAPTER XXXIll

HIRE PURCHASE SYSTEM

!. Features of the Hire Purchase System: The following are the main features

of Hire Purchase System :—

(i) The value of goods supplied under hire purchase agreement is to be paid by

instalments at agreed intervals.

(ii) The instalments are to be treated as payment for the hire of the goods and

(iii) The property in the goods does not pass to the hirer until the final instalment

is paid.

2. Distinction between a Hire Purchase and an Ordinary Sale :

Under the Contract of Sale Under the Contract of lure purchase
(1) The ownership passes from the seller to the | (1) The_ownership of the goods lies with .the

buyer. vendor,

(2) Instalments are paid us puyments in respect of | (2) Instalments are paid for the hire of the goods

the price. except the final instalment.

(3) The buyer at any time can rescll, pledge or dis- | (3) Until the final instalment is paid, the hirer acts

pose of the goods in any why he desires. as agent and custodian of the goods received,
which he can not sell, pledge, damage or

destroy.

(4) Only the cash price of the goods will be | (4) The total price will be somewhat higher than

charged. the "Cash Price’ as interest will be added to it.

(5) The goods can not be returned by the buyer to | (5) The goods may cither be returned or retained
the seller. by the hirer.

3. Apportionment of Interest and Principal of each Instalment :

Each instalment includes certain amount of interest on the unpaid price for the

period over which the instalinents are distributed. In recording hire purchase transac-

tions special care should be taken to upportion the interest and the intrinsic value of the

asset. The interest will be debited to revenue i.e., Profit and Loss A/c. and the balance

of the instalment will be charged to Capital i.e., the Asset Account.

4. Depreciation on Asset : Depreciation should be calculated on the full cash valuc

of the asset and it should be charged to the Profit and Loss A/c. for each balancing |

period, so that the asset may appear at its true value when the last instalment is paid.
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5. Recording Trnsactions in the Books of the Vendor (i.e., Seller) :

Transactions

EE AS SE a TL A tl = ee ee ee eee

(1) When agreement is made to sell under hire-

purchase system :

A wee ——— ee

(2) For the amount received on delivery :

(1) Each time when interest falls due :

wee See ee

(4) Fach time when an instalment ts recetved :

-_- = en oe epee

(3) To transfer the Interest A/e to Profit and Loss

Account :

—— — _

(6) To transfer the Hire Purchase Sales A/c. to

Trading Account :

Journal Lutries

Buyer's A/c.

To Hire Purchase Sales A/c.

(with the full cash value)

Cash or Bank A/c.

To Buyer’s A/c.

(with actual amount received)
— ee eee —— eee

Dr.

—— —_— = ee oF

Dr.

Dr.

— — a ser

Buyer’s A/c.

To Interest A/c.

—=—— -

Dr.Cush or Bank Ajc.

To Buyer’s A/c.

(with principal plus interest)

— ~~ eee

ee TEE ci ee SR

Dr.Interest A/e

To Profit and Loss A/c.

Hire Purchase Sales A/c

To Trading A/c.

_ oo — ee ae phen

Dr.

Illustration 1

On Ist January, 1964 Messrs. Tallboy

(Buyer’s Account in the books of the Vendor).

& Co. Ltd., took delivery from Plain Vans

[td.. of five vans ona hire-purchase systém, Rs. 400 being paid on delivery and the

balance in five instalments of Rs. 600 cach, payable annually on 31st December. The

vendors charge 5% p.a. interest on yearly balances. The cash value of the five vans

was Rs, 3,000. Show Messrs. Tallboy & Co’s. A/c. in the ledger of the vendor. Cal-

culations may be made to the nearest rupee.

Solution

Analysis of Instalments

(1) (2) | (3) (4) (5) - (6)
Cash Price at Towards Towards Cash price at

Year the Beginning Instalment Interest Principal the end
@5% (col. 2—col. 5)

Rs. Rs. Rs. Rs. Rs.

31st December, 1964 2,600 600 130 470 2,1 30°

31st December, 1965 2,130 600 106 494 . 1,636

31st December, 1966 1,636 600 82 518 1,118

Mst December, 1967 1,118 600 36 544 574
31st December, 1968 574 600 26 574 Nil

(Balancing

figure)

1
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Note: Students are advised to prepare a statement showing analysis of instalments

before solving any problem on hire-purchase system. Preparation of this statement |

is Of course not compulsory.

In the books of the Vendor (i.e. Plain Vans Ltd.)

Dr. Tallboy & Co. Ltd. (Buyer) A/c. Cr.

1964 Rs 1964 Rs

Jan 1 | To Hire Purchase Sales A/e 3,000 | Jan 1 | By Bank A/c 400

Dec. 31) , Interest A/c 130 | Dec 31] , Bank A/c 600

. Balance ¢/d 2 130

3,130 4,130

1965 1965
Jan 1 | To Balance b/d 2130 | Dec 31) By Bank A/c 600

Dec 31/ , Interest A/c 106 Balance c/d 1 636

2,236 2 226

1966 1966

Jan. 1 | To Balance b/d 1,636 | Dew. 31} By Bank A/c 600
Dec. 31} . Interest A/c 82 : . Balance o/d 1,dth

1,718 1,718

1967 : 1967

Jan | | To Balance b/d 1,118 | Dec 31} By Bank Ax. 600

Dec 31} ., Interest A/c 56 : ». Balance «/d $74

1,174 § 1,174

1968 1968

Jan 1 | To Balance b/d 574 | Dec 31| Bv Bank A/c 600

Dec 31] , Interest A/c 6

(Balancing figurc)

600 600
{ 

aS

6. Recording transactions in the books of the Hirer (i.e., Buyer) :

(a) First Method—
*

al

Under this method the asset is taken in the books at the paid up value onlv, Each

instalment shall be split into interest on outstanding dues and principal,

‘
}

au *
i)

a!
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Journal Entries in the books ef the buyer (i.e. hirer) under first method

Transactions Journal Entries

|. (i) For the amount payable in cash on delivery | 1. (i) Asset A/c .. Dr.

of asset : To Vendor's A/c.

(1i) On payment of the amount at the time of (ii) Vendor’s A/c. .. Dr.

delivery : To Cash or Bank A/c

9 (i) Each time when an instalment is duc : 2 (i) Asset A/c .. Dr.

Interest A/c. . Dr.

To Vendor's A/c

(n) On payment of the instalment : (ii) Vendcr’s A/e .. Dr.

To Cash or Bank A/c.

3, To provide for depreciation on the asset : Depreciation A/c .. Dr.

To Asset A/c.

4. To Transfer the Interest A/c. and the Depre- Profit and Loss A/c. .. Dr.

ciation A/c. to Profit and Loss A/c. . To Interest A/c.

To Depreciation A/c.

5. When an Asset Reserve is created : Profit & Loss Ajc. .. Dr,

To Asset Reserve A/c.

Note: The asset acquired under hire purchase 1greement should appear at si/

value in the Balance Sheet so long as all the instalments are not paid, although con-

ventionally it is shown at cost less depreciation written off up to date.

When the asset is required to be shown in the Balance Sheet at nil value, every yer

an Asset Reserve equal to the balance in the Asset A/c. is to be created. In

order to reduce the asset to nil value, the Asset Reserve is deducted from Asset

A/c., till the payment of the last instalment.

Illustration 2. (Lst Method i.e., Asset taken in the book at paid up value).

On Ist January, 1962 the Hind Colliery Company bought wagons from Wagon Co.,

on the Hire Purchase System. The Cash Price of the Wagons was Rs. 7,450 and the

payment was to be made as follows :—

Rs. 2,000 was to be paid on singning the agreement and the balance in 3 instalments

of Rs. 2,000 each at the end of each year. 5% interest is charged by the Wagon Company

per annum. The Colliery Co., has decided to write off 10% annually on the

diminishing balance of the Cash Value by way of depreciation. Give the Journal

Entries and open the necessary accounts in the books of Wagon Co., and Hind Colliery

Co.
(Institute of Bankers, 1965—Adapted).
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Solution

(1) Analysis of Instalments

(1) (2) (3) (4) (S) (6)
Cash Price at Towards Intcrest Towards Cash price at

Year the beginning Tnstalment (@ 5% Principal the end

(Col. 2—Col 5)

Rs. Rs. Rs. Rs. Rs.

{ 5,450°00 2,000:00 272'50 1,727°50 3,722'50

2 3,722'50 2.000 00 186°13 1 .813°87 1 ,908°63

3 1,908°63 2,000°00 91°37 1 ,908°63 Nil

(Balancing figure) . .

jp
_ rap recon

(2) Annual Depreciation

(1) (2) (3) (4)
Year Value at the Beginning Depreciation for the year Value at the end

@ 10°;
Rs. Rs, R3.

] 7,450°00 745°00 6,705°00

2 6,705°00 670°50 6,034°50

3 6,034°50 603°45 5,431°05

Note: Students are advised to prepare these statements before solving any

problem on hire-purchase system. Preparation of these statements, of course, is not

compulsory,
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(a) In the books of Wagon Co. (i.e., Vendor or Seller)

Journal Entries D:. Cr.

1962 Rs. Rs.

Jan. 1. | Hind Colliery Co, Aje. Dr 7,450°00
To Hire Purchase Sales A/c. 7,450 00

(Being the sclling price of wagons on hire-purchase basis)

. Bank A/c. Dr. 2,000°00

To Hind Colliery Co. A/c. 2,000 00

(Being the amount received on signing the agrecment)

De 3 =) Hind Colliery Co. A/c Dr. 272 50

To Interest A/c. 272 50

(Being one year’s interest @5% on the unpaid balance ic ,

Rs 5,450)

Der 31 | Bank A/c. Dr. 2,000'00

Tc Hind Colliery Co. A/c. 2,000°00

(Being the amount for the first instalment received )

1963

Dec 31 | Hind Colliery Co. A/c. Dr. 186 13

To Interest A/c. 186'13

(Being onc year’s wterest @ 5°% on the unpaid balance

Rs. 3,722°50)

" Bank A/c. Dr 2,000 00

To Hind Colliciy Co. A/c. 2,000 00

(Beg the amount for second instalment teccived)

1904

Duc. 31 | Hind Collicry Co. A/c. Dr. 91 37

To Interest A/c. 91 37
(Being one year’s interest @ 524 on the unpaid balance Rs.

1,908°63—balancing figure)

” Bank A/c. Dr. 2,000 00
To Hind Colliery Co. A/c. 2,000 00

(Being the amount for third instalment received)

Dr. Hind Colliery Company’s A/c. Cr.

1962 Rs. 1962 Ros.

Jan. 1 | To Hire Purchase Sales A/c. | 7,:450°00 J Jan. 1 | By Bank A/c. 2,000 00

Dec. 31} ,, Interest A/c. 272°50 | Dec. 31} ,, Bank A/c. 2,000 00

9 » Balance c/d 3,722'50

7,722 50 7,722'50
eS ee EE
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Dr. Hind Colliery Company’s A/c. (Contd.) Cr.

1963 1963

Jan. 1 | To Balance b/d 3,722°50 | Dec. 31 | By Bank A/c. 2,000-00

Dec. 31] ,, Interest A/c. 186°13 ” ., Balance c/d 1 908-63

3,908'63 3,908°63

1964 1964

Jan. | | To Balance b/d 1,908°63 I Dec. 31 | By Bank A/c. 2,000 00

.» Interest A/c. 91°37

(Balancing figure)

2,000 00 2,000 00

Dr. Interest A/c. Cr.

1962 Rs. 1962 Rs

[Dec. 31 | To Profit & Loss A/c. 272°50 f Dec. 31 |By Hind Colliery Cu. A/c. 272°50

L
t 1963 1963

Dee. 31 | To Profit & Luss A/c. 186°13 | Dec, 31 | By Hind Colliery Co. A/c. 18613

19604 1964

Dev. 31] To Prot & Loss A/e | 91°37 E Dec. 31 | By Hind Colliery Co Afe | 9137

(b) In the books of the Hind Colliery Co. (i.c., Buyer or Hirer) :

Journal Entries Dr. Cr.

1962 Rs. Rs

Jan. | | Wagon A/c. Dr. 2,000°00

To Wagon Co. A/c. 2,000 00

(Being the amount payable to the vendor on signing the con-

tract fo1 hire-purchase of Wagons)

Jan. 1 | Wagon Co. A/c. Dr. 2,000 00
To Bank A/c. 2,000 00

(Being the amount paid tu the vendo: at the time of delivery

of wagons)

Dec. 3t 1 Wagon A/c. Dr. 1,727°50

Interest A/c. Dr. 272°50

To Wagon Co. A/c. 2,000 00
(Being the first instalment duc)

- Wagon Co. A/jc. Dr. 2,000'00

To Bank A/c. 2,000°00
(Being the payment of the first instalment)

% Depreciation A/c. Dr. 74500 ;
To Wagon Ajc. 74500 +;

(Being 10% depreciation on}Rs. 7,450)
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(b) In the books of the Hind Colliery Co. (i.e., Buyer or Hiker) : (Contd,)

Journal Entries Dr. Cr.

1963 | Wagon A/c. Dr 1,813°87

Dec. 31 | Interest A/c. Dr. 186 13
To Wagon Co. A/c. . 2,000 00

(Being the second instalment due)

Dec. 31 | Wagon Co. A/c. Dr. 2,000°09
To Bank A/c. 2,000-00

(Being the payment of the second instalment)

Depreciation A/c Dr. 670°50

To Wagon A/c. 670°50
(Being depreciation @ 10% on Rs. 6,705°00)

1964 | Wagon A/c. Dr. 1,908'63

Dec. 31 | Interest A/c. Dr. 91°37

To Wagon Co A/c 2,000 00

(Bzing the third instalment due)

- Wagon Co. A/c. Dr. 2,000 00

To Bank A/c. 2,000 00

(Being the payment of the third instalment)

ss Depreciation A/c. Dr. 603°45
To Wagon A/c. 603°45

(Being depreciation @ 10% on R-. 6,034 50)

Dr. (1) Wagon A/c. Cr,

1962 Rs 1962 Rs.

Jan. 1 | To Wagon Co. A/c 2,000 00 Dec 31} By Depreciation Alc. 745 00

Dec. 31 | ,, Wagon Co. A/c. 1,727 50 " ,», Balance c/d 2,982 50

3,727 50 3,727 50

1963 1963

Jan. 1 | To Balance b/d 2,982 50 | Dec 31) By Depreciation Alc. 670 50

Dec. 31} , Wagon Co. A/c 1,81387] . », Balance c/d 4,125 87

4,796 37 4,796°37
ee Dt)

1964 1964

Jan. 1 | To Balance b/d 4.125 87 | Dec 31 | By Depreciation A/c. 603 45

Dec. 3) | ,, Wagon Co. A/c. 1,908°63 » », Balance c/d 5,431-05

6,034 50 6,034 50
| ee

1965

Jan. 1 | To Balance b/d } 5,431 05

23
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Dr. (2) (Vendor) Wagon Co. A/c.

1962 Rs. 1962 Rs

Jan. 1 | To Bank A/c. 2,000°00 | Jan. 1 | By Wagon A/c. 2,000 00
Dec. 31 | ,, Bank A/c. 2,000°00 | Dec. 31 | ,, Wagon A/c. 1,727 sy

|, Interest A/c. 27250

4,000°00 4,000 00
ee

1963 1963

Dec. 31 | To Bank A/c. - 2,000 00 | Dec. 31 | By Wagon A/c. 1,813 97

‘ »» Intcrest A/c. 186°13

2,000°00 2,000:00
Que )

1964 1964

Dec. 31 | To Bank A/c. 2,000 00 | Dec. 3) | By Wagon A/c. 1,908 63

” »» Interest A/c. 91 37

2,000°00 2,000 00

Dr. (3) Interest A/c. Cr.

