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Paper-2

Note:

B.Com-II

CORPORATEACCOUNTING Max: Marks: 100
Time: 3 Hours

Ten questions shall be set in the question paper covering the whole syllabus. The candidates will be required
to attempt any five questions.

Issue. Foreiture and Re-issue of Shares; Redemption of Preference Shares, Issue and Redemption of
Debentures.

Profit/Loss prior to incorporation.

Final accounts of Companies : Excluding Computation of Managerial Remuneration; Valuation of goodwill
and shares. Accounting for Amalgamation, absorption of Companies as per Indian Accounting Standard.

Accounting for internal reconstruction: excluding re-construction schemes.
Consolidated Balance Sheet of Holding Companies with one Subsidiary only.

Liquidation of companies. Accounts of Banking and Insurance companies.
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-1
(Company Accounts)
e &1 R
(Issue of Shares)
HFH R’ R?
(Whatisa Company?)

YR HF AT, 1956 B GRT 3 & JFAR, “HH PI AU 59 AAIH & =eia AT v dofipd
S A7 e HF & B | feme e e I e ) O wRe | R, e e va aofiexoer g
FHEN AR H A (B & a1 1 81 | I8 URHINT dael I8 W Al 2 b 39 AfAfrm &
T AT HRT HHI BT & URTg I8 7 A1 D Pl &F W PRl 8 AR 7 39D fazrvamsii R
BTl STefcll 8 | <rrefier Arefel & URYTET | W™aa: I SI1 dlol W 8l 8 | S9d &l H, “HF1 Uh
35T, A Td P Afdd 2 et s dgnfe gran @ | [ gr1 Affd 8 & dRU I8 a8 i
A TSR H @ FHha! & et (ffadR g9 AfHa smsn—uz # g1 ® a1 o1 39a iRda & forg
AIeTH 2 | & YRAT W HFoN & A UBall Pl T &I BRI | 37 B DI FIH GRHT
JHR Q1 ST Al B, “HHA! e g1 [ va Sfeed e 7 e siaa aewii 9 us vd sifafee+
B &, e gon e vd Afad qeg & ol # fawfora 2t 2, Jewil &1 aii Wifia 2 2,
R T ?zl'lﬁ'ﬂ?[ (Common Seal)?f'rﬁ =

S P faevan

(Characteristics of a Company)

ST fAda BT faeyoeae T S @ (9 faRIan udhe &_al & (1) = g g1 Afa v
DM A 2, (2) HFN BT D IR g9 AW & 3fR<Icd A AP Bl 8, (3) BN Bl ARG
IS AER] 1] WA IR R T8 a1, (@) TIH IR BT S AT SHD §RT b fhd MU
3l & 3ifhd Hou ad AT BT &, (5) BN & A SRRV Bl & Sl a1 fohdl ufcree & sxar=aiRd
By 1 Fwdhd €, (6) FFAI A I B B oY URed Y B, (7) HHN SWIER] S I IR AT B
TIRT el 2 |

HA AR AEIER § =R

(Distinction between a Company and a Partnership)

FHHAI IR WrsreR] ¥ FrEfoad ugE o= ©:

1. SifaffE (Law)—&7 R WRAT &FO IfRIFA, 1956 & U@ @] Bld @ WEfh WIEERI W
IR TSGR ST 1932 & Urae af] 8 © |

2. A G (Number of Members)—ATdui~d BFIT & ST Bl ~AqH TIT 7 BN ®, olfee
SNAHTH FRT W PIg e &1 Bicl], STdfch ol HH H RAaH TRT 2 iR e F==1 50 Bl




10.

11.

PHEAT ORITRA
2| AEERI ¥, AMY a9 H <LATH GE1 2 3R ffEhad §1 20 BT & S dfhy ey |
3ffreas | 10 Bl |
IRTE (Entity)—FH1 1 IHS Fewi A SREMRAT | yrd demfies R Bl § kg AR
H AEIGRI &1 ARGRI 9 UId ARGE -Tel BT i AeaR AR ARERI BH JuTd gt 3 U6 8
AT S 2 |
TRA@ (Liability)—F1 & JeTRAT BT 1R SHD RI1 I fBU T 3720 & 2ifdd Jed de Aifd
BT B STafe AEIER § ARERI $1 IR 9T AR 8k © |
ga=e (Management)—$FI-1 &1 UG ST UG D JJAR JLERAT §RT I TY FATAD] §IRT
BIAT & SIafd ARER] H Ud AR 9a § 91T o &1 JEHRT BT © |
Yoil (Capital)—H*-1 & fARmetdrd fa<ii A 8 © | I8 AU BICI—BIC! IR & 3791 [Ahd dxa
e ARl Yoil Udbfd &R |ahdl o | dfbs AR ¥ Oy dig Aiffg 8 € wifs ddd
AR & Yol RAFARSE & el 81 & |
@ faa=ur (Distribution of Profits)— ¥l H < 1 fIaR01 RIEMRAT T U 39 Yoil W, Th
e ax & ARl & WU H fhar Sidr 8 WReg Wisier) § A Bl AR, IRWRe a9 & 3R
1 AER] [Jerkg & AR b i 2 |

37eN BT TR (Trnasfer of Shares)— ¥ H 3R U A P TR WAAAYAD B
qhd & R AR H Big Il SRR, G4 ABER] B qa—AsAld & fd71 T8 B Febell |

JTDBEU (Audit)—dLTH I A HHAT & oY U o GKIb] Bl fbevl Bl arcs vadpra<e |
PRAMT AR & | Afh FIER BH B @l GId] $1 Adhevl Yo g g dgihe afic 9
SISCIPIS RIS

EEIEET W (Statutory Books)— &+ & forg fagm g1 ffdse g??l’ct\? fore et W Dl STl
2, YEAT TS & STaid Aear] d e gry Ffde @18 g @1 Aaeds T8 ¢ |

fdees (Winding up)—&¥ =1 &1 fdeeq, =T gRT I1 SRIETRAT & TR §RT AT FOTQTRA B 7T
WR BT S APl & | Afb ARl § B 1 WEeR B 79 8 6N R A1 9 fadrfern st
RTS8 O WX, S9& I+ fJeoT o) o 99 W AEER] &1 fdged wd: 81 8 oI 8 |

FUAA B IPR
(Kinds of Companies)

HHAAT BT TDHRV 3P YR A fBg1 S Al 8, [ Je& yR Fefalad &

(F) FIHET B AMUR R HFYCAT D TR

(Kinds of Companies on the basis of Incorporation)

FHMET & MYR R S & w0 9 fr=iforiad 9 geR @l 81 dadl &:

1.

e HHEHAT (Chartered Companies)—?ﬁ J BT € NHd H 59 msn—ua gRT fhar St
B | SR & THHAT BT T8 I YT w4 B | §%¢ 30Sa 7, §& it giets, s o 3%
SPSAT—39 UHR & HHTA & U ISTER 8 | 9Rd § 39 UHR B Bl HFIA a1 2 |

qenfAe Al (Statutory Companies)—3 d &1 8, @1 THHAT A9e & a9y sifdfm «
I BIAT B | 39 UBR &1 HHa1 &1 01 I Ag & SN a1 AR &)+ & forg faeam Siran
T IR ¥ 39 UPR Bl 3Md HHIT a—Rord 6 e ey, e 6 3w sfvsyr, 9 AR
o e |




B T 7

3. Iored dwfAal (Registered Companies)—f{ I ST 8 e SR IR SR ST,
1956 & =T AT © | IeTd HHMAT B Bledx ¥ ¥ fIemE o9 il FH &1 34l TR
FATHST g3l B |

(@) < & MYR R HHUAAI & IBR

(Kinds of Companies on the basis of Liability)
AeRl & SR & JAER R HHRT 0 WU A FRad 39 UbR &1 81 Fabl o

(1) 3 g™ WfA9 A (Companies Limited by Shares)—37¥1 §R1 HIfAd &Xf-a1 4 &9l &
T goil el § fA9fora 8l 2 IR U& el &1 1 S9a gR1 &d fhy Y 3l & IHA
qp AfAd gar 2 |

(2) RS gR1 WfAG F=AAT (Companies Limited by Guarantee)—d d HHT & NFd Td® Aew
BT STRIT S gRT &f T8 RS ddh AT Bl & 3Nk T 3I9emy dvo-l &) |H1fid IR o1 WaR
PRI B | 39 G H Ig 91 Seor@qg & fb O HH Y dHM B Se¥ W el 9918 ST |
AR IR, gAY Ud I AT, Fold FHO—HY IS 39D 3 IS ¢ |

(3) A9 H=fAAl (Unlimited Companies)—3 d HHMT Bl & oS AR &1 SR¥@ Udhd ATARY
IR ARERT & 9ifd RN BT 8| sRNAd <1l 9 gaRT e I8 B b o7 afe g9= &
HHY AU KON Pl b § TH TEI 2 O A Bl AR qHRy N g9 ol vam § oA1g S
AP 8 | aoH FHA H QT 98 HH ST 1S SR B |

(71) Al B A=l B IR TR HHCAT & TBR

(Kinds of Companies on the basis of Number of Members)

AW B T & YR W HHAAAT & BRI 8 dhdl o

1) fash ®w (Private Company)—ﬁlTrﬁ HFAT T HFT BN 8 S 379 I & KISSIN M B
BTN IR UfAa=e el 8 a1 s &1 AT (GHaRAl Bl BIeds) 50 9 31fdd 81 8l Adbdl 3R
I8 FIAIRIRYT P 379 AT F0IIS W & oIy maf=rd 781 B Al |

(2) AP BT (Public Company)—msﬁﬁmﬁmmiﬁﬁgqﬁWﬁﬁ@g
Hde 391 Wbd 8 fh S ¥ ¥ 81 8, I8 FTAol-dh B! & | 31 ATdoldh B! )l Aa
AT ST Yol B AJAR AADHTH 8 Febell & AT & BWICRYI Tq fdshd WR BN YR Pl IpA™
T B SR AT DI A1 B 37 HY dRA d forv Al fbar 1 & 21

(a) wfia & YR 4R HHUFAl & THR

(Kinds of Companies on the basis of Ownership)
W@ & MR R HAfl & f=falad 31 yeR 81 9ad &

1) AXHRY P (Government Company)—WW@WWWW@%WW
37 Goll 1 HHF ¥ HH 51 U= 91 d1d TRGR AT fHl b 3faT ffded I FRBRI AT 3N
I A B ARGR Td 36 ©T A T I7 31D 90 IRBRI & U 81 | 30D = 9 Hrf=i]
P1 W affaferd fhar SaT 8 S RGN &A1 & F8-Id ¥ Bl © |

2) ?13['&11'\& Q?I AP HHAAT (Holding and Subsidiary Companies)—<Sid Udh HOA BT B =
P B Yg IR R0 BT 2 a9 R0 SR arell HFA D1 e s IR SRl dEd

2 3R fFafra = B TEre FEET dEd © |




BT TGTH

S b1 f[AHTr

(Formation of a Company)

S B DI Gfe g 39b 0 & Y omd Jenie ia=nRediall & QR &A1 gedl & a1 f+Hfor
T 3P BRI B BT B | d Afdd ST B b FHT BT Fhed IR S Hraey § uRford wRd ©,
Jadd (Promotors) HEId & | BF-1 & AT & forv yadet o fFr=faRad &R &) dsd 2 |

(®) YRMRIP B (Preliminary Steps)—URME ST & <A BT & Yd<id] DI FfIRad drd w3

1)

(2)

3)

“4)

asd & |
JMTLYH Yol Pl AR HYarT (To get prepared necessary documents)—ﬂﬁq%’l":{ qdh] Bl HHA

R B B fore Arenfaas (Memorandum of Association) g SRR (Articles of Association) TR
P TS ©, Hifdh 3% UK (B 971 FFI1 &1 FHRTe 21 81 b |

H¥ BT A A BT (to decide the name of the company)—Yddd 1 dagard I8 Hf¥ed
PRA1 Ul & b HHoel fbd 9 A URS DI TG | BEAT BT AM (B g f[AgHE v |
FAeT—Jerd &1 8191 =2y |

iﬁﬂ fra & for o<y SR | Glﬂ'qﬁ A (To get sanction from Central Government)—?il'f%(r
PIg B 25 ARI BYY AP & (% I BRA 81 AN IH D= TRBR DI AT 1 o+l Tedll IR
At B FN T AR A qR D o P R B TEH A 9 e B e Fr
Tt aH, 1947 (Capital Issue Control Act, 1947)2?) SIS D] N‘\Icpl{a o TSl 2| 2599 I s
goil [RRIECECTS AR goil R =1 (Controller of Capital Issues) @ 9 JATIGT—IH WoIAT TSl
2| IR 59 G W S 1992 F UTER 9 Ufofa vd R 9% &ifw sftedr & fdve Rigri @

QT HRAT IS B |

ienfie ?ﬂ's’;ﬁﬂ 1< wRHAT (To obtain Industrial Licence)—?il'f%«r HH fH @ REINECY %I'Q zerTfud
P S & ' s fore s (e vd faee) sifafem, 1951 & oaiia g o Sifard &
ITP T T UIftd & Favern aAl Usdl © |

(@) 9oiasd 1 PVRER B BATAI H MATD Ui ASHT
(To send necessary documents in the office of Registrar)

IR BT B T B B GeA 3G 99 B INRER & SR § FfalRad gorg 9o u=d € |

1)

(2)

3)

“4)

€)

B B AT (Memorandum of Association of Company)—av_Fq_*‘ﬁ ® BT g JfIPRI B
AT, IEe, Yol Mfa &1 gol Il 39 Yol | Bl © | U ATaoli-ih Bl & A= R 9 4
F9 ad (ol FF @) gen H ) Ifd & TR B AR B |

BT BT SATH (Articles of Association of Company)—s¥ Yo H Amifee | aftta seeai o
uIfT & forg Ud roelt & o1 o1 ars wu 3 ga™ @ forg el qen Sufesi @t qoi Seoig 81T 2 |
fe fH=ft AEeie S B FA 991 safadl & fhar Sar ® a1 e | @1 uem
ST B AR T (Table ‘A”) & F 9 €1 99 B & F=<I109 BN |

HareAdl @ FA (List of Directors)— T Il 1 HF1 &1 AT a1 WIHR fBa1 g I =M,
Udl, FAN, AT Ud ML JAMME BT U Gl VRER & Brafard H 9oil gl © |

aredl 3 forfaa =wfa (Written Consent of Directors)—NTH &l ¥ WaTeld 9941 Wb R b
2 I foaRga Wil IFRER & HRATEI H AT IAEID © | A & FJ WPHa—99 R ITd
TEIER W 8 @1y |

[ATIdl §RT AT 319 v HRA Bl feiffad @+ (Understanding in Writing by Directors to take
qualification shares)—3 3T &1 Ud TRifder fh R afedai & 9 Farasl @ g § fQy 17 2|




EaeRINCIG| 9
9 FAd 9 @ fog TR g IR S argdn i fhas 8 &R ==\ Angar i (Minimum
Qualification Shares) S84 WRIG folv ¥ |

(6) P Bl IVRES BT (Registered office of the Company)—&H¥ BT IVRTS HATT b I
H Rgd B 39 910 1 GaT IVRER HBled & BrRITAd H Aol A8 2 |

(7) qufSe =9UT (Statutory Declaration)—®+I-1 & Uddd B THHAT & THHAT & G- H dCs
THe<c fhdl Soa AT I Sedad ~RTAd & dhied IT fSTH AT HFI1 & fhd) Sod fdr
S aTAd, WAl Ial HINiedel e gRI S M @ foiRad €yon axaml gsdl g fb &eet
QAT & T H B+ AR, 1956 & 3r=<aviq aftfd den Sa@ I a9 FHRe Tl A
@l &1 urer B T B SR qoErE 9 etavas drianedl R R A S ©

8) fRuifRa ¥ch STHT PRIAT (To deposit prescribed fees)—HTI THHAA B folU SIRIGd A4 Toid] &
A1 AR gRT FEiRa gedb N RER A2y & ST § ST HRAT Tl 2 |

(A1) M BT YHOT 9

(Certificate of Incorporation)

MR & BRITGIT H 5 A9 Told S PR & I & Ud ISR eE BT MR gob Wl o1 R e
S & SR IS IRER 59 910 A A< 81 Il ¢ 15 9491 e sriarzal g oR &1 718 2 | 1 98 o1
BT BT Th TATI-UH < BT SV <l B | 59 THV-0F R IMDRER & SR 3R SHqD BRI &
AR o Bl © | $9 91d 1 WKl & fob ) dennfviep drdarf@di gt &l T gl ¢ |

YR YR™ BRAT (Commencement of Business)— =5l &FI- A &1 YAV fAefd 81 8191 IR
YR DR Fhdl & ol FTaolfd B Dl ATIR TR B & oIy THHAT & SR U 3R THO—T
I BT Tsdl 8 | Y AR B BT TH0—0F heEd © |

UfIaRY1 (Prospectus)—JafaRoT &1 M TH Y9 A ¥, oI b ufdexor & w9 & aftta ar feifaa fean = 8
T 3O U Afes, uRuA, fasmus a1 o= yu ) |affaferd € ST Ud IHTHTord ARl & 790 AT Fo—93l
P IS INUAT HI BRI b U ST I YK HIT BT & | yfaaRor &1 favg—arnh f=foRaa &

(1) N & T I T4 -\ R gWTeR 3 a1l Afdaal & M, Ud, faaror qen 39 g
uTfdfa 37el & FeE |

(2) 39 & YPR U9 fAfI= UHR & 30 HI I&IT dA1 TR IETRAT & IR |

(3) WIeg YEieR E & Gwn qu faavvr, It 31 @)

(4) FETID] & AT 3 BT AT IS DI 81 Al qAT ITHT GRS |

(5) UIH—HATAD IfAAT YGEd: qAT HATAD] & A1, U, FIAd Ud fdavoT iR g4 |1 by MQ argaei
P Foord |

(6) = 3rfETH @Y I |
(7) SANSH A G A g5 B Bl Al |
(8) 3TdE+ TG 3Mged WR &1 S dTell I |

(9) 9 IgEEi BT AeW 5 gRI Al Afdd B A & B W AT RU-UA b WM B g
faerTfaerR faar T g |

(10) U 372 AT Fo—u=AT BT fJa=o1 S 79 T a9f H§ qdbe & ffaRad fadl 3 ufawa & forg frifaa farg
T

(11) 719 <1 auf # i fd e efen R ura Wit @ Il




10
(12)

(13)

(14)
15)
(16)
A7)

(18)
(19)
(20)

2D
(22)
(23)

(24)

(25)

(26)

BT TGTH

i RT3l &1 ’o—u=Al &I AU SR T 2 A1 ARSI & AW, I (Il S arell
P TAT FAATAD] DI 59 A7 H A b AWMIS 19+ ITRIET BT G-I B H FefH 2 |

BT B Tg FHRT BT AR qon fabareti & =, gd g fdaror 9o S 72, Fo—931 IT Fdhe Uiabhdd
® ®Y H I S el XhH |

A &1 Ul H M B SfWeE & forg e = e |

YRS @1 DI AN IBH d1 9 Al & M AR U {87 39 =1 &1 Y= 6 2 |
I 1 gl H {0 gade A1 BRI BT & T A9 9o 39a forw ura i |

ye—HdTerd 1 Uaed &1 Fgfad va wiRsifie & Gy 9 6 T gl o e, 39 dereR
U HHI] |

T &1 aul H HE gRI b T HEwaqul Sfgei Bl R |

HA B G-I D (IS DI BN) & AW 9 U |

B B Udad H AT I & a8 H A & ol B DI T3 FHRT H UAS FaTdd 1 Yadd & f2d &
quf fdaRor |

A B IIIA §RT AR B PRI W R T Ul |

I I(AfY S H B JIATT H PRIRG 2 |

I S fHl U e &1 Hd HRAT A8l 8 ol & 9 99 F HF @Ay & fore fbar =am g o
I I BT BT T B 1@ BT Sooid |

A HHT T IAD! (AT HBIDH HHT BT AT AT BINI DT GOIIHRT [HAT AT 2 Al 39 UBR &
JSiIhR 0T I R |
A 1 gl H B TSB! FERID B DI GRS eI A Ieq= AT BT fdavor v
ESERINECIREIEN

THh AR¥Td 999 U9 IH 981 R &9+ & AH—8IH @rar va Rerfa faavor &1 f5eror fhan S |aan
=

Ayt afeal wa forex
(Statutory Books and Registers)

TG BT BT I8 9IS 1w © fh I8 e dratery # fefalRaa afgai ok Ifwer
(1) 7N g7 fpu U fafaT &1 IR o S A F 7 8, (2) WIR—IFRER, (3) ST BT IV, (4)

ROIRAT B IR, (5) BFe gb, (6) Tl &I AR, (7) AATAD! BT ISR, (8) FATADI Dl
JRETRAT &1 IV, (9) TH B Yad & A HHf o1 QU 77 ol o1 IR, (10) 3T HHEGT &
3= Ud SO H Rl gRT fby MY AR &1 e |

o afa

(Books of Accounts)

TS & P (TIRad & TF- H IMMaedd ol 9l 1@+ aA1fey;

(1
()
3)

HH R UTW Bl T8 3R I &I T8 Ao IRICRIT 901 Ui vd g3 | gfd adl A,
P GRT G311 BT fha1 T ol HT qa 93,

BT P THET AR Ud g1l BT fdavor I@q & o7y |
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3e—31 Td UBR

(Share—Meaning and Kinds)

I I SHIS © FOTAH HHA DI Gl Yol Bl fA9IRora b Srar 2 | Iarerend—afe f&h dw = @ ol
T G B0 & Sl Al BUY B ¥ 1 @) <9 §OIR gprdl § AWIfeia 8 1 9l vud B UAd Shls Bl

BT BT A BT SIMUIT| I & 39 URBI DI IJIYRT AT BT Bl A B8l Il & | Uh HH
fr=faRad <1 R & o7 i &) daal B |

(1) Yaifd®R 379 (Preference Shares)—JalEHR 320 I AU I 3720 4 &, S FR¥=d SR A A7 U
PR TAT FFIAI D A DI G2 H Yol U1 & foY FHETESR 3720 &1 o1 H GaibR Y bR
2| qaifeR o e AfEd &% 9 oM uie axd € | qEiftieR & f=iferRed uer & 8 dad € |

(i) R ep| gyﬁaw 3791 (Cumulative Preference Shares)—3a]] Wfﬁﬂ?‘l’%’ Y J B ¥ o w
ol oy oImTer Ut | B9 @) G20 H, 98 gt 9 & oATHIRN & A1 AfId Bl I8dl ® | ofd dd
Al gRT Gl GairdR iRl UR I T dle] 99 Pl 149l el o Qa1 S, 98 o=y fhw
UHR & 373 R ATHIE ol < Fhdl |

(ii) TR ‘Eﬁ‘aﬂﬂ'\' 391 (Non-Cumulative Preference Shares)—@f g 39 B M ) dre S
TN H AT <N S S9d gRI AT oy S1fTd foar 81| afe fal oy omier <=1 §
HH TH TRl ® a1 A TR 3Tl 99 & oAl H 3 fUsel auf & e & A TE B A |

(iiiy RS YaifdR e (Participating Preference Shares)—3 d 379 § o= MRed av 9§ v
Ui &R & 916 B B AfARTT 4l H 91T o< T SMfTPR 2 |

(iv) W‘cﬁ'g'cﬁ ‘fﬁﬁl’ﬂ'\’ 39 (Guaranteed Preference Shares)—f{ g tﬁmﬂ e B, H w
AT & YA & T ¥, fRRN o el )T TIRUS) § & T 2|

(v) mey Tﬁﬁ'clﬂ'\’ 390 (Redeemable Preference Shares)—f{ q tlfl'i'f??['c}v"l? 39 8, e a7 &
S @Il § B @i W I i e fhar S aadr 2|

2) 3ﬁ€|€| g1 A 39 (Equity of Ordinary Shares)—s¥ YdRR P AT TN AT I T U:CI'W@I?FN
el R e aR A AWM g b uTEnd fhal Sl 8 9 SRl B FHIT G QaifHeR
3Rl @ ol dleM & d1& &1 I Yol Ui & SfUdRI Bl 8 | HFl H o™ 9 B9 IR IT 0T
T B S H T UBR & ST IR AT HT YA &1 [BAT ST 8 | I S F Afdd A el
g dl 39 37E R W fAd iy Aerar 8 SR Al AW BH B § Al $° W B i e g
3T HFIAT 3R AT SRR BT AT ATF—12] Foldl 2 |

sier g
(Share Capital)
31ef (Meaning)—U& HFIT &1 Yol 3 BIC—BIC A AT 372 ¥ fA9Iia ercll & $afely Bl &I Yol &l
379 il (Share Capital) &gl ST 2l

319 goll & &Y
(Forms of Share Capital)
T HFIA BT Yol Bl [3urer FeforiRad wdi & faar o waar 8—



12 BT TGTH

(1) 3f¥a goit a1 3ifdbd goht (Authorised Capital or Nominal Capital)—UHl Yol &1 goid S & UlNg
A g9 | BIar § 1 I8 Yol @1 g8 Sif¥ead M & el Ui BRA @ forg el sTfeigd Bl © |
ST TSl Yoil (Registred Capital) 312rdT 3ifdel Yoil (Nominal Capital) ¥1 &8d 8 | S¥I (U Sidd Bl H
B W 59 IR A SFET B A AT TE DR Fehedl |

(2) feifaa goft (Issued Capital)— R OGSl ¥ @1 S18EHA Yol &1 98 9FT 8 S SIal Bl SIRI ]
ST 21 g9H g A | @ SIfieTansii (Subscribes) §RT fRT TG 3Rl @1 ft wnfie R S 2
AP Yol B S 9 SIRT 81 fbar SIrar 98 SAFFIAT Yol (Unissued Capital) HEETT © |

(3) wTf Yoht (Subscribed Capital)— R goil &1 98 9F1 /e foy H#uel &1 SFan 94 wied_—ua
(Applications) U< &I, UTffd Yol HET & SHH 19 37 @ Adrg & 3TATdl 1 fodl ufihel & 98l 3 &
T 3% Afaferd B Wi 2 |

(4) Ifaa goft a1 AFf € Yol (Called-up Capital)—3AEGR HHFIT Gawd afela ol @l M3 g ey =
AR R B 7 AR € ST BB 9N A W, {O MMEcd IR qAT Y 9RT Jre1sil 9 | S g | 37
T Yol T S 9T SRl §IRT AT {71 -1 2 a8 arrerd goil I1 |R11 18 YSil (Called-up Capital) SEaTl
2 | A T i goh | & Sy ar unfela iR a1 Yol | is TR FTel Xadl | STeEniRAl gRT S ARf
TS <IRT 81 FabTg STl I9 I AT A (Calls-in-arrears) B © | W YSH &1 ST 9T AR 21 791 IH
SIDIICR] q\Gﬂ (Uncalled Capital) H&d & |

(5) uSd A1 g Yoit (Paid-up Capital)—AT=[ Yol HT T8 9F S ST R $F $I < &1 Sl 8
Gbdl ‘{LTrﬁ (Paid-up Capital) hgTIdl = ERIN Treq] H AR I R (Called-up Capital)ﬁ A HTT AR AR
(Calls-in arrears) g™ & dI5 Jebdl f:LTrﬁ (Paid-un Capital) YT Bl 2 |

(6)?“%?[ 7 RS ‘J\\_rﬁ (Reserve Capital)—EFFq_*‘ﬁ P U8 AIPR T b a8 Uh A9y yad 9 dRdb T8
ol ax |l © 6w &1 urfid GSi (Subscribed Capital) BT g8 |RT ST 31 @b AT 81 1 8 | 98
DA HFEAl b AU DI AT H B AR S | 37 Yol & T 91T D1 Aferd Yoil A1 srRfee ol $&d ¢ |
I8 YOl B & FHIUA D] G H HH B SRURTIS GRE U Rl |

Al BT Yol & gHIpRoT 7 IR I FHS Fhd © |

JEIERUI—TdH B D AP Yoil 10,00,000 9 & Sl SH—F $YY & 1,00,000 32T H AT 2 | ot
T 60,000 3781 STRY fby fSeT YA 91 R 4 BIF1 8—afda R 2 J0 3ffded WR 3 ¥UY, U Irel
W 2.50 DU g 3 AT W 2.50 I |

50,000 37211 & foTY 3fTdee UTwl §Y | Jfded W RAfRd & 1,000 372 & 3,000 99 & AR qrasl AR Ay
UT 81 TS | HFIAI F I a0 T8 A B

BALANCE SHEET OF A COMPANY

as OlN...cccceeeeee
Liabilities Amount Assets Amount
Rs. Rs.
Share Capital Cash at Bank 2,47,000

Authorised Capital :
1,00,000 Shares of Rs. 10 each 10,00,000
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Issued Capital :

60,000 Shares of Rs. 10 each 6,00,000
Subscribed Capital :
50,000 Shares of Rs. 10 each 5,00,000

Called-up Capital :

50,000 Shares of Rs. 10 each
Rs. 5 per Shares called-up 2,50,000
Paid-up Capital :

50,000 Shares of Rs. 10 each

Rs. 5 per Share called-up 2,50,000
Less Calls-in Arears

(1,000 x Rs. 3) 3,000 | 2,47,000

2,47,000 2,47,000

39N o1 A

(Issue of Shares)

aren & fAefas @ ord
(Terms of Issue of Shares)

T 59 910 BT Sl HR AT 71 § b ¥ o2 @ fbe ot W fAeifaa & qenfd v s# e emoe
aen @1 fefalRad oaf R fRifRa &) Aol B

1.

ﬁ?ﬂiﬁﬁﬁfw(OnthetermsofPrice)—Eb_Fq_*ﬁﬂ?[Eﬁ?ﬁﬁﬂ%WW@@@@%WW(At
par),@'fﬁ'ﬁ!?q TR (At Premium) IR 3ifrd qd J B oI WX ST%TTH WS WX (At discount)ﬁ"'ﬁ:ﬁﬂ D
AHN ¢ | IeTeRend T HF I 100 . & 3ifdhd eI dTel 37 B 1005, § WX 379 FifAd &
Pl 3R AT 1003, 1 3727 105 H FRIFHT b S 8 a1 59 S1fefed W= 3=l &1 FiiHe dedl iR IS
100 3. 1 372 90 30 H FRIfAa fhan S & a1 59 ge R 3 FRifAd &= o |

YT 1 e[ 9R (On the Terms of Payment)—YdT= &I @l & AR SNl Tﬁ oI U A1 41
AR 1 AHAT B R IR—R e fawdi § W AR/ A1 FHhal B | 59 YA 36 fheadi | /i S
2 d9—(i) Y IHH WAT-UF (Application) & A1 YT BRI & T IBH B WIAI-UF B IHA
(Application Money) ®&d &, (i) & IBH 3 & 3MdcH (Allotment) TR UTG BRll § 5T 3Tee &I IHH
(Application Money) &&d & (iii) & ¥ UM AN (First Call) @ H1J YT BIcl & 39 YH AN & IHH
IHH (First Call Money) & 8, (iv) BB IHH fgdi AT (Second Call) & 11 U<l BNl ® 39 fgeirg A
(Second Call Money) B&d & 3R 99 IBH AfTH FT & A1 U< &I & S 3I<TH AT &Y IBH (Final
Call Money) ®&d ¥ |

HFIHT 319 39T hI fAFfIRId &1 UpR 9 fifd &) I &

(1)
()

JPhe B 9l (For Cash);
Jdhe & IAfaRad I UfAhe & dga (For Consideration other then cash)

19 Fdhe B daal I BT FEA fhar o 8, 99 w1 gR1 HfilRad srdarel & Sl &
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3o @ forg wefsn-u= e (Receipt of Application for Shares)—ATdGI <& HFIAT AT E_[\Gﬁ UHd oA &
foTg STrar H ufdaRoT (Prospectus) FRIMFAT el 8 | UfdaRT § ¥l & IIGY[Ed db & M BT 4l Soold R
fe=am ST 8 | 3721 Y BRA B STED Al I D Al g B HH I BH 5% 3 Y11 U Afed HH
% db H WSl < © | WA U 3 B 31\ [ & 918 99 Ta AT (Statement) IATBR HFT & BT
H UG a1 & | o & Braterd § 9 mfF—ua 31 S UR S9 UR $hH G (Serial No.) for@ & <irem 8
3R IehT Ui of@l “UIeT U= UTd U4 AMde 98l (Share Application and Allotment Book) H fawam Sirelm 2 |

3791 BT 3EeH (Allotment of Shares) -4 JIF3T & 3P IHH B UdHI—TF M UR IMTN BT IEe fhar
SITAT ® | 37 UfqaRor fifad & & 120 39 & o1eR 31901 &1 e & faar oA § | weiH—u= 3 Wi
$ PaId UG A B & S© oNecd gRI UNfds &1 ®U UG fhal Sl 8| $9 a1 &1 HF- Hl qoi
freR BraT ' f 98 N afaa &1 Riaq 7w <=1 9 39 fdd &1 Sa 3iw < iR g afaa &1 s |
ST 918 SN 319 9 < | 579 urfel 1 e fay SId § S ’ieed uF (LetterofAllotment)'ﬁfo e <Tran 8
ST Tl @1 391 81 & S I Wa UF (Letter of Regret) WSl a1 S & | 3721 &1 A€e 81 4 Yd
u1eft T STTAT €9 U 19 Bl PR g | {59 Afdaai &1 3191 oy S I2 u1e—u= (Share Certificates)
Aol faar SIAT B | §9 THIO-UH H 37 P AT, IHH AT NMaeAd fqavvr forar I&dr 8 | FF D HHAN]
JGTRAT I UTC XhH BT oGl FHITJAR ‘UIfAI—UF Ud JAT€e g8l (Application and Allotment Book) # &Rl
g R T | & T g |

33 TR A (Calls on Shares) ST 37911 &I 3fdcd B AT A1 8 a1 AY IHH P AV GHI—T9I R
ATILIHATTAR B S & | U WY IbH Y2 AN (First Call) fgeia AT (Second Call) 3R JAFTH AT (Final
Call) @ ®U H B ST 8 | fAF=T |7 &1 qol Im A1T 981 (Calls Book) H a1 ST g S1qep1 9T |14
feam T B 1 Are B Al AH B fO TR eIl @l U= WS W 8 | Are @ fd qe B g
A JARGIRAT B T Aol I & | HFIA gRT FAAT 9ol TR & SLERY AT AR BT A B & folg
RER Ba1 8 | I/ & Ty # 91 98] &1 ure= 891 =iy |

(1) Ira=n IR g & forg e &1 &9 | $A 14 e &1 Aifew & s =nfay |
(2) TI IR & 79 HH H HH P A8 HI 3R B =12 |
(3) B W IrE i B 3ifhd eI B 25% W s A Y 7L B ARy |

(4) YD AT U (Call Notice) H YA @ 314 fafy, f, Y™ urd &=t & forq a1feipd Sl @
IIP! ST B A, AR BT A 9 gdl W wy | Iofd 41 a1y |




BT G

Application No.