1962 Rs. 1962 | Rs
Dec. 31 | To Wagon Co. A/c. 272'50 | Dec. 31] By Profit & Loss A/c. 272 50

1963 1963

Dec. 31 | To Wagon Co. A/c. 186°13 | Dec. 31] By Profit & Loss A/c. 186°13
Le] a

1964 1964

Dec. 31 | To Wagon Co. A/c. 91°37 { Dec. 31 | By Proat & Loss A/c. 91°37
Gua, Quan

Dr. (4) Depreciation A/c.

1962 Rs. 1962 Rs.

Dec. 31 | To Wagon A/c. 745'00 | Dec. 31 | By Profit & Loss A/c. 74500
Ce (ed

1963 1963

Dec. 31 | To Wagon A/c. 670'50 | Dec. 31} By Profit & Loss A/c. 670°50
Ne | joanne

1964 1964
Dec. 31 | To Wagon A/c. 60345 | Dec. 31 | By Profit & Loss A/c. 603'45

es

|



HIRE PURCHASE SYSTEM

7. Recording transactions in the books

Second Method—

179

of the buyer :—

Under this method the asset is taken in the books at cash price. Necessary
provision is to be made for the interest on outstanding balances,

Journal Entries in the books of hirer (i.e., buyer) under second method.

1, For the full cash price payable :

2 For the cash down payment on delivery :

For interest on the outstanding balance in the

Vendor's A/c.

On payment of the annual instalment :

SS Ae ee ee Sete en ee ge ge Pee ee ee

5. Tu provide for depreciation on the asset :

To transfer Interest A/e and Depreciation A/c.

to Profit and Loss A/c. :

f

Asset A/e Dr.

To Vendor's A/c.

Vendor’s A/c. Dr.

To Cash or Bank A/c

Interest A/c. Dr,

To Vendot’s A/e.

Vendor's A/c Dr.

To Cash or Bank A/c.

Depreciation A/c. Dr.

To Asset A/c

‘Profit and Loss A/c. Dr.

To Interest A/c.

To Depreciation A/c

Hlustration 3 (2nd Method i.e., Asset taken in the books at cash price).

On Ist January, 1959, Quick Transport Co., purchased a fleet of 4 trucks from Hind

Autos Ltd., on hire-purchase terms. The cash price of cach truck was Rs. 29,800 ;

Rs. 8,000 per truck was to be paid on the date of purchase and the balance in 3 instal-

ments of Rs. 8,000 each on 3lst December every year subject to interest @ 5% per

annum. Depreciation was to be provided @ 10% on the reducing balances.

Show the Trucks A/c., and the Hind Autos Ltd., A/c. in the Ledger of Quick Trans-

port Co. Show figures to the nearest rupee.

(C. U. B. Com. (Adv.) 1964),

Solution

(1) Analysis of Instalments

(1) (2) (3) (4) (5) (6)
Cash Ptice at Towards Interest Towards Cash Price at

Year the beginning Tnstalment @ 5° Principal the end

To Rs fe Rs. Rs. Rs. Rs.

Ist 87,200 32,000 4 360 27,640 59,560

2nd 59,560 32,000 2,978 29,022 30,538

3rd 30,538 32,000 1,462 30,538 Nil

(Balancing figure)
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Solution

(i) In the books of A Co. Ltd. (hire-purchaser)

(a) If the Asset A/c. is originally debited with full cash price, the treatment will be

as follow :

Dr. Machinery A/c. Cr.

Ist yr. ° Rs. Ist yr. Rs

Jan. 1 | To Calcutta Machinery Ltd. Dec. 31 | By Depreciation A/c. 4,000

Alc. 40,000], ,, Balance c/d 36,000

40,000 40,000

2nd yr. 2nd yr,

Jan. 1 | To Balance b/d 36,000 | Dec. 31 | By Depreciation A/c. 3,600

, » Calcutta Machinery A/c. 21,000

(amount due but unpaid)

by »» Profit & Loss A/c. 11,400

(Balancing figure)

36,000 36,000

Dr. Calcutta Machinery Ltd. (Hire Vendor) A/c. Cr.

Ist yr. Rs. Ist yr. Rs

Jan. 1 | To Bank A/c. 10,000 } Jan. 1 | By Machinery A/c. 40,000

Dec. 31] ,, Bank A/c. 11,500 | Dec. 31] ,, Interest A/c. 1,500

e »» Balance c/d 20,000 (@ 5% on Rs. 30,000)

41,500 41,500
es

and yr. 2nd yr.

Dec. 31 | To Machinery A/c.— 21,000 | Jan. 1 |By Balance b/d 20,000

transfer due to inability to Dec. 31} ,, Interest A/c. 1,000

pay (@ 5°. on Rs. 20,000)

21,000 21,000
ne oe
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(b) If the Asset A/c. is originally debited with paid up value only, the treatment will
he as follows :

Dr. Machinery A/c. Cr.

Ist yr. Rs, Ist yr. Rs.

Jan. J | To Calcutta Machinery A/c. 10,000} Dec. 31] By Depreciation A/e. 4,000

Dec. 31 | ,, Calcutta Machinery A/c 10,000] (@ 10% on Rs. 40,000)

a », Balance c/d 16,000

20,000 20,000

2nd yr. 2nd yr.

Jan 1 | To Balance g/d 16,000 | Dec 31} By Depreciation A/c. 3,600

(@ 10°¢ on Rs. 36,000)

. .» Profit & Loss A/c. 12,400

(Amount written off due

to loss of machinery)

16,000 16,000

(ii) In the books of Calcutta Machinery Ltd. (hire-vendor)

Dr. A Co. Utd. A/c. Cr.

ist yr. Rs Ist yr. Rs.
Jan. 1 | To Hire Purchase Sales A/c. 40,000 | Jan 1 | By Bunk AA 10,000

(Machinery) Dee 31] ,, Bank A/c 11,500
Dec. 31 | ,, Interest A/c. i500; | ,» Balance e/d 20,000

(@5% on Rs. 30,000)

“41,500 41,500

2nd yr. 2nd yr.
Jan. 1 | To Balance c/d 20,000 | Dec 31 | By Returned Goods Stock
Nec. 31] ,, Interest A/c. 1,000 Alc. 25,600

@5% on Rs. 20,000) (@ 20% depreciation
vs »» Profit & Loss A/c. 4,600 for 2 years.)

25,600 25,600

Note: The Returned Goods Stock is valued thus :

Rs,

Cash value of the Machinery 40,000

Less—depreciation @ 20% on diminishing balance :

For Ist yr. Rs. 8,000

For 2nd yr. Rs. 6,400
14,400

.. Value of the Returned Goods Stock : 25,600
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Dr. Returned Goods Stock A/c. Cr.

2nd yr. Rs. | 2nd yr Rs,
Dec. 31 | To A. Co. Ltd. A/c. 25,600 | Dec. 31 | By Balance c¢/d 25,600

| [SEE

3rd yr. | To Balance b/d 25,600} 3rd yr.} By Bank A/c. (Sale) 24,000

», Profit & Loss A/c.—

Balance transferred 1 600

25,600 25,600
EE 

en

Note: The Returned Goods Stock A/c. if maintained, is shown as an asset in
the Balance Sheet.

9, When Maintenance Service provided free of cost :

When goods are supplied on the condition that free maintenance service will be
provided during a stated period, the following entries are necessary in the books of thc
vendor :

(1) For the amount charged for free service : (1) Buyer’s A/c. ». Dre.

or

Cash A/c. . Di

To Maintenance Suspense A/c.

(2) For the maintenance expenses incurred from | (2) Maintenance Suspense A/c. . Dt
time to time : To Cash A/c.

(3) To transfer the excess of actual charge over | (3) Profit & Loss A/c. .. Di

estimated amount to P. & L. A/c. : To Maintenance Suspense A/c.

(4) At the end of the stipulated poriod, if the esti- | (4) Maintenance Suspense A/c. .. Di.

mated amount exceeds the actual expense (i.e.

for saving) : To Profit & Loss A/c.

Illustration 5 (Maintenance Suspense A/c.)

H. M. V. Co. Ltd., sells gramophone sets on cash and hire-purchase basis. The

sets are to be maintained free of charge for two years. Past experience indicates that

Rs. 40 is the cost of maintenance of whieh Rs. 15 is for the first year. During 1966,

60 sets were sold for cash and 150 sets were sold on the hire pirchase system. The
actual cost of maintenance in the first year was Rs. 1,750, in the second year Rs. 3,900
and in the third year Rs. 2,450. The books of the Company were closed on 31st Decem-
ber every year. Assuming that all sets were sold on an average date of 30th June,- 1966,

give the Maintenance Suspense A/c. in the book of the Company.
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Solution

The provision for maintenance for two years will be calculated as follows :

Rs. Rs.
(1) From Ist July, 1966 to 31st Dec. 1966 210xRs. 7:50 = 1,575
(2) {From Ist Jan. 1967 to 30th June, 1967 210xXRs. 7:50 =1,575

From 1st July, 1967 to 31st Dec. 1967 210X Rs. 12°50 =2,625 =: 4,200

(3) From Ist Jan. 1968 to 30th J une, 1968 210 «Rs. 12°50 : 2,625

8,400

Dr. Maintenance Suspense A/c. Cr.

1966 Rs 1966 Rs.

Dec 3! | To Cash A/c.—actual charge 1,750 | June, 3¢] By Cash—@Rs 400n60 sets 2,409

»» Balance c/d 6,825 " ., Buyer’s A/c.—@Rs. 40 on

150 sets 6,000

Dec. 31] ,, Profit & Loss A/c —

excess of actual over

estimate 175

8,575 8.575
sa cs

1967 1967

Dec. 31 | To Cash A/c.—actual charge 3,900 | Jan. 1! By Balance b/d 6,825

” »» Balance c/d 2,925

6,825 6,825

1968 1968

Dec. 31 | To Cash A/c.—actual charge 2,450 | Jan. 1 | By Balance b/d 2,925

”» »» Profit & Loss A/c.—excess

of estimate over actual i.e.

saving 475

2,925 | 2,925
I

10. Hire Parchase Trading Account :

Sometimes Hire Purchase Trading A/c. is prepared to ascertain profit or loss on hire

purchase sales separately, when numerous hire purchase sales are made in addition to

normal sales. The method employed for this purpose is given below :

(1) For sale of goods on hire purchase :

(eee
snes

(2) On receipt of instalments :

ae
=

(1) Hire Purchase Trading A/c. .. Dr.

To Goods Sold on Hire Purchase A/c.

(with hire purchase price)

(2) Cash or Bank A/c. .» Dr.

To Hire Purchase Trading A/c.
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Preparation of Hire Purchase Trading Account (Conid.)

(3) For instalments due but not yet received at the (3) Instalments Due A/c. Dr,

end of the year : To Hire Purchase Trading A/c.

(4) For goods scized due to non-payment of instal- (4) Returned Goods Stock A/c. Dr.

ments : To Hire Purchase Trading A/c.

(5) For goods lying with the buyers in respect of (5) Hire Purchase Stock A/c. Dr.

which instalments are not yet due : To Hire Purchase Trading A/c.

(6) For adjustment of the load on hire purchase (6) Goods Sold on Hire Purchase A/c. Dr.

sales : To Hire Purchase Trading A/c.

(with difference between hire purchase price

and cost price)

(7) For adjustment of the load on hire purchase (7) Hire Purchase Trading A/c. . Dr.

Stock : To Hire Purchase Stock Reserve Alc.
(with the difference between hire purchase price

and cost price of the stock)

(8) To transfer the balance of the Hire Purchase

Trading A/c. :

(a) For profit : (a) Hire Purcahse Trading A/c. .. Dr.

To General Profit & Loss A/c.

(b) For loss : (b) General Profit & Loss A/c. .. Dr.

To Hire Purchase Trading A/c.

(9) To transfer the Goods Sold on Hire Purchase (9) Goods Sold on Hire Purchase A/c. Dr.

A/c. to Purchases A/c. : To Purchases A/c.

10. Instalment Due A/c., Hire Purchase Stock A/c., and Hire Purchase Stock Reserve Ajc., will be

shown in the Balance Shect and in the beginning of the next ycar will be transferred to the Hire Purchase

Trading A/c.

Illustration 6. (Hire-Purchase Trading Alc.)

The following figures relate to the business of a trader who disposes of his goods

under a hire-purchase agreement and who finds from actual experience that his gross

profits are 334% on hire-purchase price.

On Ist January, 1968 his stock out on hire at prices charged to customers was Rs.

15,000 ; stock in shop on Ist January, 1968, is Rs. 2,000 ; Purchases in 1968 (paid for

by cash) Rs. 27,000 ; Instalments overdue, Ist January, 1968, Rs. 1,100 (goods not

forfeited) ; Instalments overdue 31st Dec. 1968, Rs. 2,100 (goods not forfeited) ; Stock
out on hire 31st Dec. 1968 at prices charged to customers, Rs. 18,000 ; Stock in shop,

31st Dec. 1968, Rs. 3,000 ; Cash received from instalments during 1968 Rs. 35,000.

' Prepare Trading A/c. for the year and a Balance Sheet as at 31st Dec. 1968.
(C. A.—Adapted).

, gh

yp, 1 \
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Solution

Dr. Hire Parchase Trading A/c. Cr.

1968 Rs. 1968 Rs.

Jan. 1 | To Stock at Shop A/c. 2,000 By Cash A/c. 35,000
” Hire Purchase Stock A/c. ( ) 15,000 | Dec. 31] ,, Instalments Duc A/c 2,100

(Opening) vs »» stock at Shop A/c. 3,000

- »» Purchases A/c. 27,000 v ,, Hire Purchase Stock A/c 18,000

» »» instalment Due A/c. 1,100 . ., (Closing) (2)

Dec. 31] ,, Stock Reserve A/c. (2) 6,000 ,, Stock Reserve A/c (1) 5,099
(Adjustment of load on . (Adiustment of load on

closing stock) opening stock)

» »» General Profit & Loss

A/c.—profit transferred 12,000

63,100 63,100
Serqueawe « wae

|

Balance Sheet as at 31st Dec. 1968

Rs 1 Rs,

Liabilities Assets

Capital (Balancing figurc) 13,100 } Cash 8,000

(Received Rs. 35,000 fess Purchase

Profit & Loss A/c. 12,000 Rs. 27,000)

Instalments Duc 2,100
Stock at Shop 3,000

Hire Purchase Stock Rs. 18,000

Less—Stock Reserve Rs. 6,000 | 12,000

25,100 25,100
nee Gee

Calcalation of Cash Value :

In some cases the cash value of the subject matter of hire-purchase contract is to be

calculated from the given instalment and rate of interest. The method of calculation

. . . 100 .
isto start from the last instalment and multiply it by 00 trate and add it to the

100 ; ;

previous instalment and again multiply it by {00-Lrate and add to its previous

instalment and so on,
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Iilustration 8. (Calculation of Cash Value).

A machine is sold on hire purchase system. The payments to be made are Rs. 1,000

on siging the agreement and three annual instalments of Rs. 1,000 each. Assuming

5% interest p.a., calculate the cash price. Also calculate the cash price if first

instalment is to be paid after a year of the signing of the contract.

Solution

(a) In case ist. instalment is payable with signing the contract :—

100 100 100| {(ss000x ares) +1,000 acne 1,000 |x Sarg +1000

100-[{(. 000% 75) + 1,000} x “5 ae + 1,000

-{{(: oy 000} 5° 1 000 fx =-+1,000

for ,000 +1,000} X= st 1000 |x +1,000

41,000 « 20=| Spa +100 | x37 —-+- 1,000

[aS »20,000

21x

“eon020
~ 441x21—

2,52,20,000

~ 9,261

_3,44,81,000

9,261

=Rs, 3,724

+1 000 Ju 1,000

-+1,000

-+1,000

(b) In case ist. instalment is payable after a year of signing the contract :

100

| {( 1.000% 590 +1000) x x Fg +1000} x x 11,000 | 0s
=3 TAX =Rs, 3,547 3,547
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EXERCISE

1. A man bought a machine by hire-purchase. He paid £600 down, £649 at the

end of the first year, £ 890 at the end of the second year, and £ 880 at the end of ths third

year. The interest on the cash price is 10 per cent per annum. Write up th: hiro-

purchaser’s account in the books of the vendor.