Date of Application

Name of Applicant

Address

Occupation

Number of Shares Applied for

Amount paid on Application

C.B. Folio

[

2 From

2 o

§ z

A To
Allotment Letter No.

Amount due on Allotment

Date of Receipt of cash

Allotment Money

C.B. Folio

Amount of Cash returned

C.B. Folio

Member’s Register Folio

Amount of Cash returned

C.B. Folio

Member’s Register Folio

Share Certificate No.

Remarks

Share Call Book

15

Serial No.

Name of Shareholder

Member’s Register Folio

No. of Shares held

Amount due

Date of receipt

Amount receipt

C.B. Folio

Amount

Date of Receipt

C.B. Folio

Calls paid in Advance

Date of adjustment

Remarks
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EaeRINCICIEE|
el & e W) aEied o|
(Accounting Entries for Issue of Shares)
gref AR 3N WR—
Bank Account Dr.
To Share Application Account

(Being the share application money received on ... shares @ Rs. .... per share)

IRA B JMATH & AR W—u3i & A1 YT IHH AR UR™ R B JAV-9F YT B
qdb BT DI LN BIH, 3T HFAI SH €9 Pl AU UM 81 I Febell | WA-UAT & A1 UK IBH Dl
¥l SR 9% (Scheduled Bank) # &1 A € | ofch: Uil g9 SRyferd §b # AT &)1 < € SR
WA U A & BT § A < § |

2.

IAA-US TR UT YA HFAL a5t 37 Goit (Share Capital) &1 T 91T 2 37 §9 IHH B 379 Yol
EEI| (Share Capital Account) H RIFEFIRT (Transfer) X e <Tram B W forg f=ferRaa o b
ST 2

Share Application Account Dr.
To Share Capital Account

(Being the share application money transferred to Share Capital Account)

o afdmal a1 s 76 Ry o[ 9@ 47 a9 $3 31 @@

Share Application Account Dr.
To Bank Account

(Being the share application money returned of un-alloted shares)
3iel & I P AW—FA & FATAD o9 AR B A S A & I AT & A9 TP
IR YT PR 32T BT AEST PR <l & AR BRI gIRT FferRad o fbar S &

Share Allotment Account Dr.

To Share Capital Account

(Being the share application money due on ..... shares @ Rs. ........... per share as per the Resolution

gfe flt aafaa o1 fdre 3mae fban Sian @ O 9= & A1 31fed U IHH DI I J1
H f=ferRad o gRT IamaTg &R e e 2

Share Application Account Dr.
To Share Allotment Amount
To Share 1st Call Account

(Being the excess money transferred to Share allotment & first call Account)

e HI IBH YT HIA FI @

Bank Account Dr.
To Share Allotment Amount

(Being the allotment money received on ....... shares @ Res. ........ per share)
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7. UM WA (Ist call) Bt IHA I (due) TH BT @
Share First Call Account Dr.
To Share Capital Account
(Being the share first call money due on ...... shares @ Rs. ........ per share as per the Resolution dated....... )

B B FATAD] B §3b H 39 I B TP U&d giiRd fhar oram 8 fb ueM d1 (1st Call) 1 IHH
JRYTRAT | HIETS Y | T UH A B IHH I 81 Sl 2 IR JLEIRAT DI 39 a1 d JAA1 & & Sl
2 5 gom 91 &1 vyt MuiRa 99 & 3rex ST AR 8 |

8. WM AN (Ist call) B IPA A W o
Bank Account Dr.
To Share First Call Account
(Being the share first call money received on ...... shares @ Rs. ...... per share)
Note : Similar entires (7 & 8) will be passed for second call, third and final call, if any.

PIDEIIRG IR ICE IR GG (Application and Allotment Account) ®% TETHR  JATASH (Application) TIT 3fTec+
(Allotment) %@ YIH—TH WA Wl & A TR TP & Wl “Applications and Allotment Account” @rerd 8
U Rerfa #, 3ferd: mded dret e W (partially accepted application) rfaRad amaed <Ifr &1 3mEed @
3R BEIIRG B & oY BIg Il T P Pl MagDhal 8l sl | I g8 fAfd a9=rs et & a1 e
I IR IR

1. Bank Account Dr.
To Share Application and Allotment Account

(Being the share application money received on ...... shares @ Rs. ...... per share)

2. Share Application and Allotment Account Dr.
To Share Capital Account
To Bank Account

(Being the share allotment and application money due on ...... shares @ ...... each and the excess money

returned back)

3. Bank Account Dr.
To Share Application and Allotment Account
(Being allotment money recieved on ...... shares @ ....... )

Y oY 3 YHR 91”1 SR O UhR N8 9™ 7T B |

Illustration 2.

Anupam Electric Co. Ltd. issues 15,000 shares of the value of Rs. 10 each payale Rs. 3 on application, Rs. 3, on
allotment Rs. 2 on first call and Rs. 2 on second and final call. The application received were for 10,000 shares and

all these were accepted. All money due were received.

Give the journal entries for the above transactions and show how Share Capital will appear in the Balance Sheet.
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Solution:
Anupum Electric Company Ltd.
Journal Entries

Bank Account Dr. 30,000
To Share Application Account 30,000
(Being share application money received on 10,000 shares
@ Rs. 3 per share)

Share Application Account Dr. 30,000
To Share Capital Account 30,000
(Being share application money transferred to Share Capital

Account as per the resolution of Board of Directors dated.......)

Share Allotment Account Dr. 30,000
To Share Capital Account 30,000
(Being share allotment money due on 10,000 shares @ Rs. 3 per share

as per resolution of the Board of Directors dated......... )

Bank Account Dr. 30,000
To Share Allotment Account 30,000
(Being share allotment money received on 10,000 shares
@ Rs. 3 per share)

Share First Call Account Dr. 20,000
To Share Capital Account 20,000
(Being share first call money due on 10,000 shares @ Rs. 2 per share

as per the resolution of Board of Directors dataed......)

Bank Account Dr. 20,000
To Share First Call Account 20,000
(Being share first call money received on 10,000 shares

@ Rs. 2 per share)

Share Second and Final Call Account Dr. 20,000
To Share Capital Account 20,000
(Being share second call money due on 10,000 shares @ Rs. 2 per

share as per the resolution of Board of Directors dated.......... )

Bank Account Dr. 20,000
To Share Second and Final Call Account 20,000

(Being share second and final call money recevied on 10,000 shares

@ Rs. 2 per share)
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Balance Sheet of Anupam Electric Co. Ltd
As on ...

Capital & Liabilities Rs. Property & Assets Rs.
Share Capital
Authorised Capital Cash at Bank 1,00,000

...shares of Rs. 10 each
Issued Capital
15,000 shares of Rs. 10 each 1,50,000

Subscribed & Paid up Capital

10,000 shares of Rs. 10 each 1,00,000
1,00,000 1,00,000

dbe & IAfARe I Ufdpa | 319N b1 [

(Issue of Shares for a Consideration other than Cash)

T HA (Rl @fda e B 9 {e SRRl o i, 999, TR o} B BRdl B SR SHdT I
THE H T XD 30 (T Bl oI & 98l (HIHAT B dadl 2 A1 39 UBR & 9 Bl 96 & SifaRad
foeil 310 Ufeihel & gl 372l &1 FTHT Ped & | 39 UbR & 32l & AT ol Refd faavor 4 9 fowman
ST 2 | 39 9wy H frefalaa gfaftear @ o @

@) Assets Account Dr. (i1) Vendor Dr.
To Vendor To Share Capital Account
(Being purchase of Assets) (Being issue of Shares)
Illustration 3.

Shine Ltd. purchased assets of Rs. 50,000 from Ram & Co. It issued shares of Rs. 10 each fully paid in satisfaction

of their claim. Make journal entries to record these transactions.

Solution
JOURNAL ENTRIES
Rs Rs

Assets Account Dr. 50,000

To Ram & company 50,000

(Being assets purchased from them)
Ram & company Dr. 50,000

To Share Capital Account 50,000

(Being issue of 5,000 shares of Rs. 10 each fully paid)
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4 q@ifeR Ta @M=, |1 39 Riffa feg o
(When both Preference and Equity Shares are Issued)
9 Yeb B YAIEhR Td AT ST YR & 3720 FRIMAT $Rell @ T4 &1 37 Yol Wk qaierdrR 372 goil
QAT Td AMRI 372 Yol Wl @iel S & | 391 UbR 370 W11 @, 3 f&ed Il Gd Jrel @il 91

Q1 UBR & 372 & oIy Te—a7el Wit O © | Udd R § qalfddR (Preference) 31X A (Equity)
vreg foIEHT STaeas® 2 |

Ilustration 4.

A Company was floated with an authorised capital consisting of 20,000 9% Preference Shares of Rs. 100 each,
payable Rs. 25 per share on application, Rs. 25 per share on allotment and Rs. 50 per share on first and final call; and
3,00,000, Equity Shares of Rs. 10 each, payable Rs. 2.50 per share on application, Rs. 2.50 per share on allotment
and Rs. 5 per share on the first and final call. Applications were received for the whole of the Preference and Equity

Shares. All the money due on the shares was paid. Make the necessary entries and the Balance Sheet of the Company.

Solution.
JOURNAL ENTRIES
Bank Account Dr. 5,00,000
To Preference Share Application Account 5,00,000

(Being Preference Share Application money received on

20,000 shares @ Rs. 25 per share)

Bank Account Dr. 7,50,000
To Equity Share Application Account 7,00,000
(Being Equity Share Application money received on

3,00,000 Share @ Rs. 2.50 per share)

Preference Share Application Account Dr. 5,00,000
To Preference Share Capital Account 5,00,000
(Being Preference Share Application money transferred to

Capital Account)

Equity Share Application Account Dr. 7,50,000
To Equity Share Capital Account 7,50,000

(Being Equity Share Application money transferred to Capital Account)

Preference Share Allotment Account Dr. 5,00,000
To Preference Share Capital Account 5,00,000
(Being Preference Share allotment money due on 20,000

shares @ Rs. 25 per share as per the resolution of Board or Directors)

Equity Share Allotment Account Dr. 7,50,000

To Equity Share Capital Account 7,50,000
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(Being Equity Share allotment money due on 3,00,000 shares

@ Rs. 2.50 per shares as per the resolution of Board of Directors)

Bank Account Dr. 5,00,000
To Preference Share Allotment Account 5,00,000
(Being Preference Share allotment money received on

20,000 share @ Rs. 25 per share)

Bank Account Dr. 7,50,000
To Equity Share Allotment Account 7,50,000
(Being Equity Share allotment money received on 3,00,000 shares

@ Rs. 2.50 per share)

Preference Share 1st & Final Call Account Dr. 10,00,000
To Preference Share Capital Account 10,00,000

(Being Preference Share 1st & Final Call money due on

20,000 shares @ Rs. 50 per share)

Equity Share Ist & Final Call Account Dr. 15,00,000
To Equity Share Capital Account 15,00,000
(Being Equity Share 1st & Final Call money due on 3,00 shares

@ Rs. 5 per share as per the resolution of Board of Directors)

Bank Account Dr. 10,00,000
To Preference Share 1st & Final Call Account 10,00,000
(Being Preference Share 1st & Final Call money received on

20,000 shares @ Rs. 50 per share)

Bank Account Dr. 15,00,000
To Equity Share 1st & Final Call Account 15,00,000

(Being all the Equity Share 1st & Final Call money received)

Balance Sheet
AS Atleueeeeeereneennennnne

Liabilities Rs. Assets Rs.
Authorised Capital: Rs. Cash at Bank 50,00,000

20,000 9% Preference Shares

of Rs. 100 each 20,00,000

3,00,000 Equity Share of

Rs. 10 each 30,00,000 50,00,000
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Issued & Subscribed Capital:

20,000 9% Preference Shares

of Rs. 100 each 20,00,000
3,00,000 Equity Shares of

Rs. 10 each 30,00,000 50,00,000

Paid up Capital:
20,000 9% Preference Shares

of Rs. 100 each 20,00,000
3,00,000 Equity Shares of
Rs. 10 each 30,00,000 50,00,000

50,00,000 50,00,000

Teh B gRT 3720 DI AT B & 1T I T 3R & | H¥1 598 4 b 1 Uep 3MeR R 372 1
et o Fadt 2 |

(1) g9 WX SNIECAREREE (Issue of Shares at Par)

2) | w efEl &1 e (Issue of Shares at Premium)
3) B! T wT W 3ren &1 foerae (Issue of Shares at Discount)

T W 3T &1 R

(Issue of Shares at Par)

i 372 o1 fiee S9d ifed e (NominalValueorFaceValue)tl?ﬁ?‘iﬂW%WWC@T YHTIT-UH
R forar 81 & A1 30 WY WR I dEl Sl § | 9 10 B Tl 372 10%9Y H aAT 100 B drell
3R 100 39T ¥ I o sreifq oifdhd Hog &1 71 A1 SaraT i & SY =1 &1 oA |

379N w1 WHATH R =

(Issue of Shares at Premium)
Ife HF 379+ 31T BI 3ifha Hed (Nominal Values orFaceValue)@GT@ZEq@q?ﬁjﬁﬁm%Fﬁm
T A 1A o1fde Bl 8 98 WMAT e 8 | SIERY & foly, I Ta B 379 100 B9 aTet 7% 115
PqY W Il SRl & A 15 B0 NATE Seag | IRA™ SR AREE & R NAgH @ BIg

IfrHa A T B | HE S QiR WRRtae MW ad Al B | g8 SR @l @nfa R R
FRAT T |

3721 NAM BRI &1 AR A9 81 © 3 I8 M—gl Wi H sfec T8l fhar S| I8 o goiimd
(Capital) 19 & $fe1q WIFATH & AR BT Yd 7T WA (Share Premium A/c) H Hfse &= &1 SIram g den
a’ﬁa\?@ﬂr_dﬁ@fﬁf(Balance)%@%ﬂ%qﬂﬁwwm(ReserveandSurplus)?ﬁﬁEE?ﬁCﬂf_rlﬁ?fﬁ@TﬂT
ST |

HFT AT 379 NATH BT STANT BRb AT dies IR Ufde=s omar 8 | 372 Ny &1 SuANT dad
sffreg & arT 78§ o3 T SEvAt & forw € fhar o gear & | e 22—

(1) URM™E a7 B feiRad a=d @ forg
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(2) 373 3R g3l & fHE IR & T HEKA (Discount) AT HHIH B ufeiRad wxw & oy |

(3) q@IEBR STETRAT AT FOUF eTRAT I G (Repayment) & FHI & T dTel WA &1 3raferRad
A D foTT |

@ JIETRAT BT CI(:UTTE?[ T 379 (Bonus Shares)ﬁ‘ﬁ%ﬁ PN B %I'Q [
Mo ufaftest

(Journal Entries)

i ueq § e o ® 5 i & afd fed feed & 919 39 8 O Jded R, 3f§ed R Il R
TN |

IS U3 H 39S IR ¥ WL ®Y A HB 81 gard] T 8 A NATH Bl 1 fae & F9G B [l Sl € |
) afe Hifem & af smaea & Wy R ARl 23—
(a) e AR g BH W

Bank A/c Dr.

To Share Application A/c
(Being share application money received on ... shares including premium at Rs.... per share)
(b) 3MdeH W Yoft @ 9 NfAgw @ § aakd -1 W®
Share Application A/c Dr.
To Share Capital A/c
To Share Premium A/c

(Being transfer of application money received money to Shares Capital A/c and Share Premium A/c)

(2) afe Hifw 3 Afdl mEes (Allotment) A1 &t SR B—
(a) 3 A (Affm wfq) <a @k w®
Share Allotment A/c Dr.
To Share Capital A/c
To Share Premium A/c
(Being allotment money including premium due on............ shares)
(b) JMEeA AR I TH W
Bank A/c Dr.
To Share Allotment A/c

(Being allotment money on............. shares received including premium)

Ale—(1) afe NHTH 3ded & 9T U 8IdT 8 A1 1Mded U3 & SR drell Ufdfee § “To Share Premium
Ale’ IS T ® | o |l wfaftedi smRafda & € |

) s bR afe NI 3de & F9I UTd Bial 8 A1 sfided i <F e arell ufdfte | “To Share
PremiumNc’ﬁ@W%lWWﬁﬁgmﬁﬁﬁﬂTl
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FHrdl AT e R I b1 [HaA

(Issue of Shares at a Discount)

TG DS HFII AU AT BT IS Afhd oI & HH W AT Rl 1 =i & v R By sren @
FHerdl W A PEd € | A 100 30 2ifdd Jod arel o721 92 ¥UY UfT 3% 1 &% ARG fbd a1 (Rs.
100—Rs. 92) 8% Il HEATYHI | ATHIRIG: BRI 372 BT Bl R FRIfHT T8 3R Gl | )Ry, afS DI
FHFAI, IR HH AT B aRT 79 H @ g5 1 ot g R ofchl § A1 98 37U 3N BT ekl WR A

T Y Fehdl B |

(1) 7T YHR & 37 Her W FifAa T8 fBd S aaa srifq aier Wi S0t & 89 =1fey it ugel i feifad
BT ST g & |

(2) BN TR TN & T & TF= | BT Bl AR G4 H U URATd 9T far a7 81 aom &= ot
IS BT WHBT A U B A TS B |

(3) BT B AfAHTH TR IURIG TRad H ¥ Jffa el =nfdy o 6 ofel & Jou & 10% 3 1% 7 21 |
R HFA A e 10 Uferd | 31 wErd @t Tl W < Adhar B |

(4) BHN BT AR YR PR BT YAO-UF UT<T U HH A HH Ydb ay A 8l gl o |

(S)Eb_’:CFﬁ SIRCISIRS] Fﬁ?ﬁfwgﬁ P 91€ Q1 HeFl b ITax (Withintwomonths)GT?ﬁ BT T BT
AP B | SRIT oral I Ig 1 W) dperar & b

() TP A3 B YRR § 70+ 379 Herd) R i 98 ax Iaal |

(i) R ¥ gRT A1 T UBR & 379 (9 UdHR & 37 Ugel R 781 {6y M) werdl w Hrifid €
Py ST | |

[SiCI G
(Accounting Treatment)

Y B A W@ Tl'sg Herdl TUh q\GﬁTlﬁ i (Capital Loss)%\r JAd: 3@[ Tdh 3l WTd ‘Discount on Issue of
Shares Account’ § Sfde fvan SIar € 39 @9 d& fuag & w=ufRy ug # fafqy @< (Miscellaneous Expenditure)
e & ol e € o9 da fob 1 i syuforRad 9 &= &1 Sy |

Ae—7gfd Sl & FiHT 9R &) T8 Bl Bl AufRad HRAT B 3MawIdh el & (B W 39 98d T
a® g # feam Sfaa 781 2ran safery g5 auf § dR—8R 3 suferRed &= <= =2y |

TAMHTIT: Bl Bl A BT <Gl 72 P 3Meed R < B9 & THI fbar Sran 2
JMae X3 ST (Due) B TWR—

Share Allotment A/c Dr.
Discount on Issue of Shares A/c Dr.
To Share Capital A/c
HERN B AR B ferfld HA W—
Profit and Loss Account Dr.

(With the amount of discount written-off)
To Discount on Issue of Shares A/c
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3ed YT
(Calls in Arrear)

Ife Af g e R A1 AreE IRR BT I SETRAT §RT YA & A [ g 7 far s an
I 3[E<T ST IT BT | (Calls in Arrear)mﬁ =

IS I BT oIl B P o fafdrdi &—

(1) S19 3t AT Gl el ST (When Calls in Arreas Account is Opened)—

(a) e AfRA | (Due)@ﬁ TR (When Calls becomes due)

Share............ Call A/c Dr. (First Calls or Second Call)
To Share Capital

(b) =T <af3 uTE TN W (On Receiving........... the call money)

Bank A/c Dr. (Amount received)

Calls in Arrears A/c Dr. (Amount not received)

To Share.......... Call A/c (First Call or Second Call)
(¢) e AT 7P 91 ¥ U 39 W (On receiving unpaid call later)
Bank A/c Dr. (Amount Received)
To Calls in Arrears A/c
Ae—Jfe we= ¥ ST JTAT @1l (Calls in Arrears Account) WA= B BB ST a4l 39 fafgy @ JANT HRAT
gl

(2) 919 3 II™AT 9Tl | el ST (When Calls in Arrears Account is not Opened)— W fafr % sre
o1 WAl ETeT B ATl el sl ddife Ira=T I3 U 84 IR S Bise fhar S ® | 9oy Si9
qd QX AT R YT &1 Bl | ITe Q@RI BT Sfde AN a1 B 8 1 I8 91l & b 37« Jrag
fopa 2 |

(a) IrA=I afyr 2T B9 W (When Calls becomes due)

Share............ Call A/c Dr. (Amount of First or Second Call)
To Share Capital A/c

(b) I Wf YT B WX (On Receiving........... call money)

Bank A/c Dr. (Amount received)

To Share.......... Call A/c (First Call or Second Call)
(¢) e AT 7P 91 ¥y 39 W (On receiving unpaid call later)
Bank A/c Dr. (Amount Received)
To Share.......... Call A/c (First Call or Second Call)
IS IR WR TS (Interest on Call in Arrears) :

e HHA & STAIA AT Sd & Al FATedd i< ATaIsl IR SERAT | 1ol agd IR Fd & | afle
I H §9 R H PIg qU T8l & A FIRON 37 (Table A) ® 9 R B8R fS9a SIFAR 3f&d ATaHT W
B 5% AMYS AT o Ahdl 8 | - S FaTedd d1e o 3fa<] ATI8N & Aol HATh 9l B FAdhd © |
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Are—37ax] AT B! B FHRI 8 U= 39 g & gy vet § 7 fawreR q1fdc uer § gebal Yol (Paid-
up Capital) BT g1 IR FERT 2 |

AT gaball Yol = (RN 718 Yol — 3fe< Jram)
Ilustration 1.

X Company Ltd. issued 50,000 equity shares of Rs. 10 each at a premium of Rs. 5 per share payable Rs. 4 on
application, Rs. 7 on allotment (including premium) and the balance payable on First and final call. There were
enough number of application and all the shares were allotted. One shareholder who applied for 2000 shares failed to

pay the first call money. Give the journal entries in the books of the company and prepare the balance sheet.

T, SR fafiics 9 103, dTel 50,000 3721 &1 5 5. WA W A faan S {6 ool 93 &R 4%, 3mEe
R 7%, (W |iEd) T 29 YoM Ud Sifwd AR R S o | uAiw A3 H Wrei—us U 8 3R 94l 37
B JAMFC B AT 1| T SIRT S 2,000 372 & forg wmefq—u= &A1 on ged | &l g=_1f?y =81
U1 | $71 F—a B B B GIdbi § Sl gfaftedi Sy der fIgr duR Hifeiy |

Solution :

Books of X Company Ltd.
JOURNAL

Rs. Rs.
Bank A/c Dr. 2,00,000
To Equity Share Application A/c 2,00,000

(Being share application money received for 50,000 shares)

Equity Share Application A/c Dr. 2,00,000
To Equity Share Capital A/c 2,00,000

(Bening transfer of application money)

Equity Share Allotment A/c Dr. 3,50,000
To Equity Share Capital A/c 1,00,000
To Share Premium A/c 2,50,000

(Bening Allotment money due with premium)

Bank A/c Dr. 3,50,000
To Equity Share Allotment A/c 3,50,000

(Being allotment money received)

Equity Share First and Final Call A/c Dr. 2,00,000
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To Equity Share Capital A/c 2,00,000
(Being first call due)
Bank Alc Dr. 1,92,000

To Equity Share First and Final Call A/c 1,92,000
(Being first call received on 48,000 shares @ Rs. 4 per share)

BALANCESHEET
ason.......
Rs Rs

Share Capital : Current Assets :
Authorised: | Cash at Bank 7,42,000
Issued Subscribed & Called up :
50,000 Shares of Rs. 10 each 5,00,000
Paidup:
50,000 Shares of Rs. 10 each 5,00,000
Less : Calls in Arrears 8.000 4,92,000
Reserve & Susplus :
Share premium A/c 2,50,000

7,42,000 [ 742,000

AE—UT Bl 3T AT Wl Wil fa=1 g fhar 2

CIPE IR
(Calls-in-Advance)

9 BIg AR AU AT B AR AR T A1 B Pl Wl ol 3 | (RTAA 98 IR—TR YT B DI
R ¥ g9 S 2) | A U RAfS H Aree dR A qd € S B AT IR U 81 SRl 2 | 39 019
1 3IH ITeT (Calls-in-Advance) B8 & | AT ATEAT AR HH T WDHR B Fhell & 5 HFIA Bl
A 9 5@ forg fgpd HR @ B | AIH I U 89 WR UK [IR1 Bl U AT Wil “Call-in-
Advance A/c’ @ TR I dfed o= a1 iran 8 | R g & <1fde ue 9 g e 2 | 91§ areen
RIRT TG 819 UR 4o W1 ¥ IbH I SfdT HI1 Sl & T 9 Are1 & [T 13 13 ure 81 et
%Bﬂ:ﬁﬂﬁ[ﬁmm(Calls—in—Advance)EﬂﬁEﬁ@ﬁ?aﬂﬁ?ﬂ\?ﬂ?ﬂ%lGﬂﬂqﬁwqﬁ?ﬁﬁﬁ
al Call in Advance @RI &1 Y YT & ST 2 |

(a) 3 are=T AfA 89 TR (On receiving call-in-Advance)
Bank A/c Dr. (Amount received in Advance)
To Calls-in-Advance A/c

(Being calls received in advance)
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(b) AT AR T BN W I Ut B B 919 g @ Al @ g RwE e g

Share............ Call A/c Dr. (With full amount of Call)
To Share Capital

(¢) ITATT R YT 89 WR (On receiving Call money)

Bank A/c Dr. (Amount received)
Calls-in-Arrears A/c Dr. (Amount of this call received in advance)
To Share........... Call A/c (Total of the above two)

A Il R A (Interest on Calls-in-Advance)

I IR IR BT DI IAIH H < TS X TS o1 Usdl © | IS | § AW Ireeel iR e
@I S PI gUIF TS 8 A ARON 31 Table A & AR 6% AT TSl ST ARID B |

yfafee

Interest A/c Dr.

To Bank A/c

Ae—IfS ye= ¥ N1 &1 <) A9 & O¢ ol faenfeiay o 1 Irammsi R JeenRAl Bl 6% arfie a1l &l
A HRAT =AMLY |

Hlustration 2.

Nirma Ltd. issued 3,00,000 shares of Rs. 20 each being payable in four equal instalments. All the shares were applied
for and duly alloted on Ist January, 1997. The Allotment money was dully received on 31 st January; first call money
was received on 30th April. The second and final call was received on 31st May. A holder of 4,000 shares had paid
the whole of the balance amount in anticipation of future calls along with the allotment. Interest was paid on calls in
advance @ 6% per annum according to the company’s articles. Journalise the above transactions in the books of the
company.

f=E fafics 9 20 2. arel 3,00,000 372 I By S a_ER @1 =R fhwdl § < 91 99 iRl & fog
ITIET—UH YT §Y 3R ITHI 1 SR, 1997 BI e {HaT T | e AR 31 SHaR! BT YT §g | YA
AT GFRIF 30 38 T T gs | fg<li ok arfxqw w1 <f¥ 3198 O ured 81 712 | 4,000 37 & Th gRE
F e M B A € AT A B AR BT TSl B YA PR QAT | HH B H b AFAR A
U | IR W 6% A &% A 191 3T ST 8 | H Bl Gl § SUedR FdeRi & [ofY awad
e wfafteat HIf |

Solution :

JOURNAL

Rs. Rs.
1997 Bank A/c Dr. 15,00,000
To Share Aplication A/c 15,00,000

(Being application money received)

Jan. 31 | Share Application A/c Dr. 15,00,000
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To Share Capital A/c

(Being transfer of Application money)

Jan. 1

Share Allotment A/c Dr.
To Share Capital A/c

(Being Allotment due)

Jan. 31

Bank A/c Dr.
To Share Allotment A/c
To Calls in Advance A/c

(Being allotment money received with calls in advance on 4,000
shares as follows:

Ist call 4000 x Rs. 5 = Rs. 20,000

IInd Call 4000 x Rs. 5 = Rs. 20,000
40,000

Apr. 30

Apr. 30

Share First Call A/c Dr.
To Share Capital A/c

(Being first call due)

Bank A/c Dr.

Calls in Advance A/c Dr.
To Share First Call A/c

(Being first call money received on 2,96,000 shares and on 4,000

shares adjusted from calls-in-advance A/c @ Rs. 5 per share)

May 31

Share Second & Final Call A/c Dr.
To Share Capital A/c

(Being share final call due)

May 31

Bank A/c Dr.
Calls-in Advance Dr.
To Share Second and Final Call A/c

(Being Final call received and balance adjusted from call-in-advance)

Interest A/c Dr.
To Bank A/c

(Being interest paid on Calls-in-Advance)

15,00,000

15,40,000

15,00,000

14,80,000

20,000

15,00,000

14,80,000

20,000

700

29
15,00,000

15,00,000

15,00,000

40,000

15,00,000

15,00,000

15,00,000

15,00,000

700
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Working Notes :

(1) ST D 70T

40,000 TIY TR (1 BREXN, 1997 F 30 3, 1997 TH) 3 FEM BT TS

40,000 x %x% = Rs. 600
20,000 T9Y TR (193 & 31 A, dP) 1 Ae BT ol
20,000 x x> = Rs. 100
. 127100
= 700

3 39N P v Je g Ui 1

(Over-Subscription)

AMRIG: gae e Refd g a6l @i arell srafar R o FRifAT $Ral € Sar S99 1fded el &
oy aaea—u Wl ol § | S €& MW (Over Subscription) & © | U= HHN Bl Haldd HSd
gfqaRor § =ifid G | 1T 3R B AEfE TEl B Adhdl | 31: T © AEed B forg =1 O T a1
ST A {B WD AU ST T |

(1) Ife ™G BT A1 F9I ATIGD] DI MUTfI fTEe (Pro-rata allotment) HR AT ST B, AT
(2) BB ATASH] I Yol 3fTFeH A {B Pl AU (Pro-rata) B &1 ST &, AT

(3) BB IASHI DI ATUTID (Pro-rata) AT G BB BT DIs Wl 37T A8l [QIT ST | Fifds UM HHAT T
3MAGH DI 100 M | HH 379 AT & B 3T HFY MAGH T I8 I & NPT T Y 391 U &
BIAT | S AR 3Mde I drer & Sl 8 | 579 sdesdi &1 imafed afei & & o 3 9 & S99 urd
AT (Surplus) MM TR < AR H FANTT (Adjust) B ol ITaT & |

Ilustration 3.

Bhiwani Tyres Ltd. with an authorised capital of Rs. 40,00,000 invited applications for 2,00,000 shares of Rs. 10
each at a premium of Rs. 1.

The shares are payable as follows :
On application Rs. 3; on allotment Rs. 4 (including premium) : on first and final call Rs. 4.

There was oversubscription and applications were received for 3,60,000 shares. Allotment of shares was made as
under :

To applicants of 1,50,000 shars 1,50,000 shares
To applicants of 25,000 shares Nil
To applicants of 1,85,000 shares 50,000 shares

Excess money paid on application was adjusted against sums due on allotment and first call. All moneys due were
received.

Give journal entries to record the above transactions and show the company’s Balance Sheet.

e e fafics @1 afdgd Yol 40,00,000 & ST 10 %, @Tel 2,00,000 =0T BT 1%, WHFH W= FRIF
T | 3l R g1 39 UBR 3T ofl—
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1T U5 R 3%, 37¥ed W 4%, (Ngw afed) uem gd if~ad ared &R 4%, |

el WR SIfWET g3 @l 3,60,000 M D U IMAET UK Y| F; BT AW TH YHR FAT—
1,50,000 37201 & 3ATI&DHT Pl 1,50,000 3720

25,000 3721 & IMIGH] Pl FH el

1,85,000 3701 & ATdSHI BT 50,000 7

TR UF IR MG A BT TN Mae q Yo arad W= A | |/t < i ura @1 8 | S
Aol & oy St oran STy dern enfdie frst e sy |

Solution :

CALCULATION TABLE

31

No. of Shares No. of Shares | Excess Money Adjusted on Adjusted on Refund
Applied Alloted received on Allotment First & Final
Application Call
1,50,000 1,50,000 NIL NIL NIL NIL
25,000 NIL 25,000 x Rs. 3 NIL NIL Rs. 75,000
Rs. 75,000
1,85,000 50,000 1,35,000 x Rs. 3 50,000 x Rs. 4 50,000 x Rs. 4 Rs. 5,000
Rs. 4,05,000 Rs. 2,00,000 Rs. 2,00,000
3,60,000 2,00,000 Rs. 4,80,000 Rs. 2,00,000 Rs. 2,00,000 Rs. 80,000
JOURNAL OF AWADH TYRES LTD.
Rs. Rs.
Bank A/c Dr. 10,80,000
To Share Application A/c 10,80,000
(Being share application money received for 3,60,000 shares)
Share Application A/c Dr. 10,80,000
To Share Capital A/c 6,00,000
To Share Allotment A/c 2,00,000
To Calls in Advance A/c 2,00,000
To Bank A/c 80,000

(Being transfer of share application money to capital, allotment & calls

in advance, excess refunded)

Share Allotment A/c Dr.

8,00,000
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To Share Capital A/c 6,00,000

To Share Premium A/c 2,00.000

(Being Share Allotment money due including-premium)

Bank A/c Dr. 6,00,000
To Share Allotment A/c 6,00,000

(Being share allotment money received)

Share First & Final Call A/c Dr. 8,00,000
To Share Capital A/c 8,00,000
(Being first Call due)
Bank A/c Dr. 6,00,000
Calls in Advance A/c 2,00,000
To Share First & Final Call 8,00,000

(Being first call received and balance of Rs. 2,00,000 adjusted from

calls in advance)

BALANCESHEET
ASON...coceeeens
Rs. Rs.
Share Capital : Cash at Bank 22,00,000
Authorised : 40,00,000
4,00,000 Shares of Rs. 10 each
Issued, Subs. and Paid-up
2,00,000 Shares of Rs. 10 each 20,00,000
Reserve & Surplus:
Share Premium 2,00,000
22,00,000 22,00,000

3TN Y STed BT AT 37 BT I
(Forfeiture of Shares)
S afdd ®1 3N BI SMEc & T B I8 HF BT IR HEATd & a8 AT Had Ie fA B
A PR Q1 81 | 918 ¥ g8 A/de AR AT JrAT AR BT YA 81 Bl Al S AAH gR1 yad

ARNPR T ) BT AdTold Heol VI 3T BT S (Forfeit) X HAeball & | M BT o Hx bl 371 ® fob oy
JILRY B IMMFeH Pl E BB 3 GR YT A qIfUF = SAre=1 I1 uTe f3 BT 80T HRAT |
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Ife e ffor wR PIg SIRTERT = iRl R < R &1 YA 81 HRal Al 39 IAMERT B U 3iR Al
T STl & o gap = (if¥erd & g [ a6 <3 <If¥ &1 =arer |fgd Yaare 9 S § | Ty FEiRd
TS ARRY LR B a1 A A $9 4§ 4 1439 q1€ @1 2+ =ity | 7 J1feq 4 g8 f We w9 9
foren S =nfen f& =5 MeiRa [AfY 9@ Fam 9 =71 &1 Rafd § I9a 3l &1 &1 &) foran e |
OB 91 AT IFY YA UGl 7 81 Al HF] D 3721 Bl BV B Fahell @ |

BT B T 379 G fhefl o=y afdd I arafed fhdl 11 |ehdl & | BRUT BRal AHY HFIT bl 37U A1
BT UTAT HIAT AL © | IS HHN & AAFIH &0 & IR H A B AT 9 &Vl Fw=4] 9 781 ©
Al AIIDT ‘31 (Table A) BT YANT T ST |

el & &Rul W ufafeedi

(Entries on Forefeiture of Shares)

1| @ R faeifaa sren @1 o (Foreiture of Shares issued at Par)—?TPQ’ e &1 e ugd HHT T IR
BT o1 TAT 918 H YA WIS 1 811 & HROT I 801 {1 Sl & | VAl Reafd # ofer 4ol @i &1 (G
AN g R W) Sfde FRa & A IS WM, Y Arel @i, G areE @ B (@ 9 g8 AR 9)
wfee A B | Safd gra o Tl'ss I A 37T BT Tl (Share Forefeiture A/c) s fhar Sirar 2|

RO & U Al B BT 100 B0 Tell Teb 320 o foRT R SHH JATIET R 20 B0 3fde IR
20 ¥, Y Il UR 35 50 qefl faciig Ml WR 15 B A1 T IR I JATdEd & 30 B0 - & I
§B el faaT | SHD 3 BT &Rl fbar |

Entry : Share Capital A/c Dr. 100 (Amount of Capital called)
To Share Allotment A/c 20 (Amount not paid on Allotment)
To Share First Call A/c 35 (Amount not paid on First Call)
To Share Second Call A/c 15 (Amount not paid on Second Call)
To Share Forfeiture A/c 30 (Amount actually received)

(Being forfeiture of Shares)

3 UhR IS SURIA IR0 § fgdia Ira=r T8l Jii el ddof iged I  UH IreAT I3 9 o9 )
Yo ITIT & 918 &1 3N ST Y ford ST AT “Share Capital A/c’ BT 853U & Sfdc dRd (AN T8 f) Tor
BT H ‘To Share Second Call A/c’ & 15 BTY F&] 3T |

IR 91 IRl § afe gl IRMT AR ST € U A STAE g JATES Bl /IR DB YA PR Qa2
Safe g8 ud g fgclia Iraen &1 Y el HRal | g Ireae & d1e SHD 3 S [ & 1 iee 3
“To Share Allotment A/c’ & 20 %o &l fold Il EW 91 H Share Forfeiture A/c @ 30 %0 H 20 B0 \_rﬁ—s' DN
50 B9y (U IR AR T I |

(Z)ﬁﬁm R feifaa s @1 R (Forfeiture of Share issuedapremium)—?Tf%(r el &1 e uge Mifaas
UR BT B I $ 372N &1 8RO B R I8 ST IaAAH 3 b Il WA U< 81 gl & A7 81 | Fifd
Sl Rerfodl # sreri—srerT ufafical @ i 2 |

(a) ol WA urd | ol g (When premium is not received)—?l'% 3ren a1 e ifaeE ) fear i B
UR=] BROT A g4 WRIH 1 qegol [0 uTe T8l g8 © Al 8)01 & ufdfte # e MffgH Wi (Share Premium
Ale) B W o Feget ¥ | Sfde far S 2

IEERU—-faE © U fH &9 BT 100 S TH 37 AT S 25 $o WiwH &= ifaa favan wam e
HHEE §RT 9 3T TR 30 TUY, 3MFeH W 45 30y (Nw 9f2qd), yem I/ w35 39 fgda ara=n
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W 1530 AN TR TR I AT D 30 B0 97 D 19 3G AT ST Gablg | IFDb 372 Bl &R AT
T |

Entry : Share Capital A/c Dr. 100 (Amount of Capital Called)
Share Premium Dr. 25 (Amount of Premium Called)
To Share Allotment A/c 45 (Amount not received on allotment including premium)
To Share First Call A/c 35 (Amount not received on First Call)
To Share Second Call A/c 15 (Amount not received on Second Call)
To Share Forfeiture A/c 30 (Amount Actually received)

(Being shares which were issued at premium forfeited)
Ilustration 4.
Bharat Ltd. issued shares of Rs. 100 each at 10% Premium. Amounts payable on shares were as follows:
On applicatioin Rs. 20; On allotment Rs. 30 (including Premium) On 1st Call Rs. 20;

Naresh holding 5 shares did not pay allotment and 1st call money and his shares were forfeited. Mahesh holding 3
shares did not pay his first call money and his shares were also forfeited. Give Joural Entries.

JOURNAL ENTRIES
@) Share Capital Account (5 x Rs. 60) Dr. 300
Share Premium Account (5 x Rs. 10) Dr. 50
To Share Forfeited Account (5 x Rs. 20) 100
To Share Allotment Account 150
To Share 1st Call Account (5 x Rs. 20) 100

(Being Naresh’s shares forfeited due to non-payment of Allotment & 1st Call money)

(i1) Share Capital Account (3 x Rs. 60) Dr. 180
To Share Forfeited Account (3 x Rs. 40) 120
To Share 1st Call Account (3 x Rs. 20) 100

(Being Foreiture of Mahesh’s shares)
Illustration 5.

A limited company has an authorised capital of Rs. 2,50,000 in Rs. 10 shares. Of these 4,000 shares were issued as
fully paid in payment of Buildings purchased and 8,000 shares were subscribed for by the public, and during the first
year Rs. 5 per share was called payable Rs. 2 on application, Re. 1 on allotment, Re. 1 on first call, and Re. 1 on
second call. The amounts received in respect of these shares were as follows:

On 6,000 shares the full amount called.

On 1,250 shares Rs. 4 per share.

On 500 shares Rs. 3 per share.

On 250 shares Rs. 2 per share.

The Directors forfeited the 750 shares on which less than Rs. 4 had been paid.
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You are required to show journal entries in the books of the company, and to set out the capital as it should appear in
the company’s Balance Sheet at the end of the first year.

(Indian Institute of Bankers)
Solution.
JOURNAL ENTRIES

Buildings Account Dr. 40,000
To Share Capital Account 40,000
(Being the issue of 4,000 fully paid shares @ of Rs. 10 per share for
purchase of Buildings)

Bank Account Dr. 16,000
To Share Application Account 16,000

(Being application money received on 8,000 shares @ Rs. 2 per share)

Share Application Account Dr. 16,000
To Share Capital Account 16,000

(Being the transfer of application money to share capital)

Share Allotment Account Dr. 8,000
To Share Capital Account 8,000

(Being the amount due for the Allotment)

Bank Account Dr. 7,750
To Share Allotment Account 7,750

(Being allotment money received on 7,750 shares @ Re. 1 per share)

Share First Call Account Dr. 8,000
To Share Capital Account 8,000

(Being the amount due on first call)

Bank Account Dr. 7,250
To Share First Call Account 7,250

(Being first call money received on 7,250 shares @ Re. 1 per share)

Share Second Call Account Dr. 8,000
To Share Capital Account 8,000

(Being the amount due on for the Second call)

Bank Account Dr. 6,000
To Share Second Call Account 6,000

(Being Second call money received on 6,000 shares @ Re. 1 per share)




36 CasRICICICE|
Share Capital Account 3,750
To Share Allotment Account 250
To Share 1st Call Account 750
To Share Second Call Account 2,000
To Share Forfeited Account 750
(Being the forfeited of 750 shares on which less than Rs. 4 had been paid)
CAPITAL ASIT WILL APPEAR IN THE BALANCE SHEET
Authorised Capital : Rs.
25,000 shares of Rs. 10 each 2,50,000
Issued and Subscribed Capital : Rs.
4,000 shares of Rs. 10 each fully paid for the purchase of Building 40,000
7,250 shares of Rs. 10 each, Rs. 5 per share called up 36,250
Less Call in arrears 1,250
35,000
Add Shares Forfeited Account 750
35,750
ET
Ilustration 6.

Give Journal entries for the following:

(i)  The Directors forfeited 200 shares issued to A on account of non-payment of the final call of Rs. 20. These
shares of Rs. 100 each were issued to B at a premium of Rs. 10 per share.
(i)  They forfeited B’ s 100 shares of Rs. 100 each for non-payment of Ist and final call of Rs. 50 and reissued to
C for Rs. 70 per share as fully paid up.
(iii) The company allots 600 equity shares of Rs. 100 each as fully paid to the Vendors as part of purchase
consideration.
Solution.
JOURNAL ENTRIES
@) (a)  Share Capital Account Dr. 20,000
To Share Final Call Account 4,000
To Share Forfeiture Account 16,000
(Being 200 shares of 100 each forfeited on account of
non-payment of final call of Rs. 20)
(b) Bank Account Dr. 22,000
To Share Capital Account 20,000
To Share Premium Account 2,000

(Being 200 forfeited shares reissued at a premium of Rs. 10 per share)
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(¢c)  Share Forfeiture Account Dr. 16,000

To Capital Reserve Account 16,000

(Being transfer to Capital Reserve Account)

@ii)) (a) Share Capital Account Dr. 10,000
To Share First & Final Call Account 5,000
To Share Forfeiture Account 5,000

(Being 100 share of Rs. 100 each forfeited for non payment
of call money of Rs. 50 each)

(b) Bank Account Dr. 7,000
Share Forfeiture Account Dr. 3,000
To Share Capital Account 10,000

(Being 100 forfeited shares reissued at a discount of Rs. 30 each)

(¢)  Share Forfeiture Account Dr. 2,000
To Capital Reserve Account 2,000

(Being transfer to Capital Reserve Account)

(i) (a) Vendor’s Account Dr. 60,000
To Equity Share Capital Account 60,000
(Being 600 equity shares of Rs. 100 each issued to vendors as

part of purchase consideration)

(b) oI &0l A vga Wfvw ura fan o bl gl (When premium is received before forefeiture)—ﬁrﬂ SN
WR BN ¥ U R NIFHH U1a fhan 1 ga § S 8)0T § T NI 1 RE 81 {1 S A | $4fery
WA U 8 & 918 &R01 &) fafte e & forg Wifigs @t 1y o= ee =761 <a 8 srafq e &1 af¥
E2ll (Ignore) DX Td B

S SWRIT I&TERYT 4 fAIG 71 (e & 30 YU AT 3MMGCH & 45 TUY BT YA B A1 SIafds dR T8
gerd, Tl AramT &1 Y 1 fbar | o7 &1 8vor fhan R |

Entry : Share Capital A/c Dr. 100 (Amount of Capital Called)
To Share First Call A/c 35 (Amount not received on First Call)
To Share Second Call A/c 15 (Amount not received on Second Call)
To Share Forfeiture A/c 50 (Amount actually received excluding premium)

(Being Shares issued at premium, forfeited)

3) el R AT 3ren &1 R (Forfeiture of shares issued ataDiscount)—?Il'f%«r 39N 7 fiHe ggel werd
R AT AT B TAT 18 W YIA UTK T B D BRI SAD] &RV AT ST 2 A1 B0 b gfafie 7w
@ BT f Bfse fHar S 2

IEERUI—4F & U fHdl S BT 100 FUY dTell U 39T 8 S 10% der R iR fear & o
HHEHT RT S 3MMAET TR 30 B, 3ded WX 10 T9 20 F0Y H H 10 TIY FHeril Bl "el HR) YUH ITa=T
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TR 3539 qer fgdii ameen R 15 0 AN T | IR, S e $ 30 99 & & 91 I MR AL
IS | 3fTM BT BT faa T |

Entry : Share Capital A/c Dr. 100 (Amount of Capital Called)

To Share Allotment A/c 10 [Not received on allotment (excluding discount)]

To Discount on Issue of Shares A/c 10 (Amount of discount allowed)

To Share First Call A/c 35 (Not received on First Call)
To Share Second Call A/c 15 (Not received on Second Call)
To Share Forfeiture A/c 30 (Amount actually received)

(Being shares issued at a discount, forfeited)

Are—Herdl UR FRIHAT SR BT BR0T B B UlAfte H §9 910 Bl iy YA T8l gl o AT€e 3 U< g
g1 F8T | Herdl R AT 319N &7 80T BRT WR ‘Discount on Issue of Shares A/c’ BHI Bige fha ST |

SR SWRIGT SSERY H Afe T SMdes @ 30 $o AT 3MEe & 10 UI (20 9I H A 10 $UI Herd
HCIHR) & <l Il Yo 3iR fgdiia arem I &l /1 & dras[a I T8l dxal § a1 71 ufafte &1 Sre |

Entry : Share Capital A/c Dr. 100 (Amount of Capital Called)
To Share Discount A/c 10 (Amount not discount allowed)
To Share First Call A/c 35 (Amount not received on First Call)
To Share Second Call A/c 15 (Amount not received on Second Call)
To Share Forfeiture A/c 40 (Amount actually received)

(Being shares issued at a discount, forfeited)

&l fd A efenl &1 g
(Re-issue of Forfeited Shares)

BRI fhd T 3721 1 G: I R bl FeTeleh] I U1 AEBR 8 | Y: 9 § U b G (Lump-Sum)
AR AR A SR B | g R 99 e W, MRTH W A1 BeRl R HAT S Gl § drg ued A
el ) ermeR R B w1 B | wReg e g R Sl R b e g O I8 Jaedd § 6 wekll @
R Uge IRERT | Sisd 1 R A ST 7 8 | O AT e b T 3l 9”30 39 YR 37e7 UTd &1 el
g Al g e 3 Sif8ead 30 301 U o721 &1 HErdl &1 ST el & | 372l b1 g e R et wfaften
ARSI

(1) ¥ g R g7 9 (9 g a9 geg, fiffes a1 sl 7R o)

Re-issued at par (When originally issued at Par, Premium of Discount)
Bank A/c Dr.
To Share Capital A/c

(Being re-issue of Shares at par)
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AT IR T srfaRRad <afdr 1,500
3. 1,500 3 WR MMFe W I M (1,500 x Rs. 4) = 6,000
Less : 3Mded IR 91« 31faRed 1 = 1,500
1,500 37l TR T 7 g8 AR 4,500

4. 3fT§es WR < gl AR (50,000 x Rs. 4) = Rs. 2,00,000
Less : 3da- UR UTal gl 31U 01 = Rs. 30,000
= 1,70,000

Less:l,SOOGT?ﬁ X 9 YU §?§ f3y 4,500
e IR Ui R 1,65,500
ATPR 370
(Right Shares)
T e HF gRT U o SRl @l ofel &1 ST R e ofer Rt dEerar 2 |
P AT, 1956 BT &RT 81 B JATAR, T8I HHN1 @ 401 F QT a9 & UL AT HH1 D YA 3fee

UHh 9Y & UTAq ol W USel Ifa HATAd HSd AR 372 B AECH dRdb HF DI UId goil
(Subscribed capital) B I AR © al

() v faRad 3w 59 afddal & i IR S 99 fafd & vl & Sf9e) BN—SHd! |Hdl
3TeTeTRar 3rguTd # |

(i) U U U 3720 @l e e wRd gU gEr & SR a1 Ui WeR R B oY HH A
HH 15 T &1 999 ey e S ok Ife 39 oaf § U WaR F81 fhar SIrar a1 I8 A
SR &5 37 3 URATd g}t A B

(i) T TP B © AIH AT AT Y& foh TRATIURIAT 7104 3NfeBad 32 &l fobedl o1 & et
H AN Ahd B |

(iv) Tl orafd |AT 8 OR A1 URKATGUEIdT | AATE] ! AT 3 WR HaATdd Heel $1 %N DI BRI B
v gaffde fRder! e A Aue™ & o HRiAR & |

Ife Bl U R 96 H T IRy yRed Ui dRe v O o A1 U AR 4o H AR
YR §RT URT R I ba 13 WRBR g1 e -1 foran S a1 WA =7 (i sfeni &1 s 9w
3Rl 1 URgd B ST @ smawaddr el e |

JfderRyut uiffa goit

(Privileged Subscription)

e ARl SRRl §RT ST fAaR0T & AR Sl 379 Yol ol SRl 8 I sffereryel urfefa goit
FEJ © | T8I R SREIRAT BT HEFI gRT FAHT DI AN P o7 & Y FIEROT ST DI Joa1 9 Wi
GT@'CFR’(Rightofpre—emption)%ﬁﬂT%ﬂ%TfﬁWﬂﬁlﬁﬁwmﬁ@wm%l3131?176”1?1
ANMIHR Afdd (Cum-right) HEATAT € |

S BRIARYN BT GRT BHT B 32T B SRRV & (o7 ERIT<RYT [delg Iolieprv &g faar Siran & s
TRINT 379 BXAART B3 dTel 3T R YANT &1 a1 S Al 8 | BF-1 ST (Fefed) 1988 &1 €T
206A |
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9 B TBR 372l BT FITH fhar S 2 A1 $8 €] U 8 Fdd & o $9 YR 372 & W B
@ HRU S H 37 e @ Bl IS T FRA W A BT H AR W I e 8 | SereRoned /e A
el % T T ofer e o Ve & o G g3 b v B 2 2 ofer fio | weg sl @1 gl R e

ST AT & A S WSd ¥ & IR0 vg dRIBT TAN B8N | U Hewdqul fafd 2 5 qRi1 3ieremy fB=el |1
HATAD] Pl AT gC! e &N | T 3R & s S9 gRedl BT AEfed 81 9 D] doR H JIaR
ITERAT H IS ATHR AR fIaRT I |

Illustration 23.

A company offers to its shareholders the right to by 3 shares at Rs. 14 for every share of Rs. 10 each held. The
market value of share is Rs. 60 each. Calculate the value of the right assuming that the odd lot shares are sold at 10%
less than their normal market value.

Solution.

Market Value of 5 shares held by the Shareholder @ Rs. 60 each 300

Add the price to be paid for acquiring 3 right shares @ Rs. 14 each 42

Total price of 8 shares 342
Less Provision for odd lot shares (loss) 34
308

Average price of one share = Iyl 38.50

Value of Right = Market price — Average price
= Rs. 60 — Rs. 38.5 = Rs. 21.50
Hlustration 24.

The normal value of the equity shares of a company is Rs. 100 and the current market price is Rs. 765. The company
issues right shares @ 1 equity share for every 4 existing shares held, the right share being issued at a premium of 40%.

From the above, calculate the value of the right

Solution :

Rs.
Market value of 4 shares held @ Rs. 765 each 3,060
Add the price of one right share 140
Total Price of 5 Shares 3,200
Average pnce pers are = % = Rs. 640
Value of right = Market price — Average price

=Rs. 765 — Rs. 640
=Rs. 125
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ASSIGNMENTS

1. Define Joint Stock Company. What are its characterstics ?
g YN Hrt A e R | swan @ faRvang €7
2. What is a ‘Share’ ? Explain different types of shares.

I R B? 39D AN UBRI B AR BT |

3. What do you mean by ‘Over-subscription’ and ‘Under-subscription’? What options are available to deal with
the excess money received on over, subscription.

HATAH—AMNET AT YA—ITWETT H 31U AT FHSK & ¢ AH—3TWE R UK MR & forg dr—abI=
¥ fadwen Suae 2 |

4. What is meant by shares issued at Premium? What are purposes, for which the share premium can be used ?

QT BT WA UR R 61 @ 3fef & 2 UiTHaE _1fR1 1 Ui ot Sedi 1 gfcd & forg foan S |ean
27

5. Disscuss the legal provisions of the companies Act 1956 as regards :

(i) Use of Share Premium

(ii) Issue of Share at Discount

fefeRad @ dwre § P SIfRNEH 1956 S UMgEl B ARAT BIFT |
(i) 3% NfATH &1 ST
(ii) Pl IR 72N &T e
6. Can a company issue shares at discount? What conditions must be satisfied for issuing shares at discount?

T BT 32 DI Herdl UR ARG B Fhal 27 312 Bl Bl IR FRIHT &)= & forv fba vaf &1
TRT HRAT MR 2 |

7. Whatis the meaning of forfeiture of shares? When and how are share forfeited? Can forfeited shares be re-issued
at discount? If so, to what extent ?

TN B BT BT T 7 & 7 3T DI B AR A T fhAT S AT & 2 T I by T 372 Bl
Ferll W g R fear s dear 82 3fe &, a1 e dmn s 2

8. What entries will you pass for the forfeiture of shares and their re-issue ?
32l & 8RO Ud Y e WR oy R gfafiedl ded?

9. Write short notes on the following :
= wR wfera fewfordt foRag—

(i) Reserve Capital (STRferd Ysi)
(ii) Over-Subscription ( G EIE))

(iii) Preliminary Expenses (R <)
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10.

11.

Q.1.

EaeRINCICIEE|
Write short notes on any three :
fp=si a1 o wfera fewfor forRgu—
(a) Calls-in-Advance (3103H ?Jﬁl:ﬂﬁf)
(b) Calls in-Arrear (371 JTAY)
(¢) Minimum Subscription ((T7cH SIEHE)!
(d) Issue of Shares at Premium (GT?ﬁ BT NH o) ]%PW)
(e) Issue of Share at Discount (GT?ﬁ B Bl W ﬁ'ﬁ'ﬂ:{)
(g) Re-issue of Forfeited Shares (HTW%’LB 3TEeH)
Distinquish between the following :
(a) Capital Reserve & Reserve Capital
(b) Authorised Capital and Issued Capital
(c) Called up Capital and Paid-up Capital
(d) Preference Share and Equity Share
1 SR T ST —
(a) o0 W Td SRR o
(b) s goft wd Frifia ot
(c) T goi dor urwd goit
(d) yaifSreR a7er dem |Har 379
QUESTIONS
(a) Arora Tubes Ltd. issued a prospectus inviting aplications for 15,000 shares of Rs. 100 each, payable as
follows: Rs. 25 on Application; Rs. 35 on Allotment; Rs. 25 on First Call and Rs. 15 on Final Call. All the
shares were applied and alloted. Give Journal entries are opening Balance Sheet.
(b) TTREYR FHH 1 1003, dTeA, 10,000 37201 BT 6% de< TR A & fog ST1a1 d1 St~ fham Yaa=
¥ UHR g A—
IR U3 UR 259, e UR 34 %, UH U4 3if<qd A W 35°%.
9000 37211 & Ty 3f7ae U= UT gY | |1 3Mde Ud WIHR B ol T | {41 I Sl < o,
U< 81 T | SHael 100 372 DT BISHR Sl ITaT1 1R S H 7 8T | ITdHT1 80T B foran 727 |
ST 503721 BI 90, UM 7% B &% § AT FR a1 71 | 7 &1 St N b T8l 7
fafteddt |
Ans. : Bank Balance Rs. 8,47,000; Capital Reserve Rs. 2,750; Share Forfeiture Alc Rs. 2,950.
Q. 2. Nav Lakshmi Ltd. issued a prospectus inviting aplications for 50,000 shares of Rs. 10 each. These shares

were issued at par on-the following terms—On-Application Rs. 3, on allotment Rs. 4, on first call Rs. 2
and on final call the balance.
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Applications were received for 60,000 shares. Allotments were made on the following basis—
(1) To applicants for 10,000 shares in full;

(i1) To applicants for 20,000 shares—15,000 shares;

(iii) To Aplicants for 30,000 shares—?25,000 shares.

All excess amount paid on application is to be adjusted against amount due on allotment.

The share were fully called and paid up except the amount of allotment, first and final call not paid by those
who applied for 2,000 shares out of the group applying for 20,000 shares. All the shares on which calls
were not paid were forfeited by the Board of Directors. 1,000 forfeited shars were re-issued as fully paid
on receipt of Rs. 8 per share.

Aaaed) forfies = v gfdaror SIRI fhar s 10, darel 60,000 37901 & 99 & forg gmei—u=
A fby | A e Fae R 1 el R R fby Tg—araes R 3%, orded R 43
Yy I TR 2%, 9T Y Iff~qq IrodT IR I o7 |

60,000 37201 o foIg Tri—u= UTed §U | 91 e amrde fbar Tan—
(1) 10,000 3 & ATIGDHI HI—FTN AT

(2) 20,000 372 & 3TAGDHI DHI—15,000 372

(3) 30,000 3720 & 3TAGDI DHI—25,000 32

JATIET—TF R YT SR MM DI 3fEed WR < AR & oIy FHEINT fBar o1 Habdl © |
3ell oR |Rgol /IR AR der bl 8 s of, TRy 2,000 372 B ATdEDI KT Sl 20,000 37T &
foTg W1efH1 == a1l U H ¥ Y AT YLH AT qAT S I B I el [Bar @ |
oo ifaRed v wfrEt ura & 12 |

A 3721 I, Fo UR 16l BT YA el fhan T o, Ferelh HUSS F 3UsRYT PR AT |
1,000 319gRe 372l o1 8 5. Ufdl 379 & f2arg &, yolax 7w § g=: e o fagn |

Capital Reserve Rs. 2,000; Share Forfeiture A/c Rs. 2,000; Amount Received on Allotment Rs. 1,65,500.

The Delhi Cloth Mills Ltd. invited applications for 10,000 Equity Shares of Rs. 100 each at a premium of
Rs. 10 each payable as below :

Rs. 50 on Aplication;
Rs. 35 on Allotment (including premium), and
Rs. 25 on Call.

Applications for 15,000 Share were received. Applicants for 2,500 shares did not get any allotment and
their money was returned. Allotment was made pro-rata to the remaining applicants.

Mr. A was allotted 20 shares. He failed to pay the amount due on allotment and call money. The company
forfeited his shares and subsequently re-issued at Rs. 105 per share.

Show the Journal and Cash Book entries in the books of the company and also prepare the Balance Sheet.

feeell Tl et fo1. 9 100 %, arel 10,000 FHAT 37901 & 1T 10%. Uit 379 Uy R 7 U
qrfHT—u= mAfd fhu—

50%. UIFT-9= & 9T,
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Ans. :

BT TGTH

35 %. €S WX (T=arT Afed), Tl
25%. Ira-l WR |

15,000 37211 & folg wrei=—u= ured 8Y | 2,500 3720 & Uil 1 dIs 1 o7er anafed =18l fabam
3R STpT &1 SIel a1 71| 29 AAEh] Pl IUIAIAR e fbar T |

. T T 2037 Ee fdy Y o1 | 98 e W I €4 AT AT I BT YA T8l B Fhl |
BT 7 IAD AT Pl BN BR AT | IFD I8 IS¢ 105 3. Ul 379 WR g FifAd o faan |
A DI GRID] W S qAT b g8l ufafteds don forgr f GarR Iy |

Bank Balance Rs. 11,01,150; Capital Reserve Rs. 1,250

Share Premium A/c Rs. 99,900; Share Forfeiture A/c Rs. NIL;

Total of B/s; Rs. 11,01,150; Amount received on allotment Rs. 2,24,550

. Malihabad Company issued for public subscription 50,000 equity shares of Rs. 10 each at a premium of

Rs. 2 per share, payable as under:

On application Rs. 2 per share.

On allotment Rs. 5 per share (Including premium)
On first call, Rs. 2 per share.

On final call, Rs. 3 per share.

Applications were received for Rs. 75,000 equity shares. The shares were allotted to the applicants for
60,000 shares, the remaining application being refused. Money over-paid on application was utilised
towards sum due on allotment.

Ram to whom 2,000 shares were allotted, failed to pay allotment and calls money and Shyam to whom 2,500
shares were allotted, failed to pay the two calls. These shares were subsequently forfeited after the call was
made.

All the forfeited shares were sold to Shanker as fully paid up at Rs. 8 per share.

Pass the Journal entries required to record the above transactions.

HATBIETE HF= = 10%. d@Tel 50,000 ATLROT 37 BT 2%, Ul 7% R N &) <% 9 feifaa faan |
1 R Fefaiad geR @1 IR <7 8-

AT & I 2%, Ul 379
e W 5%, gfa 3731 Wiffw wafzd
YrF T TR 2%, Ufa o9

JTf~TH IreFT R 3%, gf o7

75,000 HTEROT 3= & oIQ ATde—d= Ul §Y | 60,000 3T & ATdGh] & T JArae fbar 11 2y
IS AP B & T | ATIEGA—T3 B 3R B A A W I ARRT & Y=
@ o wmT @ TS |

M A foat 3 2,000 3791 3&fed b T 2, 3feed iR SH1 ATAAT HI IARRT BT YA T8l (65T |
<M A, f5R 2,500 3791 Srafed fhd TR &, SH1 Aramreli § 4 fdl o1 ) yaram 81 foba | 34 afei
BT ATH AT 5T S & a8 BT DR 11 77 | ) BROT by Y 3797 8 . Ufl 377 Bl &R 4
quiet & WU H YA Bl 99 & W |
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ST FIERI Bl oGl BRI B forv gfaftedt B |

Capital Reserve Rs. 8,300; Amount received on Allotment Rs. 2,20,800; B/s Total Rs. 6,04,300.

A company issued for Public subscription 40,000 equity shares of Rs. 10 each at a premium of Rs. 2 per
share payable as under; on application Rs. 2 per share; on allotment Rs. 5 per share (including premium);
on first call Rs. 2 per share; and on second call Rs. 3 per share.

Applications were received for 60,000 shares. Allotment was made pro-rata to the applicants for 48,000
shares, the remaining applications being refused. Money overpaid on application was utilised towards sums
due on allotment.

Shri Ramdas to whom 1,600 shares were allotted failed to pay the allotment money and first and second
call moneys and Shri Hussain to whom 2,000 shares were allotted failed to pay the two calls. These shares
were subsequently forfeited after the second call was made. All the forfeited shares were sold to Shri
Banerjee as fully paid up at Rs. 8 per share. Show the Journal entries so record the above transactions and
prepare the Balance Sheet.