(Allahabad University, B. Com.).

(Ans: Interest in instalments: ist—£ 197—17s—Od; 2nd—£ 153—12s—9d ;

and 3rd-—£ 80—0—0.).

2. On Ist January, 1958, Messrs. Tallboy & Co. Ltd., took the delivery from Plain

Vans Ltd., of 5 vans on a hire-purchase system, £200 being paid on delivery and the

balance in 5 instalments of £300 each, payable annually on 31st December. The

vendors charge 5°%per annum interest on early balances. The cash value of 5

vans was £ 1,500.

How should the details of this transaction be entered in the books of the Vendor Co. ?

Show the ledger accounts in the vendor’s books for the 5 years to 31st Dacember, 1952.

(Calculations may be made to the nearest £).

(C. A.—Inter).

(Ans: Interest in Instalments: Ist yr. £65 ; 2nd yr. £53 ; 3rd yr. £41 ; 4th yr.

£28 ; 5th yr. £ 13.).

3. Avsells an asset to B on January 1, 1960, on the Hire Purchase System at a cash

down price of Rs. 50,000 on the arrangement that the amount will be paid in four equal

instalments at 6% per annum. The first instalment is paid on the delivery of the asset

and subsequent instalments are paid on each anniversary of the date of delivery, The

asset is to be depreciated at 10% per annum on the reducing instalment system.

Draw up the vendor’s A/c. Hire Charges A/c. and Asset A/c. in the books of the buyer.

(The present value of Re. 1 paid at the beginning of cach year for four years is Rs.

3-6730).

(C. U. B. Com. (Adv.) 1961).

(Ans: Amount of each instalment Rs. 13,612°85 ; Interest in instalment: Ist

—-Rs. 2,183°23, 2nd—Rs. 1,497:-45, 3rd—Rs. 770-72.)

Note: Instalment is calculated thus :

When present value is Rs. 3°6730, the instalment is Re. 1.

e s i., When present value is Re. 1 the instalment is Re. 36730

-. Rs. 50.000 the instal _ 50,000

... When present value is Rs. 50,000 the instalment is 36730

=Rs, 13,612°85

‘

4. On Ist January, 1950 Messrs. XYZ & Co. took delivery from Autocar Ltd. of

5 motor vans on a hire-purchase system, Rs. 2,000 being paid on delivery and the balance
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in five instalments of Rs. 3,000 each, payable annually on 31st December. The vendor

company charges 5% interest per annum on early balances. The cash down value of

the five vans was Rs. 15,000.

Show the Vendor’s Account, Interest Account and the Motor Vans Account in the

books of XYZ & Co. in the five years. Provide depreciation at the rate of 20% on the

diminishing balances. Adjust any difference in the fifth year’s account.

(C. U. B. Com. (Adv.) 1958).

(Ans: Interest in instalments : Ist—Rs. 650, 2nd—Rs. 532°50, 3rd—Rs. 409-13;

; 4th—Rs. 279°58 ; 5th—Rs. 128-79).

(5) Shri Ghosh acquired a moto: car from Motor Hirers Ltd. on January 1, 1962.

The cash price of the car was Rs. 18,870. He agrecd to pay Rs. 4,000 on the del ivery

of the car to him and the balance in four half-yearly instalments of Rs. 4,000 each,

commencing with 30th June, 1962. The Motor Hirers charge interest at 6% per annum

with half-yearly rest.

Shri Ghosh prepares his accounts annually on 30th September and writes off deprecia-

tion on Motor Car at 20%.

You are required to show (i) the Motor Hirers Ltd. A/c. and (ii) Motor Car A/c

for the year ended 30th September, 1962, 1963, 1964.

(Burdwan University, B. Com. (Adv.) 1966).

(Ans: Interest in the instalments: JIst—Rs. 446°10, 2nd—Rs. 339-48, 3rd—Rs.

229'66, 4th—Rs. 114-76).

6. (a) How will you distinguish an agreement for sale where the sale price t

payable in instalments from an agreement of Hire purchase ?

(b) Textiles Limited purchased Motor Lorries on Hire Purchase System, over a period

of four years. Rs. 12.000 was payable on delivery, Ist January, 1953, and the balance

by annual instalments of Rs. 12,000 each on 31st December in each year. Motor Limited

who sold the Lorries charged 5% per annum interest on the yearly balances

The cash value of the Lorries on delivery was Rs. 54,550. Depreciation at the rate of

25%, on diminishing balances was written off in each year.

Write up the accounts concerned in the books of Textiles Limited and show how the}

would appear in the Balance Sheet of this company on 31st December, 1956.

Interest to be calculated to the nearest rupec.

Journal Entries are required.

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

(Ans: Interest in instalment: 1st year—Rs. 2,127, 2nd yr.—Rs. 1,634, 3rd yr
. —Rs. 1,116, 4th yr.—Rs. 571).

7. A Company purchased two motor cars on hire-purchase system over a period

of four years. The delivery of cars was taken on Ist January, 1956. The terms of thé

hire purchase were :—

Rs. 12,000 on delivery and the balance by annual instalments of Rs. 12,000 ¢ach.

Jastalments to be paid on 31st December, each year,
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The Vendors charged 5%, interest per annum on yearly balances.

The cash price of cars on delivery was Rs. 54,000. Depreciation at 10% on the

diminishing balance was written off cach ycar.

Write up relevant Icdger accounts in the purchaser’s books.

(Institute of Bankeis, 1960).

(Ans: Interest as calculated on the yearly balance of the Vendor’s A/c. : Ist yr.

on Rs. 48,000 @ S%—Rs. 2,400; 2nd yr. on Rs. 36,000 @ 5%—Rs. 1,800;

3rd yr. on Rs. 24,000 @ 5% —Rs. 1,200; 4th yr. on Rs. 12,000 @ 5%—

Rs. 600).

8. On Ist January, 1953, Garage Ltd , acquired « new Petrol Pump on Hire Pur-

chase from Oil Co. Lid., which agreed to supply the hire purchaser with Petrol at Rs.

275 a gallon, 25 paise of which was the dealer’s commission and was to be appropriated

towards part payment of the pump and interest at 5 per cent per annum on outstanding

balances of the purchase price of the pump at the end of each quarter. The cash price

of the pump was Rs. 1,500.

Petrol purchased from the Oil Co. Lid., in the 4 quarters ended 31st December, 1953

was 2,000, 2,400, 4,000 and 1,600 gallons

Depreciation at the rate of 10 per cent per annum is to be written off the pump.

Show the Ledger Account for the four quarters ended 31st December, 1953 in the

books of Garage Ltd.

(C. U. B. Com. (Adv.) 1954).

(Ans: Interest in instalment : March, 31—Rs. 18°75, June, 30—Rs. 12°75, Sep-

tember, 30—Rs. 5:37.

Commission Receivable : March 31-—Rs. 500, June 30—Rs. 600,

September 30—Rs. 1,000, December 31—Rs. 400).

9. On July Ist, Wagon Suppliers Lid. supplied on lure purchase to Carters Ltd.

a wagon, the cash price of which was Rs. 2,233, the terms being a deposit of Rs 500

payable on the signing of the contract and four annual payments of Rs. 590 each, the

first to be payable on the following June 30th. The rate of interest is 6 per cent per

annum.

Each company makes up its annual accounts to December, 31st

Write up the relevant accounts in the books of the Wagon Suppliers Ltd., and Carters
Lid., for the accounting year in which the contract was made and the following year,

and show how these transactions would appear in the final accounts of the respective

companies at the end of the latter year (rate of depreciation 10 per cent of original cost).

Calculations are to be made to the nearest rupee.

(I. C. W. A.—Final).

(Ans: (1) Interest outstanding at the end of the first financial year i.e., on Rs. 1,733

@ 6% for 6 months=Rs. 52. .

(2) Interest outstanding at the end of the next financial year Le.,

on Rs. 1,337 @6% for } year=Rs. 40).

10. On ist January, 1944 A. K. Ojha Company obtained Wagons on hire purchase

system. The price of the wagons was Rs. 25,000. The payment was to be made as

Rs, 5,000 down and the balance by instalments of Rs. 4,000 per year with interest at 4%.
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You are required to give necessary Ledger Accounts in the books of A. K. Ojha
Company (assuming depreciation is to be written off at 5°, annually).

(C. U. B. Com. (Adyv.) 1945).

(Ans: Interest in instalments: Ist—Rs. 800, 2nd—Rs. 640, 3rd—Rs. 480,
4th—Rs. 320, Sth—Rs. 160).

11. A plant was purchased on hire purchase system on January 1, 1958. The

cash-down price was Rs. 45,500 ; Rs. 10,040 was paid at the time of delivery and the

balance was to be paid in four equal instalments, each instalment becoming payable at

the end of the corresponding year. Interest is to be charged at 6 per cent per annum.

The buyer defaulted after paying the second instalment and the vendor seized the

plant. Reckonmng that the vendor decides to write off the plant in 20 years from the

beginning of its life with a residual value of Rs. 1,500, what should be the figure at which
the seized plant should appear in the books of the vendor, indicating the amount of the

claim against the buyer. Given the present value at 5 per cent per annum of Re. 1 paid

at the end of each year for four consecutive years is Rs. 3°5460.

(C. U. B. Com. (Adv.) ’63).

(Ans: Interest in the instalments: Ist—Rs. 1,773, 2nd—Rs. 1,362,
3rd—Rs. 930, Returned Goods Stock A/c. Rs. 19,525 ;

each instalment—Rs. 10,000)

Note: (1) The amount of each instalment is calculated thus :

Rs.

Cash 45,500

Less—Amount paid on delivery 10,040

35,460

.. Amount to be paid by the buyer

When present value is Rs. 3-5460, Instalment is Re. 1

*, When present value is Re. 1 Instalment is l

_ 1x35,460

‘+, When present value is Rs. 35,460 Instalment is 5460

.. Each instalment =Rs. 10,000

(2) The Returned Goods Stock A/c. will be shown onthe Assets Side of the

Balance Sheet.

12. A sewing machine manufacturer sells machines on hire purchase system. On

Ist March a machine is sold for Rs. 400 payable in 10 equal monthly instalments of Rs

40 each. The cost of the machine to the manufacturer is Rs. 360. The instalments are

paid in due time. The manufacturer closes his annual accounts on 31st July.

How would the manufacturer record these transactions so that correct profit is taken
credit of in his annual accounts ?

(C. U. B. Com. (Adv.) 1950)

(Ans: Stock at end—Rs. 180; Profit Rs. 20).



CHAPTER XXXIV

SALE BY INSTALMENT SYSTEM

1. What is Sale by Instalment: When the buyer is allowed to pay the price
of goods purchased in several instalments instead of paying the price in one sum, it is
called sale by instalment. In case of sale by instalment, the property in the goods passes
to the buyer as soon as the contract of sale is signed. If default is made in the payment
of any instalment, the goods can not be seized or taken back. The seller can sue the

buyer for payment of the instalment due.

2. Distinction between Hire Purchase and Instalment System :

Hire Purchase

. The property in the goods does not pass to the

buyer until the final instalment is paid.

Goods can be seized or taken back if instal-

ment is not paid.

The buyer is in the position of a hirer for the

goods.

The location of property changes but not its

ownership—until the payment of the final

instalment.

Instalment System

The property in the goods pusses to the buyer

as soon as the contract of sale 1s signed.

Goods can not be seized if instalment is not

paid. The seller can suc the buyer for pay-

ment of the instalment due.

3. The buyer is the owner of the goods.

4. The goods are made over to the buyer in

respect of both posscssion and ownership.

3. Recording of Transactions in the Books of the Buyer :

Transactions Journal Entries

(1) When the contract for sale by instalment is | (1) Asset or Purchases A/c. Dr..
signed : (with cash price)

Interest Suspense A/c. .. Dr

(with excess of instalment price over cash

price)

To Vendor’s (Seller’s) A/c.

(with the value of all instalments)

(2) For cash down payment on delivery : (2) Vendor's A/c. Dr.
To Cash or Bank A/c.

(3) When each payment falls due, the interest as | (3) Interest A/c. .. Dr.

calculated on the balance of cash price : To Interest Suspense A/c.

(4) Every time when an instalment is paid to the | (4) Vendor's A/c. Dr.

‘Sleeneessee

vendor :

25

To Cash or Bank A/c.

(with the value of the instalment)
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Recording of Transactions in the books of the buyer (Contd.)

| (5) Depreciation A/c.

To Trading A/c.

Illustration 1. (Accounts in the books of buyer and vendor).

X purchases on ist January, 1963 some goods arranging to pay for the same over 4

petiod of 2 years by half yearly instalments of Rs. 1,600. The Company supplying the

goods charges interest at the rate of 6% per annum and the present cash value of the

goods is Rs. 5,948. Prepare the ledger accounts in the books of both the parties.

(5) For depreciation on (the cash valuc of) the Dr.
asset : To Asset A/c.

(6) To transfer Interest A/c. and Depreciation A/c. | (6) Profit & Loss A/c. . Dr.
to Profit & Loss A/c. : To Interest A/c.

To Depreciation A/c.

4, Recording Transactions in the Books of the Vendor :

(1) On signing the contract of sale by instalment : | (1) Buyer's A/c. . Dr.

(with full value)

To Sales A/c.

(with cash price)

To Interest Suspense A/c.

(with difference)

(2) When each instalment will fall due : (2) Interest Suspense A/c. . Dr.

To Interest A/c.

(with interest for the year)

(3) Each time on receipt of instalment : (3) Cash or Bank A/c. . Dr.

To Buyer’s A/c.

(with the value of the instalment)

(4) To transfer Interest A/c. to P. & L. A/c. : (4) Interest A/c. . Dr.

To Profit & Loss A/c.

(5) To transfer the Sales A/c. to Trading A/c. : (5) Sales A/c. . Dr.

(North Bengal University, B. Com. (Adv.) 1966).
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Solution

(a) In the books of the buyer i.e., X.

Dr. Vendor’s A/c. Cr.

1963 Rs. 1963 Rs.

June, 30] To Cash A/c. 1,600°00 | Jan 1 | By Purchase A/c. 5,948°00

” »» Balance c/d 4,800°00 ,» Interest Suspense A/c 452:00

6,400 00 6,400:00

1963 1963

Dec. 31 | To Cash A/c. 1,600:00 } July, 1 | By Balance b/d 4,800-00
» »» Balance c/d 3,200°00

4,800°00 4,800°00

June, 30! To Cash A/c. 1,600 00 f Jan. 1 | By Balance b/d 3,200°00

s » Balance c/d 1,600 00

3,200°00_ 3 200°00

Dec. 31 | To Cash A/c. {,600°00 f July, 1 | By Balance b/d 1,600:00

Note: Calculation of interest is shown below !

Cash Price at Interest for Cash Price at

Year etc. the Beginning | Instalment tyr. @ 6% Principal the end
on cash price

1963, Jan. 1 5,948:00 — — _
» June 30 5,948:00 1 ,600°00 178°44 1,421°56 4,526°44
» Dee. 31 4,526°44 1,600 OD 135°79 1 464-21 3,062°23
1964. June 30 3,062'23 1 ,600°00 91°87 1,508: 13 1,554'10

’ Dec. 31 1,554°10 1,600°00 45°90 1,554:10 Nil

452'°00 3,948:00
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Dr. (2) Interest Suspense A/c. Cr.