Th BT A 10, dTel 40,000 FHAT 37201 DI 2%, Ui 379 Ny R fFr1Hd f5ar | 39 ) 949 yaR
JIRMT 1 E—3fded WR 2%, Ui 379, I W 5%, Ufd 39 (NfHee |f2d), JeM Ira iR 29,
gfa 3rer 9 fgdia I W 3%, Ui 790 |

60,000 3721 @ foTY ATdGT—U= UT<l Y | 48,000 3720 &P ATdaeh] H ATUTfcieh U 4 e fbar 1,
2IY ATAGTA—TF NGl DR QU Y 3R IAD! AR SIS & TG | IS UH D! AR DY 7MY 3f1ee
TR oY IR & YA @ forg ganT &l W |

1 SR+, fSTe1 1,600 3721 AT by Y & JATee AR JrA1AT B AR 1 YA T8l b
3R 21 g4, SI™ 2,000 33 AEfed fby ¢ & 1 graidl § 4 B b1 W) I TEl fbar | g4
[T 372l BT A YT Y S & d1a BT B far a1 | [l &R0l fhy gU o 8%, ufd i
B X U QUiet & B H 20 9001 Bl 99 &Y 7Y | HF B YDl H Sel D ATIAD oI BIToTY
qorr i forgT TR BT |

AmountReceived on AllotmentRs. 1,76,640; Bank Balance Rs. 4,83,440; Capital Reserve Rs. 6,640; Share
Premium Rs. 76,800.

. Chhipra limited issued a prospectus inviting applications for 2000 shares of Rs. 10 each at a premium of

Rs. 2 per share payable as follows :

Rs.
On Application 2
On Allotment 5 (including Premium)
On First Call 3
On Second and Final Call 2

Applications were received for 3000 shares and pro-rata allotment was made on the applications for 2,400
shares. Amount returned on 600 shares. Money overpaid on applications was employed on account of sum
due on allotment. R to whom 40 shares were allotted failed to pay the allotment money and on his subsequent
failure to pay the first call, his shares were forfeited. S, the holder of 60 shares failed to pay the two calls
and his shares were forfeited after the second call.

Of the shares forfeited, 80 shares were sold to X credited as fully paid for Rs. 9 per share.

Show journal and cash book and the balance sheet.
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Ans. :

Q. 7.

Ans.

BT TGTH

oot fafice 7 va ufdarer SR foan foRTH 10, aret 2000 379, e fiw= 2%, ufa o i
W BAET B, & U weF—um MfEd fby | Y $9 UBR BT oA—

Y95 W 2%, 3MdeA W 5%, (NHgH afd), e /e 3%, 3R fgdg ame 29, |

3000 3721 & foTy UTeiAT—u= MR 3iR 2,400 3720 & Ui &1 FAGUTG dx &= 1 | 600 7= B
R AT HR & R |

IHI—= & 12 ST 0137 37 oY S 3fded & A1 FHRINTT &R foram 1 | &R Oy 40 391 o
T 9 e P RN &I < FBI AR YH AT &7 &9 A1 7 <9 IR SIS 39 Rfed wx forg
Y | U fSTe U1 60 3791 2, UM g fgeiid ATaF1 &1 €9 T8l § Uil AR SaE3 Il & a1 SAD
37eT ERA &) forg MY | rueRa el # | 80 37 B Yuie< 3Rl & wU § U § Uad &l 9%,
99 fear T | eavyd S ulaftedt qen gt ssd |

Bank Balance Rs. 24,036; Share Forfeiture A/c 316
Hint : 7% # I8 &1 90 1 {5 B9 9 ofwr go: Freifaa fasd 2 ora: ofell & gxor ) 11 &1 gon

o § gediaRd el Beil |

Bharat Tyres Ltd. invited application for 1,00,000 equity shares of Rs. 10 each at a premium of Rs. 4 per
share. The amount was payable as follows :

On Application Rs. 6 (including premium Rs. 2)
On Allotment Rs. 6 (including premium Rs. 2)
Balance on first and final call.

Applications for 1,50,000 shares were received. Allotment was made to all the applicants on pro-rata basis.
Subodh, to whom 200 shares were allotted failed to pay allotment and call money. Vikram, to whom 100
shares were allotted failed to pay the call money. Their shares were forfeited and afterwards re-issued
@ Rs. 8 per share fully paid up.

Pass the necessary journal entries.

Capital Reserve Rs. 1,200; Amountreceived on AllotmentRs. 2,99,400; Share Forfeited 1800 (After adjust
preimum for excess received with app.) (1800 — 800 + 800)

. A company issued for public subscription 75,000 equity shares of Rs. 10 each at a premium Rs. 2 per share

payable as under:

Onapplication Rs. 2 per share
Onallotment Rs. 5 per share (including premium)
On first call Rs. 2 per share
On second call Rs. 3 per share

Applications were received for 1,12,500 shares. Shares were allotted to the applicants for 90,000 shares,
the remaining applications being rejected. Money overpaid on application was utilised towards sum due on
allotment.

A to whom 3000 shares were allotted failed to pay the allotment money and two calls and B to whom 3,750
shares were allotted failed to pay the two calls. All these shares were forfeited after the final call, 5000 shares
including all shares of A were reissued as fully paid shares of Rs. 7.50 per share excluding premium.
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Give journal entries to record the above transaction in the books of the company.
Capital Reserve Rs. 9,700

Appolo Sports Ltd. issued 20,000 equity shares of Rs. 10 each at a premium of Rs. 3 per share payable
Rs. 2 on application, Rs. 5 (including premium) on allotment, Rs. 3 on first call. Subscription was received
for 22,000 shares and the directors, while making allotment, adjusted the excess money received on
application to allotment due the repsect of 1000 shares. Three months after the date of allotment, the first
call was made. The company received all money due excepting in the case of a holder of 300 shares from
whom nothing other than application money was receive and in respect of another holder of 400 shares.in
whose case the call money became overdue. The directors, after giving proper notice, forfeited the
defaulting shares and re-issued them to shareholder for consideration of Rs. 3,750 duly received.

From the above show the Journal entries and prepare the Balance Sheet of the company.

3drel wWiied foffics =1 10°%. d@rel 20,000 FHAT 32 3 %, Uil 3i9 diffem R FrifAd feg | 37 w
ferferRad yer I 7 8—2%. AMded W, 5%. (NI 9fd) amded |, 3 %. U2H Il WK |
22,000 37211 & oY STde—u= UKl §Y | FATAAd] =1 JAMETH B FHI SMAGTA—UF B SR 1
BT 1000 37T & IMEC BT <F IR H FHRANS (BT & | A€ & A A8 a8 YT ATa-T B T |
FH] 7 T < IRRI R <l | Hae Ve ey A, foe 09 300379 9, JAIEH Bl 1M & SrfRad
31 I I TR UTK 781 8 AR 4003720 B Th—aR SRERT | AT B AR YT 781 8 | FATADI
= 3 3720 BT O IR YT &1 8Tl | ST T SR 801 IR o7 3iR I8 U SIRERI Bl 3,750
%, H forife o) fean | @ i g 81 e |

SUYFT ¥ T o BT |

Capital Reserve Rs. 1080.

Barahi Co. Ltd. made an issue of 10,000 shares of Rs. 10 each payable Rs. 3 on applicatio, Rs. 4 on
allotment and the balance on call. 43,825 shares were applied for, including an application for 300 shares
from a person who paid for the full face value of shares. Owing to over subscription, allotment were
scaled down as follows :

Applicants for 11,825 shares (in respect of aplications for 500 or less) received 5750 shares (including
the application, for 300 shares who got 150 shares). Applicants for 32000 shares (in respect of
application for more than 500 shares) received 4250 shares.

The amounts received were first applied towards allotment and call money (after satisfying amount due
on application) and any balance left was returned.

You are required to show the cash book and ledger accounts to record the above transactions.

IRTE ¥ fAffcs 1 10%. drel 10,000 37207 &1 979 a1 il 3fdas W 3%, 3fde W 4%,
qAT AY FTeT UR < AT | 43,825 3 & g 37T oo Y g =4 e egfad R 300 372
& arafad fHar o @i & 3ifbd Jou &1 Yol A wR fQar| 1S AEH & BRI 3fEed
frfoRad wa | fear w=—

11,825 3720 & JAMAEHI A (500 T SHA BH H ATASH A & T H) 5770 37 U foban (R
300 3T ATl Mded W FfRAfeTd o1 150 379 MEfed fam 1, 32,000 372N & 3MdgdT =1 (500 3720
AT © IS YF B AR H) 4250 37 U BT |
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Ans. :

Q. 11.

Ans. :
Q. 12.

BT TGTH

T gFRIRT Pl U8l AMde AT I AR (IS UF AaIdh G-I DI R A & IURI)
H YR fan T/ e afe i Ay 2 Al S a9 dR e |

ISWYF olF—ad Pl Abe g8l a1 WAl 981 1 sy |
Bank Balance Rs. 1,00,000

Hint : Amount Received on App. Rs. 1,33,575, (43525 x Rs. 3) + Rs. 3000 = 1,36,575

On 1st Febuary 1994, the directors of Rama Limited issued 50,000 equity shares of Rs. 10 each at 12 per
share, payable as to Rs. 5 on application, Rs. 4 on allotment and the balance on 1st May 1994.

The lists were closed on 10th February 1994 by which date applications for 70,000 shares had been
received of the cash received Rs. 40,000 was returned and Rs. 60,000 was applied to the amount due on
allotment, the balance which was paid on 16th February 1994. All shareholders paid the call due on 1st May
1994 with the exception of one allottee of 500 shares. These shares were forfeited on 28th Sept. 1994 and
reissued at Rs. 8 per share on Nov. 1, 1994.

Journalise these transactions.

1. BRAY] 1994 BT M1 T & FATAd! = 105, dTel 50,000 THAT 3790, 12°%. Ui 379 & 29 4
frifa feu 99 5%, UreiT—ua WR 4%, 3ged R dAT Y 1 7S 1994 Bl < o |

10 BRAYT 1994 B1 (el d€ g3 79 T 70,000 37T & g W—u= UT &1 gab o | U Tbal
H 40,000 %. I9H HR QU MY AR 60,000 %. DI MEEH H YART {HIT T | G Bl AT A
16 BRE%) 1994 BT YT 81 115 | AT SIRTETRAT -1 <7 ATeT131 BT YA 1 9 1994 Bl R =, Ryara
T AT Aaw B ST ae! 500 37 A& Y o | Y 37 29 faARR, 1994 D1 80T &R {7y 7 3R
1 TI%R, 1994 B1 8 3. Ul 3™ WR (Yuie<) g=: Friffa fbg g |

39 oF—<Hl P SHet ufaftedi B |
Capital Reserve Rs. 2,500; Share Premium Rs. 1,00,000

Nath Pulp Ltd. issued a prospectus for the issue of 60,000 equity shares of Rs. 10 each at a premium of
Rs. 2.00 per share under the terms of the issue, the shares were to be paid for a follows :

1992 January 1, on application (including premium) Rs. 5.00
February 1, on allotment Rs.5.00
March 1, on First and Final call Rs. 2.00

The issue was over subscribed. The applications received and allotment made are summared be bellow :

Categories
No. of applications 40 20 1
Shares applied for by each applicant 1,000 10,000 50,000
Shares Issued to each applicant 500 1,000 20,000

It was decided that amounts over paid on application were to be retained by the company and used in
reduction of further sums due on shares alloted. All surplus contribution were refunded on 15th
Februrary 1992. S who had subscribed Rs. 5,000 on an application for 1,000 share was unable to meet
the claim due on March, 1. The directors forfeited his shares on April 1, 1992. All other shareholders paid
the sums on the due dates. The directors re-issued the forfeited shares as fully paid to T on May 1, 1992.
receiving a payment of Rs. 5,250. Pass necessary journal entries to record the above transation in the
books of the company.
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Ans. :
Q. 13.
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1 gy fIffics =1 10°%. drel 60,000 AHAT 3721 &1 2.00 . Ul 3121 NFFH oR FRIfdd & & fog
gfdaRor SR b | e ) oral & JIgER, 3fell R YA 9 UBR fhar S eor—

.
1 STHa9, 1992 3fMded R (if |f2q) 5,00
1 BReN), Jfged WX 5.00
1 919, UM 9 Sifa| AR W) 2.00
et orftre o | U STaes—u= Ud Sfdes &1 WRi A A I g—
sifort

() @) @)
JAMIGT—TAT B F&=AT 40 20 1
TR 3Tde gIRI Adfed 379 1,000 10,000 50,000
U IIGH Pl FEIHT 372 500 1,000 20,000

g Aoty fhar T 6 emde WR U SMfSray J1f3 ¥ §RT I ol S I 39T SUANT f=eifad
319N WR < R DI HH HRA H BT ST | 15 BRa), 1992 BT FHK MR 3TE™ B 1y et
QTS| T R 1,000 872 & foIT @Mdes WR 5,000 %, BT AN fHam o1, 1 °91d B <7 A3 &
YT HR H 3T R8T | Frerehi 1 13, 1992 D1 SHD A2 BT 81 DR feraT | 29 Fl ey
q <7 AR W e AR a1 | Fered! 7 ST fd T 3R B 178, 1992 Pl 5,250 %, & 98l
& 1 Yoiad 372l & U H GAFRHT B 3T | ST FTBRI Pl &6l BR & (7Y HH1 Bl JRIDI
H mawad S gfaftedt Q|

Capital Reserve Rs. 4,000

A Company was registered with a capital of Rs. 20 lakhs divided into 10,000 equity shares of Rs. 100 each
and 10,000 6% preference shares of Rs. 100 each, payable as to Rs. 25 on application, Rs. 30 on allotment
and the balance on first call. All these issues were made at a premium of 5%. Applications were received
for the purchase of 15,000 preference shares and 8,000 equity shares. All the applicants for the purchase
of equity shares were allotted shares in the company. The applications for the purchase of preference shares
were allotted to pro-rata in the company. All the amounts were received except that Mr. Z who holds 200
preference shares failed to pay the amounts due on allotment and first call. The shares remaining unpaid
were forfeited by the directors.

Journalise the above transactions and show these items in Balance Sheet.

Teh B Dl Toiig 20 A %, B Yol F AT ST 100 . dTel 10,000 ATEROT 372 H AT 100 .
el 10,000 6% ST 3720 3 fAHIfora off | 3Rl WR YT 39 UBR < A1—25 %, W—u5 W
30%. 3MFeH TR AR AY Yo AT WR | 59 T 3feM Bl 5% WNAem o= Frifia &= f&am @i 15,000
AT 3= Pl WRIGT & oIy TAT 8,000 HEROT 32T DI WRIGH & {77 UIII—U= 311 | FIERT
31%N1 & TRIG dTel AT SLETRAT PI 3720 B ATGC DR (AT 1T | AT 7201 & Urfli 1 Jrurd
afree v T | 2| fSRY 200 FTEHAM 37=1 1 JfTae R AT 1, 3fae a UM A6 1R <3
R UTe TET g% 2 | AW /T SR U BT TS | AATADT | S (% BT S PR forar fE W
RIRRT a1 ot |

S # gfaftedt SISt | 9o 349 Al & fog § sy |
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Ans. :

Q. 14.

Ans. :

Q. 15.

1988

B TETHT
Share Forfeiture A/c Rs. 7,500; Share Premium A/c Rs. 89,000 Bank Balance Rs. 18,76,500; Total of
B/s Rs. 18,76,500.

A limited company was formed on 1st January with an authorised capital of Rs. S1akhs divided into 2,000
6% Preference shares of Rs. 100 each and 30,000 Equity shares of Rs. 10 each. It offered to the public
one-half of preference shares and two-thires of equity shares payable as follows : 10% of the nominal
amount on application, 20% on allotment, 20% on first call, 20% on second all and the balance when
required.

Applications were received for 800 preference shares and 10,000 equity shares and the allotment was made
on 15th February.

The first and the second calls were made on 1st April and 1st June respectively. The following amounts
were received ten days after the due dates—

Rs. 16,000 for allotment money on preference shares and Rs. 19,000 for allotment money on equity shares.
Rs. 15,000 for first call money on preference shares and Rs. 18,000 for first call money on equity shares.
Rs. 14,000 for second call money on preference shares and Rs. 16,000 for second call money on equity
shares.

Record these transactions in the Journal and cash book, and show how the share capital will appear in the
company’s Balance Sheet.

1 ST BT 5 ARG T, DI 31eHpd Yol § U HIfFd H#i1 &1 FEro7 gaim | ol 100 . aret 2,000,
6% JatfereTR 372 T, 10%. arel 30,000 FHAT 372 # fa9IRTa & | Si1ar &1 ne yaffder orer aen
2/3 FHAT 37 D1 FTIRET IR <7 9 UK B | JfTde &R 3ifdhd e &1 10 Ierd, fae iR
20%, 92| IreT 1R 20 uford fgedia SR 2y saaed] g+ R |

800 YATEAR 7R 3R 10,000 HHAT 72T & oY SfaE—u= UKl §Y AR 15 BRex] Bl 3f7ae fhar
AT | Ul oI SARI AT B 1 3 R 1 S B B g | Fd {11 &1 & &= gearq Feifda
gARTIRT UTeT g5 —

16,000 3. YalfEeR M= H e AR 19,000 %. AHAT AT & AT W |

15,000 5. GAIEHR 372 DI ULH JrEET AR 18,000 5. FHAT 372 B Y2H Ara-T W |
14,000 5. QaIEHR 3720 ®1 fGdi Arem 3R 16,000 5. FHAT 372 B Tl e W |

S FG8RI BT JHUSH & ATl AR s Yid H fARed R gwrisal o Joit snfdfe fag o
e geR fordl SRR |

Calls in Arrear on preference shares Rs. 3,000 on Equity shares Rs. 7,000 Total of Balance Sheet Rs.
1,16,000.

N. F. Limited was registered on 3rd March 1988 with an authorised capital of 1,00,000 shares of Rs. 100
each. 50,000 shares was offered to the public, the issue price being Rs. 110. From the following particulars
make entires in the books of company and give ledger accounts (assuming the books are closed on 31st
March).

April5 Received applications for 70,000 shares with a payment of Rs. 20 per share as application money.
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April 20 Allotment made this day money due on allotment Rs. 40 (including premium). Applications for 45,000
shares were allotted in full, those for 20,000 shares were allotted 5,000 shares and applications for
5,000 shares were rejected. The articles provided that surplus money on applications after meeting

allotment was to be retained against calls to be made.
May 15 Balance of amount due on allotment received.
Sept. 1 Make call of Rs. 30 per share, payable on Sept. 30.
Sept. 20 Received Rs. 10,52,000 against the call made.
Oct. 5 Received Rs. 2,22,000 against first call.
Dec. 1 Made call of the balance of the amount payable on Dec. 31.
Dec. 15 Received Rs. 8,50,000 against the final call.
Dec. 30 Received Rs. 90,000 against first call.
1999
Jan. 10 Received Rs. 1,10,000 against the final call.
Ans. : First Call not Received Rs. 36,000; Second Call not received Rs. 40,000;

Hint :
Rs.

(1)  Excess received on 15,000 shares (15,000 x Rs. 20) = 3,00,000

Less : Adjusted on Allotment on 5000 shares (5000 x Rs. 40) = 2,00,000

Calls in Advance W
(2)  Amount due on Allotment on 50,000 shares (50,000 x Rs. 40) = 20,00,000

Less : Received in Advance with Applications = 2,00,000

Amount received on Allotment = m
(3) Amount due on 1st Call on 50,000 shares (50,000 x Rs. 30) = 15,00,000

Less:

Received in Advance 1,00,000

Received on 20th Sept. 1998 10,52,000

Received on 5th Oct. 1998 2,22,000

Received on 30th Dec. 1998 90,000 14,64,000

Due against First Call m
(4)  Amount due on IInd Call on 50,000 shares (50,000 x Rs. 20) 1,00,000

Less :

Received on 15th Dec. 1999 8,50,000

Received on 10th Jan. 1999 1,10,000 9,60,000

Due against Second Call 40,000

a
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STETY-2

qaifddR el BT TNE

(Redemption of Preference Shares)

T BT A 37 B g aIUd S | q@igdR 372 & W b1 31 2 b yaiterR el B SHd!
GOl iRy v |

AMETAT: BIg W HFIAl U Sidd BIel H U1 bl Yoil DI i &l PR Fabell | IR ddel a2y
aRRfT 3§ TIRIT & Qe A HF SMAIH 1956 B GRT 100 BT Tl B g HFIA AU Yol
GUERICa S

2Ny YalfdR ¥ IWIE 7199 &1 AYaIE § 3fic U B §RT IR B T 2Ned qaifedr fel &1 &+
dre & folg S BT RAMATT ¥ AT o Bl aIHdT 87 o |

IR HF AT @) 9RT 80 & SIAR, IS i+ SrgAfd < a1 Uab e eed qaifidr 37er Sy
PR AHA & TAT Y YAFEiRG [ D1 A1 HFN1 D1 STBTIAR BT A1 (ST I SIRT R & TG qh DR
& ST 8) SHH YA R ol B |

ey YAIEeR el & R v oo & Gweg H§ S AR &1 gk 80 & =TI B9 I olg TS ©
S ferferRad €—

eNed qaifarerR o7 & A= @t o
(Conditions for Issue of Redeemable Preference Shares)
(1) 3rel g1 WAG H¥EI (Company Limited by Shares)—2Ne Tﬁlﬁa'cm'\’ el @1 ffe daa WA HEE
ERI T 1 Aehell & T ARl &1 ST I9a! 7% Yol db AIfHd 2 |

(2) STt T 3TFARY (Authorised by Articles)—2Ned @R fe &1 i a1 fBar S daar 2 @
HHI B JATIH §9 UBR & (T Bl A U B B |

Tied QAR o7l & eNe 3 o0
(Conditions for the Redemption of Redeemable Preference Shares)

eNed qaifaamR 3l &1 e & & oy HFaeil AATH &1 gRT 80 §RT NS 13 T Al BT YTl HRAT
AMIeTH 2| A T 39 UPR &—

(1) 3e1 guf g« B9 AR (Shares should be fully paid)—V¥ 37N BT AL HRA & oY AMaIS & fdh Mo &
FHY 379 YUT & Bl | 3T 1 372} Pl e B ¥ G4 I TRAT | 3G ArAAIRA BI AN IR S0
qof &4 e S Ay |

(2) T B forT Suere amHl 9 ¥ @ A A ¥ wmem (Redemption out of profits available for dividends
or out of fresh issue of shares)—s+ e B YT b forg (hHy=r al O B @ ST BT YA fhaT ST Adhdr
B S JroeTRAT By e fAaRvr & foTU Suetel 811 (2) A1 SS9 94 Y BT YA fRAT 51 Fhdl & S g6
g @ fog PRI fhy 10 g ofell & gt @1 S 81| Y 372 AHAT 3720 AT YATUHR A B Abd © | A
T 37 WA, derdl a1 Mt W i e o | 2|
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(3) IS YAABHR T2l BT AEF HW & AT & oY U o™i | 4 fhan S 8 a1 H1 & A—a1
G qAT T PN H H YAiOdR e & ifhd—Ted (Nominal Value) & SRT&ER 0T Yol 2Ne §99 @
(Capital Redemption Reserve Account) H A FAIRG $HR1 A1y |

(@) T & T SueTer B aret o A STQIT?T B tloTrﬁ NISER LRGN (Capital Redemption Reserve A/c)
H eI fhar ST Al 8—

(i) S—8If9 @7 (P & L Alc)

(i) =g Py (Reserve Fund)

(iii) ATHTI 2 Widl (General Reserve A/c)

@iv) HHAT] _g"EYEﬂT PIY (Workmen Accident Fund)

v) HHARY Eﬂﬁﬂ;ﬁ Py (Workmen Compensation Fund)
(vi) SITHTET FHHIDHROT PIY (Dividend Equalisation Fund)
(vii) P97 U YT PIY (Debenture Redemption Fund)
(viii) STHT PIY (Insurance Fund)

(ix) FIRFAd BIY (Repair Fund)

(x) Rafd1 @19 (Sinking Fund)

(5) =1 @i 1 ol 2Ne Had WA | STING T8l Al ST Fahdl i 39 @Il § A AT 8l diel
ST FHAT | R J A A B oy Suerer e ¥ |

@) T A tﬁ P A (Profit Prior to Incorporation)

(ii) E_[\Gﬂ RERRCIR (Capital Reserve Account)

(iii) 37T WIHTH @TAT (Share Premium Account)
(iv) 3791 BT Wrdl (Share Forfeiture Account)

v) fawra e PIY (Development Rebate Reserve)

6) Eﬁﬂ MY AT Gl (Capital Redemption Reserve A/c) bl JART 9199 3790 (Bonus Shares) A D forg o
ST Whdl & 31dT YAHIOT & T BRI DI Yoil § DA BI AT (Capital Reduction Plan) H BT ST Faball
g Hifd g WA U YBR A HFN B gabal oll & FH ¢ |

(7) IS Q@ISR 720 & Mo & FHI T 379 AT B T 8 Ry 91 Jed (NATH 31 BIgdR a2
HCIl Bl TSR Il DIg 8l Al) TNGF Y S aTel qaieidR 372 & 3ifdd Jed (Face Value) ¥ &4 & oI
FHH B AR DI E{\Gﬁ NICE R DIREI ] (Capital Redemption Reserve A/c)ff BATART BRAT AP 2 |

(8) I T fFifd el &1 qou (MW BIgdHR dA1 wHekdl gerax If ®I3 81 1) Mo 6y S arel
JaiedR RN & 3ifhd Hod & SRR § I1 SI1&T § o Yoil A Fa9 @I (Capital Redemption Reserve
Account) 99 I MATIHT el g |

(9) 3 YEffderR 3N &1 wed NfTH R &A1 8 a1 <7 Wi @ I &1 1A S1awdd & | 39 folg
3791 W W (Share Premium A/c) A1 T R & o1 MR A1 SI9—=81S WA (Profit and Loss Account)
T ﬁ g MHIE & aRIEN i1 lidﬁ%\zlcm% 39 B MYH W NI @rd (Premium on Redemption of Preference
Share Account) ¥ gAraRd BRAl zITI%K’ [
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(10) HFT (NG IMATH 1988 & ATAR YD H¥ Pl AU YATHR 372 HT 2N 10 81 & <
HRAT BRM | 39 DIS W HFIAT UH YAMOIBR M=AT BT FRHAT T8l R Fabvell Sl s MM (Irredeemable) 81
BIRNECEARIIE] (Redemption) 10 asf & 91€ BT 8

(11) IS N HFIT 1 HF (FREE) STAIH 1988 ARL 8IF A Ugel SMRNEI YATEdR I STRT HR I
g A1 59 AT & AN B & 5T & AT IADT MG HIAT ATTF ¢ |

(12) 0T YT BT 9 B YAIEHR 3720 BT M a1 (BT S FHdT offds 0T G R U AT 61
QU aIfEeR 32 R < NATH gor & Iy fbar S e ¢ |

faRw—(1) EifteR el & Med & foay ARG 60 T ol F o goll o afg &1 a1 S |
(2) GaTErR 3= & e | HF B Yol H HAI 81 A+ STl |
(3) T 3N & T A T WEN B ax YaIADR AT Bl YA 81 ST =1y |

T A oren & qoa a1 3

() I T 379 |9 Heg R A {5 S 8 d1—aiRll &1 eifdd qed |

(i) I T o7 WA W FRIFT 6 S € di—ain &1 sifdd Jea (i NI &1 Bleds, Hifd
gRT 78 & IR 37T WA WA § YAIIGR 3720 &1 e T8l {Har S Fhdl |)

(i) IS T 3 Herdl W FRIFAT {5 SId & dI—arad | uTa 117 (31 ifdd Joa 9 | Sl di
HCTA) |

fewfor

(Notes)

(1) I T FRifAa o7er qof & (Full Paid) 81 © O 99 Hod 9 WM R FRIMT B0 T ol @ urd
sifded 1f¥r den werd W Rifia B T ol @) aaa | ura <afy Ty fARifRa e @ i A
ST |

(2) T Y@EDHR =M & gl H T FMRI 37T T T Y@ITHR 372 ¥ S¢ a1 YaieedR e e
AT 3MILH & & |

My R NATE &1 Y=

gRT 80 ATAR WA WR <7 WA &7 AT 37 NFH @1d | a1 ai 9 fhan Sgen sieriq WiffmH

o @ oY goiRTa ol &1 ) gANT 81 el © |

Ued §d B3 D folg &4 I arell B aRi—

1. |aued I8 FREd &) fF q@ifeR ofi & wWed R o fba-l IR a1 § Ig IR0 &1 9§
fAaTelt ST |
() YEIEPR 3R @1 ifdbd qeu
(i) =MEd R & S arer WifE

2. IS YaifddrR 3791 311 gabell (Partly Paid) 8 1 Ugel S quiad (Fully Paid) &R & fTU 3ifaedd o
PR AR |

3. A U H Dt T 37 FRIHT B e B Bl Byl TAT 81 Al Yoil e W1 G4 D STl
el B |

4. A q@ifreR 372l &1 ATfRS e T TR qorm Al e i 9 &A1 81 a1 7 gRRerfai
CURSIIC GRS
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() T e @ afdr ga S S e @ ¥ | BH A HE D A (@ & forg

U A ¥ Yol eNEE @ral g9 1 A1y |

(i) AT IB B8 A & AMEATIHATAR T 3 FRIHT BT JI—a1 STl ™l &1 goi YA
B B d1g I IMEF Y T F HH T I99dT 2 A9 A3 Fhra v SHd 77 379 i

B AMRY |

5. Ife RFres & 9wy uel | Qa1 11 9 oY | T8 g 1 e kil I JAfRad g Bl gawet o S

bl B—

() B3 gHRT I Af e Saer—u Rafd § 9w W 89 arel o a1 819 &1 amw—sify @rd 4

BATIRT YT a1y |
Gi) T 3% AT AR |

(i) 9% A SUR dxR—If} faes # @ T §& A9 HH B qu1 ARRT 99 a1 7Y 79 iR a=A

BT B HET dI T8 HAHBR Y3 8l HRAT AT b HH = HH &I A3 6 F SUR <l B
aifdarR el © MeA R AdIDhA

(Accounting Treatment on Redemption of Preference Shares)

JaifrpR e & WMed WR vd T 3R & e wR e wfaftear &) SRl 8—
Step L. T 3731 fifd o ©R 71 9 A & @1 1 ta ufafie @1 sowh—

() AT &1 R (Issue at Par)
Bank A/c
To Share Capital A/c
Gi) W &1 T (Issue at Premium)
Bank A/c
To Share Capital A/c
To Share Premium A/c
(iii) P W e (Issue at Discount)
Bank A/c
Discount on Issue

To Share Capital A/c
Step IL. 37131 Feball 3721 BT YUIT: Fabell BT B oY
G)  <f~am IreEr ¥ qEE W
Preference Share Final Call A/c

To Preference Share Capital A/c

(i)  3I=TH YrEET BT I UT PR W
Bank A/c
To Preference Share Final Call A/c



80 FHE AGTHA
Step IIL ¥EE W & SH dTel WA &1 ASH—d8 WA d7-1 & ol 819 g | 31a: s9a ol ugat
37T M @1 @ T = 9 gt NfTE &1 ST fear S <R afe gaia if¥ &1 59 S|l & gaw
S 8 Al Y AR B YT AH— I W H B S |

Share Premium A/c Dr.  (with the Amount of Premium Payable on Redemption)

or  Profit and Loss A/c Dr.
To Premium on Redemption of Preference Share A/c

(Being Arrangement of Premium due on redemption of Preference Share)

Step IV. ¥ I G H=d &1 Yoll eNEE W H SRITIRVI—31d aiadbR 372 & 3ifdhd Hed (Face Value)
(3raie & ST aTell WA BIs@R) @1 o T4 R {6 = ofell & g (G WM &1 71 Sired g9
Tor HEIT @ IR B Terd 8Y) W B Sg | IS Y TR &1 Jo 2ngd R <7 R W B B Al HH D
RIGR AR F Yol A g ral -7 ST |

Profit & Loss A/c Dr.
General Reserve A/c Dr. (as the case may be)
Reserve Fund A/c Dr.
Dividend Equalisation Fund A/c etc. Dr.

To Capital Redemption Reserve A/c

(Being profits transferred to Capital Redemption Reserve A/c)

Step V. YaiT&IdR 372l ®1 3727 Yoil Tl WNFIH &1 ol <F IR DI YAINeR RERAT & WA H SRR

PR W
Redeemable Preference Share Capital A/c Dr.
Premium on Redemption of Preference Share A/c Dr.

To Redeemable Preference Shareholders A/c
(Being Preference Share Capital and premium payable transferred to Preference Shareholders A/c)
Step VL. G@if&®HR FEMRAT BT YA B TR
Redeemable Preference Shareholders A/c Dr.
To Bank A/c

(Being amount of capital and premium paid to preference shareholders)

Are—afe YR /@i & Y R NHIH T8 <71 81 A1 Step V 1 Ufdfie # Wiffgs arel 91T 1 eledr
= gfafte & e

Redeemable Preference Share Capital A/c Dr.
To Redeemable Preference Shareholders A/c

31N 1 gRad

(Conversion of Shares)

Redeemable Preference Share Capital A/c Dr.
To Equity Share Capital
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or To New Preference Share Capital

e Rafd # ol 2o F9g @Al 99 a1 Aaadhdl 6 2 |

Illustration 1.

The Following steps were taken for the redemption of Rs. 3,00,000 preference shares on 1st January, 1999.

1 2,000 Equity shares of Rs. 100 each issued at a premium of 10% of which all amounts are duly received.
2. 1,000 13% Debentures of Rs. 100 issued at par of which all amounts are duly received.

3. Investments costing Rs. 1,00,000 sold at Rs. 95,000.

4. Redeemable Preference shares are redeemed at a premium of 10%.

Make out necessary Journal Entries of above transactions in the books of X Ltd. Assuming the following
balances :

Rs.