1963 Rs. 1963 Rs.

Jan. 1] To Vendor's A/c. 452:00 | June, 30] By Interest A/c. 178°44

9 »» Balance c/d 273°56

452°00 452°00

1963 1963

July, 1} To Balance b/d 273'56 | Dec. 31] By Interest A/c. 135°79

% »» Balance c/d 137°77

273' 56 273° 56

1964 1964
Jan. 1 | To Balance b/d 137°77 | June, 30} By Interest A/c. 91°87

» » Balance c/d 45°90

137°77 137°77
es ie

1964 1964

July, 1}| To Balance b/d 45°90 | Dec. 31 | By Interest A/c. 45°90

(b) In the books of the Vendor

Dr. (1) X*s (Buyer’s) A/c. Cr.

1963 Rs. 1963 Rs.

Jan. 1 | To Sales A/c. 5,948°00 § June, 30] By Cash A/c. 1,600-00

»» Interest Suspense A/c. 452'00 § Dec. 31] ,, Cash A/c. 1,600°00

99 » Balance c/d 3,200°00

6,400°00 6,400°00
Quan |

1964 1964

Jaa. 1 | To Balance b/d 3,200°00 I June, 30] By Cash A/c. 1,600°00

Dec. 31} ,, Cash A/c. 1.600°00

3,200°00 | 3,200°00
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Dr. (2) Interest Suspense A/c. Cr.

1963 Rs. 1963 Rs.

une, 30] To Interest A/c. 178°44 f Jan. 1 | By X’s A/c. 452°00
Dec. 31} ,, Interest A/c. 135°79

% »» Balance c/d 137°77

452:00 j__ 452-00

1964 1964

lune, 30 | To Interest A/c. 91°87 [| Jan. 1 | By Balance b/d 137°77

Dec. 31| ,, Interest A/c. 45°90

137°77 137°77
ee | oe

EXERCISE

1. A manufacturer purchases a plant for Rs. 22,730 on the instalment payment

system. The first payment is to be made at the time of taking delivery of the plant and

the entire payment is to be completed by four more equal annual payments. The vendor

charges interest at 5°94 per annum. Assuming depreciation to be charged at 10% per

annum on the reducing instalment plan, draw up the Plant Account and the Vendor's

Account in the books of the manufacturer.

N. B.—The present value of Re. 1 invested at the begining of each year for 4 years
at 5%, per annum is Rs. 4°5460.

All calculations are to be made in terms of months.

(C. U. B. Com. (Adv.) 1956).

(Ans: Amount of each instalment—Rs. 5,000; Interest in the instalments!

Ist—Rs. 887, 2nd—Rs. 681, 3rd—Rs. 465, 4th—Rs. 237).

Note: Instalment is calculated thus :

When present value is Rs. 4°5460, the instalment is Re. 1

22,730

4-5460

=Rs. 5,000

.. When present value is Rs. 22,730, the instalment is Rs.

2. On Ist January, 1957, X purchased Wagons on instalment system. The cash

price of the wagons was Rs. 11,175. The purchaser agreed to pay to the vendor Rs.

3,000 on signing the agreement and the balance of Rs. 9,000 was to be paid in three
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annual instalments of Rs. 3,000 each, payable at the end of cach year. The Vendo

Company was to be depreciated in the books of the purchaser at 10% per annum o1

reducing instalment method.

You are required to give the Ledger Accounts in the books of X.

(C. U. B. Com. (Adv.) 1962)

(Ans: Interest in the instalment: Ist yr.—Rs. 40875, 2nd yr.—Rs. 279-19

3rd yr.—Rs. 137°06).

3. A person buys a Motor Car on the Instalment Purchase System under whict

payment is to be made for 4 years at the rate of Rs. 5,000 per annum, interest being

calculated at 5% per annum. The cash down price of the car is Rs. 17,730.

Depreciate the Car @ 10% p.a. on the diminishing balance system and write up the

Motor Car A/c., Vendor’s ’ A/c. and Interest Suspense A/c., in buyer’s books in the

first 4 years.

(Ans: Interest in the instalment: 1st—Rs. 88650, 2nd—Rs. 680°81, 3rd—

Rs. 464:85, 4th—Rs. 237°84).

4. A Colliery Company agrees to purchase from a Wagon Company, some wagons

over a period of five years payable by annual insialments of Rs. 10,000. The Wagor

Company will charge interest at 4°4 per annum on the yearly balances.

Show the Journal Entries and the Ledger Accounts for Wagons, Wagon Hire, Wagon

Company and Cash Book in the book of the Colliery Company.

Charge depreciation at 10% per annum.

N. B.—The present value of Re. 1 per annum for five years at 4% per annum is Rs.

44518.

(C. U. B. Com. (Adv.) 1943).

(Ans: Cash down Price of the Wagon—Rs. 44,518 ; Interest in the instalment :

Ist yr.—Rs. 1,781, 2nd yr.—Rs. 1,452, 3rd yr—Rs. 1,110, 4th yr.—Rs. 754,

oth yr.—Rs. 385).
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CHAPTER XXXV

GOODS ON SALE OR RETURN

1. What is Sale or Return :

In some cases prospective buyers are allowed to take goods to their respective places
so that they can examine the content, quality, usefulness etc., of the goods. The custo-

mers have the option to buy the goods or to return’, the goods within ‘returnable
period, When a customer signifies his willingness to buy such goods, then there will be
sale. Where a customer does neither return the goods within stipulated period, nor

signifies his willingness to buy such goods, it will also be a sale.

2. Recording Transactions relating to Sale or Return :

There are three different methods in recording the transactions relating to goods

sent on sale or return. Which one of these three methods will bc employed in a

particular case depends on the volume of such transactions.

(a) Where transactions are very small or casual :

In such a case the transactions should be passed through Sales Day Book with a
note that it is on ‘Sale or return’. Here all transactions are treated as actual sale.

Transactions Journal Entries

J. When goods are sent out for approval : Individual Debtors’ A/c. .. Dr.

To Sales A/c.

2. When goods are returned by customers : Sales A/c. -. De

To Individual Debtors’ A/c.

3. When customers confirm sale : No Entry

4. For goods lying in the hands of the customers | Sales A/c. .. Dr.
at the year end (the returnable period has not To Individual Debtors’ A/c.

expired) :
Ree

5. When goods lying in the hands of the cus- | Stock in Hands of Customers’ A/c. .. Dr.
tomers are included in the books : To Trading Ajc.

Settee,

Notes: (1) The stock lying in the hands of the customers is to be reduced to cost or
market price whichever is lower.

(2) This stock will be shown on the assets side of the Balance Sheet at cost.
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(Where transactions are casual or small)

A Gas Co. sends out its gas stoves to dealers on ‘Sale or Return’. All such transac-

tions are, however, treated like actual sales and are passed through the Day Book. Just

before the end of the financial year, 100 stoves which cost them Rs. 150 each, have been

sent to a dealer on sale or return and have been debited to his account at Rs. 200 each

out of which only 20 stoves are sold at Rs. 230 each.

Give the necessary journal entires and show which items will appear in the Balance

Sheet ? (C. U. B. Com. (Adv.) 1960—adapted).

Solution

Journal Entries

Rs. Rs

(1) For Goods | Debtors’ A/cs. - Dr. 20,000

sent out for To Sales Ajc. 20,000

approval. (Being 100 gas stoves @Rs 200 cach sent to the

dealer)

(2) For Goods Sales A/c. we Dr. 16,000

lying with the To Debtors A/jcs. 16,000

dealers. (Being 80 stoves @ Rs. 200 cach lying in the hands

of the dealers)

(3) For adjust- | Debtors’ A/c. - Dr. 600

ment of To Sales A/c 600

difference. (Being the adjustment of the difference between actual

sale price and the price at which dealers were

originally debited i.e., difference of Rs. 30 per

stove for 20 stoves)

(4) For inclusion | Stock in Hands of Customers’ A/cs. Dr 12,000

of stoves lying] To Trading A/c. 12,000

in the hands | (Being 80 stoves @ Rs. 150 (cost) each included in

of the dealers the books)

in books

Balance Sheet

Rs, Rs.
Liabilities Assets

Sundry Debtors 4,600
Stock in Hands of Customers 12,000

Notes: The goods lying in the hands of the customers are valued @ Rs. 150 per
stove (i.e., cost) and is shown on the assets side of the Balance Sheet.

f
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(b) Where Transactions are fairly Moderate :

In such a case a Sale or Return Day Book as given below is maintained.

Sale or Return Day Book

(1) (2) (3) (4)
Goods Sent Goods Sold Goods Returned {Balance

Date Particulars Invoice |Amount| Date LF. | Amount] Date |Amount |Amount

No.

Notes :

Column (1)—This column represents the total goods sent to the customers during the

period for approval. No posting is made from this column.

Column (2)—This column represents sales confirmed by the customers. Postings

are to be made from this column.

Column (3)—This column represents total goods returned by customers during the

period. No posting is made from this column.

Column (4)—In this column the excess of column (1) over the aggregate of columns

(2) and (3) is shown. The total of this column represents total goods in the hands of

the customers on the closing date. Posting is to be made from this column.

Postings from Sale or Return Day Book :

(1) When customers confirm sales, postings are to (1) Individual Customers’ A/cs. Dr.

be made from ‘Goods sold—Column’ of Sale To Sales A/c (with to-al)

or Return Day Book :

(2) When Stock in the hands of the customers is (2) Stock in Hands of Customers’ A/c. .. Dr.

incorporated in the buoks, posting is to be To Trading A/c.

made from Balance column of Sale or Return Note: The Stock is to be reduced to cost or
Day Book : market price whichever is lower.

Illustration 2 (Where transactions are fairly moderate)

A Trading Co., sent out during a particular year 16 type writers on sale or return
basis to A, B, C, D, E, F & G. at therateof 2each. Thecost price of each type

writer is Rs. 350 and sale price is Rs. 400 each. At the end of the year A, B, C and D

confirmed sale of 8 type writers and 6 type writers were returned by E, F and G. H
did not return the typewriter before the closing date. The company closes books on
31st December every year.

Record these transactions in the books of the Trading Co., whore the transactions are
fairly moderate.

26
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(a) Recording transactions in Sale or Return Day Book :

Sale or Return Day Book

Goods Sent Goods Sold Goods Returned |Balance

Date Particulars Invoice | Amount! Date L.F. | Amount] Date {Amount |Amount

” No.

Rs. Rs. Rs. Rs.
A—2 Typewriter 800 800 _

B—2 800 800 _
C-2 ‘ 800 800 —

D—2 ’ 800 800 —_

E-2 ,, 800 — 800 —

F—2 + 800 —_ 800 —

G—2__,, 800 800 —

H—2_—Ss,, 800 ~_ — 800

6,400 3,200 2,400} 800

(b) Postings from Sale or Return Day Book :

In Ledger

Dr. A’s Account Cr.

Rs. Rs.

To Sales A/c. 800

Dr. B’s Account Cr.

Rs. Rs

To Sales A/c. 800

Dr. C’s Account Cr.

Rs. Rs.

To Sales A/c. 800
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Dr. D’s Account Cr.

Rs. Rs.
To Sales Ajc. 800

Dr. Sales Account Cr.

Rs, Rs.

3,200By Sundries

The journal entry to include the stock in the hands of the customers at the end of the

Stock in Hands of the Customers’ A/c. Dr. Rs. 700

Rs. 700To Trading A/c.

(Being 2 type writers @ Rs. 350 each included in the books)

(c) Where Transactions are Numerous :

In such a case a separate set of books will have to be opened for recording

transactions relating to sale or return. These books are purely of memorandum

nature and will not affect the ordinary books of accounts maintained under double

year :

entry system.

1. Name and Purpose of the Sale or Return Books :

Purpose of the booksName of the books

(i) Sale or Return Day Book to record all goods sent to the customers on

sale or return.

to record allsales and returns by the customers.(ii) Sale or Return Journal

(iii) Sale or Return Ledger to open Individual Customers’ A/cs. and Sale or

° Return A/c.

2. Forms of the Sale or Return Books :

(i) Sale or Return Day Book

Sale or

Date Particulars Return Amount

L. F. No.

i Rs. "

’ i

aaa . -_ i ee pean
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(ii) Sale or Return Journal

Goods Sold Goods Returned

Saleor | Sales Sale or

Date | Particulars Ret. L.F. Amount Date | Particulars | Return | Amount

L. F. No. L. F.

No. No.

Rs. P Rs. P

Dr. (iii} Sale or Return Ledger Cr.

Sale or Sale or

Ret. Day Ret. Day

Date Particulars Book or Amount Date Particulars Book or Amount

Journal Journal

Folio Folio

Rs. P Rs. P

3. Postings in Sale or Return Ledger :

(i) From Sale or Return Day Book : (i) Individual Customers’ A/cs. Dr.

To Goods on Sale or Return A/c.

(with periodical total)

(ii) From Sale or Return Journal :‘

(a) From Goods Sold Column :

(b) From Goods Returned Column :

(ii) (a) Goods on Sale or Return A/c.

(with periodical total)

Dr.

To Individual Customers’ A/cs.

(ii) (b) Goods on Sale or Return A/c.

(with periodical total)

Dr.

To Individual Customers’ A/cs.

ar ¥ =a
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4. Postings in the Permanent Ledger :

(i) From Sale or Return Day Book : (i) No posting in the General Ledger

(ii) From Sale or Return Journal :—

(a) From Goods Sold Column : (11) (a) Individual Customers’ A/cs. .. Dre.

To Sales A/c.

(with periodical total)

(b) From Goods Returned Column (11) (b) No posting in the General Ledger.

5. Stock in the Hands of the Customers :

The stock in the hands of the customers at the end of the accounting period is to be

reduced to cost or market price whichever is lower. To incorporate the stock in the

hands of the customers in the ordinary books of accounts, the following journal entry

is necessary :—

Stock in the Hands of Customers’ A/c. . Dr.

To Trading A/c.

Stock with the customers is got from the Goods on Sale or Return A/c. in the Sale

or Return Ledger. This stock is shown as an asset in the Balance Sheet.

6. Preparation of a Trial Balance : In order to ascertain the arithmetical accuracy

of the accounts recorded in the Sale or Return Ledger, a Trial Balance may be prepared

by taking the balances of the ledger accounts of the Sale or Return Ledger.

Illustration 3 (Where transactions are numerous)

Taking illustration No. 2 record the transactions in the books of the Trading Co.,

where the transactions are numerous.

Solution

Sale or Return Day Book

, Sale or

Date Particulars Return Amount

L. F. No.

Rs.

A—2 typewriters @ Rs. 400 each 1 800

B—2 typewriters @ Rs. 400 each 2 800

C—2 typewriters @ Rs. 400 each 3 800

D—2 typewriters @ Rs. 400 each 4 800

E—2 typewriters @ Rs. 400 each 5 800

F 2 typewriters @ Rs. 400 each 6 800

G—2 typewriters @ Rs. 400 each 7 800

H—2 typewriters @ Rs. 400 each 8 800

6,400

S.or R.

L.F.No.9
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Trial Balance

Dr. Balance Cr. Balance

H’s Account 800 —

Goods on Sale or Return Account — 800

§00 800

EXERCISE

1. A Mehta who keeps a special set of books forthis type of business sends out

goods on sale or return as follows :

Rs.

Jan. 1 B. Bose 500 Jan. 4 Ali Retained

9 C. Chatterjee 250 10 Returned Rs. 150

Retained Rs. 100

16 D. Datta 700 19 All retained

23 C. Chatterjee 250 25 All retained

30 B. Bose 400 No intimation received as to

31 +E. Edward 500} sale and goods not yet
returned.

Show Day Books, Goods on Sale or Return Total Account, and Ledger Accounts

(only B. Bose’s personal account is required). What does the balance on the Goods on

Sale or Return Total Account represent ?

(I. C. W. A.—Inter, July, 1963).

(Ans: Stock in Hands of Customers’ Account Rs. 900).

2. A Motor Car Company sends out its cars to dealers on ‘Sale or Return.”

All such transactions are, however, treated like actual sales and are passed through the

Day Books. Just before the end of the financial year, two cars which had cost Rs.

5,500 each, have been sent on “Sale or Return” and have been debited to customers

at Rs. 7,500 each. How would you adjust these transactions for the purpose of the

Company’s Profit and Loss Account and Balance Sheet ?

(Bombay University—B. Com.)

(Ans: Stock in Hands of Customers A/c. Rs. 11,000).

3. Automobiles Ltd., send out Motor Cars “On Sale or Return.” They

maintain a separate set of books for this type of business. During the month of April,

1959, they sent out motor-cars ‘ton Sale or Return” as follows :—
1959 Rs. 1959

April, 2 Y & Co Ltd. 10,000 April, 7 Returned
» 16 Xaviers & Co. 15,000 » 20 Retained

» 20 Y &Co. Ltd. 16,000 » 25 Returned

» 28 Y &Co. Ltd. 20,000 No intimation received as to

approval and car not yet

returned.

Show Day Books and Ledger Accounts.

(I. C. W. A.—Inter).

(Ans: Sale or Return A/c. (Cr.) Rs. 20,000).
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( PPART-OG BAG )
(Company- Advanced)

cata Y fox Aasioa
(Capital Re-organisation)

cate carmitat fanfare Corry gata cy cata aaa Utal Wes] aes ace Bergy

ata canta A faa tastaa sfacw atcq s—

(>) of faa “faaéq oes

(2) fea srr

y. 2" fery oifaaSa (Alteration of Share Capital): ather-9 farta etfeca

fanfafas os a1 watfes Grice catae cart Seta crta faa vfaasa sfarez attea s—

(>) crata x fe ofa saat,
2) oniqafa vsfas qq free afaa,

(o) afar wetse cttaefa rs sea Hare conics
AVIS faa sae

(8) canta fe saree adts afafase orate ifr Sieur |

aacatfas yecag fe vider, Ge afe ate cteta aecta s¢ facta wy,

cafesprace cariborg eral ya afea faan arataew ceca | wwette of fora afaasa oem,

Baia o> facaa wea cate wal caferttace afsascaa fara atateewe eaca) caritats
Besta qRcatfes yrracs washes aratea cawees ze |

conta of fara afaaéa ame atteep-e cata fauta al atfeca, careitat Seta
atutad mate facts tata att sfaa ard ary-as acateata *aasa ater Sha AHA
RIS ae Saw ATA |

2. of fers Bim (Reduction of Share Capital) : ceimitat wtecaq >*° CECT dee

utatefaa ata faz mats sare afore ci fest sata ae ae aH
aParz-o farts etal atcrtaa. | catmtata atetat ete K fas sere Fare erate

aim efarw BEtT) « wtuteces faad eicara sfaml oo fe-gty ames ACTA ARCS BAe

faafafes os a sates Bers atycaa as L fea efsat St Sal ays —

(3) cmata of feet S-oaTtt SROs HE Bh Sata ay,

(2) ocareatferio atetries < fa cease crenty ea, Ha a
(0) wperatas of fara cy aes a8 Real fiintcg al ca tae cHtTe iT

qoata ate Stel afer sata ee

of faa mearte Facet eats ARCATA Fata ICA ATAIAS Shere TteATetaICT
afes wtcntsal sfeai tice | | Se Ateatetaicta Teal AMC AcwMAS Fae Als
eRens ants Sets acaiea fea Mice AAS oa FARE aac ee catmttAry
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Baty atcna cacy “‘and reduced” suifs cats @fazts oe face fies once) of faery

sfrata ta, carvitats cacatcaera aa ath eas acateane sfaaéa sface er |

x fe-ztce catmiata Blears aasioa (Internal Reconstruction) qa By |

siaaa-arn, Gratis) @ aelinitt sinatcaa catitaics

AANTVAPIS|

(Purchase of a Business, Conversion etc.)

“3. BAAA-qpa SLASH FCH 2? (What is Purchase of Business ?) ; 4399 sya

CHAS BAA CAMA CATA wae varia eta faye afesta Gea efae ates |

Wray Wears Hay Saas TW qetetat seats Aiea MHA Cae Blan Ale
Sfaata Ue caAicaa tal Maree captates BWrshas ea ey cata cata cM ote

afeatcas strata afters sfaats Gores aga shan atatae ety fahee carina, AeA sa
Bl CAML Baste HR seq Tetcs CHS] CHHlaT acy) = sraatcag facwotee
GBA (vender) amy | Staara ya data Sfsara Gacy ya ata eat ay, Batce

apq-elferta (purchase consideration) aa} 87 |

2. apa-siferia fac (Determination of Purchase Consideration) : preg a

eran wy-aferta fafa sal agi atatats faarafas wafers a@s-aferta faxtaa at
Be —ZATAAy Jats Amifeofaa cats Wesqay cece yelo atzefaa cats Meopy ate

fiem, co ME BAM ates, Tes eq wa-oeata: ces carat fawotcs wr-
aiferta ater wate cats GSS AF ota fare Hizd) «CHS CaPHtAl ane Ged al faces
cautca ai fecaeica a aa faateal @a-afsira afacdty faces ata) cHtauta aTeIca

a afietca fates cere atc |

araferta fadtas afatta aaa sate amifeefa fertcaa aces xface aa at) yaya,

atetal Affe, ate-cotsatcas fentcqa (credit balance) Suytfne fericad atyy 4a
ea al |

KIA, AAAS Yaa

(Amalgamation, Absorption & Reconstruction)

>.° GSRleHe (Amalgamation) : qq ety oss varia Bertea a Garter faye

ge a metfts camitata starts safas sfasi afsotrars as yea wa cape sa
Bal BA, Bia Secs GFRLSAS (Amalgamation) qq wy wearsacey vc AH Aas
copotatefaa arts aba ics | await sacra cH aaae cata tater CoP~itat-
efacs wa san meaty afar aaa en ete AASS CHITA SateA capsitats

amarrecs (Liquidator) @-aiferra sian faces conta fafa efam ace: statea
CHATS CNTATR STAT SACHS CHAT Tae POR CaPHUACS SHIT Ss ateq Orta ats

fax aie)

2. aya (Absorption) : qq oa carttal ag os a warfis caries strata

ary wfaal a, Sta Batcs aq (Absorption) qi ea) asay ceca afe capitals



crtfan are 9

ate Ufa ace 1 sfae camitata axatrace (Liquidator) a-afenta fentca aaqetat

carrray faces cota fafa faa ace) stators ifaw capitals cHataceteataacty aay

Ce cata 284 Sigal cry |

%, afanf a (Reconstruction) ; afatdq ge aatz—ateysaty (Internal)

atfas (External) | atereats atataa afare of fa-ztacs (Capital Reduction) Faty 1 3a

oats fatea CHATS ANITA VTS Vates ca Awa cattalacy aeaise eal Gy, Sea
Sree ates taisa Te ey

xia cats capaitares atcateaifsire yea facutfas x, weal Se cetmpata
AraAtea eta Casta Be, SAA Gate as saisr sa cy FAH capmiratt gator
carittra caarazteota, furaetacetets ¢ Creditor cra acys wy aiferta satay Seta
crate @ focaeta fafa afan eics

g. upaetferta (Purchase Consideration : qaz}aa4, tq 8 atfes xatscag

once Aaatcag ary Feary abate al efan Tem CT) WA a aI RTE T-aifenta

(Purchase consideration) faty Fal By cHC-CTITMMinly caatta a feraetea a aq

faaeal wr-eiferta rey ea) aeferta fectca fay sal ea SA Bete aicatea
BI CUTE |

¢. eeHrad, ana es ates ayaisa aaa fantasy: staieara
cece ca refers feata steal ea, Gsatead, si @ aes gatas armas cacae cae
aaa fers at BU) 6B HE CHT Aatsa cottage AeG vafo Realisation Account

cit a1 @caimtiaia wae aif] eats «e fentca aatefas sal ari aft cau-
capeitay Provident Fund, Superannuation Fund, Pension Fund Zujtfea wy aa sfas

WHS BY, Sel BSTal eefa Realisaticn Account-4 Btarafas Sars Bary | wy-aifericaa
WS CPS) catrrara faaicq Debit «4 Realisation Account 4 Credit 43] 3y 1 Realisa-

tion Account-«q Balance caatacetetancta fentca atatefas Fal By |

cxta-Tfe, afefe, afee ate a she caniacerelancia feat atatefas

sae GI

VS GAT

(HOTAT-TTS]_ (Insolvency)

5.° CRUferm-Crael SSIS ACH? (What is Insolvency 7?) $ cx waety caine OS

fray wife cece Gtets wi a cra fRotacw tea a, cH Saas CHOfM-BeN 7
Insolvency amy) ca US Stata aryl wa a cRal Afacnty Vfars wey eae Tete BiH

attanca Bi APSatatacts AACA Ate Stetcs cHcfn afaa ceten sfantce cre
afecad aida cHOfma (Insolvent) qa eq -ahatat Btaata a Firm-ce wea ATETy
ceBforn cotati sal stece nica: «fee crtinn meaty Shera capital ceca ettaten
BUA | CRPMTATS CHEE MACHA MTS Satay atcatey ee
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Q. cre fern Meare sidutal fagmeaial wea (Acts Regulating Insolvency

Proceedings): otawacé crt farnl qeamte Stiutal Gale wiRcaa utal farfas T—(s) 200
ate caifaceia “ea crBfan eteaq was (2) saze ata attcefers cetfag wisa,
sfarersi, catered 8 alate secaa crBfan mate stivtal cafacof wey catfar at8ea
wae SISA SID Mey Hoan arate seg cites catfay wtEraq wa

By |

© WASigl Setaaas cae fafrety (Official Assignee and Receiver): cz afe
crofrrars aeifea wataricas ota aed acaa, Stetcs coficefh seraq pery VFcm AAT
VUAiNs: (Official Assignee) aas aaa Lora fafHeta (Receiver) qm ey

8. wrt fetes wauin faenet 's ulpfea fem (Statement of Affairs and Deficiency
Account): wivtas se cation caifaw cera, cetian aaa cafes afere antares

fare seca fra stata wifes wag four Be castes wate fazer 2egt afacwe sera |

Sei ate Feats Bieta cral HeifSe cacw afG teats ete vB S ekatve, Stel Deficiency
Account-oy ARTY CHITA VVC | Ke Crocs Stawaréa fafen ates fates way (Form)-

a Fauta fitatcea |

¢. wipte (Deficiency): a~ifex neta famqaa ads ateatttantcs cry weds
SPITS HOPS a Deficiency qq zy

vs. ate wrely TPH-ABa (Order of distribution of available amounts) ; xqaiq
watauias a fafretacs fanfafewsicg aequhs wed weatetaicty qe aba Sfacw Berg s—

(9) AB Aheatetaces fas care yf |nfica ae sie Sal xeatce, tztcwa
ofeat adeny fABSCG eset | cy HSA APeatutacHs fsb Vere ares otfira
4 oedesal LACS, Vater Utfka ATA iteal FADIArs wera |

(2) weifeq faary mame tas wa ares eetaize a fafHetcay ates

atfaetas |

(9) watfterst speareta |

(s) ca Aaa ateatetacna fase Recs cata atfaca ae ae] ey ate |

28 CATH

(a {SHI (Double Account)

>. Buia wel (Its meaning) : tus forts sem cam camel, Hacarmitat, fags

HITT CAMA, HT CHUA, GM Haale CHIMTAT COTS GALA eTe eHfesttaa FHS

femta (Final Accounts) wifey sfaata walt fara att) «@ crate eifebraaia
atytane aaatcas Fara BRA AL 2 ATRas orem eifeotcaa pute forte coal

afrara say Fates shan cre eu) ah way Cys feata Efer~ Foal Fal Ua) CED fers

refs wuaica By eras (Balance Sheet) & sits sit sai wa—(>) Tarat feqta (Capital

Account) aq (2) atyta Sy era (General Balance Sheet) |



cus feta ¢

2. Quiz Cafaes (Its' features) : 2ys featy "afez 74 cafads eam

(3) Cy eta Qeete face sal zx (4) ayat fexjq (Capital A/c) wea} TxA
Frais Binty 8 acya feta (Receipts and Expenditures on Capital A/c) wae

(2) aterad By GIT (General Balance sheet) |

(=) geet fang. Seay que Reais GiR-BaaA fente (Capital A/c or
Receipts & Expenditure on Capital A/c): qaqa} afy-arefa «2 featca crattal 2a
o@ fencaa vty fers Befte(Credit)-og five aiMRses yaya, we, forsetae va aan

FAG BE Sora cater wa Yast quel qe wT a-ife we atlas yrefs oF fRatray

aia fics adts Debit-«y favs crattal 2a) «FE fentzves Ba S a1 Balance arytaq Fy eae

aiatelas Fa By

(4) w*yeTAe Ue wig (General Balance Sheet) : (3) yayat fentcqa Balance qt

eare are ater arif] 6 mgeiy ateisde Ve era caatcal By I

(2) Cys faa safer aIE-caraatay (Revenue) aiy-agefa Geotey caeteal BI—
(s) wiz-atya feRta (Revenue Account) «ae (2) sib ales feala (Net Revenue

Account) |

(=) wetaarcay feta (Revenue Account): ahaa featae area ate-

cataatraa feata (Profit & Loss Ajc) cauita &@u ai ey, Ss CHSITa GUS Bal Vey
tics | Strata Wfaotaata ae, Bay, casials ay Surife aty-aeaa erica debit sai gy I
atentate faagafa vB fantcy credit ¢a1 931) ate-carenitag Ferra wae Blea

feniraa acy saat dey eea,—eaifes anes (financial charges) yj aq Bustfe
as-catenicay fentcas ata ate aeaa feats caeital za al | Sofa A ate-aea fertca
CHaital aa) SRT feaicsa Bes ae, aty-aycas farce Vtawlas Fal BI

(a) AG. ote-acna feta (Net Revenue Account): Yb. ate-anay featals
ata as carenta <6taq featcay (Profit & Loss Appropriation Account) x99 |

FAT Hay VE BPs aeefa yet aia, zee e foraeia Bustle aie BH A aly
araa feats caateal at oe featrey Se Aleta Ue Sem Batwfas Fay as

(o) GASH (Depreciation) : 2s feats afer Bal fee aT aATy wy Tay

CHITA BH) WA Amie VScs ate fea cHtical Vaal) «Ble-aaa fantacy debit sfaxi

oa Way GElaei (Depreciation Fund) 2% qi ea) Aleta Gy ec ws wefancs

wicaa fers cretcal @ |

8. BCHA IVa (Allocation of Expenditures): atyiad faay aRyrad yrefars

aed 6 atecarental, oS BB celles Sty sa ea BN ames cuatae, qeqaas

Surife apae eae whe-acaa fortes cueical ea) Heal aah a aga Ais wy, tatea

wifes aft aearie anefe yarat featca (Capital A/c-a) ceatcal @y |
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(v) BS eae TS afe (Bills Discounted and Purchased): Te cq 4e7

fam wterteat ai afan sfan stteacs bral fratce, crefas aft crate cry al ee, Stel Rat
Oe waa a~vifes fers “Advances’—we Focalatary ceeteew ware |

(9) aiss wie Bq Sto (Rebate on Bills Discounted) : CEST cy Viface

Os Sal 2a cH Viera fag fag atetae a wre fara crate CHT TA Tien BTA

RAAT CHT Gifay VRcG Bets Ty wry Coals Stay ware ws aa ufos cuate afeq site

ate Ce AB esa, Be acess alay are ath afew vfacwe eeca) «we ath ache atfes

aacaa Sty az) atfes aeacag cacy ae afta ate ateta eT Discount A/c-ce debit
ar Rebate on bills Discounted A/c-c% credit qi ey) Bas Byway ates fics