1. Shares Premium A/c 8,000
2. Profit and Loss A/c 40,000
3. General Reserve A/c 1,00,000

The directors wish that minimum reduction should be made in General Reserve. Also draw up the Balance Sheet after
redemption to show the above items.

1 SaY, 1999 &1 3,00,000 $9 & YaAffmRY 3fel & wed & fog f=ferRad swriard @t 8 |

1. 100 %o grel 2,000 AT 3T 10 uforerd Mfigd w Aeifia f6d T R et afdr ura 81 7 |
2. 100 %o dTel 1,000 13 Ufrera Feors I9qed W Rifad fad M R awget aifdn ura &1 718 |
3. 1,00,000 %o @ AT & AT 95,000 To # 971 & |

4. NG QATSHRY 37 HT eNe 10 Ul N wR aR faar |

SURIFT T—a1 Bl o™l B &g T fofo B Gl H MMaeasdh S+al ufdftedi @i & 71 2y 719 g¢
P |

1. 379 Wiy @ 8,000 3T
2. oY B @ 40,000 3T
3. ATHTY %—i‘dq ECIGI 1,00,0003@

TATAD e © b A Tad B FH—I—HH fhal ST | MYF & 918 Udh g d9T1Hh: SURIGRT HEl Bl
TSy |

Solution :
JOURNAL
Rs. Rs.
Bank A/c Dr. 2,20,000
To Equity Share Capital A/c 2,00,000
To Share Premium A/c 20,000
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(Being shares issued at Premium)
Bank A/c Dr. 1,00,000
To 13% Debentures Alc 1,00,000
(Being debentures issued at par)
Bank A/c Dr. 95,000
Profit and Loss A/c Dr. 5,000
To Investment A/c 1,00,000
(Being sale of investment at Loss)
Share Premium A/c Dr. 28,000
Profit and Loss A/c Dr. 2,000
To Premium on Redemption A/c 30,000
(Being premium on redemption arranged from share Premium A/c and
Profit & Loss A/c)
Profit and Loss A/c Dr. 33,000
General Reserve A/c Dr. 67,000
To Capital Redemption Reserve A/c 1,00,000
(Being creation of capital redemption reserve from P & L A/c and
General Reserve)
Preference Share Capital A/c Dr. 3,00,000
Premium on Redemption A/c Dr. 30,000
To Preference Share holders A/c 3,30,000
(Being preference share capital nd premium due)
Preference Shareholders A/c Dr. 3,30,000
To Bank A/c 3,30,000
(Being amount payment made)
BALANCE SHEET
(after redemption)
Liablities Rs. Assets Rs.
Equity Share Capital 2,000 share of Rs. 2,00,000 Cash at Bank 85,000
100 each
General Reserve 33,000
Capital Redemption Reserve 1,00,000
Debentures 1,00,000
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Working Notes :
Rs Rs
1. Calculation of Balance at Bank :
Receipts from fresh issue of Shares (2,00,000 + 20,000) 2,20,000
Receipts from issue of Debentures 1,00,000
Sale Price of Investments 95,000
4.15.000
Less : Cash Paid on Reemption (3,00,000 + 30,000 Premium) 3,30,000
Balance at Bank 85,000
2. Calculation of Premium of Redemption Charged to P & L A/c
Premium payable on Redumption 30,000
Less : Balance of Share Premium A/c 8,000
Premium Received 20,000 28,000
Remaining amount to be charged from P & L A/c - m
3. Calculation of Balance in P & L. A/c available for Capital
Redemption Reserve :
Balance of Profit & Loss A/c 40,000
Less : Loss on Sale of Investment 5,000
Transferred to Premium on Redemption 2,000 7,000
Balance available for Capital Redemption Reserve o 33,000
4. Calculation of Amount transsferred from General Reserve to
Capital Redemption Reserve :
Face value of Redemoble Preference Share 3,00,000
Less : Face Value of Equity Shares issued 2,00,000
Capital Redemption Reserve Required 1,00,000
Less : Balance available in P & L 33,000
Charged from General Reserve 67,000

Are—Roy AT dRe JaiSeR A= &1 2Nge 81 {bar S Fadl $aferg 1,00,000 To (3,00,000) Fo
—2,00,000 Bo) BT Capital Redemption Reserve I-TIT ST |

3ferep gebell Q@IfAPR 370 o1 eNeE gd f2gi
(Redemption of Partly Paid Preference Shares and Preparation of Balance Sheet)

ST SR BT 9RT 80 B AR Dbddl Yuiad YaigdR A= BT NG fhal S Ahal & Al ARIE
Faball (Partly Paid) Jaif&IehIR 3720 Pl AEH T4 Tb o1 8 Fbdl od db I Yuiaxd (Fully Paid) T 81 11T | 37d:
3R FhdT (Partly Paid) JaTfIHR 372 & 2NE & foly Ugel 7 AN 15 1 (Uncalled Amount) ST 314
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YT & WU H AN ST | $9 UHR J Yoiad 7% Yoll 98 Sl | $9 UhR d Yuiad (Fully Paid) 81 STRI |
GEASEEAICERCRIRCIE

1 P o B e o) qaiieR arer GOl g oo R @ @1 ol Ry & T ster Prifd we
S Al Capital Redemption Reserve 471 BT | I8 99 B7l & FRueraRll 9ol oFeRl & f&d & &d <o
RNEEIRIRBI 2| J aed © b B AU Yoll § HH 9 B Fifds HH Bl Yol AR Capital Reserve e
SIT&T B I% 1 I &1 ST JRIA I8 |

Hlustration 2.

Following items were indicated in the Balance Sheet of Vikas Ltd.
(a) 5,000 Preference Shares of Rs. 100 each Rs. 70 per share paid
(b) Share Premium Rs. 50,000

(c) Capital Redemption Reserve Fund Rs. 2,00,000

(d) General Reserve Rs. 5,00,000

Preference shares are to be redeemed at a premium of 5% on 1st January 1999. For purpose the company has issued
5,000 Equity Shares (Rs. 60 per share) at Rs. 70 per share payable as follows:

Rs. 20 on application, Rs. 35 (including premium) on allotment and balance on call.

By assuming that all amounts on allotment have duly been received and preference shares redeemed on due date,
make journal entries in the books of the company and prepare its balance sheet. It is policy of the company to use
general reserve as minimum as possible.

fawra oo & e facs & ft wd gurfly iy ot |

(37) 5,000 gafIBR 32 100 Bo Uf e R TR 70 Bo UfT 3791 Uad 7 |

(@) 3791 WHTH 50,000 Fo |

(4) Yol e |iEd Sy 2,00,000 %o |

() | |9 5,00,000 %o |

qaifdeR 372 & 5% WA IR 1 A%, 1999 BT 2Ne fHam 1 8 | 39 folg &#=1 =1 5,000 FHAT 3720
(60 To ufdr 372r) BT FHAT 20 To Ul 37 W a1 2 et o F=faRad yeR fear smrm—

20 Fo UIATI-95 & Y, 35 o (Rread MfFws @) <af3r +ff i ) emees R iR A9 aree W |

I8 A gY b BN BT JATded WR Gl 1R BT Y U1 8 131 3R YaifrhrR 372 ol FeaiRa a9g w®

faAed o & ™1 8§ & @ @il H oiFd gfaftedt i den enfdfe fgs &1 ured Wl TR iy |
FHEE B A 2 [ AHMT FEg BT <ATH SUART fha1 SR |

Solution :

JOURNAL
Rs. Rs.
Preference Share Final Call A/c Dr. 1,50,000
To Preference Share Capital A/c 1,50,000
(Being final call due on 5,000 shares @ Rs. 30 per share)
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Bank A/c Dr.

To Preference Share Final Call A/c

(Being final call received)

Bank A/c Dr.

To Equity Share Application A/c
(Being Application money received on 5,000 Equity Shares @ Rs. 20

per share)

Equity Share Application A/c Dr.

To Equity Share Capital A/c

(Being Application money transferred to share capital A/c)

Equity Share Allotment A/c Dr.

To Equity Share Capital A/c
To Share Premium A/c

(Being allotment money due)

Bank A/c Dr.

To Equity Share Allotment A/c

(Being allotment money received)

Share Premium A/c Dr.

To Premium on Redemption

(Being premium on Redemption arranged from share premium A/c)

Capital Redemption Reseve Fund Dr.

To Capital Redemption Reserve A/c
(Being Capital Redemption fund transferred to capital Redemption
Reserve A/c)

General Reserve A/c Dr.

To Capital Redemption Reserve A/c

(Being balance of amount required for redemption provided from

General Reserve)
Preference Share Capital A/c Dr.
Premium on Redemption A/c Dr.

To Preference Shareholders A/c

(Being amount due on redemption)

Preference Shareholders A/c Dr.

To Bank A/c

(Being payment made)

1,50,000

1,00,000

1,00,000

1,75,000

1,75,000

25,000

2,00,000

75,000

5,00,000

25,000

5,25,000

85

1,50,000

1,00,000

1,00,000

1,25,000
50,000

1,75,000

25,000

2,00,000

75,000

5,25,000

5,25,000
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BALANCE SHEET
(after redemption)
Rs. Rs.
Equity Share Capital:
Issued & Subscribed Capital
5,000 Shares of Rs. 60 each 3,00,000
Called up and Paid Capital
5,000 Shares @ Rs. 45 per Share 2,25,000
Share Premium A/c 75,000
General Reserve A/c 4.,25,000

Working Notes:

1.

SNY= A Y4, 3MRId Fabdl YAt 3720 W 30 o YR 3721 &I & 3 3179 JTe1 Bl IR qha U Bl
ST |

2. Wﬁqﬁﬁﬂﬂ%ﬁST?ﬁEF‘))[Allotment?ﬁﬂﬁ[ﬂ%ﬂﬁﬁﬂ%ﬂé%ﬁ%ﬂ%%ﬁﬁ%l&WWW
B AT TE B TG B | 3 T AT BT Hed Fel U 2,75,000 TR H 1 NAGH 91feT B 50,000 %o
HeT PR Y 2,25,000 Fo AT ST |

3. Calculation of Amount charged from General Reserve :
Total Amount required for Redemption of Preference Shares 5,00,000
Less : Balance of Capital Red. Reserve Fund 2,00,000
Amount received on issue of equity share (excluding premium) 2,25,000 4,25,000
Amount to be transferred from General Reserve to Capital Redemption
Reserve 75,000

4. afg geq # Capital Redemption Reserve Fund &1 81 Al 39@T 31 8 fh & 1 Preference Shares
Redeem &1 & foTg Fund 9411 &1 & 37a: Capital Redemption Reserve Alc ¥ Ul G SUART BT fhR
Ay AT A T A Capital Redemption Reserve AR | R afe geq | Capital Redemption
Reserve Account f33T 8 A1 ga1 31ef %ﬁsﬁ%ﬁmmmﬁ#t@fﬁmaﬁ @1 eNg= o e
9 TE Reserve I AT A1 TAT SAST 31 T SUAN &1 51 M1 2| SHBI STAN &H IEART
Capital Redemption Reserve Al TF & oI 81 &R Adhd | I8 WAl Had IRAT Bl tl;”iﬁi bl
I 37 S B B A ¢ |

Ilustration 3.

31 fagw=R, 1997 ®1 AT BRI B & ol 10 ARG To BT 3fAHA Yoil dTell U BRI B WA DI TS |
AT Yol 10 To aTel 50,000 AT 3720 3R 100 To aTel 5,000 AT =i H A9 © | 39 [ &1 wH
o1 fag Fefaiad yer or—
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Rs. Rs.
Share Capital: Fixed Assets 4,00,000
Issued and Subscribed Current Assets:
25,000 Equity shares of Rs. 10 each 2,50,000 Stock 1,00,000
2,000 6% Redeemable Preference shares 2,00,000 Debtors 1,50,000
of Rs. 100 each
Reserves and Surplus : Bank 1,40,000 3,90,000
Profit and Loss A/c 2,60,000
Share Premium 20,000
Current Liabilities :
Creditors 60,000
7,90,000 7,90,000

On 1st January, 1999 the preference shares were redeemed at premium of 12% after complying with the

requirements of the Companies Act. For this purpose, the company issued equity shares of Rs. 1,00,000 at a

premium of 15 per cent. Show the necessary ledger accounts to record the above transactions and prepare the

Balance Sheet of the company after redemption.

1 STERY, 1999 1, HFT ARTIH & Uraer=i & Gfd $RA & d1e, Wed A ARH 3720 1 12 ufcrerd
WNATH TR 2Mee BRI 1| 39 &g FA A 1,00,000 o & I 372 15 ufcrerd MAE R AR
B | Sudad oAl B1 e & fou Wi dUR P Tl Mes & qrg S BT A1 forgr Tar

BT |

Solution :

EQUITY SHARE CAPITAL A/C

By Balance b/d 2,50,000
To Balance c¢/d 3,50,000 By Bank A/c 1,00,000
3,50,000 3,50,000

SHARE PREMIUM A/C
To Premium on Redemption A/c 24,000 | By Balance b/d 20,000
To Balance c¢/d 11,000 By Bank A/c 15,000
35,000 35,000




88 CSRIECICICR]
PREMIUM ON REDEMPTION A/C
To Preference Shareholders A/c 24,000 By Share Premium A/c 24,000
24,000 24,000
PROFIT & LOSS A/C

To Capital Redemption Reserve A/c 2,00,000 | By Balance b/d 2,60,000

To Balance c¢/d 60,000
2,60,000 2,60,000

PREFERENCE SHAREHOLDERS A/C
To Bank 2,24.,000 By Premium on Redemption 24,000
By 6% Redeemable Preference Share 2,00,000
Capital A/c
2,24,000 2,24,000
CAPITAL REDEMPTION RESERVE A/C
To Balance c¢/d 2,00,000 ByP& L Alc 2,00,000
2,00,000 2,00,000
BANKA/C

To Balance b/d 1,40,000 By Preference Shareholders A/c 2,24,000
To Equity Share Capital A/c 1,00,000 | By Balancec/d 31,000

To Share Premium A/c 15,000
2,55,000 2,55,000

6% REDEEMABLE PREFERENCE SHARE CAPITAL A/C
To Preference Shareholders A/c 2,00,000 By Balance b/d 2,00,000
2,00,000 2,00,000
BALANCE SHEET (after redemption)

Share Capital : Fixed Assets 4,00,000

Issued and Subscribed: Current Assets :
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35,000 shares of Rs. 10 each 3,50,000 Stock 1,00,000
Reserve & Surplus Debtors 1,50,000
Capital Redemption Reserve 2,00,000 Bank Balance 31,000 2,81,000
Share Premium 11,000
Profit & Loss A/c 60,000
Current Liabilities :
Creditors 60,000

6,81,000 6,81,000
Hlustration 4.

Show Journal entries and ledger accounts for the under mentioned transactions:

X Co. Ltd. has issued 2,00,000. 6% Redeemable preference shares of Rs. 100 each. Under the terms of the issue of
shares, redemption was to take place on 1st April, 1993. A general reserve of Rs. 1,25,000 had already been built up
out of past profits. For the purpose of redemption, 75,000 new 5% preference shares of Rs. 100 each were offered
to the public at a premium of Rs. 75,000 new 5% preference shares of Rs. 100 each were offered to the public at a
premium of Rs. 50 payable in full on application. The new issue was fully subscribed and paid for. There upon 6%

Redeemable Preference Shares were redeemed.
Solution:

JOURNAL ENTRIES

1. Bank Account Dr.

To 5% Preference Share Capital Account
To Share Premium Account
(Being the issue of 75,000 5% Preference Shares of Rs. 100 each

at a premium of Rs. 50 per share payable in full on application)

2. General Reserve Account Dr.

To Capital Redemption Reserve Account
(Being Rs. 1,25,00,000 transferred to Capital Redemption

Reserve Account)

3. 6% Redeemable Preference Share Capital Account Dr.

To 6% Redeemable Preference Shareholders Account

(Being redemption carried out)

4. 6% Redeemable Preference Shareholders Account Dr.

To Bank Account

(Being 6% Redeemable Preference Shareholders paid Rs. 2,00,00,000)

1,12,50,000

1,25,00,000

2,00,00,000

2,00,00,000

75,00,000
37,50,000

1,25,00,000

2,00,00,000

2,00,00,000
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Note: 6% Redeemable Preference Shares of Rs. 2,00,00,000 have been redeemed partly out of the proceeds of fresh
issue (Rs. 75,00,000) and partly out of the accumulated profits (Rs. 1,25,00,000).

6% REDEEMABLE PREFERENCE SHARE CAPITAL ACCOUNT

Ledger Account

Rs. Rs.
To 6% Preference
Shareholders Account 2,00,00,000 By Balance b/d (2,00,000 x 100) 2,00,00,000

5% PREFERENCE SHARE CAPITAL ACCOUNT

Rs. Rs.

To Balance c¢/d 75,00,000 By Bank Account (75,000 x 100) 75,00,000
CAPITAL REDEMPTION RESERVE ACCOUNT

Rs. Rs.

To Balance c¢/d 1,25,00,000 By General Reserve Account 1,25,00,000
SHARE PREMIUM ACCOUNT

Rs. Rs.

To Balance c¢/d 37,50,000 By Bank Account 37,50,000
6% REDEEMABLE PREFERENCE SHAREHOLDER ACCOUNT

Rs. Rs.

To Bank Account 2,00,00,000 By 6% Redeemable Share Capital 2,00,00,000
BANK ACCOUNT

Rs. Rs.

To Balance c¢/d ? By 6% Redeemable Preference 2,00,00,000
Share-holders Account

To 5% Preference Share By Balance c/d ?
Capital Account 75,00,000
To Share Premium Account 37,50,000

Hlustration 5.

A Company issues on 1-1-1987 10,000, 7% Preference Shares of Rs. 100 each redeemable on 1st January 1992, at

a premium of Rs. 10 each.

In order to meet this obligation, a fresh issue of equity capital is made on 1st December 1991 of 5,000 shares of
Rs. 100 each at a premium of Rs. 20 per share. The balance amount necessary for redemption of Preference shares
is drawn out of the reserves created out of profits.

Give the necessary Journal entries to give effect to the above transaction in the books of the company.
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Solution:
JOURNAL ENTRIES
Rs. Rs.
1-1-87 Bank Account Dr. 10,00,000
To 7% Preference Share Capital Account 10,00,000
(Being the issue of 10,000 7% Preference Share of
Rs. 100 each at par)
1-12-91 Bank Account Dr. 6,00,000
To Equity Share Capital Account 5,00,000
To Share Premium Account 1,00,000
(Being the issue and allotment of 5,000 shares of Rs. 100 each
at a premium of Rs. 20 each)
1-1-92 7% Redeemable Preference Share Capital Account Dr. 10,00,000
Premium on Redemption of Preference Share Account Dr. 1,00,000
To Preference Shareholders Account 11,00,000
(Being the amount payable to Preference Shareholders on redemption)
1-1-92  Share Premium Account Dr. 1,00,000
To Premium on Redemption of Preference Shares Account 1,00,000
(Being the entry necessary to write off the Premium on
Redemption of Preference Shares Account)
1-1-92  Reserve Fund Account Dr. 5,00,000
To Capital Redemption Reserve Account 5,00,000
(Being the amount transferred to Capital Redemption Reserve
Account—the amount uncovered (Rs. 11,00,000 - Rs. 6,00,000)
by the issue of shares)
Ilustration 6.
The following is the summarised Balance Sheet C Ltd. as on 30th September, 1992.
Share Capital Authorised Issued Rs.
Rs. Rs. Fixed Assets 2,00,000
8% Redeemable Preference
Shares of Rs. 100 each 64,000 56,000 Current Assets 1,20,000
Equity Shares of Rs. 10
Each fully paid 2,04,000 1,68,000

2,68,000 2,24,000




92

Share Premium 7,000

Profit & Loss Account 61,000

Creditors 28,000
3,20,000

P ARG

3,20,000

The Preference shares were redeemed on 10th October, 1992, at a premium of 10%. No trace could be found of the

holders of 12 Preference Shares.

You are required to give the journal entries in the books of the company and draw up the resultant Balance Sheet in

a sununarised form.

Solution.
JOURNAL ENTRIES
Rs. Rs.
Share Premium Accounts Dr. 5,600
To Premium on Redemption of Preference Shares Account 5,600
(Being the premium on redemption; provided out of the Share
Premium Account)
Profit and Loss Account Dr. 56,000
To Capital Redemption Reserve Account 56,000
(Being the amount transferred to Capital Redemption
Reserve Account as required by low nominal value of shares
redeemed transferred)
8% Redeemable Preference Share Capital Account Dr. 56,000
Premium on Redemption of Preference Shares Account Dr. 5,600
To Preference Shareholders Account 61,600
(Being the amount payable on redemption of preference shares transferred
to Preference Shareholders Account)
Preference Shareholders Account Dr. 60,280
To Bank Account 60,280
(Being the payment made to the preference shareholders holding
548 shares (560-12)
Balance Sheet of C Ltd.
as on 10th October, 1992
Capital & Liabilities Rs. | Property & Assets Rs.
Authorised Share Capital Fixed Assets 2,00,000
8% 640 Redeemable Preference Current Assets 1,20,000



YaifedR 372l &1 e 93
Shares of Rs. 100 64,000 | Less Cash paid on Redemption
20,400 Equity Shares of Rs. 10 each 2,04,000 [ on preference Shares 60,280 59,720
Issued Subscribed & paid up 1,68,000
capital 16,800 Equity Shares of
Rs. 10 each fully called up and paid up
Capital Redemption Reserve A/c 56,000
Share Premium Account 1,400
Profit & Loss Account 5,000
Preference Shareholders Account 1,320
Creditors 28,000
2,59,720 2,59,720
Notes:
1. Authorised Share Capital has been changed because redemption of preference shares is not regarded as a
reduction of authorised capital by law.
2. Amount belonging to holders of 12 preference shares has been shown in the preference shareholders Account
as a current liability which can be claimed by the holders of these shares.
Ilustration 7.
The following is the summarised Balance Sheet of a company as on 30th April, 1993:
Rs. Rs.
Issued Subscribed & Paid up Capital Sundry Assets 18,00,000
4,000, 8% Redeemable Preference Cash at Bank 6,60,000
Shares of Rs. 100 each fully called
up and paid up 4,00,000
3,000, 9% Redeemable Preference
Shares of Rs. 100 each Rs. 80
paid up 2,40,000
10,00,000 Equity Shares of Rs. 10
each fully called up and paid up 10,00,000
Share Premium Account 50,000
Revenue Reserve 5,00,000
Current Liabilities 2,70,000
24,60,000 24,60,000

It was decided to redeem both the classes of preference shares on 30th June, at a premium of 5%. In May 1993, the
company issued for cash so many equity shares of Rs. 10 each as were necessary to provide for redemption of both
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classes of preference shares which could not otherwise be redeemed. The issue was fully subscribed and all the
money were received.

You are required to give the journal entries in the books of the company and draw up the amended Balance Sheet.
Solution.

JOURNAL ENTRIES

Rs. Rs.
? 9% Redeemable Preference Share Final Call Amount Dr. 60,000
To 9% Redeemable Preference Share Capital Account 60,000
(Being final call of Rs. 20 per share made in compliance of
section 80 of the Companies Act, shares can be redeemed only

if they are fully paid up)

? Bank Account Dr. 60,000
To 9% Redeemable Preference Share Final Call Account 60,000

(Being cash received on account of final call)

30-6-93 Share Premium Account Dr. 35,000
To Premium on Redemption of Preference Shares Account 35,600
(Being the premium payable on redemption provided out of

Share Premium Account)

30-6-93 Revenue Reserve Account Dr. 5,00,000
To Capital Redemption Reserve Account 5,00,000
(Being the amount transferred to Capital Redemption Reserve

Account as required by law)

? Bank Account (1) Dr. 2,00,000
To Equity Share Capital Account 2,00,000
(Being the amount received on issue of 20,000 equity shares

of Rs. 10 each)

June 30 8% Redeemable Preference Share Capital Account Dr. 4,00,000
9% Redeemable Preference Share Capital Account Dr. 3,00,000
Premium on Redemption of Preference Share Account Dr. 35,000

To Bank Account 7,35,000

(Being the repayment of the redeemable preference shares

at a premium of 5%)
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Balance Sheet of
as at 30th June, 1993
Rs. Rs.
Issued Subscribed & Paid up Capital Sundry Assets 18,00,000
1,20,000 Equity shares of Rs. 10 each Cash at Bank 1,85,000
fully called up and paid up 1,20,000
Capital Redemption Reserve A/c 5,00,000
Share Premium Account 15,000
Current Liabilities 2,70,000
19,85,000 [ 19.85.000

Note: (1) Amount required to redeem the preference shares which could not be redeemed out of the profits available

for dividend is the follows:

Total nominal value of the Redeemable Preference Shares Rs. 7,00,000
Less : Amount available out of Revenue Reserve Rs. 5,00,000
Amount made available from the proceeds of fresh issue of shares Rs. 2,00,000
Hlustration 8.
The Balance Sheet of Grey Ltd. as at 31st December, 1992 was as follows:
Liablities Rs. Assets Rs.
Share Capital (share of Rs. 10 each, Fixed Assets 8,00,000
Fully paid): Investments 1,00,000
Equity 5,00,000 | Cash 2,00,000
7% Redeemable Preference 3,00,000 Other Current Assets 5,00,000
Share Premium 50,000
Capital Reserve 1,00,000
Revenue Reserve 2,00,000
6% Debentures 3,00,000
Creditors 1,50,000
16,00,000 16,00,000

Both the Redeemable Preference Shares and Debentures were due for redemption on January 1, 1993.

Grey Ltd. took the following steps in this respect:

1. It issued 2,000 equity shares of Rs. 100 each at a premium of 10%, the shares were fully subscribed and paid

for.

2. It sold the investments for Rs. 90,000.

3. It arranged a bank overdraft to the extent necessary.
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The redemption was duly carried out. Prepared the Balance Sheet of the company immediately afterwards.

Solution.
M/s Grey Litd.
BALANCE SHEET
As on January 1, 1993
Rs. Rs.
Equity Share Capital : Fixed Assets 8,00,000
(Shares of Rs. 100 each) 7,00,000 Other Current Assets 5,00,000
Reserve & Surplus:
Share Premium 70,000
Capital Redemption Reserve A/c 1,00,000
Capital Reserve 1,00,000
Revenue Reserves 90,000
Current Liabilities:
Creditors 1,50,000
Bank Overdraft 90,000
13,00,000 13,00,000
Working Notes:
(D) Ascertaining the Bank Overdraft: Rs.
Cash in hand 2,00,000
Add Sale Proceeds on Equity Issue 2,20,000
Add Sale Proceeds of Investments 90,000
5,10,000

Less Payment to Redeemable Preference shareholders and debenture

holders (Rs. 3,00,000 + Rs. 3,00,000) 6,00,000

90,000

2) Revenue Reserve: 2,00,000
Given Balance Rs.
Less Transfer to Capital Redemption 1,00,000
Reserve Account 10,000

1,10,000

Loss on Sale of Investments 90,000
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FHIBROT & YART W A0 i @l f¥ st e
(Determining the Amount of New Issue With the Help of Equation)
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3P IR U H HH F BH T 379 NI IR A1 Hekil R FEHT S 81 & ol YaifdeR 372 &1 e
fl e R &7 B 3 | v Rerfa | afe fres 7 faan an iifigs, qaifder ol R <9 Niffms 4 ifde
g I, 3 Nes a1 s # Ry T Nifew 9 sfalRad o= foram SIran & den Sudter @i &1 gofl e
@I H ERAART BRD Y IR & T 3797 FRIAT AR Y 91 8 | IReg A91 79 I~ Bl 8 o719 fes 4
& o Nffem, gEiffer sl w < NfTd | &9 81 e T3 3fe Niffq o fAeifAd faeg ome | uedt Rerfay

¥ 9 9o BT YART BT AR |

(A) 919 99 3191 Niffmw R Aeifaa fee wmg

(When Fresh Issue is Offered at Premium)

cluding Premium

ount Payable to
mium Given Avisible
ference Shareholers mount of |z
) ] fits
sh issue) '

(B) A 319 Held R AifAg fdu S

(When Fresh Issue are Offered at Discount)

afe ged # I T NfeE qaifteR ol W <7 NHIH | $H 81 91 7 379 derdl i) g fey sy
al e e T IR “(+ ‘x” X Rate of Premium of new issue)E% WM WX (- ‘%X’ X Rate of Discount on

new issue) bl T BN |

ount Payable to
ference Shareholers

cluding Premium

Illustration 9.

ﬁg um leen

avisible
ﬁts

The Banalce Sheet of XYZ Ltd. as on 31 st March, 1999 was as follows :
3191, 1999 BT TT a13 is farfaes &1 fagr f= eanr—

Libilities Amount Assets Amount
Rs. Rs.
Issued Share Capital: Fixed Assets 6,00,000
Redeemable Preference Share Capital 2,50,000 Current Assets 60,000
2,500 share of Rs. 100 each
Equity Share Capital Fully paid 4,00,000 | Debtors 1,40,000
General Reserve 1,02,500 Cash at Bank
Share Premium A/c 20,000
Creditors 27,500
8,00,000 8,00,000
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It was decided to redeem the preference shares on the above date at a premium of 12%. For this purpose minimum
number of new equity shares of Rs. 10 each are issued at a premium of 5%. Pass necessary journal entries and
prepare the revised balance sheet.

SR [y &1 gafftrer s &1 12 ufderd Nifes R weq &< &1 ot {6 T | 59 Seww & forg &
J HH AT H Y 9HAT 379 5 ufaed Niftw R ARG {6y T | v e ufaftedr Hifte qen

RNIECRCECEIE

Solution:
Let Fresh issue be X
. . ) 5X
5% Premium on fresh issue is = ﬁ

using the equation

+5X
100

emium Given | ivisible Profits and |
(Preference Capital) + (Premium Payable) = B/S i‘

neral Reserve

X
2,50,000 + 30,000 = 20,000 + 1,02,500 +

5X
or 2,80,000 =1,22,500 + X + 100
5X
or 2,80,000 — 1,22,500 = X + 100
X
or 1,57,500 = X + 20
20X+ X
or 1,57,500 = 20
1,57,500 = 2=
or 57, =0

by cross multiplication we get

20 x 1,57,500 =21 X

or 21 X =31,50,000
Thus X =1,50,000

So, 15,000 equity share of Rs. 10 will be issued.
Sira

(Verification)

T fFE 97,500 To WHTH U BT d=AT 20,000 37 WA @i # € 9 M1 &I Premium on Redemption
¥ AN B A N @ # 2,500 o Bl BT X8 SN O General Reserve o X HAT STRAT | 379
General Reserve &1 39 1,00,000 ®o (1,02,500 — 2,500 %0) 1,50,000 %o YT bXA 3D =

Ae—T T B BT 0T T 3 Ugfad I W) BR Ihd 5—

g <g IR (N afEa) 9§ 9 q@ifder Rl & ngd & oy go Suae iR (A9rsd a4l | dorm a7er
N #) & R W 791 GF &1 w1 fan S a6 g |
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To Pay Rs. 105 issue shares of the Face Value of Rs. 100

" n RS 1 n " n " n " n " " n " n —_ @
' 105
100

" " Rs.(Amount of Shortage) " " " " " " = 105 x Amount of Shortage

99

SRY IWRTFT U9 H WAE Af2d Hf (2,50,000 + 30,000) 2,80,000 To &t & Tl NATH Az gt (1,02,500

+20,000) 1,22,500 %o SUSTE & | 37T 1,57,500 %o B HHI 2 |
To Pay Rs. 105 issue shares of the Face Value of Rs. 100

n " RS 1 " n " n " n " n n " n " —_ @
: " 105
n " n n " " n n " " n n —_ @
Rs. 1,57,500 =105 % 1,57,50
= 1,50,000

So the share of the Face Value of Rs. 1,50,000 will be issued.
JOURNAL

Bank A/c
To Equity Share Capital A/c
To Share Premium A/c

(Being shares issued at premium)

Share Premium A/c
General Reserve A/c
To Premium on Redemption

(Being premium on Redemption arranged)

General Reserve A/c
To Capital Redemption Reserve A/c

(Being General Reserve transferred to capital redemption reserve)

Redeemable Preference Share Capital A/c
Premium on Redemption A/c
To Preference Shareholders A/c

(Being amount due to preference shareholders)

Preference Shareholders A/c
To Bank A/c

(Being payment made)

Rs.
1,57,500

27,500
2,500

1,00,000

2,50,000
30,000

2,80,000

1,50,000
7,500

30,000

1,00,000

2,80,000

2,80,000
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BALANCE SHEET

(After Redemption)

Rs. Rs.
Equity Share Capital Fixed Assets 6,00,000
55,000 Shares of Rs. 10 each 5,50,000 Debtors 60,00
Capital Redemption Reserve 1,00,000 Cash at Bank 17,500
Creditors 27,500 [ (1,40,000 + 1,57,500 — 2,80,000)
6,77,500 6,77,500
a4 39 AEifaa e

(Issue of Bonue)

T BT D AMl H F BR T A TSI Bl R DI TS & G718 Y AR SREATRAT DI A9 & w4 4
faaRa &1 S =12y, UR= JT<S! BRI 37U T B BB W YA [AFR— B & g ol 8 | 59 359
UHR oy M5 9 g AR &1 78 fd w1 Srer 81 Sl gl SR a3 Yol 9 ared H
fAfraTfTa gol # 95 oIk &1 OTaT B | 39 ) R @ forg, sriq fAfanfird goft @1 arafds 4ot & fae
M @ U a4l & YolidRoT 1 SATaegeral Bl & | $alelg Rl 310 AR ool JAfid oY a1 S57a T
Wﬁﬂ@ﬁﬁﬁﬁﬁﬂﬁ%lWWW%W@W@EW(H&&CM@G)
GTITjCITf%—cF JMYR (Pro—ratabasis)q—\’\_rﬁ 379 fAaRd &l & I 99 I (Bonus Shares)ﬁﬁ%l

I 37 B HY H A AU [AEME 311 Favall el B quic: Febal W EIfT PR Fehell & a1 I Yoia:
a1 3 W AR R Al 8 | X Fareld =18 a1 a1 BRI A1 81 Wohd © | ISl AR geball 372l Bl
I ¥ Ui gohdT BT dRa T3 9 ofw ff faaRa wR wad 2 |

I 319 b I+ § SEBI (Securities and Exchange Board of India)ﬁaﬁ_cﬁ feen—face 9 fou € RFH |
T e 2—

1. 999, 32 & faaReT ¥l | A1 U BN ¥ Sl Ml H 9 S9Y TR E A1 e U 6T Y Wi |
forar < A&ar 7|

gﬂﬁ@fﬁﬁamw (Revaluation Reserve) & a9 3721} &1 A &1 fdHam ST Fh |

3IfRrep Fepell 3T UR, YUIKT: Febell B ¥ Uget, a1 32 bl fAqRoT &1 fobarn ST Hepetl |

HFH P AIIIT (Articles) H 999 372 FRIAT B &1 Urae= 819 a1f2V |

AT AT & A W A9 372N BT AR T8 BR Fhell |

TEf fIeme S gahdn o7e Pl QUid: Fadl B & forg a9 379 FRifAa {6y o1 |Jad &, WReg
(Share Premium A/c) d (Capital Redemption Reserve A/c) BT I hdel LLLUicI: ghdl dI¥ arer fifae
PR H B AT S e B |

99 39N b A w® 9 oW

(Journal Entries for Issues of Bonus Shares)

Step. 1 59 a4, SN sterar Ferdi § 9 9 7% RIAT dRe € S Sfde @R, Bonus Issue Account ®I
DHIST P WR—

A O
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General Reserve A/c Dr.
Profit & Loss A/c Dr.
Reserve Fund A./c Dr.
Share Premium A/c Dr.
Capital Redemption Reserve A/c Dr.
Capital Reserve A/c Dr.
To Bonus Issue A/c
(Being profits and reserves transferred Bonues Issue A/c)
Step 2. 371 Faball AN DI 1749 3721 AT HRb YUId: Feball 372N H Iao TWR—
(a) JTf=TH JTAAT BT AT ARH TWR—
Share Final Call A/c Dr.
To Share Capital A/c
(Being Final Call Due)
(b) if=T® AT DI AR Bonus Issue I P\l (Cha.rge)aﬂaf WX
Bonus Issue A/c Dr.
To Share Final Call A/c
(Being Final Call charged from Bonus Issue A/c)
Step 3. T YUI: Febdl A G 372N B WU H [T S R—
Bonus Issue A/c Dr.
To Share Capital A/c
(Being issue of fully paid bonus shares)
Illustration S.
The Balance Sheet of a limited company on 31 st December 1998 was as under :
31 fegwR, 1998 1 Us farfics swel &1 forgr foe on—
Liabilities Rs. Assets Rs.
Share Capital : Freehold Property 1,00,000
Authorised : Rs. 10 Shares 3,00,000 Stock 1,20,000
Subscribed: 20,000 shares of Rs. 10 each 2,00,000 Debtors 80,000
Profit and Loss Account 1,20,000 Bank Balance 2,20,000
Creditors 2,00,000
5,20,000 5,20,000

At the Annual Meeting, it was decided :
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(i) To issue one Bonus Share for every four shares held.
(i1) To give existing shareholders the option to purchase one Rs. 10 share at Rs. 15 for every four shares held prior

to bonus distribution, this option being taken up by all shareholders. Give necessary journal entreis and prepare a
balance sheet.

() U® TR IAFE (T W TH 9194 7 AT fhar e |

(ii) ST 3791 AT BT & ugel & 379 UR S{ETRAT B UAd =R 37 UR Teb 3797 10%. T, 155, § WIe
31 fAdwey faar Su | 39 faden &1 J sfeenRal = Ui foa |

AP -l ufaftedt BT g frgr 9918y |

Solution :

JOURNAL
Rs. Rs
Bank A/c Dr. 75,000
To Equity Share Capital A/c 50,000
To Share Prmium A/c 25,000
(Being right shares issued in the ratio of 1 : 4)
Share Premium A/c Dr. 25,000
Profit & Loss A/c Dr. 25,000
To Bonus Issue A/c 50,000
(Being share premium and profits transferred to Bonus issue A/c
Bonus Issue A/c Dr. 50,000
To Equity Share Capital A/c 50,000
(Being Bonus shares issued
BALANCE SHEET
Rs. Rs.
Share Capital : Freehold Property 1,00,000
Authorised : Rs. 10 Shares 3,00,000 Stock 1,20,000
Subscribed : Debtors 80,000
30,000 Shares of Rs. 10 each 3,00,000 Bank Balance 2,95,000
Profit & Loss A/c 95,000
Creditors 2,00,000

5,95,000 5,95,000
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Working Notes:
Total Amount required for Bonus Shares:
1 Share for every 4 share held = 20’4?00 = 5,000 shares
5,000 shares 5000 shares x Rs. 10 = Rs. 50,000
Total Number of Right Shares :
1 Share fore every 4 shares = = Rs. 5,000 shares
Face Value = 5,000 x Rs. 10 = Rs. 50,000
Premium = 5,000 x Rs. 5 = Rs. 25,000
Total = Rs.75,000

Illustration 6.
The Following is the Balance Sheet of H. Ltd. as on 30 June 1999 :
30 51 1999 &1 T4, for. fagr f=1 28—

Liabilities Rs. Assets Rs.
Share Capital : Fixed Assets 1,00,000
3,000 6 per cent redeemable preference 30,000 jgxm@ment 21,000
shares of Rs. 10 each fully paid 4
6,000 Equity shares of Rs. 10 each fully 60,000 | Current Assets:
paid
Share Premium Account 29,000 Stock in trade 44,000
General Reserve 40,000 Sundry Debtors 16,000
Profit and Loss Account 24,500 Cash at Bank 22,000 82,000
Sundry Creditors 19,500

2,03,000 2,03,000

The company exercised its option to redeem, on July 1, 1999, the whole of the Preference Share Capital at a premium

of 5 per cent.

To assist in financing the redemption, all the investment were sold, realising Rs. 19,500. On September 1, 1999 the
company made a bonus issue of seven Equity Shares fully paid for every six Equity Shares held on that date. The

appropriate resolutions have been passed, the above transactions were duly completed.

You are required to show the journal entries to record the transactions in the books of the company and the Balance

Sheet as it would appear after the completion of the transactions.

I JATHRI BT ITIRT R Y HHIAI 7 1 FelTs, 1999 BT ARI YAIfIdR i &1 5% NgH IR 2Ngs 3=

& |

oegE & forv IR faf e 19500 % 99 {3 TR | RIawR, 1999 BT B+ 3 39 fAf ol J9enRal & 9w 6

AT 3T IR 7 AHEAT 37 BT 999 b w0 § FAifAa By
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| U UIRT 8 R, {1 olF—a I IR gl 8 T |

FHFN B gIIDT | Sl Ffaftedt Hiforg den |l o<l & 918 fagt a8y |

Solution :

JOURNAL
Rs. Rs
1999
July 1. | Bank A/c Dr. 19,500
Profit and Loss A/c Dr. 1,500
To Investment A/c 21,000
(Being sale of investment at loss)
July 1. Share Premium A/c Dr. 1,500
To Premium on Redemption A/c 1,500
(Being Premium on Redemption arranged from share premium A/c)
July 1. General Reserve A/c Dr. 30,000
To Capital Redemption Reserve A/c 30,000
(Being amount transferred to capital redemptions reserve)
July 1. | 6% Redemable Preference Share Capital A/c Dr. 30,000
Premium on Redemption A/c Dr. 1,500
To Preference Shareholders A/c 31,500
(Being amount due)
July 1. Preference Shareholders A/c Dr. 31,500
To Bank A/c 31,500
(Being payment made)
Sept. 1 [ Capital Redemption Reserve A/c Dr. 30,000
Share Premium A/c Dr. 27,500
General Reserve A/c Dr. 10,000
Profit and Loss A/c Dr. 2,500
To Bonus Issue A/c 70,000
(Being profits reserves transferred to Bonus issue A/c)
Bonus Issue A/c Dr. 70,000
To Equity Share Capital A/c 70,000
(Being bonus shares issued)




YaifedR 372l &1 e 105
BALANCE SHEET

Rs. Rs.
Share Capital : Fixed Assets 1,00,000
13,000 Equity share of Rs. 10 each fully 1,30,000 Current Assets :
paid
Profit & Loss A/c 20,500 Stock in Trade 44,000
Sundry Creditors 19,500 Sundry Debtors 16,000
Cash at Bank 10,000
(22,000 + 19,500 — 31,500)
1,70,000 1,70,000
Hlustration 7

Ajanta Trading Co. Ltd. has an authorised capital of Rs. 8,00,000 divided into:
10,000, 6% Redeemable Preference Shares of Rs. 10 each;

20,000, 7% Preference Shares of Rs. 10 each; and

50,000, Equity Shares of Rs. 10 each.

On January 1, 1999, the whole of the two classes of preference shares and 15,000 of the equity shares stood in the
books as fully paid. The share premium account as on that date showed a balance of Rs. 20,000. The balance of
profit was Rs. 32,000.

On July 1, 1999, it was decided to redeem the whole of 6% preference shares at a premium of Rs. 1 prer share and
for this specific purpose the company issued for cash 8,000 equity shares of Rs. 10 each at a premium of Rs. 2 per
share, payable in full on allotment. All the above shares were taken up. The cost of issue of share amounted to
Rs. 3,000.

On October 1, 1999, the company issued to existing shareholders one bonus share of Rs. 10 fully paid for each five
held. It is the intention of the directors that minimum reduction should be made in revenue reserve account which
stood at Rs. 1,25,000.

Give necessary journal entries.

aroTal ¢fST weae @ *1f¥iga goh 8,00,000%. & | S f= yeR fawfora 2—
10,000, 6% NI Y@MEHR 372, 10 5. dTel
20,000 7% JATEHR 3721, 10 5. dTel

50,000 THAT 372, 10 5. dTed

qRTeh] @ AFAR 1 ST, 1999 1 EIH1 YR & AH YaierpR 3 qAT 15,000 AHIT 372 Yoidh: Feparl & | fad
3791 NATH @I 1 AT 20,000 BT TAT 4 32,000 T |

1. TS, 1999 B! I8 i foban a1 fob T 6% NG QAR 3= o1 2Ny Vb vudn gfa 3w gy
PR AT ST | 39 ST A HFAT 9 109, dTel 8,000 FHAT 373 2%, Uf o791 Wifiww wr fifad faa R
1 3fEes W A off | SWRiad |4 87 forg 19 | 9199 &1 @@ 3,000 %. o |

1 JFCER, 1999 DI HFIAT 7 UfT 53720 & IR DI 1 YUId: Febell a1 3727 AT b |
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FaredD] o 3291 & 6 “Ray RSd” &1 &8 | 4 yam fear Sy 7949 1,25,000 61 99 2 |

AP -l ufaftedt |

Solution :

JOURNAL

1999
July 1 Bank A/c Dr. 96,000
To Equity Share Capital A/c 80,000
To Share Premium A/c 16,000

(Being issue of shares at premium)

July 1 Share Issue Expenses A/c Dr. 3,000
To Bank A/c 3,000

(Being expenses paid on issue of shares)

July 1. Share Premium A/c Dr. 13,000
To Premium on Redemption A/c 10,000
To Share Issue Expenses A/c 3,000

(Being premium payable and share expenses transferred to share
premium A/c)

July 1. Profit & Loss A/c Dr. 20,000
To Capital Redemption Reserve A/c 20,000

(Being profit transferred to capital redemption reserve)

July 1. 6% Redeemable Preference Share Capital A/c Dr. 1,00,000
Premium on Redemption A/c Dr. 10,000
To Preference Shareholders A/c 1,10,000

(Being amount due)

July 1. Preference Shareholders A/c Dr. 1,10,000
To Bank A/c 1,10,000

(Being payment made)

Oct. 1. | Share Premium A/c Dr. 23,000
Capital Redemption Reserve A/c Dr. 20,000
Revenue Reserve A/c Dr. 3,000

To Bonus Issue A/c 46,000

(Being reserve & Premium transferred to Bonus issue A/c)
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Oct. 1. | Bonus Issue A/c Dr. 46,000

To Equity Share Capital A/c 46,000

(Being bonus shares issued)

Ae—dI=9 3 DHael FAAT ARG BT & &4 T € | G@lfIdR rerenRai o &3 9 499 39 781 &y 1,
FifH HF & g9 g AW UG DN W DHael TAAT ARAT 1 ATBR Bl 2 |

Ilustration 8.

A limited company whose issued share capital on 31st, December, 1996 consisted of 6,000, 7% Redeemable
Preference Shares of Rs. 100 each fully paid and 20,000. Equity Shares of Rs. 100 each, Rs. 80 paid up, decided to
redeem preference shares at a premium of Rs. 10 per share. The Company’s Balance Sheet was as at 31 st
December, 1996 showed Revenue Reserve of Rs. 9,00,000 and a capital Reserve of Rs. 59,000. The redemption was
affected partly out of profits and party out of proceeds of a new issue 3,000, 6% cumulative preference shares of Rs.
100 each at a premium of Rs. 25 per share. The premium payable on redemption was met out of the premium
received on the new issues. On 30th June, 1997 the company at its general meeting resolved that all the capital
reserve on that date and part of the Revenue Reserve be aplied in the following manner :

(a) The declaration of Bonus at the rate of Rs. 20 per share on equity shares for the purpose of making the said equity
shares fully paid.

(b) The issue of Bonus Shares to the equity shareholders in the ratio of one share for every four shares held by them.

Pass the necessary journal entries in the books of the company.

T B A 31 faHER, 1996 1 10 3. Ui 3721 UR HIffgH &1 &% A fU YaidR A Bl YA B DI
e a1 | 59! Yol 100 2. arel guiad 6,000, 7% faaremTeie qaiedr 3 3R 100 . aret f54 80 3.
A B TR 20,000 FHAT 372 H oY | 31 f&EHR, 1996 D1 H¥1 & e H 3H F=d 9,00,000 %. B AR
UGl | 59,000 %, @1 AT | q@iireR A= BT Y ARMD U H A1 H F AR A6 w5y § T4 FrHT 4
g IR H | BT 1| 25 %, Ui iR WAEE $1 &% W 100 9. arel 3,000, 6% AT GaiSHR 372 BT 741
fAeree b v | fadraeiier sl & NfFgH &1 grar Y FHE o) g1 NRE § @ fdar 731 | 30 S, 1997
DI BT DI AR FUT H I8 YIAG WIbR Ba1 731 b 9 Al 1 qaw Yofl iR 3 Fa9 &1 {8
AW frIfhd e | g fanr siy—

(@) 20%. U 372 BT & I AT 3720 UR I DI HIYON, T 3720 Bl Ui 37 g9 & I 4 Bl T |

() T JRIRAT BT I8 §IRT IG S dTel U 4 3720 IR 1 37 & AT H 9199 372N &1 R b
T |

BT DI GIAD] H STicl D ATIYD I DI |

Solution :
JOURNAL
Rs. Rs.
1996 Bank A/c Dr. 3,75,000
Dec. 31 To 6% Preference Share Capital A/c 3,00,000
To Share Premium A/c 75,000
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Dec. 31

Dec. 31

Dec. 31

Dec. 31

1997
June 30

June 30

June 30

June 30

June 30

(Being Preference Share issued at premium)

Share Premium A/c Dr.
To Premium on Redemption A/c

(Being premium on redemption arranged from share premium A/c)

Revenue Reserve A/c Dr.
To Capital Redemption Reserve

(Being revenue reserve transferred to cap. red. reserve)

7% Redeemable Preference Share Capital A/c Dr.
Premium on Redemption A/c Dr.
To Preference Shareholders A/c

(Being amount due to preference Shareholders)

Preference Shareholders A/c Dr.
To Bank A/c

(Being payment made)

Capital Reserve A/c Dr.

Revenue Reserve A/c Dr.

To Bonus issue A/c

(Being an amount equal to final call on equity shares is transferred to
bonus issue A/c)

Equity Share Final Call A/e Dr.
To Equity Share Capital A/c
(Being final call due)

Bonus Issue A/c Dr.
To Equity Share Final Call A/c

(Being final call adjusted from bonus issue)

Capital Redemption Reserve A/c Dr.
Share Premium A/c Dr.
Revenue Reserve A/c Dr.

To Bonus Issue A/c

(Being amount equal to Bonus in the ratio of 1 : 4 on 20,000 equity
shares transferred to bonus issue A/c)

Bonus Issue A/c Dr.
To Equity Share Capital A/c

(Being bonus shares issued to equity shareholders)

60,000

3,00,000

6,00,000
60,000

6,60,000

59,000
3,41,000

4,00,000

4,00,000

3,00,000
15,000
1,85,000

5,00,000

P ARG

60,000

3,00,000

6,60,000

6,60,000

4,00,000

4,00,000

4,00,000

5,00,000

5,00,000
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Hre—(1) QaifaeR SeTRAT BT 1 372 &1 f& Sl 3/ IeH 20,000 FHHAT 37T UR 1 : 4 30T H 50,000
I |HaT 379 i 5 ST |

(2) 3T31H Yhdl HHAT SN EI\U](?‘IZ Ghdl P B oIy Capital Redemption Reserve d21 Share Premium A/c &1
SUANT &1 a1 ST Heball Sdf T Yuic: geobell 9194 3721 (I -1 H 39 Q1 @il &1 SUIRT fbar <1
AHAT 2 | 3 IS &H 9199 H 39 QI Wil BT SUAN HRAT 81 ol a9 FHT & ol qT AR H B Sugad
& | U8l S QM1 WAl B BISHR 3 WAl & Y Bl ITANT B AiRAd Favall 372 DT YoIa: Fabel B
@ oI BN | R IWRIHT SHI WIAT G T WAl & AY BT SYATT B T YOI Febdll a9 3720 I e
D oW B Sferd B |

ASSIGNMENTS

1. IR B AARRH 1956 B GRT 80 & i YaIEBR 3720 & NG & (9T H B UTaem=i bl
W HY Y FHSY |

Explain clearly the legal requirements for the Redemption of Preference Shares as laid down in section 80 of
the Indian Companies Act, 1956.

2. ISR AR & Mol & Ty FR—a1 qe1f+re Argegday 8?2 I A o4 Yol e TG99 § g
g S Hepd & AT B A TAEI?

Explain clearly the legal requirements for redemption of preference shares. What types of profits are available
for transfer to Capital Redemption Reserve Account and what are not?

3. ¥R I R dIF9 37T H R W I | SIH1 S2BH H MY Hii—dI A1 ufafteds Hr?
Differeniate between Right Shares and Bonus Shares. What entries would you make in both cases ?

4. 9 3T P ARAT B dT Id1sy & fb aRRefeat & g= i foar Sirar 81 99«1 ol &
forfea & et fafd f Qe | 999 sie & i 8§ dr—a @ S+ ufafedi & o 8 2

Explain bonus Shares and describe the conditions which warrant their issue. Give the procedure of issue of
bonus shares. What entries are passed for the issue of bonus shares.

5. Qg q@iieR 372l & R qor g ARl | aaersd | 39 GEE H Bl S dlell stk ulafted
q BT |

6. /=1 R dfera fewfordt forRey—
(a) YAITEBR 37 &1 e
(b) II9 37
(c) AT BT YSIHRT
(d) GSh eNes oy
(e) JNABR 37
() ATRIE FobhdT YaiaHR 372 Bl 2N
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QUESTIONS

Q. 1. A Company has 4,000, 6% redeemable preference shares of Rs. 100 each fully paid. The company decided
to redeem the shares on December 31, 1998 at a premium of 5%. The Company makes the following
Issues :
(a) 1,000 equity shares of Rs. 100 each at a premium of 10%.
(b) 1,000, 9% debentures of Rs. 100 each.
The issue was fully subscribed and all the amounts were received. The redemption was duly carried out.
The company has sufficient profits. Give journal entries.
T HH @ UIRT 100 2. dTel qUia 4,000 6% TeRie YaifdR e & | S# ° 39 3Rl &1 31
e, 1998 1 5% NATH W AMeT PR BT e {6 | wroe FefeRaa e ol 8—
(31) 100%. aTet 1,000 FHAT 379 10% NHTH TR |
(@) 100 %. dTet 1,000 FEOTYH |
e quiey | urfela 81 T iR [T IRRIT UTed 81 978 | TN R {1 11 | B & U g
™ 2 | s gfaftedl Bifor |
Ans. Amounttransferred to Capital Redemption Reserve Rs. 3,00,000; Premium on redemption will be charged
as follows :
Rs. 10,000 from share Premium A/c and Rs. 10,000 from Profit and Loss A/c.
Q. 2. faffa i &t fast (Sale of Investment)
The Balance Sheet of Atlas Ltd. as at 30th June, 1999 was as followed :
Liabilities Rs. Assets Rs.
Share Capital : Fixed Assets :
2,000 Redeemable Preference Shares of 2,00,000 Plant & Machinery 50,000
Rs. 100 each
20,000 Equity Shares of Rs. 10 each 2,00,000 Building 2,40,000
Share Premium A/c 15,000 Furniture 60,000
General Reserve 1,40,000 Current Assets :
Profit and Loss A/c 60,000 Stock 1,40,000
Taxation Reserve 20,000 Debtors 80,000
Creditors 1,15,000 Investments 55,000
Cash at Bank 1,25,000
7,50,000 7,50,000
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It was decided to issue further 7,000 equity shares at a premium Rs. 2 per share and to redeem the preference shares

at a premium of 10% All the investments were sold realising Rs. 49,000 Directors wish that minimum reduction

should be made in General Reserve.

Show the necessary journal entries and prepare a Balance Sheet after the completion of the transations
which took place on 1st July 1999.

ug foreed fan & 7,000 F9aT &€l &1 2. Ul 3w MM W R f6ar Sy ok qaifier
32T BT 10% T IR 2ed B far Sy | J49 fafaiT 49,000 %, § 99 T | FaTad ared § &
AT AT § HH | HH Bl P S |

ST H ATIeID o BIFTY R SWRIGT @deR QU1 81 S & U9 1 Jarg, 1999 &1 g1 a1 |

Ans. : Capital Redemption Reserve Rs. 1,30,000; Share Premium A/c Rs. 9,000; General Reserve Rs. 64,000;
Cash at Bank Rs. 38,000; total of B/S Rs. 6,08,000
Q. 3. On 31 st December 1998 the Balance Sheet of Nirma Ltd. was as follow :
31 fdFwR, 1998 B AT fafAcs &1 g1 59 R a1—
BALANCE SHEET
Rs. Rs.
Issued Capital : Sundry Assets 8,40,000
40,000 6% Redeemable Pref. Shares of 4,00,000 Cash at Bank 3,00,000

Rs. 10 each, fully paid

20,000 equity shares of Rs. 10 each fully 2,00,000

paid

Share Premium Account 50,000
Profit and Loss Account 2,50,000
General Reserve 30,000
Sundry Creditors 2,10,000

11,40,000 11,40,000

By the terms of their issue, the preference shares were redeemable at a premium of 5 per cent on the
following January 1, and it was decided to arrange this as far as possible out of the company’s resources
subject to leaving a balance of Rs. 12,000 to remain to the credit of the Profit and Loss Account. It was also
decided to raise the balance of funds required by the issue of sufficient number of equity shares at a
premium of 10%.

Show the necessary ledger account giveing effect to the transactions and the balance sheet thereafter.

i @ ordf @ SR MM &7%T I 1 SiaR) 1 5 ufrera Wifis W e & | g fAfed
foran w1 fob emd—eTf™ @rd H 12,000 5. ©red §U JATEHT B & Al | 8 3HD Ga=g b
S | I8 W [f¥Ea fhar T {6 snmaede Ay By gAiw AE H FHA 2 & 10 yfwrd N W
R g1 U fan Sy |
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Ans.

AT ORITDHA
SIRIFT FIERI BT THEI g9 & oIy aedsd @i IR S9a uedrq & fogl fREmsy |

Fresh issue Rs. 1,32,000; Equity share capital Rs. 3,32,000; Share Premium A/c Rs. 43,200; Bank A/c Rs.
25,200.

Hint : Calculation of fresh Issue Rs. Rs.
Preference share capital to be paid 4,00,000
Less: Amt. available in General Reserve 30,000
Amt. abailable in Profit & Loss A/c 2,38,000
(existing Balance Rs. 2,50,000 — Balance Requited 12,000) 2,68,000
New shares to be issued m
|HIBI0 & JA A T i o af¥ sma s
(Determining the amount of New Issue with the help of equation)
Q. 4. The following was the Balance Sheet of Devta Ltd. on 31st December, 1999 :

31 fegwR, 1999 &1 <adr fafaes @1 forgr fo on—

Liabilities Rs. Assets Rs.
Share Capital : Fixed Assets 9,00,000
Issued and paid up Debtors 1,50,000
Redeemable Preference Stock 2,00,000
Share Capital : Cash at Bank 3,00,000
50,000 shares of Rs. 10 each 5,00,000
Equity Share Capital :
70,000 shares of Rs. 10 each 7,00,000
Share Premium A/c 50,000
General Reserve 1,00,000
Profit and Loss A/c 1,20,000
Creditors 80,000
15,50,000 15,50,000

On the above date directors decided to redeem the preference shares at a premium of 20%, for this purpose
minimum number of new equity shares of Rs. 10 each are issued at a premium of 10%. Pass journal entries
and prepare the revised balance sheet.

S fafd &1 Farad - i forn & gqaifer /@i &1 20% NHTH W 2ies o) f&ar Sy |
39 S B folU F O $H Gl H Y 9HAT 7 10% Nw ) i 6y W | e
gfaftedt HIST den genfa fagr sy |
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Ans. :
Q. 5.

Ans. :
Q. 6.

Ans. :
Q.7.

Fresh Issue Rs. 3,00,000 (30,000 shares of Rs. 10 each); Balance Sheet Total Rs. 12,80,000

On Jan, 1, 1975 Shibpur Motors Ltd. issued 3000, 7% redeemable preference shares of Rs. 10 each, all for
which were taken on and fully paid. The shares were issued on conditions that the same, at any time after
March 31, 1981, could be redeemed at a premium of Rs. 4 per share.

On June 30, 1982, the company decided to redeem the shares. For this purpose it issued 1,800, 6%
preference shares of Rs. 10 each at apremium of Rs. 1 per share on July 15, 1982. The shares were
subscribed and paid for by July 31, 1982. The 7% redeemable preference shares were redeemed on the
same date.

The Co. had a balance of Rs. 28,000 in its Profit & Loss Account on 1 September, 1982 the Co. decided to
issue 5,000 fully paid bonus shares of Rs. 10 each for allotment to equity shareholders in the ratio of one
equity share for every four shares held. It has also a reserve of Rs. 1,10,000.

Record the necessary journal entries in the Books of the Co.
Capital Redemption Reserve Rs. 12,000

A limited company has an authorised equity capital of Rs. 20 lakhs divided into shares of Rs. 100 each. The
paid up capital was Rs. 12,50,000. Besides, this company had 9% redeemable cumulative preference
shares of Rs. 10 each for Rs. 2,50,000. Balance on other account were:

Share Premium Rs. 18,000; Profit and Loss Account Rs. 72,000 and General Reserve Rs. 3,40,000.
Included in Sundry Assets were investments of the face value of Rs. 30,000 carried in the books at a cost
of Rs. 34,000.

The company decided to redeem the cumulative preference shares at a premium of 10 per cent partly by the
issue of equity shares of the face value of Rs. 1,20,000 at a premium of 10%. Investments were sold at
105% of their face value. All preference shareholders were paid off except 3 holders holding 250 shares.

After redemption of cumulative preference shares, fully paid bonus shares were issued in the ratio of 1 : 4.

Give the necessary journal entries bearing in mind that the Directors wanted a minimum reduction in free
Reserves while effecting the above transactions. Working should from part of your answer.

Bonus Issue 3,425 Shares of Rs. 100 each.

The Balance Sheet of Besto Ltd. on March 31, 1998 contains the followings:
31, 9re 1998 BI kel forfics & g # 1 7 §—

Authorise Capital:

5% Redemable Preference Shares of Rs. 10 each 1,50,000
Ordinary Shares of Rs. 10 each 5.00.000
Paid up Capital :

5% Redeemable Preference Shares of Rs. 10 each fully paid 1,10,000
Ordinary Shares of Rs. 10 each fully paid 3,00,000

Profit and Loss Account Balance 2,00,000
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On 6th April 1998 the Preference Shares were redeemed at a premium of Rs. 4 per Share. The Company could not
yet trace, holders of 1,200 Preference Shares. On 8th April 1978 a bonus issue of one fully paid ordinary share for
three shares was made.

Show the journal entries to record these transactions (including cash) and show these account as they
would appear in the Balance Sheet as on 8th April 1998.

6 3T, 1978 B YATIHR 3 B 4. U 3 NHIH R FH=E fBam 11| H30 3 1,200
UaifrpR S & GRDI DI Ul &I N AD! & | 8 AU 1998 BT ¥ 7 <19 372 W Ueh Yoiax
HIEROT 37T P &R F G99 34T |

31 FaER] @ folU SFdl o (RIde o fed) &1 dei 8 3l 1998 ®1 341 |rai &l fag # fawman |

On I April 1998, the company redeemed the preference shares at a premium of 10 percent. in order to pay
off the preference shareholders, the company sold the investments realising Rs. 2,10,000 and also issued
2,0007% Preference Shares of Rs. 100 each which were fully subscribed in cash.

On the same date the company issued fully paid bonus shares in the ratio of one for every two shares held.
Show the journal entries and also. prepare a post-redemption Balance Sheet of the Company.

The Bharat Aluminium Co. Ltd. whose issued share capital on 31st December, 1972, consisted of 12,000
8% redeemable preference shares of Rs. 100 each fully paid and 40,000 equity shares of Rs. 100 each Rs.
80 paid up, decided to redeem preference shares at a premium of Rs. 10 per share. The company’s balance
sheet as at 31st December, 1972, showed a general reserve of Rs. 18,00,000 and a capital reserve of Rs.
1,70,000. The rdemption was effected partly out of profits and partly out of the proceeds of a new issue of

6,000,7 % cumulative preference shares of R. 100 each at a premium of Rs. 25 per share. The premium
payable on redemption was met out of the premium received on the new issue.

On 1st April, 1973, the company at its general meeting resolved that all the capital reserves and a part of
general Reserves be applied in the following manner :

(1) the declaration of bonus at the rate of Rs. 20 per share on equity shares for the purpose of making the
said equity shares fully paid; and

(ii) the issue of bonus shares to the equity shareholders in the ratio of one share for every four shares held
by them.

You are required to pass necessary journal entries.

IR T &, for. forgas sfer Ioi 31 e, 19729 12,000 8% MY Yaif&®dR 32 100 .
Uy YUIGT TAT 40,000 THAT A 100 %. YD 80 3. &< AT o 7 qaifgdR el & 10%. ufd
e WNFH W eng &1 Foig fon | 31 RwR, 1972 B d9-l & onfeles g o | =y
18,00,000 T T2 1,70,000 B. BT Yol Ford YGIRId o7 | WE 3MfRIh w F AT A AT 3Mfes w5y

ﬁ6,0007%%@ﬂ?ﬂq§ﬁfﬁ'cﬁl?sm100?3.9@?52%25?3.9‘%613TWWW@I%&TW
o | AEF R < NFH & e o e Nffem | QR b ST o |

AU 1, 1973 DI HH F U AR F91 H UiE [bar & a=qel gl |4e9g v 3fifkie wu 4
T Fordi Bl 7 YR I YT fhar si=m arfgu—

(1) 20 3. Uf |HaT o7 99 @1 = w5 |Han ofwr goied 81 SRl den
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Ans. :
Q.9.

(ii) THAT JTLTRAT BT IfY AR 72 UR U 1= 72 BT =79 |
LTS Si-iel ufaftedt Hifoiy |
Capital Redemption Reserve Rs. 6,00,000

The following were the balances of Chintaharan Ltd. as on 31st December, 1998

Rs

Redeemable Preference share Capital
2,500 shares of Rs. 100 each fully called up. 2,50,000

Less: Calls in arrears.

(Final calsl of Rs. 20 on 60 shares) 1,200
2,48,800
General Reserve 1,12,000
Share Premium 15,000
Cash at Bank 1,30,000

Above preference shares were redeemable on 28th Feb. 1999 at a premium of 10%.

On getting a reminder about payment of calls in shares, shareholders holding 50 shares paid their did not
pay the amount thereon. Consequently, the Directors forfeited these shares and reissued them as fully paid
on 31st Jan., 1999 for Rs. 500. 15,000 equity shares of Rs. 10 each were issued at par for the purpose of
above redemption. Repayment of Redeemable shares were completed by 31st March, 1999, except in the
case of one shareholder holding 40 shares, who was out of India.