“Other Liabilities’”—9& faratatata caetcal Bz |

(wv) efe-wiziz 8 POTS wey a{Sscy Fra (Customers’ Liability for
Acceptances and Endorsements): ts atetats sHesacty 1 Gaza sian ale Weta,

oten Sorts ary tei Slag acs 1 Wicsa Se Scasy eka ates vals yas Pacatataty
Ricaa face cratcar ea Aes stesacts mE aed @faai Fay ate ted Saale ATA aTes-

acts fase Race Sige afta az sfa qics, oF atfacay ase Byerca a-ifes

fics os 43 fHcarataty cHatca eT

(>) BTS Wace Batagqeu wie (Non-Banking Assets): fareq aeutca

eater By a SRY catA Utaa amis ais CTS sfaca, Be wise cote sat AT

WATT ALT Biers | aries fawn a fafa sag sfacw wera eat amifers aires

By sca Hwy fics cater THI

(d°) Sicer-cr wae Ofahos craig or Siage-ajeul (Bad Debts and
Provision for Doubtful Debts) ; 42 gai fay atces ate-crreaicaa aT wat Bee

HCH Baie safe Sere sal zaals fee atesa cats ety eacw ate fam cattcal Ba

BAMA Macs Biesa Vera ate ai arate, ase ak Dagl Tawa Fal QI

(93) witsscay Sfaays-azaqa| (Provision for Income Tax): ‘wtyetaq ay G
Clevs-Dea Fai ay, Tei Aiesa ty ecw ate Crem a Beery seis wats.
cetical a tii ‘‘Current Accounts & Contingency Accounts’—w@ featcaa TCTs
WiTIAT Sf4VS-Yagiy Gs ceetical SA |

(99) wfatow craty Geiq gH (Interest on Doubtful Debts): <afafise crats

Org sewgq we Hfae Loan A/c-q debit sy ey) f¥eE Interest A/c-9 credit $a] ey al |

Bucs Interest Suspense A/c-q credit Sai ey ae AEWA ae SS Ae Baty hem ate

cH WE Interest Suspence A/c B8te Interest A/c-q afatefas Fal EX1 Interest A/c-«4

wafag we Loan Ajc-4 wtatefas sai ay) Setz sry Interest Suspense Alc =e

Ren THI



Ly GUTA

aN (Insurance)

(=) Frel cemttata fanta
(Accounts of Insurance Company)

s. Se wWanicay caitl frets (Classification of Insurance Business) : qt

YAMS TAS FF SICA StI Fal wy —

(3) Saath Wary wae,
(x) atetad Shen Daaty

faxfafes srarefa ates tal weit ae Se :—

(9) wht ata] (Fire Insurance),

(2) ca)-4tai (Marine Insurance),

(9) geSai dai (Accident Insurance),

(s) cot€ atv (Burglary Insurance),

(¢) favawi dim (Fidelity Insurance),

(v) wifacea sfeefa4 tq] (Workman’s Compensation Insurance)

surtfit | °

2. faneetsta wiga (Regulating Acts): saev aicmq ataaat a sactitata

Biscay oa etal qeAtca Stasly alaadia sacricaia avaio aifrse aa aWatcy

Starwa Tass SAAT T TIAtT Gs avata ata waotfers eecere | 20% Henry Graal
SRAB saee aca MCMTS VSatew oar seer acm ca)-Tl Ba tht Race StACTT
aye Ta Date as gale arecra ats faafas ey wa ataattata ceca staadhy

sqcitcata wttcaa vtatafae ecatey | aoe AcrT Saag Aca pute ferta meats
qtatefa ove Te Tats CHG ATA |

e. BlABo aicatwala “ty (Some Important Terms) ;

(9) alatcatats wef (nsurable Interest): TatsAera Saras faacy calaiel ates,
Betew tatcatay we an zai Mates fear a avfer ay aU ee eae, Fhistdtete
& wifes wis ea, wierd esa Tatcay Te |

(g) atateta (Policy): Macareays cy ufaca Atatpfe fafiae eics, Serres

Vary aq er, STH Vea Tapes sate | Tuts fee Tha fe ace

(9) atfas q fig (Annunity) : atfas afe AAMG-AANSCs c@ cars at etata sa
i, Vacs apse afe aca |

(8) wtalaa Sateta Whole Life Policy) : o% acta Tate Taipiecs Buys
Fates wef Taree fees TET Mace cHTANTT ey a

(e) caatet alateta (Endowment Policy): «& acta Tatrcaa cece Sates



Se forata— za 6 erat

afters Fatee aay Wald cera 2 ay a Sars Cd Sates Aiea TEI Re TEA tHe Stety
Banftaint aT wate afecs pie fafee et aura sa ee

(¥) Sadie (Re-insurance): qeqe yeas Suteth siera fart a fez cate
wa stareate frad eaten eta Bera ad esa ate TorstN stars Vhea warcey
we wT Tears HAS Yrary At Ba FaTtY ateas Stace Baal am ay
Vara yattarsracs Mafefes ots ata sfaa aces att Parent Mtashetcs
ryt wefieriad fice ate | adie atat wih areas ateeifes xica wie ahaa
aes |

(9) quetal (Double Insurance) ; cata Ole siety oa? wofye ge qT Wee
Trsiata afew yrs Yes Tat sfacs Tetcs Quala aa els eter Fatt ays
Tarra ata whoa wis sfacw tea) fee felt ater ete cat ad wfeq ary
wales ears *tfacy at |

(v) ekezofe| qos (Surrender Value): Stypiq wMfetca atom BfRM fraty ACE
Taran carmitat Se -sVlwrs al shies are yy fence emta sea,
Ces areytt TH WN BT Svea Tatas waa am ye alert gay
TH GI

(m) Sateen wef atfa (Claims) : Sq Ba Sat attera Aatrath catty fad
ats we) Sataglets FES eta a cepmitatcs ate ad fics oy Sia Fetes TET

wef aifa gas Paticary caaTR ECs a4 AT BE flew ey, Gea Barre cote
afas wef wife an ai

(se) cataty (Bonus): etaaaiat copia yateta ce eee Tralsts fice

BH, SACS CSA ACH |

g. wlanaial carmyiala pole feta etewege (Preparation of Final Accounts

of Life Insurance Company) : acess atfas asacaa cara catitala atyray afwar.

etre was caeufi aes Fal wal 6S cHOTtft ere ace Ate Stasly Th
wraca aire weiacy FIZ D se eay-A qRate! Gah eig-aeua feRtz (Revenue A/c) wat:
eae Be Sra (Balance Sheet) ceat ea) ay

wite-arcun feta (Revenue Account): q1qi wea ane Faq D eye ati

aera fertt eras Fai ea! oe fens Wath wae we-carenta fea ara a

Rel VAT ay ea arena Sifias Voufy Ste fees wal Seay we TATA
qiqaaral Sefacy (Life Assurance Fund) xtatefas sal 24 |

@. wanes WIAA Tara facty (Ascertainment of Profit of Life Insurance

Business) : GTIASIN AAALCAT ass ate-catrenta “Atal ase VFS Fe ZHAN” Ua!
fad Sai ea fe OR aeHa aeS sata eRay Ytea Bfacwe Sa) Stasly Praqatal
szentaes afs Ge TWA oVAty Shae okay YHA Fal TI) HAUT ok wacTiCaA

afte qex Reta are-corsata fade Bare tea ai) Ok ZN Bows Rem ANS BAIA
sre Cae atey cas safsfes ware yen fate sal wae ok Hq TatG aan TERTA
wre facta eat oftace ain cad statfefea Bra Shera are aoa tiers ais



arat 3

sen MS ta) tarde wefan AG ete wen ate ei Tet ate eee
atats AS ute aaa wefay eye ays oem Aas corsa AC

Ta TAA Oa orte (Valuation Balance Sheet) ce fazatvs aty sftecera uta

FaCifas ATS A CaTSATA cHettCa Fa, SSCs HOt BUT AG (Valuation Balance Sheet)
TN Bz

Y. HAN BaMcHA Yael qa (Distribution of Profit of Life Insurance

Business): Saatial Dey tty watt fees force wa waft MaI-

agretera cataty fortes rem eece tics) SlaaaT A aaTCAT BST sata CE TATeT a
aqwsal 2d Stt TarAehwtergy catata fates creyl oFS) STTysarts 1a LRG STH
ae Sty TATA VwIres cataty FaAtTa cHeT! BHI

q atetae Dal santcay Odie Hlaaein aele wy Aa aencsa gars
fady (Ascertainment of Profit of General Insurance Business ie. Business other than

Life) : cal-Siat, aft Tal, Qi Tats ceca Ti os Aca aM ShuipfSE sal wy

ABatt a HM Mata cara fags wer os By ary atlas aeeas cry cq Hey

Tapes CATR CHT BT ATS, CH AFA Fle afa.cfas A fea aw cfs aan srs
ex ate. Aintfefes aes esa! 8° Sty oe ae Aes sian atfees ex) fafee wacy
eta-aieaa feara (Revenue Ac) cwat eal wa a8 feateaa etal eR rey A WaT
ate-careata fata al 2a

(a) wlenataieican wefacatst

(Assignment of Life Policy)

sige siae crateta Gets Satta ants sfau tteatecas iteat wyfetca
FBrSa cra aft aPeatetacs Stata Aheal Bm sq aay Tra crew 2a, Tel
ecm cratetcas ate seca afe feaivaa aere Life Policy Afc cata al Bey atte,
Proprietor’s Ajc-c@ credit @fami Policy A/c yfarwe zeta, & Stface etaaataing

apeaterace aieta a1 eSta cH Stface Policy A/c @ Creditors Ajc ay By WETS |

we cE Policy Reserve A/c Wivae cata PSaite, CH AL CHC Valce Policy A/c-a7

afew aye Alea SFaw RECA
ateatricay fexttay aace slaaaaits awtiqey fafers serq1 heateta

Sraasiarry ates sac iets ace Debtor's Afe qe een aecay Mhatrcae yy
State Teal AO BT SRA, TITS A wfo atre-caat ferica qacatig Sew ears |

(1) ele gedaan ree wisats neicaa where Tifa

(Fire Claims for Stock)

wit g@ata ved Tass vEtcaa aie ceca, faafafes refers wie afters fat

Fal Cl s—

(9) Paarcaa Beta cud atowa (gross profit) eta fata sfacw ees |
(2) wifes aearaa we ecw gibata fila ree faarcna afaate fate fice <era
(oc) wifes qearaa or Race Aibata fa he era afiate fake wfacw zara |

(8) wwtay cate ate fata sfacw eaca |



22 fertrity—za ¢ aicatt

(¢) am, fen, atafes aura 6 mete cat aceon fefere Uifes ec7Tay Oe Bir,
atrata fia ate sacra we wal coratcaety ae-feacay feats Coat efits cera)
fentcaa atai gebata fia fe afaats mera far, Stel favtad sat eteca |

(o) Qebal ere wel Sal RRaCR May Cota HUTA Tataatel aif em, wiwLAd ata
CUE WAS Fal Race, Gel Aw Stel ate fics wera |

29 BATT

ay (Investment)

9. afta efeata (Investment Ledger) : ats, atu capital oat Sate qe aifesta
AAstal BW, 28, cra, Be, forcast Fanfics apa ad aff sian ates) cy Asa
eifetica aft aeate Brey caacea UH dts, cr Hey afedtea Vs Atate afte efwat.
(Investment Ledger) ati ea, «@ efeatca acors celta afiicaa oy State atate

feat ate ea) totes aftocaa fear atfeca erers celta afiocaa Wty, ate @ cateata
OE ROTI Uta By “se afte ferry (Investment Account) fafen afta feata ater

BUH ALSTS cele afiicaa Biz, ATS S cateAta Bain atte Sica fate Bfacs eaan
Cz

2. afga feata (Investment Account): ecors afta fertca atetats feats sfau

Wace) Me—(>) farfews yeaa Va, (2) Wa aT AewA Ma ae (9) BTA TT

©. QEACTS FW Aertet-mCTS (Cum-Interest or Cum-Dividend) : afsyq yW-

AAT HT a Fafars vdra Sata safe aeacag Tw We wets cmd BW Rew apres at

file arel eBcq) stan wel capers Sra |

8. {Hach Sy] MSseM-AITH (Ex-Interest or Ex-Dividend) : afira ay-atcr SIS

a Fafare warm gens Brat Facawis Harq 1 eH CHT cae! fRraeirs TFS PH Etre TF
are afefire ae eta sisal etcs |

¢. wfta feta qqeae (Closing of an Investment A/c) : ‘

(>) wtfes zeqcaq cite Nominal Column-aq Balance aftetata cafes aft-

meta cats fates yea mata RecA |

(2) fae ce otface aéene ZH then farce cas SifSe ears vate aifes qenras
omy wtfae ate afincaa card fafes yaya Bora aa fae sfacw earqaat 2 yTHA AF
Income Column-ug Credit-«q face fafrae fare sere |

(0) wafes afincaa atantfes yeat ay (proportionate capital cost) Capital

Column-.g Credit-q fare fafiiag sface cera |

(8) 8 Income Column-cq awa zeq acfeR afte <eacaa Stn) ae WT

Interest A/c-« @tatefas sal By |

(¢) q@ Capital Column-aq qyq eey afin a-faaa mate ate 7
catenta: ate-cateatiay were Profit or Loss on Sale of Investment A/c-« tatefas

Fal CF |



Lh BTA

ATTY 8 AIT| (Packages & Empties)

Ceinastay ai fae wets 197 fay sfaata aw caren, fPraq tte, stesa ae,
sites te, ae fan, cats fin, stn aatafe cara @ cates Afiata aote Srsaatfy

Beats Bal vices 1 eRefag eam otesiargy ear wtaia: % wetetaely eeqe seq
cqutcra fasd eeCS ceaR MeN wa Baty sive Biqs cyye Hey wy als cata cata

fue cares fase ekcw at Ha AfeS Notes YATE Btateteics Stele aise wy,
Brats cata cata Face crety free cece yeipretcaa Yar atatAtStes tet Ba al

“sie Heaphes ferta-vEhs

(Treatment of Packages etc. in Account)

s. CT AA CMH Maly cHqS Hel SH Al (Where packages are non-

returnable) :

(s) aft retrietcay Crete aay Met sal a SH (If packages are not charged
ont): azar care ada ary Weya afew aptetcas Tape -caty Sal tes) MetetT

mare cra-cra fafise siarata oe esis qex Packages A/c cet ex) tytytcay ettafes
TES KA Ah WIP tytety ak featcy Debit sa wi weir or TES

o8 fentca Credit eal mau B featcay Bealeceg Mears Tatts ataw eaD @feat Ya By,
94%-Be| Manufacturing 4 Trading a Profit & Loss A/c-9 Debit sj zy |

(x) aie ANeptetcay wleta yes SAH Fai SH (If packages are charged out) :

ater ceca afanicad fast cy aaa tetas Atdtcal Ssucm cries Jay Faure qarw (Sales
Day Book) *yWCHyq ead MeL Stat vs wa fafa TH Me wag aTefAG

aintfss catty Packages A/c-9 Credit sai ey) Sats cracHa af Fei—napiuicag

etafes VEE, CY NEG, wy Sorife 9(s)-q cases cae BWatre, cretca fafers aq |

Packages A'/c-0q Gon foros wag 284 ats ai Catania) oe ate-cateata Profit & Loss

Ale-g @tatafas Fars 22 |

2. Bea MET ETAQM CHAS Hew Sy (When packages are returnable’ ;

, (3) afe Mestncaq way Bind +41 a SH (If packeages are not charged

ont): tar cuca fame sare wae afericaa fearca aertetcas eos eT fafae efaata

Oy Uinta wa Sifles sera) -arafes was cry NHWCS GS Stead SIT SHAT Bra—(s)

eniayg aS age (2) careta wares age: afafie wae ate fin TaCSA PUTA sfarw

ata atafes wae, wy, Ce TES Rorifea aw >(%)-0m MRA Package A/c qfarw

Bee | ak fentcay Bou fice Wes Profit & Loss A/c-g eatafas BEA |

(q) af otestetcaa aes STeIT Fal BA (If packages are charged out) : SERN

coca efrrtaacy faad ekce Atetats Titetas SD Bere SNS TT ATR FM eT

yea efaetatcrs fred CACw Mates CHAS Wm, BA cy THT Bel CawITS Crem eeatfen
Bel evel wa THT efaTicaa Fortes Credit ea eri tertetaef come frets ow aay



$8 featrita—za 8 eicats

fafee fax crem wai fafa aacea acy cone a) face, TaTTNTa CHAS HON UF AL wR
efas fury ctu fratce afer vfam ren ee efamtanta faet cfs oentetsefa
Cras fats aay afwaries am akea, 2 tatetaafars afamtcas wefes TES af tty aa

RH) HEAT THT, CH ACH ANTTNTA cHETA RCW ey VA Sa HCH TAT TI wy
Reem, Sates ABA's St! (Hire Charge) am BI

asa cHTH MIteta aeate forts atfeata aw frafafes feateefy cette c—

(>) Packages Stock A/c aa (2) Packages Reserve A/c <j Packages Suspense

A/c |

@riny oat afantraa Teles iertetsefaa TeS-AaHtE cHacRAaia Packages Stock
Alc-q fafxae sai vas afamicay afes eintettaa ateta-anta atte cHrarnaeta
Packages Reserve A/c-@ fafaam ai &y |

Yo TTF

aH aT VIO wT qos

(Accounts from Incomplete Records)

Belge BIAS CHa} TE caine Bartits feats mate afi wryf aa wep

StAs Daath Vige eara-wes yeahs yey aes saw ster Stata fentcaa stra ta wT

Redaty A Wate ae Vu acs vita «sa HS cheyty aME WAS ATT BAA Bs wW

fenta aice al) say cH BtAe ATT Wanicas wale fafa marcas ate-cateata fay
Satta ST Ats-catsatcaa Fazah oar & aay GS Banca ates gas fray Stel ats

eats oe Be ara wat BANS BI

aay eas Gaips aura veces feats coal siaata ws faafafis tafe aaaea sface

(>) Wares Were AHS © wicua aaa Fear for in fata sfarw acai amis
RUG chal ain face tel aifera, Bas wecq Tana Wea |

(2) waft any Brats feata cust sfacw cara safes oat aics am btata

ofaats atte sface Bera |

(0) aoe Sreta ferte Cost efaara aaa faninfas farvefas atate sfanl craters

(3) aie ars, (x) peatatacwa fad e@cw cme ad, (5) ate faary eee (4)

crateracea fab ers atte ae |

(3) craterancts fast utes stafes ete weedy vfaaty faty sal waste ut

ws fafa afaata ama faafnfes faanafa facanal afar etrq—

(se) cae, (2) sacatins atee-cral, (9) wteral eG aive-cral, (4) faara

was, (6) ata, (5) aerate atnafe Sertfi
(e) utes Faarcua farts wes utes aera fats aties efeeta we aetarcy Total



faatite feats ye

Debtors’ A/c gqt Total Creditors A/c ergs @farse eata | «aie ae-feecey we =e

4Z CRT HSH RCT |

(vy) ase wtecrtenta fate sfaeta ow wha atte featzefag qaee aNE
Ala Sfacw Zeca |. Accrued Income, Outstanding Expense, Prepaid Expense @uytf@

fentca wifes e8ra | 6

(0) were statfes Seema cost sfaatz aw nine aifeefag setae yeoTEA
fas Bere |

So CUA

fast NY food (Departmental Accouuts)

>. Baty wel (Its Meaning): casa sigatat afesta fafon celta ty Feary

Ba, CH ABA Afediacs Atytats acuae fasted fawe sal zal GF ately afwbtqefea

cata faora ate sfacecg oa cata faster ahs esrecy Stel ABS atal Wasta! aecere

fastera TI ACA atS-catsara State atin atfaata ay cq ferta ves acts sal zy,
stotcs fasta feara stefS (Departmental Accounting) a 4 |

2. Bata yfqyi (Its Advantages): cw faoria as tate ae-faucay
sa ats-catentcaa feata aes sal afartanse, wan faetcta ga ose we faacay

ferta oat we ate-carentcaa faata aes sfaca acsrafe facicia efeeel ataietstcy

Bal WSs a ae amSAAs feoteta Tarata vial aategas fastcry carsata ote tf Sra
fastha feara *afs VaATcs ASS Bra Ae TaAA Acoss fIeteia ss ATS aAcyteaty
Vaal Baara Bare atta os wafscw ferta cwat sfacr as faotcaa ate-catsntcag

afee wy fratcta ais cotsaicas Gra Fal Ay |

©. qeuql -fencay a8 (Analytical Books of Accounts): awe fastest

winte we-faae @ ate-catenicaa feata cost sfaata ws acsra fasta qeate ay,
Feary, wet, wife Bertie yrs yesetca ata acater | we oo atefRe fertcaa ze-

Ofars erwas faotcty we State Ta ST eT cHetcaa fertcce YAS Ha SI BE eat

os watt fastrra woofs cratcra featcas afer wa faftae wai ex) canta atfas
featqefaa (Nominal A/cs) cHcae o2ay Ty Sta acatea By |

8. Wawbq 4a@aq_ (Allocation of Expenses) : susaiy vas catas us frets
Sy sa ey cre capefaa aaiata wees fasicra Gra otter ea feefeg fag tap

Wie cadafe catae facta faotcta Sra Steal Bra al | CHR care eabefa catae yfer-

an fefecs fafen faotcia aco aba sian ceen aa aocaa fSfasia fara aime



ow ferry —za 6 aicats

atom fete CAG AYE

(>) fafeu faucets faarcea wees fofers: faarn mate dap, cite cal, crn ath,
famina tas, ary sa, ay ras Barta

(2) Sfeeu UcaA ARATS : ate Styl, Fa, ATT way, Shifsfy,
ATW a5 Voifh |

(0) qaqu qanties zara fefecs : WHA ASy |

(8) Shree cea STS : Statfefes Sort |
(e) af froraa efits etorta ments efits septa eae Sorifh

AVANT :

(») acere fastera Sertrcaa wanes: | afaela vas, cares atetB-agq ean Sorte |

(1) exes faetera cats qarets fefers: | arees Sertfe |

e. wigeerta aac (Inter-departmental Transactions): @iqe wz

fawty were we Fawity a celas Sal ay aay CHC colaratsy fawtirs Credit qr
aeratt fretics Debit ea ca) a? cratnaela Bay waa fRerY We Raw tea |

aft GAP coareg I Ste Racy aetaral fastcaa afawts aes ww cetaR ATIC
acatea cial afe Feary yer atashetha cracaa wa) Stel eer aeratat fastens

PaaS MCAT TTA Ay CH ATH) aVatcw, Viera oD ARACHA eICRTERA Ra

o> Baty

wt] HePTS (SHA (Branch Accounts)

5. Betz Bcwy (Its Purpose): xfve are sietefy was cow afecag
wmeufacety, wearfy aceree “ery Shee Arete AiantetSiCs ata etetaa | | aTTSTCA
atepate ferrite atfers cata wee acest ~tety ate a create aps ata az
ea COU afeR steely sterst acutaqars faggd sface aca |

2. CEE USA SHS “UNics ets AAAAE (Supply of Goods by Head Office
to the Branch): cau afey stepaface aaycay a -faaraqcny ity Haqate Saal ate |

omy naaatecs fame afanl Vai Sy al, Batcs cae afey coce wey afecy tay etalwa afar
HT SI MH OS AAS Ya sae ws Hie “tata fertca Debit sai ey wa “Goods sent to

Branch A/c”-q Credit Sai 2a, natty a8 fantcag as Srxtenstgt afsata sera

Trading A/c-aq aa qantat afebta eecq Purchases A/c-aq Credit-aq fics gtatefas
Bal ey «Bate “tetefacs ceifyery, Trading A/c-o fauq cece wtatel sfay

CHeTtal Ze I

©. saree catitfaets Classification of Branches): feate-aecty Boas

atepeface faufafes ceive ety sai a—
(%) CHUTE cee aeR BRT ates tT ane Yer FRaTeTA ste] (Branch selling

Head Office Goods for Cash only),
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(8) cHamate CRU WEA ETS cite Hy AAW e atta FaaPAeTHT “tel (Branch selling
only Head Office Goods for Cash and Credit),

(a) ceaaata cee Wiss aes fear fofew cofrercta aie atta ferret
~“t¢{ (Branch selling Head Office Goods marked at selling price),

(a) caw Ufa Uars ais A aatwwtcs HTS Acta AHS xica fAaTetST ahets Te
(Independent Branch) 44%

(ce) facecs wafes ai cacefrs stat (Foreign Branch) |

(S) CHamatae CSS BsT SWS alia te BE AIT BCD faePHstY ste
(Branch selling Head Office Goods for Cash only) : 68 BtBhy “Nets ceca cou wien

aay ary Sian “tetefag fares cals sca! satattefa crenata ame yea oe ty feapy
aface vita fawqaa af afeftaetatty cata aics aul fice ey Beal cou Ufa

athteat face ea) oe BISly “tata ATS tae CRT BEA AeA sfaml tes) yon aotfig

ey “iel-witaatacs atetats fag wet afta een ea fafee Ty qer aET CEU wey
deat tap atae Be Atel atcMercad fad ottatea crn Nel SMe eas Stock Book
oat aafs Petty Cash Book styl aa cata featcta TetG atl BT al |

cee afer cafas sxictya suas ayty Goods Supplied to Branches Book-q

tafrag Fea) aera “eta atecatenta as fata sfaary ay Cau UiacH acess
eatery atc aefS Branch A/c catty wa se feattaa Debit-q fare opening stock,
opening cash, “tata faa caifae ray @ at Sostft cre GEL Alara Tel Ves atte ay,

afaats Aces I-A AS apathy Petty Cash-qq GF w& featcaa Credit-9q face corey

eq) wit fantcaa Gon faces Be BH ATS, AT CTSA VRCT «we AHw-cateAtCAy qECS
atatad ate-cotaaicaa fertca wtatefas sfarw eae

qaacaa cacy Goods Sent to Branch A/c-c% Trading qqqj Purchases A/c-9 atatefas

eface e8cq| Branch Stock A/c qq: Cash at Branch A/e-c¥ caw wafers Sq Scag

aoifien fics catical Ba AAAST AVAca atace fatatw farecaa Atatcy Satcey Sy cefacs

qaata aia’ Branch A/o-9 efatefas Fal GF |

(a) CHAI CRE BSA AACS ais Aes ANT @ Nice FacPAwiAT sti
(Branch selling only Head Office Goods for Gash and Credit): 2 ce@tz ~tetz ceca

Coe wien ay ay haat tata FASE coat wea 1 tstefay a9e € etea 8 41 Rar face
ater) Fearne we tat CATA Tics Cafe @al fics eH AMa ces airy AoRats

aan sface ea! cee wien Miata ANG Va Tea faa MICH Moa Tabtita oD

“tel-aitcaatace atetats fag at SPAT Crem BF mite; wfecy Stock Book, Petty
Cash Book, Sales Day Book 9a Debtors’ Ledger etefs faaait qzefa ate a

SHES CET FERtCTA Te ATE CRB wafecn att] ea cee wfecR “tetataty

cmacraeafay qeatca fafiae Fal ta s—

Sieg ER ATS CHT AHS CAC AS ANNIE TH, CL ANG CHT
aan cota steps caca castea feats ate Be cytes feat ate ate! aca

ater mre-corenta afte fate hata as Ces ARCA aICCTeG ety ATCA ae Branch



we Reareta—za 6 exces

Alo cate eat at fexicya Debituay firs Opening Stock, Opening Cash, Opening
Branch Debtors, “teta fad ceifas vt @ at Sart cre eel atate te wie

wee ats we, wftets veya ary, *efes aM Srete we a Closing Branch
Debtors w@ fetes Credit-ag face cael er) a8 fentcaa Sex fires wea eH ats, ay
coraata BUCq | MTS-cHrsatcary es wees General Profit & Loss A/c-9 statefas sfacre

BRT |

qxqvaq cacy Goods sent to Branch A/c-c¢ Trading A/c 4 Purchases A/c-«

statafas sface e8cq | Branch Stock A/c, Cash at Branch A/c 44t Branch Debtors

Aje-ce caw afacya Be orca wifes fics crete ea | taTel AeA atacw farts

_ atgicay 98 fentcaa Cewafacs staaty arise Branch A/c~9 qatefas sfare
i

fasta stefs ai sts ¢ caateta Efe (Stock and Debtors System )—q 479
HCH ATMARTS coracAR WUTTTS, CH ANG CHE CRB BPBINA AVCS caacenefary fags
fens arfecn mae xfan ey cee afecra cece sternate coracnaafaa fagsstca
feata ateta vefers sy @ Coat MES (Stock and Debtors System) qa] 2&4 |

se Fefers C4 zfs Branch Ajc-ca fafén otca fase saul cau wferma aBcw cHetcat

BU cee afeay qec~ ate Branch A/c-atcy cata fenta cette aaa oe efere

atarate faninfes fearaeta coe afecay qSc8 cet ey

>| Branch Stock A/c, 2; Branch Debtors A/c, | Branch Cash A/c,

8 | Goods Sent to Branch A/c, ¢ | Branch Expenses A/c, »!| Branch Profit &

Loss A/c, %1 Branch Fixed Assets A/c Septfi |

Branch Stock A/c-94 Ufaj MFP “feta cate ats a cats whe fate sq eri

cate ats 41 cate wfsa qscs Branch Profit & Moss A/c-9 ttatefas sal ay 1 | oe fenra

RRS CHAS NATE ATE ALS Al AE CarsAta Gal AT) “eta AE aS a TE careata

Areal MS crtsntcaa fantca etatelas sal a |

(at) Sqdbu aces Folge oon Fazpnetat sitei ( Branch selling goods marked at
selling price): @qqe sqas atcsy afaatt ste afecna stotatews fsb eaew cotta
atheata wa cq eq tie wfeey tay coal efaata aay ay-qcay Fam al efaal feea-TCHT

fam celad @fam acs) aster tt Aaaate sacar tates tea Sia Sige faa ASA
er ita fas cafes tetra Es ya ae Seq wi yay Avice Sly (Load ) am
ee wage faa at tise Feaageay Fan athidi4 afes are wa-qerga ace Cea

wsba as coo mferny acu Brge ATECAT arate Acq cee wfecra sere faafafes
fafon 1eFere 3 MBS WIT Hama Sal cq |

SH METS lawl TACT HR WT AAAS Sigal ( By reducing selling price

into cost price}: a8 4afS:e atacy Maes ettafes nels, Methes sinh AeA 9a
cetas ea TAC Hq Tea ATS ITS Val VA1 « Aeiaya Branch A/c cma ET AVIS

fasty cata “tetas cwsm castcy Branch Ajc ays sai Bates, Hs cAstce ae Branch

Ajc-e es Bal Ceca Atel Mare caacerefy aag @ festa caRa tera coca ca SICA

faftay Fal ERatce, areca 6 Qed wicr ces wfecna zace faitae face eaca |



_

ate] seaste fears 92

25 MEfe—feen! “tel feta (Double Column Branch A/c): «® tefecs

Branch A/c-sy Bey fice yee fen wa aie cas waft era are-aey ata wel ea
wr fafieg zai cri atafees sets, states aura, ceifie ay, tel age cone
orotic tty Sertfen fear rece ary yee fate sfae ary yeaa Wa caM ee) Ae
coacrae fag wy Bex wa ese ace! fare area raf feast wa ate) oe ea aha
areca “ittts fsb celfas cis fears, Cats wfe-afe Seni ata ay) | wayCATA ea

gets wea cece ate-catenia afta cai cen © fate celta “Tera crea ca As
Branch Ajc-c# Debit 3 Credit 43) ey, cre Tferwe «= aeferwe Branch A/c-c@