You are required to show the journal entries including those relating to cash or Bank upto 31 st March,
1999, (on the basis which would effect the minimum reduction of reserve) and to state the resultant
balances of the related accounts appearing in the books on that date.

31 fewsR 1998 @I famexror for. & f=ferlRaa oy 99—
NIESIDRECIECaNECN el

2,500 3% IH 100 3. B goi I AN ST gl 5— 2,50,000

BT AT AR

(60 3 TR 20%. B 3ff<aH H) 1,200
248,800

R o 1,12,000

391 UIHgH 15,000

CEZR IR 1,30,000

JURTGRT ATAFIH 3727 28 HRas], 10 Ufcrerd WHATH W MR o | g1 J[ & Y BT RO
IS B UR 50 3720 B °Teb = AU qbrAT AR RARA 15 SR, 1999 b el &1 | A9 10 3720, 57
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Ans. :

Q. 10.

Ans. :
Q. 11.

CSRIECICICR]
R {AT FHT oY, B GRS T I W < AR Bl Y 781 b1 | Belwa<ay, Fareldi o 59 A Bl
STl BR forar o g1 31 Sasl, 1999 1 500 %. ¥ Yoiad wu H gARiAG #= |

SR M & foIT 109, arel 15,000 FHAT 37 B 4 oI W 70 fhan @ Ryara 40 s7eni &
YR &, ST WRA $ d18% AT WA A 3720 BT YA 31 A/, 1999 T goi R fam 1 |

AMYDT Thg AT S JATER] Aied 31 7T, 1999 T Bl STt Ffafsedt = & | (T MR R FT I
g § B F BH HHI ) 3R S ARG B TG il & A9 BT G 2 |

Capital Redemption Reserve Rs. 1,00,000.

The undernoted balances wre extracted from the Ledger of Zee Ltd.

(1) 10% Redeemable Cumulative Prefeence Shares 10,000 Shares of Rs. 100 each fully called

up 10,00,000
Less: Cash unpaid at Rs. 25 per share 5,000
9,95,000

(2) Share Premium Account 1,40,000
(3) Development Rebate Reserve 5,00,000
(4) General Reserve 3,40,000
(5) Proposed dividend since sanctioned on Cumulative Preference Shares 78,400

The directors redeemed the preference shares at a premium of 10% and for that purpose made a fresh issue
of equity shares of Rs. 10 each at par for such amount as necessary for the purpose after utilising the
available source to the maximum extent and satisfied the amount of preference dividend. Rs. 2,00,000 of
the Development Rebate Reserve is free for distribution as dividend.

Give journal entries recording the above transactions.
Fresh issue for Rs. 4,60,000.

A company had issued 50,000 redeemable preference shares of Rs. 10 each. On 1st Jan. 1992, the
company decided to redeem these shares at a premium of one per cent partly out of the proceeds of issue
of 10,000 equity shares of Rs. 10 each and prtly out of profits. Accordingly, the following entries were
passed in the books of the company :

Rs. Rs.
Preference Shares Dr. 5,00,000
To Equity Share Capital 1,00,000
ToP &L Alc 4,00,000
Preference Shares Dr. 5,50,000
To Cash A/c 5,50,000

State whether you consider the above entries as correct and, indicate the errors in the same and rectify the
position giving reasons for your answer.

T HFA T 50,000, 10 5. URT eI Q@SBRI SR Y | g S=aR), 1992 BT HH1 - Uh
gferd NAE IR 96T IMeF B BT (077 forar Sifd @72rd: 10,000 THAT 3720, 10%. Ufd & 8
H T A A H H a1 S 2 dE @ gRdel e gfaftear & ig—
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Q. 12,

Ans. :

PEIEEaNC N Dr. 5,00,000

HHT 379 Yol B 1,00,000

ATH—BI T BT 4,00,000
PEIECaNE N Dr. 5,50,000

NESRCIniCal 5,50,000

w1 Y yfaftedl S 2?2 Ife 21, A1 TTerh) qarsd | Y Ufafedl SISy den g9 HRr A aaregd |

X Company Ltd. issue 10,000 11% Redeemable Preference Shares of Rs. 100 each at Rs. 105 on 31st
December, 1991. The tenns of issue provide for (a) the conversion of Rs. 3,00,000 preference Shares into
equity shares of Rs. 100 each on 31 st December, 1997 and (b) the redemption of the remaining Preference
Shares at Rs. 103 on 31st December, 1998. The Company accordingly converts and redeems the
Preference Shares.

Just before the redemption, the Company’s Reserves and Surplus comprises: Capital Redemption Reserve
Rs. 5,00,000, Share Premium Rs. 50,000, General Reserve Rs. 10,00,000, and Profit and Loss (Appropriation)
Alc Rs. 21,000.

Joumalise since 31 st December, 1997. Assume that (i) the Company raises minimum proceeds from fresh
issue of shares for the aforesaid redemption, and (ii) one per cent of the redeemed Preference Shares
remains unpaid. Ignore preference dividend.

With due regard to the aforesaid information, show also the Liabilities side of the Company’s Balance Sheet
as at 31st December, 1998.

Balance of Preference Shareholders A/c Rs. 7,210; Fresh issue for Rs. 5,79,000.
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ETY-3

U 9=l b1 fAEE

(Issue of Debentures)

9 Yo BN QTH DIl B oIg ST o1 aTedl] & FOTad b 20T ¥l o1 Yol Bl &1 9HT 99 SIY Al Bl
g [T O] 1 79 Bl & | 'oras (FRifAT $Rab ol T 3207 1 Yol (Loan Capital) W1 68 8 | TR
T HH §RT ST 9 o T 01 &7 fIRad o197 8 | F0T0= § 19l &1 &, @79l &1 <3 fafY, Jae &
< Al sTfe 3T 91l ®1 ool BIAT & | FRUUS HFI &I Aragal (Common Seal) & =<Td R fbd
S B | JEiU 0E e H1 YANT 980 S wU H B B (R W gHD! Pls dgTd qRETST TE © |

AR B ST @1 91RT 2(12) & AJAR, “FROIA] H F 0 T, drs 1 B gRT FRIFAT Q1 o1
gfengfcrt enfiet @ STl € 918 98 BRI @) AR IR Bl U9R Scd1 dRdl © AT 761 | (Debenture includes

debenture stock, bonds and any other security of a company, whether constituting a charge on the assets of the
company or not)

e e G RCEL GILY

(Characteristics of Debentures)

(1) =91 &1 Y191 (Proof of Loan)—3EUT03 U d7d &I YHIVT § fb H7I- o1 ScoilRad ufad & g9 ford)
I3 SR o B |

(2) TS P =R (Rate of Interest)—FEUTH TR T ST &) <X U8 9 Hf¥ad BN ® T UJd Forg=
TR 3ffhd B B

(3) =t 3 33 fAfY (Due date of Interest)—UTI: BN ATND AT AG AT Yb TSl BT JIATT DR § FOTIA|
W AN & PAE o A F1 f Soera B B |

(€Y ﬁ'ﬁ?m?ﬁﬂw(LongtermLoan)—mzﬁﬁ‘WﬁW:WW%’&W%IWWW
g IO P 981 9% Bl § O 599, 799, 1099 SR |

(5) kU1 =it @t fAfY (Date of Redemption)—3-0T0s &1 89 H¥I 981 ® d1¢ 9 fbd YHR I BN
39HT qof= ff Forgs W BT © |

(6) GREM (Security)—UTI: HHK FROTALIRAT & A9 HFIAI U= TRy FRAY I@ar <l 2 afs w1 Heoe
$9% TSl I HAGT & Y 3 35ed 81 SN I FROIFER] HH1 & FHIH & oY =IRITerd 9 3f7das
T 9 B |

(7) @AY (Common Seal)—RUIAT TR HFHI P! AEYT (Common Seal) T Bl & |
OISl B TBR
(Kinds of Debentures)
FOTAT Pl ITdb] JRETl, AEH, oIl Td ARl &1 afic | 9 UbR g fbar S Habdl &
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1. gran P & A (From Security Viewpoint)

(i) 31'\31'@1?1 9 A1 9IYRUT EOYA  (Unsecured, Naked or Simple Debentures)—@
FOTUFITRAT I HHA H Bl YA 0T I TS b S YA & ol T8l <l | HH
B FHIIH TR 39 FHUH & TRG] B AT GRI B Wifd & A1 SI7aT € | A o s
UeIferd el 2 |

(ii) '\j?'fﬂ?l gl 79 FKUTIA (Secured or Mortage Debentures)—?j?@lﬁ Forgs d S BRI
1 fhdl THIfRT IR YR & PR GRITT BTd © | I8 TRIR AT A7 SR 81 Hepell € | Al
FHEA YIAAE B H JfC PN AT RO FHRT H A 0T Bl agell B FhdT ¢ |

2. ¥MeE A1 P H fe @ (From Redemption Viewpoint)

@) Mg RIS (Redeemable Debentures)—®++1 §RT 39 UHR & FUOF 39 I W
frifa by S € 6 a8 e s@fd & 1 s S AR IR 961 I $R <Al |
9 YR & RUUF dgd Faford € 3R U Bl 3 UbR B Forgd AT HRal B |

(i1) RN A1 e oA (Perpetual or Irredeemable Debentures)—s UhR P TS
B YA HFAT S FHAYT DI AARAT H IT $AD] TSl A FDbIY G DI 3T H & 3
BIAT & | 3 TRl H 3] AWMU I8 & b Sfd deb Bl priefiet Il & SR ol &
TS & YA H PIs JfS T8 BRI, T TP 590 GRS HFIA H ] YA T8l A1
A | 39 UHR & RO & Y a1 BIg 7@l Hf¥e 78 el 7ol sw 59 ar
9 BT YA PR Fhdll o |

3. mafAdar @t &l A (From Priority Viewpoint)
) 92H FUT9A (First Debentures)—3= FE0T0S &I YA I OIS Bl AUeT Ul bl
ST 2 |
(ii) fa<ia #ora= (Second Debentures)—S9 ROIYF] BT YA YAH ROIF] BT YA B
@ 91§ fHar e 2
4. ol &) Sfe |/ (From Records Viewpoint)

@) qrgsd kUTIA (Bearer Debentures)—@ FEUTUS & RGBT B A MR U S T H HF
DIs 3MWelg el I | 3 AU B aRE I8 o= A fAfFHI—ded gerd € | g1
BXWITRT A1 Gyl I 81 Sl & | 98P U R TS Bl Y el | HuA1 §RI
fopan e B |

(ii) Yofigrd UIS (Registered Debentures)—3 d F0UF & STH® ORBI & M 9 Ud HHAI
% ROFLIRA] & FoRex § forRg Y 8 81 39 R &A1S 9 Holgd Bl Y doiig
RG] B B fHaT ST § TAT SHBT SR BRA D ol HH1 H ST IRV BRI
Bl § v iR fafd & raR & exdiaxel 81 9l ¢ |

FoT9= &1 A
(Issue of Debentures)

Wa%ﬁﬁwz%%t{mﬁaﬁmﬁﬁw:ﬁwuﬁﬁw—w (Prospectus)\ﬂlé\l BRI & FEOTIA Eﬁ%ﬂ{’
ST | 3TA&H (Applications) HRI I 8 | UIaR0I—U= 3 9 91 61 90 I8dl & & Ford=i a1 Fwqof f3
TP 1T <A1 8 A1 fhwdl § | afe feed 4 & S0 8 O ufaaRer = ¥ forar o g & emdes wR fhasn
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I <1 B, 3ded R fha- den 9y f3 Ueh A7 39 fha=l Ira=mel § S+ & d1 Udd IraT WX fhd
I3 S B

ST AT FOTUST BT (i) TH Hod WX (At Par) A7 (i) YIFIH TR (At Premium) 3T (iii) HERI R (At Discount)
S Are IR R Al § 39D A1 SR 1 TR A oS FiAd Y wed 8 |

(a) TPT YA IR (Against Cash Payment)

(b) Ah<g & IfaRea 3= f=ft ufawa & s« (For consideration other than Cash)

(c) AP Qﬁ"iﬁ B wY H (as collateral security)

FOHE & A IR ofg yfaftedl e I UdR &l Sl 8 | 7579 R 37el & e R @1 Sl § | M
ﬁﬂﬁﬁﬁwiﬁwmmé%wwiﬁmwwfﬁmﬂiﬁw(ShareCapital
Account) GTell STl g ST9fe Foras e H9 TR SRoTaS Wl (Debenture Account) GIell STl HIEEE
G ¥ ST W BT YANT AL BT IR OIS S A1 TS DI &% B TAN BT 8 | O AT 1T Bl &
10% SET93 @Il 10% Debenture A/c QI ST & |

b YA WR RIS [T S
(Issue of Debentures for Cash)

ST A The YA B Facl H RO [FEHT BT & O AR AR TP IR A7 fbedi H € S Fobel! 2 |
1) I R FOGAl $1 A

(Issue of Debentures at Par)

(A)Tlﬁ IS B 1A 11'\& af3r 21 @ (In full amount is payable on application)

(i) On Receipt of Application Money :
Bank A/c Dr. (With total amount received)
To Debentures Application A/c

(ii) On Allotment of Debentures :

Debenture Application A/c Dr.

To Debenture A/c

(B) afe <1f3r faeai 9 2+ 81 (If the amount is payable in instalments)

(i) On Receipt of Application Money :
Bank A/c Dr.
To Debentures Application A/c
(ii) On Allotment of Debentures :
Debenture Application A/c Dr.
To Debenture A/c
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(iv)

Debentures Application A/c
To Bank A/c

On transfer of Application money to Allotment A/c to whom less than demanded debentures

have been allotted :
Debenture Application A/c

To Debentures Allotment A/c

(iii) On Refund of Application money to whom no debentures have been alloted:

Dr.

Dr.

121

)

Combined entry for entry No. (ii), (iii) and (iv) :

Debenture Application A/c
To Debentures A/c
To Debentures A/c
To Bank A/c

Dr.

(vi)

(vii)

Allotment money Due :
Debenture Application A/c

To Debentures A/c
On receiving Allotment money :
Bank A/c

To Debentures Allotment A/c

(viii)

(ix)

First Call Due :
Debenture First Call A/c
To Debenture A/c
First Call received :
Bank A/c
To Debentures First Call A/c

(x)

(xi)

Second Call Due :
Debenture Second Call A/c

To Debenture A/c
Second Call Received :
Bank A/c

To Debentures Second A/c

Ae—(1)
(2)

I IRl & o W ¥ TR fhd S |

f~TH AT & A1 UT: S7f<TH ¥Te& (Final) 318 <71 {31 ST B | SIY U ATeAT O THvd ]Tf3T
HAT Y ST @1 S First and Final Call B84 € | 391 bR Afe fgda I a6 a9 i3 |46 5w

Tl I Second and Final Call B&d & |
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FOT9=1 T WAy o= [

(Issue of Debentures at Premium)

IS BIS HHIA 37U 0TI 3fdbd Jod W SAEI oI W AT Bl 8 A1 Ig $Hel o b o
WA o RGBT 8 | S FM1 100 9. 3ffdhd {ed Tl 0ad U bra 115 %, § FRi#Ad o-al 2
ar 15$.WWIWWW@WW@W%W:@%@@WU&ﬁ ‘Reserve and
Surplus’ & 3T fa@Td & |

FFI JATTIH 1956 D FOIAT H U NHIA & TN & IR Dlg 79 781 7Y T 8 | IR I§ AR
JIATRIS 9 T8l © SAIg I8 Ifad B B U WM &1 93N 191 @1 srafalad a1 4 fhan Sy |
3l Ud oAl & i R & 8 Skl IR e @ doinra w1fat, $Ew sk e genfs |

FOTYH & 3ffhd Yo Pl RO WId H HISC PR € | T U<l NfAFH Pl Teb el WId Debenture Premium
Alc ¥ BT wd B |

Jounral Entry :

All Amount Due :
Debenture Allotment A/c Dr.
To Debenture A/c

To Premium on Issue of Debenture A/c

SEOTYT BT bl g A=

(Issue of Debenture at Discount)

T4 Pl B AU FOTUF] Pl Afbd oI H P Yo R FHIHT ST & A1 S0 ROUAT BT Herdl W
T @1 I 2 | o fdl aeT & 31Ta W BEKdl Bl oIl e & A1 A S & | hea i
H 3Rl OR Y I aTell AfSehdd Bl al Wi FRed € | iR 39H FOTUE] WR & S dTell deldl & dlg
TR uel § werd @ fd aHRy ve | fafey < (Miscellaneous Expenditure)?ﬁ'ﬁiﬁiﬁ SRS ﬁ@l’lﬁﬁﬂ?ﬁ
g1 FOUE W & TS BRI B B YSId B B 39 ad H YSiNd o™l | A1 AM—8e @ |
JafetRad (Write-off) fasam STl g | &¥-1 IR & AR derdl &1 AR Bl FOOA] & e dd
3rafeTRad AT MaTIS T |

Ul D Ferged ufayfa & w9 9 o1 9= &1 [E

(Debentures Issued as a Collateral Security for loan)

Hergd ufcfa I ref srfaRad gfefa & 8 | STa Sra=il 9 | a1 491 &, | 7 fa<ii SRemeli | 07 ol 2
Al A @ WU H Hd Ufodfa @ ffaiRad oo FoTuEl B FEd Ufd & wU H S Rl odl © | Al
U1 o dTell BRI TSl g HAe Bl YA Sl UbR BT 23 A1 Ferid Uil &1 g T8 fba
ST W= A 9 bR Bl Reafd a1 F9siid &1 ured 7 w1 o) Rerfar § ke G gfavfadl 3
Al Sl YBH I BR ADhT B | 0T Gd FTol BT YA UTK PR & d18 R UGT VA 0103 arfosd & Q0
R 1 & R <M | FErId Uil &1 o FrefalRaa a1 fafei & fasan S |ear 2—

(1) v fafd (Without recording any entry)—3 fafSf § I8 A1 SIa B & o= &1 avaa § ffwe 981
T3 Hadl S & HU H AR T | 37 Forad (RIRa e ) Big fafie T8 @) IRl | dadt For o
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@1 Entry R oIt & 901 g 7 01 & A9 Al & ®U ¥ foran Sl 2 & 59 0 &) JEd gfavfd & wy
H ¥ 309 FOTOH € X ¥ |

(a) KU1 A9 UR—

Bank A/c Dr.
To Loan A/c
(b) gy fFRifAa w1 w=—
No Entry

2) faha fafd (By Passing on Entry)—39 ff # 01 o9 &) ufdfc & Wo—d1g x=0 93 & GE-6
gffd & wu H R a3 @1 gfafie i &) Sl & | ko R a1 @ 9gel | 990l | o A1 FEId
g el Bl | 3 FOUA & A @1 Ufafte § Debenture Suspense A/c @I Sfde T Debenture A/c &I
pifec fhar Srar @ | Debenture Alc Bl 1%@ & TR Uel | T Debenture Suspense Alc BT FHRT geT F forar
SITAT 8 | ST H¥=11 207 91U @iieT <1 @l Debenture Suspense Alc BT BT TP Debenture Alc BT SfAT TR
fen s |

(a) KU1 A9 UR—
Bank A/c Dr.
To Loan A/c
(b) Fergd ufayfd & w9 § Fkoga e & w®—
Debenture Suspense A/c Dr.
To Debenture A/c
(c) VT B} IHH AT B WR—
Loan A/c Dr.
To Bank A/c
(d) wergs ufayfd & w9 #§ AT 3 0 wods aifts o w®—
Debenture A/c Dr.

To Debenture Suspense A/c
FOTYAT IR Pl
(Discount on Debentures)

FOHE @ T & FHI & TS BN TP YOITd BT Il 8 | 3fd: 39 JATART Sfeal 8l UfeRad el
JMMITIS ¢ | 3 3l UHR A IuferRad fmar S d&ar 2 |

() 39 Uoll J=g 4§ smufoiRad fvan o1 |&dn 2, Jifs I8 U Yol 81 & | dFa Sifaf e 9 o
NfTH @ § sufaRad & & = W <a1 B

(2) FEUTUST &Y B! Bl U AT AT T W1 H9T S Fhal & TAT RO b Sidadhial § ol §
suferRad & W1 Aabeh) 2 |

IS Yol o 9 81l 093 B Bl bl AT ARATT &G /T SR A1 59 T O3] BT I
BT & 9 I 8% 9Y GHHdT & MR IR i I ufalRad fhar Seem | I8 <1 R W 8 Gl 8 |
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(I)V%ITéﬂ fw ugfd (Fixed Instalment Method)—?il'l%«r FEOUS] BT MYF Th Hided rafd P dIg TUdh IR H
BIFT 81 Al BRI B ot AR DI I JAE A 4RI qhx FAM bed Ml ol SRl 2 dorn ufcray g€ i3
AH—BTM T H SRFIRG B &1 ST 8 | S A1 Berdl ®1 ot 0197 10,0009, & TAT FOIAT BT I
4aﬁm€r¢n%aﬁ% =2,5000%. & qY AH—8IN Wi A uferRad fd SIUT | 39 Ugid A Pl ol

B BT d19 B gY & AH—8IN IR A ®U A ISl 8, g I8 dghd a9 JuErl ST =iy ofd ar
FOOA] 1 YT Teb A1 Ueb ¥ afel & qrg B 81 | 3(f<H 99 & 3 d “Discount A/c” BT 2
“NIL” 81 SR | g9 Y &) a9 & o= # R vep aifaRed ufafte &t Sl & |

Entry :

Profit and Loss A/c Dr.

To Discount on Debenture A/c

(Z)QjQTﬁ?F 1 3RAT fbvd ugf (Proportionate or variable instalment method)—?ﬂ% FUYAT Bl RGIN
foedl # fopan S 8 o1 Belal & ¥ 3l 39 UdR ImfarRad w1 Ay fb 51 a9 sarer if¥ &1 y=am
b T B S 9Y AWM W W SIIET 915 Us 3l Heldl Bl 0 Pl uedl g8 b ugfa A
sraferRaa fhar S =mfeq | o1 $ el SUfIRad B @1 SruIiie g a1 SRl b ugfd ®ed
g1 399 Y S aul A AM—BI W IR SITET a1l ISl 8 Sl 91§ & a8 § HH Bl Ol © | SdfeiRad B
qreft <131 ufday g Sl g |

Hlustration 1.

A Company issued 9% Debentures of the face value of ®s. 2,00,000 at a discount of 6%. The debentures were
repayable by annual drawings of Rs. 40,000. How woutff you deal with the discount on debentures? Show the
discount account in company’s ledger for the duration of debentures.

T&H HEN 1 2,00,000 9 Afhd el & FOUF 6% Herdl R T &y | Fora=i o aosdl g a9 &
3T H 40,000 %. & dTYD ATERYT §RT BIFI & | ROMYAT TR BRI & oW 3T D HA? HFIAI Bl Gl
FOUAT @1 AT Th Beldl @il 184 |

Solution :

Total Discount = Rs 20,00,000 x Rs. 12,000

He 12,000 %. BI PRI DI 59U TP B a4 D URW H KOG Bl < 0 B U H ferlad fbar
SIS |

Year Amount of Debentures Ratio Discount to be written off Rs.
Outstanding Rs.
Ist year 2,00,000 5 12,000 x % = Rs. 4,000
2nd year 1,60,000 4 12,000 x % = Rs. 3,200
3rd year 1,20,000 3 12,000 x % = Rs. 2,400
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4th year 80,000 2 12,000 x % =Rs. 1,600
1 1
Sth year 40,000 15 12,000 x 5= Rs. 800

As outstanding balance Ratiois 5:4:3: 2 : 1 total discount of Rs. 12,000 is divided into this ratio.
Ilustration 2.

R. Ltd. issued Debentures at 94% for Rs. 1,00,000 on 1st April 1994 repayable by five equal annual drawings of
Rs. 20,000 each. The company closes its accounts on calender year basis.

Indicate the amount of discount to be written-off every accounting year.

13191, 1994 BT 3R fARCE 7 1,00,000 9Y & FUTTH 94% WR AT fbd RST7eb1 Y1 20,000 %. BI °i=
R IS Bl § B 8 | HHN AU W Holvek Iy & MR TR I8 Rl o |

& 9rar 99 # fhae srufearlRad @) Sme? sdrsy |

Solution :
CALCULATION TABLE
Total discount Rs. 6,000
1 2 3 4 5 6 7
Year Month Amount Product | Total Product Ratio Discount to be written
used 2x3 off
1994 | April to Dec. =9 1,00,000 9,00,000 9,00,000 15 6,000 x % =Rs. 1,500
1995 Jan. to Mar. =3 1,00,000 3,00,000 10,20,000 17 6,000 x % =Rs. 1,700
Apr. to Dec. =9 80,000 7,20,000
1996 Jan. to Mar. =3 80,000 2,40,000 7,80,000 13 6,000 x % =Rs. 1,300
Apr. to Dec. =9 60,000 5,40,000
1997 Jan. to Mar. =3 60,000 1,80,000 5,40,000 9 6,000 x % = Rs. 900
Apr. to Dec. =9 40,000 3,60,000
1998 Jan. to Mar. =3 40,000 1,20,000 3,00,000 5 6,000 x % = Rs. 500
Apr. to Dec. =9 20,000 1,80,000
1999 Jan. to Mar. =3 20,000 60,000 60,000 1 6,000 x 6_10 =Rs. 100
60 Total Rs. 6,000

Are—3e @ral aul § o1 B A AR T4 B T8 & SAD AR DIl Bl A AM—8I @i H
BTG B S |
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YA B Il B SfehIvr A KOl bl [AET

(Issue of Debentures from the point of view of conditions on Redemption)

FOF] & A & T HHA U FWBTIAR S e & T 1 1 o fafne w@f [ied #= dadl
21 Y W 7 O geR A a8 9l § |

GASICE e @t e WM & e
(Possibility) (Conditions of Issue) (Conditions of Redemption)
1. HHd WX IBRLE] (Issued at Par) HHY T UN Y (Redeemable at Par)
2. P R e (Issued at Discount) HHH T UN Y (Redeemable at Par)
3. fm w e (Issued at Premium) HHYT IR FIEET (Redeemable at Par)
4. THY T WX BHES! (Issued at Par) N R 2 (Redeemable at Parmium)
5. P R e (Issued at Discount) NI wR oM (Redeemable at Parmium)

SWIgd F11 Reafcrll | I8 W § & Foro=l &1 R a1, 9 R a1 derdl W) a1 N R e o
bl 8, IR SIh] M e IR 1 NATH IR & GG § Ry F T3 Pl M bl IR 8] Bidl 8 |
HH—HH B Gl IR F FIUH TG ofcll 8 Sl AHRUG: T ¥ HF o H e O 8 31k 31
TG BB HHI AT 3T DR Febell & | SHDI Py dR UGS BT bl TR Mg 1 P&l el 81
Rerfal daer afl wwig € 59 Mg T 36 Ugl I T BR ol Sl |

SiHe ufafeet (Jounal Entries)

(1) UG B T W 9 T2 a9gea nyA
(Issue of Debenture at par and redeemable at par)
(a) Entry at the time of issue Debentures :
Bank A/c Dr. (with nominal value)
To Debentures A/c
(b) Entry at the time of Redemption :

Debentures A/c Dr. (with nominal value)

To Bank A/c

(2) OTYAT BT Bkl R ¥ T I IR ohed

(Issue of Debenture at Discount and Redeemable at par)

(a) Entry at the time of issue of Debentures :

Bank A/c Dr. (Amount received)
Discount on Issue of Debentures A/c Dr. (Amount of Discount)
To Debentures A/c (Nominal value)

(b) Entry at the time of Redemption :
Debentures A/c Dr. (with nominal value)

To Bank A/c
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(3) FoT9Al &1 AT R A T2 999 w® wig=

(Issue of Debenture at Discount and Redeemable at par)

(a) Entry at the time of issue of Debentures :

Bank A/c Dr. (Amount received)
To Debentures A/c (Nominal value)
To Premium on Debentures A/c (Amount of premium)

(b) Entry at the time of Redemption :
Debentures A/c Dr. (with nominal value)
To Bank A/c
IS OH R PGS el e Bl 9 | 81 A1 g8 A S § [ eNEE HHed R BN | A BT U
FEOTYAT BT 2NE NATH IR BT A1) © A1 Foas IR 8 I8 3ffdhd - faar SIran 8 & 399 o=t & 2nes
R N a1 SIee | I8 d7=T 3 9iasy § 89 arell U Af¥ad 819 § ST SR BT Ugel W ST 8 | T

W@W’Uﬁ'{ﬂ%ﬁl@?{(ConservativePrinciple)Eﬁ31@'\’11’%’ My R < N 3 gfafe fY o= @
e & W & @1 O 7 | 9 fore i & wmr ufaftewt § = ufafte Sie < ol 21

Entry :

Loss on Issue of Debentures A/c Dr.

To Premium on Redemption of Debentures A/c

qfqsy § oIE & M b THY AP GIAT DA A BN Dl B B | 37 39 BN DY AR DI {5
1 BT AFDR “Loss on Issue of Debentures A/c’ BI SfdT B < & OTIA 19 aTel a9 H (FFoTu=] EASIEREA
1El) g B —8Ifa W I 319feTRad &1 ST A | ‘Loss on issue of Debenture A/c’ & Y I ﬁl@ & FHRI
geT H “Misc. Expenditure” MYH & vd e ST 2 |

‘Premium on Redemption of Debentures A/c’ Uh IERUGREI S| (Personal A/c) g ifd Forg=enRal w1 wfosy
H & S arell N SFe &1 SIGRI © | 31d: 19 0 SHET A a1 8 9l 39 (218 & I11A<d (Liabilities)
ger H g S 2

IS oAl & R o) NAEE forn 11 81 81 A1 Sd1 e WRed W B 8l Hahdl © | FEEE 31 el &
TR ST Terd e w2 81 Al |

T @1 ol I e TRl Bl S |hdll fdb FOTaS] Bl e Herdl IR B | B BRI 370 OIS el
IR I P oI H TRIG PR I8 AT A HFH o9 HA Fhall o |

(4) FROTIHAI B T R A d2n 99 w® wigq
(Issue of Debenture at per and Redeemable at premium)

(a) Entry at the time of issue :

Bank A/c Dr. (Amount received)
Loss on Issue of Debentures A/c Dr. (Amount of premium payable)
To Debentures A/c (Nominal value)

To Premium on Redemption Debentures A/c (Amount of Premium payable)
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(b) Entry at the time of Redemption :

Debentrues A/c Dr. (Nominal Value)
Premium on Redemption of Debentures A/c Dr. (Amount of premium (paid)
To Bank A/c (Total amount paid)

(5) EOT9=1 T PHelal 9= A g fifaw = meE

(Issue of Debentures at discount and redeemable at premium)

(a) Entry at the time of issue:

Bank A/c Dr. (Amount received)
Discount on Issue of Debentures A/c Dr. (Amount of discount allowed)
To Debentures A/c (Nominal value)
To premium on Redemption of Debentures A/c (Premium payable)
Alternatively

FUTA & 9HEE IR Heldl “Discount on Issue of Debentures” TIT ‘SO & 9 0= 81 (Loss on issue
of Debentures) AT fefes @) e 21 e EN| TIFT Bl fATHR ‘Loss on Issue of Debentures’ @A #H WY Sfae
PR FPhd © |
Entry :
Bank A/c Dr. (Amount received)
Loss on Issue of Debenture A/c Dr. (Discount Allowed plus Premium Payable)
To Debenture A/c (Nominal Value)
To Premium on Redemption of Debenture A/c  (Premium Payable)

(b) Entry at the time of Redemption :

Debentures A/c Dr. (Nominal value)
Premium on Redemption of Debentures A/c Dr. (Amount of Premium paid)
To Bank (Total amount paid)
lustration 3.

Journalise the transactions :

(a) A debenture issued at Rs. 940 repayable at Rs. 1,000.

(b) A debenture issued at Rs. 940 repayable at Rs. 1060.

(c) A debenture issued at Rs. 1,000 repayable at Rs. 1060

(d) A debenture issued at Rs. 1060 repayable at Rs. 1000

Note : Face value of each debenture is Rs. 1000

Sl ufafedr sifsm—

(a) TP FEOTTF 940 o H Fifaa foran ar g 2nes 1000 o § €19 B |
(b) UH FoTUH 940 To H fifAT favam o Rraet e 1060 o # 891 B |
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(¢) T® FOIF 1000 To H fifAT fovar a1 et eies 1060 $o § €197 2 |
(d) TP o= 1060 Fo § FifAa fdvar war et 2nes 1000 Bo § &9 B |
Ae—TIF FT9F & $ifhd Jed 1,000 Fo & |

Solution :

JOURNAL
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(a)

(b)

(c)

(d)

Bank A/c Dr.
Discount on Issue of Debenture A/c Dr.
To Debenture A/c

(Being debenture issued at discount and redeemable at Par)

Bank A/c Dr.
Loss on Issue of Debenture A/c Dr.
To Debenture A/c
To Premium on Redemption of Debenture A/c

(Being debenture issued at discount redeemable at a premium)

Bank A/c Dr.
Loss on Issue of Debenture A/c Dr.
To Debenture A/c
To Premium on Redemption of Debenture A/c

(Being debenture issued at par redeemable at premium)

Bank A/c Dr.
To Debenture A/c
To Premium on Issue of Debenture A/c

(Being debenture issued at premium and redeemable at Par)

Rs.
940
60

940
120

1,000
60

1,060

1,000

1,000
60

1,000

60

1,000
60

ASSIGNMENTS

What do you mean by debenture? Explain briefly the different types of debentures.