Debit 8 Credit #3 s@tz |

ox Mefe—farayces fates franefiy oy mewn ferecan Gai ( By passing
adjusting entries in respect of items which are recorded at selling price instead of cost

price): e@ypafe “teta age ate-catenta fade afaary og fray as fafes =tetfes

atafes neta, tata fast cafes a7, =tetfus starfes Reta, “Ie eee CHAS Atta

at Serifts cren aaey fara (Adjusting Entres) evataa 231 wate ~“tetyaty

crarnaefa aieg @ facta celty “teta cara cauica fafraq sal eeatcs, MRRISTCT cary
wetq | Branch Stock A/c were Stock Reserve «a ye ata fax] cow wfErag CUS Ta
CRURCG WSCA | «- TAAVT AACaa altace Branch Stock A/c wae Stock Reserve A/o-ce

Branch A/c-9 statafas @face Betz |

af ota fe— ty @ CHaTHtA StEfs (Stock and Debtors System ): wt oefers
Branch A/c atcy cata feta cata wa ali «@ fantace fafon oes face safari cow

wey AVS cea By MTA AeatS crarnnefay ae ata fenta ate er) Ge
wafers atetais faainfas feateefa cee afecng acs cata ey s—

(s) Branch Stock Ajc, (2) Branch Debtors’ Ajc, (<) Branch Cash A/c,

(8) Goods Sent to Branch Ajc, (¢) Branch Expenses A/c, (wv) Branch Discounts

Alec, (1) Branch Adjustment A/c, (+) Branch Profit & Loss A/c, (») Stock Reserve

Ajc, (se) Loss in Transit of Goods A/c, (35) Loss on Pilferage A/c, (5%) Branch

Fixed Assets Alcs Sytft |

Branch Adjustment A/c—o{taz (Load) «ay wa aaa fayqefa ( Adjustment

Enteris for Load ) 8 fentca cretcal wa ot faricay Sex frraa aya cea aefae “tet,

cuts mte <1 catd carsata ( gross profit 4] gross loss); «8 aie-catentcay wECe
Branch Profit & Loss A/c-@ etatafas 441 &% |

wWa—atfes Staies Hetcas Ales cy Sta Te acs tzi Branch Stock Reserve
Ajcuq Credit 43) 34, «at Branch Adjustment A/c-4 Debit 4a 2a) cau wfacag

Be wice Branch Stock e&cw Branch Stock Reserve-wy we ay fia! ceases a

faemetca 2 Stcay vata qs Branch Adjustment A/c-s atfen fim wafee qere ats

fence eat ate

(Q) CEU Wifey SRLS cite a UatNwIS BS cHTA ae @ UA faaRET
‘wteta site (Independent Branch ) :

at cotta “tetas crrcesefeg forts atfeata we wea oe ois ferntcay ae ate ar



de featenta— za ¢ eats

a2 wWefars featsd feats vefe west wie, Ue, ara, few, way, we aife Borfi
aeaiy aqe fexts cera ea) «Teta sare wafs Head Office A/c cata ey) oe fentaf

WASH Auta Wartcay Capital A/c-uy aS =e 8 cee BisrAy ACK cy HEM cararaa

WS, CA ABM cHacwm oS fRrsa cHetea wa) Bers cow afars ya wa Hrs atdarw

RUTH ATH AHP Remittances Aje yxfary Gig eu) FARR amaicw ues featcar aes
Head Office A/c-aq Debit-aa fics gtaiefas Sai ea) aHaive “tel wie cqeni-

fan, a-faacya fons, atecorsatcas fenta eas tye ces sfan ace. aff
ats ea Bei Head Office A/c-u Credit 4a] e2rq was carata wavy Gey Head Office

Alc~aq Debit ea) e8rq | caeal frm, wa-fearsa fants, ate catenttay fiata @ Ges:

aca waft afan wafats cee afery aida cwesi eal ste Blea casa fia zere
ateta fafen fetta wvefy cow wfacna 22a featcaa Aes ARGS Fa) TI

cee wierny zecw wafe Branch A/c cajat eal “te @ cee aferay acy ATE 739

caatng ot feats caatcal eal stata fase cece eq ea Gtal aifingy coe aierHa ere
watatw Remittances A/c cata afengas 1 “te 2ets a” erelq aE us feara Credit

Bal Veta | ANH atTe Bea fAfae aricw we fentvagy as Branch A/c-«q Credit-«q firs

atatefae zfare stra 1 tatfas aaa Fmmfea fete ateics cee wfErR ate] cera,
Ve wife warez we Branch Ajc-g Debit eaj serq eat sels featcay avs Head
Office A/c-c# Credit sfacu e8tq |

aretaas catae fafee wiface cow afecaa e8re Branch Ajc-aq Balance wat

ate] wfecagy a8re Head Office Ajc-gq Balance we? earq, fee Feae qeRe
Balance gee ata ey al | «Zara Stat wea, (>) Beas ATE te aieR CEU UfeCs

ca Btsl othte Sei @ aifacte atfaat cateiy al weal (2) caw UfeR “tay UfErH cy Hay
atsta Bal 2 stfacve sta wafers aifial clhety all <eRatCE we Ae afFeeatta fei
(Items in transit) fentcag ates Bifars Sara 1 “NS BIR UNA] caU BfRACs afFqEaTHT

farnefaa wa a7Ey fren fairs zee |

(6) facnod-eafas a1 Cacefs tte] (Foreign Branch) :

een frs wte atetats a attr ate) oe “tei gem es ete fantray @
atte | wate celts stepefa cq refers fete aice, cafe ~=tepe cH efers fears
aire) cee aferry sere stats seq feataefag ax wae'S sfaatz aa cafes atera

caanl fry we “tetfes statfes aetcaa fara cow wfers cad wal ee | wa CHU

“ita Coen fens awefy Carns aaty faftae etc afar cow aferrg were Be areola
OES frets 4 cay gUta ace atefas Val Mec er aft Caehee aete fafa

uta casts Fafa es, wel eer tery caenifacns avefy walt fates atta antefic
wa Te) aft Canfas sata fafaan ata were tfiesaty ey Ie Rao TetT cHSTT-
Facaa wwefs Ooiges Rica aitafae sficw era | feet a cote auly antafae sfaats

wea aft cata aides cre con, Stel eetH Betcs “Difference in Exchange A/c’’-«

saamfie =face cha) ora ity 8 fetcay weft Profit & Loss Alc-« gtatefgye 43!



2 WOT

FV-BIG1 ( Royalty )

s. WES! sens fs gate (What is Royalty): «faa wy cory sfiaty ow

Satara afaa wifes, UW cess ay aaeta sfaata aw cata want conse tz wa-
FRACS TW Ysa TH UWAria Satta aI esas UM Yws-fawe areas een a
Stel aAaw cy Bel arta Sta, Trics VYSIG) (Royalty) ai Bertfes acy fefers a
faacad fefecs Aletats oS FE-STY! AHtAa S71 BF |

2. wea Vea aface fe gata (What is Minimum Rent) : ¢f§ utfta cxca

aisaas vica afae cated Centea Sars Sears ay ATE AC) «MS ATT ae YAS

wate fate ifaats at faatrsz an pierce aiviats wa “6 cat sa er) oe fafie

wcdy Bars AMS WGA (Minimum Rent) a wi eatey wets ars al ca,
Sunes ef zea f fates aexa at aes fers eC | Pasa eteata wS avfas phos

care Bette al arara fefers FAL fas ete ae Pasy Wears Aes cy VS Mfrs Varq

Bere Sats ete Veca | phew ea us ut we’ atcatfre eke ties ca arate aS
Surifea cara Sette a fearcaa foes cy ateal faxifas wees, Cal Paey eter aH
HT LEMS GUAT AVI SHAG AeA |

©. aefs Berturag eal =afacs fs yaa (What is Short working) : Pasa

ater BC 2S Royalty ey eer. uF Royalty-9 Gry Saas afew coed amta
Baqi zy Vairs HSS Vertincay Vteai Short-working qa} qa) preica GE ACG

eUcatfas BBcs Hic CF AFG Royalty-9 ¥faats Paor Vreoal CATs Bes eam f TWeacay
Royalty-4 ws Bets A4ael os AW atfes seacay Short-working-gg GE Bey S71
sfaca }~’ Short-working atan Sd Sitia fata aaa amy ATieTw eerq ca Short-working-
G3 WE UY feats Aa cam Royalty-a afarts Paey We TT ST al Wl oe ay

Short-working-ce OUMTAAT FIAST ASA (Redeemable Dead Rent) aj zy piegz

fafae may wheaie vet Royalty e&e Short-working aq He Sy 41 WT al |
Short-working- aq «2 aaiviat At are-careaicagy rcs warefas sface vy

g. 4a-8utal (Sublease): Fuivivia wie sere Stara vias “ewe

Satatniacs (sublessee) waFetst fim ice wa-Ruisl phere Qatswinee yawn

ateat fits we aces fee Ecoincaa feferw fexifss wesia ext Yaes eieata

mee cq wad BARS UR Es Saraaicaa ating vACA! «SFT Royalty-g “FETT ARE

atest wore «fas ezcr 2 acataa Royalty-q ae Vas Wa-Fetsinta {RST we a
qatfirs aeacaa Short-working-<m @ Btw face Atfacsa | wa CRA cefees wera

cam Royalty-9 *faatt CTA ANH PAST VTA AC SA A VA

Satatetcas featcas qecw Saes cay seats ew cy Journal Mtry-7 wasty Uy,

ng-2utatricaa fase zerw ety Weta a Seta farts Journal Entrya erates RBCS |

¢. fenta awe MEfS -(Treatmpnt in Accounts) Sataitta 2 VEWeAsTy

fantcaa Ace WE STH! ALMTS caraens Foie fates sal AH) BW
(s) Minimum Rent A/c 41 afar oa

(2) Minimum Rent A/c firm |



Oo TOT

UWI-Fy (Hire-Purchase)

Ss. Ciyl-en refer Cafe@y (Features of Hire Purchare System): ofyl-ay
saftey cafatrefa fagay :—

(3) otyl-aru pie wwatit cafes acta you faire fefers afaeaty wa ey |

(%) fafoafacs caifas accra Stel aren aire wae afal oety a1 ey |

(4) anfe® eta gay ate cry ore fafeg ae fscmty a wal rhe care! Buta
aifasta ay ats aca a, afve pre wife ven ata ARE Nt caret Ure Et way

Ba ise Gel CH COTA FTF |

2. StUl-an eae atetge fazscHa acet ettefes (Distinction between a Hire-

Parchase and Ordinary Sale) :

faapcaa phe werntca— Stel Gra pie wernicz—
(>) ya atfretr we faces fas (>) ceifae aca xtfereta we faraets

Ears carats fares feral ae fast atfea ate

cay fafe avis wag fafa fray
Styl ater ewe wef afayl 7 way

BH |

(2) fafer Bra sea yey stan creel say (2)

() corel mf Feerqs faery a votes
afacs aca |

(8) CBS UAT ACT AW Tay ATAU

ad firs EF

(¢) CHU farawtrs 497

ATCA A} |

caase FIG

(0) TT Ty Atam coy one fafeq wef

afacity al sal ae caret aeyfP

sieize fase fray a ostey fare
ACA al

(8) CHUN ANA TW Wy SETS ze

ara fag aed fics ey |

(¢) caret FUMPes Ae ceqwe *s1Frs

ATCH I

o. fee fefea qe ie aim Bee THe (Apportionment of Interest and

Principal of tach Instalment) ;

CBi-wate ete ffs wtrcrgy ferret ost wee Btacry Sra ony fate frrata

wifae "fe AAS Ve Mee TIS) STel-we aeatE cracna fafsae sfeata aay fates
ai 8 ae qeaere fate aa cy, cifics ama fice aca) Stray aECe

orton fertca a aewa SECs HePHE AeATaT aTS-cot eaters (eAtcs cHears wees |
g. woifel eapy (Depreciation on Assets): Sf¥i-7¥ pie BRAT FETS

wifea stat ait Wycaya (full cash price) Gry wang vfacw ears wage ANANE TeRTTE
ATS CHT SAtcas CHetcal RECs) | Stel Sey core fare aiatcaa ta aenfeida aifarstal
HE TAs HVT OG Seer face wea Gel ceree yous fea eace aif sce |



Fafeatae faery orate 20

¢. SPITE Hiearca celfas res CEASE (Return of Goods supplied under Hire
Purchase Agreement) :

aft cae catae fefea Ste waaye fice a vice, Stel eFca Wrets fasd cers
A CHAS MRA SH By eae cH sates fafe satay cy aed emia Bfazee, Sei tireate Sa
Rl MRT CHE CHS! 8 fara Vorry fentcay Fars My CHAS RetE CHAKA fafrae

Sfacs Sz

‘98 Bly

Foisatn faex spate
(Sale by Instalment System)

aft fawr phea S aaah eos aatala acd fears gon cate ofrata afeerd

fafeu fafece @ stay ad afacety Sfaate Qcatt ceen oy, Stel Bara arcs fefecafag

faara refs (Sale by Instalment System) qa ea! stay faeces ceca wifes atfratal

ay Famapte wots ceqta Ace Ace CSTE fast piew ata, afe ces! catae fates Srey
fice wey ay, A Aiea sal ate al) FHS J Atty Se ATAS AHH

Sfacs AICS

SlGl-WH A fafeafing AGIST aCe ottefes (Distinction between Hire Purchase

and Sale by Instalment) :

Slwi-aea AGL fefwafy stats

[>] a4enq fate ony at zen tre cae «6 (9) fare phe roitfns conta ace atcw

Mca Afasta WE ATS SCZ al | Cael Wt atfaata we ats sfani
US |

la] carae fafeca Btal cate al afaca, [2] catre fafea cre one a afica

fame afer vt arcents sface faculty atceats SfIcs ia aT I

HITZ | Set SCY SN WAACS AIAN HicTT
Sfacs Ca ATE

[o] cara ae acne ate ani cq | [fo] ret een mfae a ATs
etrerarst [ Hirer] ai afew sete
[Bailee}] ata |

(8) seyfta statwa acpi fee oeta = [8] feecaa acer ace ieee tater eb

aifteta ae ater fate city al oa Asta TS VaTePas ea |

Coq] he CaTSlAS BA a |



O¢ Bay

FaePA Tl CHAT APTS ij (Goods on Sale or Return)

PIS SEAS AA GAT SAY Hwraics Hey Baars, wired Sore aww ays

aafes gouty acai fata ae, 2 4 cawtA Be Mee atsata RATS HT te CECT
CBA J vey ay aeT | RH al Bea Vaice fates Ayraa wey ceaw fics ea! Bea CaTTS
CHS Seta AIM wy sq, Tey Gel faery afag vai vq aie CHB Stary

BRAHA BHA Al BCA a Fafes HAUT Ay CH yy CRASS AI ATdTy, Stel wary Batrse

fara afer val BRta 1 CR OBEICT CHACHA Sal aT Sars faepa al CHAS MHS
sey (Goods on sales or return) qa gy faarT A HTS MATS corarna Aietate feats

refers fentcaa zace fafiag Fai tes —

(>) cl cera 4 OST CoacHCTA ANAT UTS A147,
(2) CR CHTH 4 GTSTT CAATHTAT ALA CARTS AAW AA, 48

(9) CECH o SHS coracHA HART |

5. Cl Cee FawT-a-cHAT HLHTS CHACHA ASS AN, CH CHT F caaceaafacs

mivtay faacga sage afin featcay qece fayaa sai eal cHEtT Ores AUTcAT
Fearacs wy Htwlqs say Catcs Ge Srca ames facs cHatcal ey

2. CR URCH FAT-A-CHAG HLS caACHTAA ALA CARTS ANT AT, cA CATE BPE
Sale or Return Day Book-« caacnaefag atafirs feta ca ea

OCU CCH FART A-CHAS ATT CHACHA IAL, CH CHCA KS STA Cora:

ofaa ae os oy auy fenicaa ae cote a) we atefy feat az ua feat

wafers ates fartcas cafes aie Ratees cata AHF ATE |