FOTOF X Y T FHI &2 RUIA b fAfi= YRl Bl Feg H IHSMSY |

What is the difference between an equity share and a debenture?

AT 379 3R OIS | AT =R 87
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Ans. :

EaeRINCICICE]
What do you understand by issuance of debenture at par, at discount and at premium? Pass necessary journal
entries under all the three cases by taking imaginary examples.

FOTOH & FHYS, Bkl Td UIFgH o A 3 Y 1 GHUG 87 BIodid IET8RVT SR Al
gemall # reATTEn yfaftedi ST |

By giving suitable illustrations, explain how the following will be dealt within accounts.

(a) Issue of debentures as collateral security.
(b) Issue of debentures for consideration other than cash.
(c) Issue of debentures at discount repayable at premium.

(d) conversion of debentures into shares at premium.

STYFd SRRV < §U WK diforg &6 fFr=ifeiRea o1 goul # 59 yer feamar som—
(a) FRk® URMfT & S A o0 SR HIAT |

(b) 3T UfI%hel & dact FUra=l &I A |

(c) FUUAT BT g€ TR e don Nffes w fadres |

(d) oo P 3R H (NI WR) gRadd & |

Explain with examples both the methods of writing-off discount on issue of debentures.

FOA & fTET IR B B UfTRIT B & SIF1 Ggiadl Pl SaTexv] dfed AR BT |

QUESTIONS

A limited company took a loan of Rs. 8,00,000 from Union Bank and issued 10,000, 11 % debentures of
Rs. 100 each as collateral security. Four months after the above loan the company again took a loan of
Rs. 3,00,000 from Union Bank and deposited 4,000, 11 % debentures of Rs. 100 each as collateral security.

Pass journal entries, if any. Also show how the Debentures A/c Bank Loan A/c and Debenture Suspense A/c
will appear in the Balance Sheet of the company.

& fIfics w7 9 I 96 9 8,00,000 T9A B F07 foram T 100 $o arel 10,000, 11% FoT9=
FErd gfafd & wu # AT 6 | ST 0 & IR "' 918 &A1 A g 9% 9 3,00,000
BUY BT Ueh 3R T forl dAT 100 BUY arel 4,000, 11% o= Ui & w4 H S HRar |

St gfaftedr g5y, afe &1 81 a1 | o7 & g § =oraa @ral, 9 01 Widl, 9 o Saw=i)
e @y |

Cash at Bank Rs. 11,00,000; Bank Loan A/c Rs. 11,00,000; Debentures A/c Rs. 14,00,000 Debenture
Suspense A/c Rs. 14,00,000.

A.B.CLtd. issued 500, 12% Debentures of Rs. 100 each at 98% on 1 January, 1990. Under the terms of issue
(a) debenture interest is payable annually on 31st December every year and (b) One-fifth of the Debentures
are annually redeemable by drawings, the first redemption occuring on 31 st December 1991.

Show Debenture Account, Debenture Interest Account and Discount on Issue of Debentures Account (with
working) upto 31st December 1992 assuming that (i) company’s accounting date is 31st December and
(ii) all the terms of debenture issue are duly complied with.
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Ans.

3.

Ans. :

Ans. :

Ans.

: Amount to be written-off in 1990 Rs. 250; 1991 Rs. 250 and 1992 Rs. 200.

A company issued 10,000, 9% Debentures of Rs. 100 each at a discount of 6% redeemable by drawings in
the following manner :

Year End Amount to be paid (Face Value)
3rd 1,00,000
Sth 1,00,000
6th 4,00,000
7th 4,00,000

How much discount will be written off each year?

Discount to be written off 1st, IInd and I1Ird year rs. 10,000 per year; IVth and Vth year Rs. 9,000 per year;
VIth year Rs. 8,000 and VIIth year Rs. 4,000.

Give Journal entries for the issue of debentures in the following cases and prepare the Balance Sheet in each
case :

(a) Issued Rs. 8,00,000, 11% Debentures at par, redeemable at par.

(b) Issued Rs. 8,00,000, 11% Debentures at a discount of 8% redeemable at par.

(c) Issued Rs. 8,00,000, 11% Debentures at a premium of 20% redeemable at par.

(d) Issued Rs. 8,00,000, 11% Debentures at par, redeemable at 5% premium.

(e) Issued Rs. 8,00,000, 11% Debentures at a discount of 8% redeemable at 5% premium.

1 Reafrdi & o=l & e @1 Sl gfaftear sifsie den e Refd # fIgr 9§ 918y |

(a) 8,00,000 TUF & 11% FOYA] &I FFH G WR A1 1, §77e0T e AW 9T 1R 81 2 |
(b) 8,00,000 TTF & 11% FOTIH BT FRAT 8% HEri WR a1, 97T e W FHed W 81 2 |
(c) 8,00,000 3T & 11% FT9H 20% WHTH R FRIT 5 T 3961 2gs W T R B © |
(d) 8,00,000 T & 11% Fords G R FHifAd {65 1, g7 Med 5% Dam o= 891 2

(e) 8,00,000 T B 11% KIS 8% Herdl TR Frifia fod T, g1 2Ne 5% Nfq ) 891 B |

(b) Discount on Issue Rs. 64,000 (¢) Premium on Issue Rs. 1,60,000 (d) Loss on Issue Rs. 40,000
(e) Discount Issue Rs. 64,000 and Loss on Issue Rs. 40,000; Total Loss on Issue Rs. 1,04,000.

X Ltd. issued debentures at 95% for Rs. 2,00,000 on 1st July 1994 repayable by five equal annual drawings
of Rs. 40,000 each. The company closes its accounts on calender year basis.

Indicate the amount of discount to be written-off every accounting year.

1 18, 1994 1 Ta’ faffies 9 2,00,000 39 & F0TUH 95% WR I {3 fSTrest Yeam 40,000
T B Ui RIER fHwdl #§ B 2 | HFA M0 W DhofveR ¥ & MR W §71 R 2 |

B 9rdl 99 H fhd= derdl srufarRad @ Se? sdrsy |

: Discount to be written-off 1994 Rs. 1667; 1995 Rs. 3,000; 1996 Rs. 2,333; 1997 Rs. 1,667; 1998 Rs. 1000

and 1999 Rs. 333.
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6.

Ans. :

P ARG

Show by means of journal entries, the following at the time of issue on 1st January, 1993 and redemption
after 5 year on 31st Dec. 1997.

(a)

(b)

(©)

(d)

W Litd. issued 5,000, 9% Debentures of Rs. 100 each at a discount of 6% redemable at par at the end of
the fifth year.

X Ltd. issued 10,000, 10% Debentures of Rs. 100 each at a discount of 6%, redeemable at a premium
of 6% at the end of fifth year.

Y Ltd. issued 15,000, 11 % Debentures of Rs. 100 each at par, redeemable at a premium of 10% at the
end of fifth year.

Z Ltd. issued 20,000, 12% Debentures of Rs. 100 each at a premium of 20%, redeemable at par at the
end of fifth year.

(a) Discount Rs. 30,000; (b) Discount Rs. 60,000; Loss of Issue Rs. 60,000; (c) Loss on Issue Rs. 1,50,000
and (d) Premium on Issue Rs. 4,00,000.

O
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Dec.31 Profit on Redemption of Debentures A/c Dr. 900
To Discount on Debentures A/c 900
(Being Rs. 900 from discount is written off from profit
on redemption)
Dec.31 Profit and Loss A/c Dr. 9,700
To Discount on Issue of Debentures A/c 100
To Debentures Interest A/c 9,600
(Being total interest transferred to &balance of discount
written-off from P/L A/c
BALANCE SHEET (Relevant items Only)
as on 31st Dec.1998
Rs. Rs.
12% Debentures 1,00,000 Discount on Debentures Rs. 4,000
(1,000 Debentures of Rs 100 each)
BALANCE SHEET (Relevant items Only)
as on 31st Dec. 1989
Rs. Rs.
12% Debentures 80,000 Discount on Debentures Rs. 3,000
(800 Debentures of Rs 100 each)
BALANCE SHEET (Relevant items Only)
as on 31st Dec. 1990
Rs. Rs.
12% Debentures 60,000 Discount on Debentures Rs. 2,000
(600 Debentures of Rs 100 each)
Working Note :
1. Calculation of Profit on Cancellation: Rs.
Face value of 200 Debentures Cancelled 20,000
Less: Purchase price of 200 Debentures (200 95) = 19,000
Exp of purchase 100 19,100
Profit on Cancellation E
2. Calculation of Discount transferred to P/L. A/c in 1990 :
Discount to be written off per year 1,000
Less : Discount written off from Profit on Redemption 900

To be written off from P/L A/c

100
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Hlustration 7

A company had Rs 4,00,000, 5% debentures outstanding on Ist January. 1998 (redeemable on 31st December,
1998) On that date the Sinking Fund stood at Rs. 3,30,000, 3% stock. The annual instalment was Rs.14,200. On 31st
December, 1998 investments were realised at Rs.98 and the debentures were redeemed Write up the accounts for
1998.

T BT & U 1 STaR, 1998 D1 4,00,000 . & 5 UfcRrd Foras o, foreept Y 31 faw=R, 1998 &1 81
o | 39 fa1 RAfdT ®UE 3,74.500%. o1, S 6 50,000%. & 5l o ST 993, & 3id Jod R 5 b
T 27 3R 3,30,000 %. 3 UfRrd e H ARG & | e fhwd 14,2009, ot 31 fawwRr, 1998 &1 fafFram
H 98%. Bl aX A I g9 3R RUTA BT YA B a1 11 1998 & ford @ F13y |

SINKING FUND INVESTMENT A/C

1998 Rs 1998 Rs.
Jan.l To Balance b/d 3,25,000 | Dec. 31 | ByBank A/c 3,23,400
(Face Value Rs 3,30,000) Dec. 31 | (Sale Proceeds)
ﬁsoooxﬁ
100
By Sinking Fund A/c 1,600
(Loss on Sale)
3,25,000 3,25,000
OWN DEBENTURES A/C
1998 Rs. 1998 Rs.
Jan. 1 | To Balance b/d 49,500 [ Dec. 31 | By 5% Debentures A/c 49,500
(Face Value Rs. 50,000)
PROFIT ON REDEMTION OF DEBENTURES A/c
1998 Rs. 1998 Rs.
Dec.31 | To Sinking Fund A/c 500 | Dec 31 | By 5% Debentures A/c 500
(Transfeer of Profit)
5% DEBENTURES A/C
1998 Rs. Rs.
Dec.31 | ToBank A/c 3,50,000 1998 [ By Balance b/d 4,00,000
Dec.31 | To Own Debentures A/c 49,500 Jan 1
Dec.31 | To Profit on Redemption of 500
Debentures A/c
4,00,000 4,00,000
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SINKING FUND A/C

1998 Rs. 1998 Rs.
Dec.31 | To Sinking Fund Jan. 1 By Balance b/d 3,74,500
Dec.31 | Investment A/c 1,600 | Dec.31 By Interest on Sinking 9,900
(Loss On Sale) Dec.31 | Fund Investment A/c
To General Reserve A/c 4,00,000 | Dec.31 | 3,30,000 x 3%
Dec.31 | By Debenture Interest A/c 2,500

(Interest on Own debentures of
Rs. 50,000 at 5%)

By P/L Appropriation A/c 14,200
Profit on Redemption of On 500
Debentures
4,01,600 4,01,600
Working Notes :
1. Calculation of the Cost Price of 3% stock: A/c: Rs.
Total of Sinking Fund Invested in Own Deb and 3% stock 3,74,500
Less : Cost price of Own Debentures 501’(?(?0 x 99 49,500
Cost price of Investment in 3% stock 3,25,000

2. It is assumed that face value of each debenture is Rs 100

IS OTIF] BT B AT YA DI A B fhar S1g a1 By o1 [ T &1 @re wodEeR) B« o
SIS

R KT § FUTal BT g ay H fobxil Wt fa fbar ST el © | U SoTas =TSl YA Bl [ @ uget
B g PR o I B | U Rfd H od o G9Y 9 910 WR A1 o1 A D B b ROH TS Afed
(Cum-Interest) shd fry T € a1 = ]fRd (Ex-Interest)

Jfe Fors IS 2T (Ex-Interest) THT fh T € a1 ol et @ fafd 9 g a1 [AfS &1 <t fasar &
AT A T S il AFaed a1 Jod H TSl A 81 & (Al TSl o BT JHN 2 |

IR A FT0H TSl Afed (Ex-Interest) H {3 T € A1 fUsell el @ [l 31 7 a1 Al a& &1 <t
afd By Jed | A HMT ST & TA1 37 {7 BT TS fdehall 37l I ol BT AR &1 8 | Safd
BT qed H W IS Bl AR GeTdR 1 Hed B d8] RUUAT Bl aR<Idd HI oI AT S |

FOE B o g1 71 Hed Yol &g 8 a1 gHral AT TSl 3T (Revenue) Y 8 |

ST FEOUAT BT HA =TS TS (ed Bl AT TS Afed, a1 aRRATT § oI@l &R 97 Ha o [ dh
@ TS DI IO [T B MY TAT I ATl W H Sfde BT MY | 191 2 A Jod H TSl Bl
RIRT SireT A el YA B ST dTell [T AT B SR | Sidih 1ol |fed HT o 3 1 R A7 &R
TS B G81 @l A dl AR AT SR B |
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1ol Ifgd o

(Ex-Interest Price)

S AT & HF F 30 93 B, 50,000 TH dTel 12% F0TIH 96 U &l & W Aol Ied Ha fhar s
BT YA gy 31 fAw=R BB © |

(a) T FOMIT R ¥qQ X & &G -

12% Debentures A/c Dr. 50,000 (With nominal value of debentures)
Debentures Interest A/c Dr. 3,000 (With interest for expired period)
To Bank A/c 51,000 (With total amount paid)
To Profit on Redemption of Debentures A/c 2,000 (With difference)
(b) IfE Forgm A & wa 4 by oy -
Own Debentures A/c Dr. 48,000 (With amount paid towards Cost of Debentures)
Debentures Interest A/c Dr. 3,000 (With interest for expired period)
To Bank A/c 51,000 (With total amount)
(c) SURIF FUIFT Bl I B W :
12% Debentures A/c Dr. 50,000 (With Nominal Value)
To-Own Debentures A/c 48,000 (With Cost Price of Debentures)
To Profit on Redemption of Debentures A/c 2,000 (With the difference)

el afgd g

(Cum-Interest Price)

S AE1 Teb BRI 7T 30 S DI 50,000 BUF & 37U 100 dTel FEIUH 96 T Bl &R I TSl Aled (b
STafds =TSl Bl YA Ufaqy 31 fedq=R @1 81 8 | U | Bl Bl (1 STas 1 30 S b) 6 FElH Pl 3l
W TS < TS |

(a) T FOMIT R ¥qQ X A &G -

12% Debentures A/c Dr. 50,000 (With nominal Value of Debentures
Debenturees Interest A/c Dr. 3,000 (With the interest for expired period)
To Bank A/c of Debentures A/c 48,000 (With total amount paid)
(b) afe Fwoma faffam @ w9 | fhr o -
Own Debentures A/c Dr. 45,000 (With amount paid towards Cost of Debentures)
Debentures Interest A/c Dr. 3,000 (With interest for expired period)
To Bank A/c 48,000 (With total amount)
(c) SURIF FHUIFT Bl I HIA W :
12% Debentures A/c Dr. 50,000 (With the nominal Value of Debentures)
To Own Debentures A/c 45,000 (With Cost Price of Debentures)

To Profit on Redemption of Debentures A/c 5,000 (With the difference)
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Ae—1. e gea H RifeT ves o T 81 O gl & WMYd & a B RifeT B § gWiaRd HRA
ey | RifdHT w7 8 @1 RAfY # T8 A9 Capital Reserve W EXdTaRad fam SITdm B |

2.8 &M X Y 914 & fob @l I (Cum-Interest) BT 3U&T Ex-Interest T H SATGT YA HRAT TSI |
D HelRa®y hdl Bl (Cum-Interest) T <14, (Ex—Interest)@ RITET BT 1 $UR dTel S&TEXYT H Ex-Interest
H 2,000 %. BT &M 8 Sdfd (Cum-Interest) § @9 9B 5,000 5. B 47 |

3.3l el d fAshal BT AT B IR H PIS FHSIICT 781 g1 I Stock-Exchanges & FRATTTAR T4 3/ Cum-
Interest AT ST |

Illustration 8.

B.L. Ltd. had 12% Debentures of Rs. 2,00,000 outstanding in its books as on 1.4.1994. It also had a balance of Rs.
80,000 in Sinking Fund Account represented by 10% investments (Face value Rs. 1,00,000).

On 31.12.1994 it sold investments of the face value of Rs. 20,000 @ Rs; 90 cum-interest and with the proceeds
purchased own debentures of the face value of Rs. 20,000 for immediate cancellation.

The interest dates for both debentures and investment A/c Interest on S.F. Investment A/c and Debentures
Interest A/c.

1.4.1994 &1 §1. T, 1. 1 geddpi H 2,00,000%. & 12% dTel R0YF & | 39S UG 80,000 %. ¥ Rifdh71 wos
# g S fF 10% fafam @ifed 1ea 1,00,000 %) R ufaff 2 |

31.12. 1994 B1 S 20,000 3. 37 Hed & AT 90 . TS AlEd, Bl &% ¥ 99 &Y 3R 9 01 A 20,000
3ifhd e & U FOTIH TR IGE B & forg @] forg |

FoTu= g fafamT g1 & |arot fafran 30 Rawr 9 31919 8 | Rifdh 1 wos ol arffes sxdr=avor 21,0008 | SURTad
J o @i, Rife wvs @ran, Rifen wve faf i w = @ 9 &ous G 9rdn 9918 |

Solution :
Ledger
SINKING FUND INVESTMENTS A/C

1994 Rs. 1994 Rs.
Apr.1 | To Balance b/d 80,000 |Dec. 31 | ByBankA/c 17,500
Dec. 31| (Face Value Rs. 1,00,000) 1,500 1985 | By Balance c/d 64,000

To Sinking Fund A/c (Profit Mar. 31

on Sale of investments

81,500 81,500

12% DEBENTURES A/C

1994 Rs. 1994 Rs.
Dec. 31| To Bank A/c 17,400 Apr. 1 | By Balance b/d 2,00,000
Dec. 31| To Profit on Redemption of 2600
1995 Debentures A/c 1,80,000
Mar. 1 | To Balance c/d 2,00,000 m
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SINKING FUND A/C
1994 Rs. 1994 Rs.
Dec. 31| To General Reserve A/c 20,000 | Apr.1 | By Balance b/d 80,000
1995 Sept 30 | By Interest on Sinking Fund
Mar. 31| To Balance c¢/d 94,600 Investment A/c 5,000
Dec. 31 | By Interest on Sinking Fund
Investment A/c 500
Dec. 31 | By Sinking Fund Investment
Alc (profit on sale transferred) 1,500
1995
Mar. 31 | By Profit on Redemption of
Debentures A/c
(Profit on cancellation)
Mar. 31 | By Interest on Sinking Fund 4,000
Investment A/c
(on Rs. 80,000) for 6 months)
By P/L Appropriation A/c 21,000
1,14,600 1,14,000
DEBENTURE INTEREST A/C
1994 Rs. 1995 Rs.
Sept. 30[ To Bank A/c 12,000 | Mar. 31 | By Profit & Loss A/c 23,400
Dec. 31 [ (On Rs. 2,00,000 for 6 months (Balance Transferred)
1995 at 12%)
Mar. 31 [ To Bank A/c 600
(3 months interest paid with
purchase Price) 10,800
To Bank A/c
(On Rs. 1,80,000 for 6 months
at 12%)
23,400 23,400

Working Notes :

(1) T2 H YRS AN 130 1994 F & § TA WA w5 B B [ 81 & 778 B | sAfly I8 A1 Sferd
BT f W 31 A/1d B 92 fhd 9 R |

(2) 39 U ¥ Ugel Ifa Sl UfAfedl 941 &l SV 1 W S SATa] Gidemsa s |
ENTRIES :

1994
Sept. 30

Debenture Interst A/c

To Bank A/c

Dr. 12,000

12,000
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Sept. 30 Interest on Sinking Fund Investment A/c Dr. 5,000

To Sinking Fund A/c 5,000

(Being interest transferred to SF)

1994 Bank A/c Dr. 18,000

Dec. 31 To Sinking Fund Investment A/c 17,500
To Interest on Sinking Fund Investment A/c 500
Total Amount Received or Sale Price = 18,000

Less: Interest for 3 month i.e. from

Ist Oct. to 31st Dec. at 10% 500

Amount Received for Investment 17,500
Dec. 31 12% Debentures A/c Dr. 20,000
Debenture Interest A/c Dr. 600
To Bank A/c 18,000

To Profit Redemption of Debentures 2,600

Note: Total amount received from sale of investment is 18,000. So the total amoun paid to purchase debentures of
Rs. 20,000 is Rs. 18,000 (Which includes interest also). Interest on Rs. 20,000 for 3 months at 12% = Rs. 600. Thus
out of Rs. 18,000 only 17400 is paid for debentures.

%X% Rs. Rs.
Dec. 31 Int. on sinking Fund Investment A/c Dr. 500
Profit on Redemption A/c Dr. 2600
Sinking Fund Investment A/c Dr. 1500
(Profit on Sale)
To Sinking Fund A/c 46,000

Note : Calculation on the Profit on sale of Investment of Face Value of Rs. 20,000

Rs.
Selling price of investment = %X% 18,000
Less: Interest included (for 3 months) 500
Less Cost Price of Investment 17,500
If Face Value is Rs. 1,00,000 then Cost = Rs. 80,000
If Face Value is Rs. 1 then Cost = 30,000
If Face Value is Rs. 20,000 then Cost

80,000
————x20,000 =

1,00,000 1.00.000 16 000

Profit 1,500
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Rs Rs
Mar. 31 Debenture Interest A/c Dr. 10,800
To Bank A/c 10,800
. 6 _ 12
Note: Interest paid on Rs. 1,80,000 debentures for 6 months at 12% 1,80,000 x Exﬁ = 10,800
Mar. 31 Interest on Sinking Fund Investment A/c Dr. 4,000
To Sinking Fund A/c 4,000
Interest received on Investment
10 _ 6
—X— =
Rs. 80,000 10012 Rs. 4,000
Working Notes:
Calculation of Cost of Own Debentures :
Purchased on 31 st Mar. 1996 cum-interest: Rs.
Total Price payable ;00,000 X975L 9,75,000
1,000
Less : Interest for 3 months 18,750
9,56,250
Purchased on 31 st May. 1996 cum interest:
00,000
Total Proce Payable 000 X980L 4,90,000
Less : Interest for 5 months 15,625
4,74,375
1. What are the varius methods of redemption of debentures. Describe their characteristics and explain their

effect on accounts of a company.

RO B MG Bl DlA—DI Al ST 87 ST fARIVATAT BT GoiF B T HHHN & @l TR I

Y9Td ] FHSISU |

2. Describe the ‘Sinking Fund Method’ of redemption of debentures.
FOOAT & WA B RAfBT Hos Y f[GwR gde FHssy |
3. Set out the accounting procedure for redemption of debentures by creation of Sinking Fund.

FOAT WA B RifET woe A & i g orared ufshar &1 9o IR |

4. Giving illustrations, describe various method of redemption of debentures. While buying debentures from

market, what treatment will be given to Ex-interest and Cum-interest transactions?
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FOUAT & MY BT fAf= Tl BT ISTEROT ThY guIF HIFSTT | I Dl GroiR I g B T
1ol Ifed IAT AT Afed FagRi &1 ol b bR fhar som?

5. What do you mean by ‘conversion of Debentures’? If debentures were originally issued at a discount, how
would you deal with the ‘Conversion of debentures into shares’?

FOAT & UREdT ¥ AT T FHKI 87 Ifa RUUH URW H e R AT By W oE ar $sA
FROYA] & 372 § YREc Pl oAl 3T DI HI?

6. What is the difference between redemption of debentures of out of profit and redemption of debenture out of
capital?
FOYAT BT AT H W e qAT oIS BT Yol F AT H a1 <R 2 |

7. What entries will be passed from buying ‘Owing debentures’ in the open market by a company? How own

debentures will be shown in the balance sheet of the company.

T HFIAT GIRT 30 W & RUIF Gol a0k ¥ ERIG R DI—dI= A ufaftedi 31 SIREfi? &
& fores # e oAl Bl fow yeR @ SRm?

8. Write short notes on:

(i) Own Debentures

(i1) Interest on Own Debentures
(ii1) Ex-interest & cum-interest
Purchase of Debentures.

(iv) Non-Cumulative Sinking Fund

(v) Insurance Policy Method of redemption of debentures.
ffeRad wR fewforll faRay:
(i) MUY FEOIH

(ii) U9 YA BT TS

(iii) =TS fed g <19 Afed FoTad T HRAT
(iv) 3rFTfT Rifd T wos
(v) FEOTOST & INEE B ST arferdr fafey |

QUESTIONS

1. A company issued 800, 7% Debentures of Rs. 100 each on Ist January, 1990, repayable after 5 years. It was
decided to set up a sinking fund for the purpose of redeeming these debentures. Sinking Fund Table reveals
an amount of Rs. 0.180975 set aside every year and invested in 5% securities will yeld Rupee one after five
years.

On 31 st December, 1994 the investments were sold for Rs. 61,400 and the debentures were redeemed. Give
joined entries and prepare necessary accounts, in the books of Company.
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Ans.

Ans.

Note :

Ans.

B oTETHA
UHh & 9 100 T9Y dTet 800, 7 UfITd Feorm=li &1 R 1 ST9as), 1990 &1 faear S 5 a9 a1e 3hen
B | 39 RoIAl @ e B ford duHl 3 th RifeT wus & fafr o1 fee fean ) Rifer v
aiforet I qarch 8 b ufal g 0.180975-5 ufirera arell gfefoi # AR &= wR dfg a9 9 1 3o
UHA BT |

31 faTw=R, 1994 &1 AT 61,400 590 § 99 oy U 3R Fora=i &1 INe= HR AT 7 | 71 Dl
qIh] § SR Ufafted! Iy ofiR saedd @ 9918y |
Annual Contribution to Sinking Fund Rs. 14478; Loss on Sale of Investment Rs. 100%.95; Balance of

Sinking Fund transferred to General Reserve Rs. 78,998.05; Annual Contribution of 1994 has been reduced
by 4 paise for adjustment purpose.

Interest. 1991 Rs. 723.90; 1992 Rs. 1484; 1993 Rs. 2282.05 and 1994 Rs. 3120.09

W.B. Company Ltd., issued on January 1, 1992 debentures for Rs. 60,000 at par, which are repayable in
1997 at a premium of 5%. The company resolves to create a Debenture Redemption Fund at 4 per cent
compund interest.

Show Debenture Redemption Fund Account and Debenture Redemption Fund Investment Account for all the
six year.

The annual instalment which would produce Re. 1 in 6 years at 4 percent is Re. 0.150761.

Annual Contribution Sinking Fund A/c Rs. 9497.94; Amount received on sale of Investments Rs. 51,443.91;
Balance of Sinking fund transferred to Gereral Reserve Rs. 60,000; Annual contribution of 1994 increased by
39 paise to make the total of the credit side of Sinking fund A/c Rs. 63,000; Premium on Redemption
transferred to Sinking Fund A/c Rs. 3,000; Intrest:- 1993 Rs. 379.92; 1994 Rs. 775.03; 1995 Rs. 1,185.95;
1996 Rs. 1,613.31; 1997 Rs. 2057.76.

It is assumed that investments were sold at Par.

On 31 March 1999 Bata Ltd. had a Debenture Reserve Fund of Rs. 3,00,000 represented by the investments

1
amounting to Rs. 3,48,00 in 7 By % Govt. of India Bonds. The Company also had in the bank current account

on 30th September 1999 of a balance of Rs. 36,000. The debentures amounting to Rs. 3,00,000 were paid off
on 30th September 1999. Govt. of India Bonds were sold for this purpose and realised 82% net and the
proceeds were deposited in the Current account on 30th September 1999. Record these transactions in the
Company’s ledger assuming that interest on investment is received on 30st March and 30th September each
year.

31919 Bl 9re1 fIfics & oa §9d BN H 3,00,000 9 &I Y AT Sl {5 3,48,000 T9 & R
WHR & drs H AT o1 | 30 RATRR 1999 B HFHI & 9 H =] W BT Y 36,000 T T |

30 fRAEFR BT 3,00,000 ¥YY B FOTUST BT YA HR QAT 77| $9 Y YR WRBR & dfed bl
82% (e) WR faepa T T/ qem ur<y 111 30 AR 1999 &1 =T Wi H S+ Al & s |

S AERI B HHN & WAl § I8 A U G DIIY o1 [AF—ERT R 1ot 31 9719 9 30 RicwaR Bl
< far ST 2 |

Loss on Sale Rs. 14,640; Transfer to General Reserve Rs. 3,13,050; Bank Balance Rs. 34,410

Note: It is assumed that bank balance is before interest on investment.
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4.

Ans.

The following balance appearea 10 the books of Dharma Ltd On 30th June 1996

11% Debentures Rs.2,15,300
Debentures Redemption Fund Rs. 1,71,300
Debentures Redemption Fund Investment Rs. 1,71,300

(Invested in 8% Haryana Govt. Securities of the face Value of Rs. 2,00,000)

Interest is receivable on investments on 30th June and 31 st December. Annual contribution to Debenture
Redemption Fund was Rs. 36,000 made On 31st December every year.

On 31 st December 1996 debentures were due for redemption. On this date bank balance was Rs. 72,000
(before receipt of interest on investment) . Investments were sold at a profit of 5% on cost and debentures
were paie-off.

Prepare necessary Ledger accounts.

The following balance appeared in the books of Hindustan Sand Ltd.
Mortgage Debenture Rs. 6,00,000
Debenture Sinking Fund Rs. 6,05,000
Debenture Sinking Fund Investment

5% Govt. Loan purchased at par Rs. 3,60,000
4% Govt. Loan purchased of Rs. 2,40,000

On 30th June 1993, 5% Govt. Loan was sold at a premium of 1% and 4% Govt. Loan at a discount of §% On
the above date the debentures were paid off at a premium of 2%. The interest on debentures had only been
paid upto 31 st December 1992. Show the necessory accounts in the books of the company.

fegwar Avs fafice @ gl 3 31 fawwr 1992 1 fr=iferfad oy o |

5 yfrerd 978 FEOTIH 6,00,000 5.
Foqa RifbT wos 6,05,000 5.
Foa Rife wos fafar @

5 9faerd ARGRI k0T I R EXIE] 3,60,000 %.
4 gferd ARBRI 0T 2,40,00 . B TRIG] 2,30,000 3.

30 A 1993 P15 UIRId ARG 0T bl 1 Ulcrera WIATH TR ToIl 4 Ufierd SRR 07 § Ufied dec
R 99 foan 1| g9 fAf Bl HEE T o BT 2 Gfcrerd NHTH 9R I B) e 1T | o
R el 31 faamR 1992 T f&am @ B |

B! B GIAD] W AAID W I8 |

Loss on Sale Rs. 5,600; Transfer to General Reserve Rs. 5,87,400

The following balance appeared in the books of soft Drinks Ltd. As on 31 st Dec. 1998.
8% Debentures 14,00,000
Debentures Redemption Fund 5,30,000

Debentures Redemption Fund Investment
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Ans.

Ans.

P ARG

Face value (Rs.) Cost (Rs.)
(a) Shares in Pure Drinks Ltd. 90,000 1,17,000
(b) Shares in Proper Drinks Ltd. 75,000 48,000
(¢) Shares in Cold Drinks Ltd. 1,60,000 2,00,000
(d) Shares in Complete Drinks Ltd. 2,00,00 1,68,000
On the above data the investments were sold as under :
Face value (Rs.) Sold at (Rs.)
(a) Shares in Pure Drinks Ltd. 70,000 20% above Cost
(b) Shares in Proper Drinks Ltd. 50,000 95% Face Value
(¢) Shares in Cold Drinks Ltd. 1,00,000 120% Face Value at par.
(d) Shares in Complete Drinks Ltd 87,300

Debentures of Rs. 3,50,000 were redeemed at a premium of 4% out of the above sale proceeds. Pass journal
entries and prepare necessary ledger account in the books of soft Drinks Ltd.

Profit on sale Rs. 42,668. Balance of Debenture Redemption Fund Investment A/c Rs. 2,11,668 Balance of
Debenture Redemption Fund A/c 2,08,668 (after transferring Rs. 3,50,000 to General Reserve and writting
off premium on Redemption Rs. 14,000)

On January, 1992 Kashi Gas Ltd. An issue of 10,000,7% debentures of Rs. 100 each of Rs. 94 debenture.
The terms of issue provided for the redemption of Rs. 40,000 debenture every year commerncing from 1993,
either by purchase or by drawing at par at the company’s option Rs. 10,000 were written off the Debenture
Discount A/c in each of the years 1992 and 1993. During the year 1993, the company purchased for
cancellation, debentures of the value of Rs. 12,000 at Rs. 94 per debenture and Rs. 28,000 at Rs. 92 per
debenture. Make an reasonable adjustment of profit on redemption. Make out necessary journal entries in the
books of the company.

1 STaRY, 1992 1 Brel 19 fAffics = g 100 3. aret 10,000, 7 FIIRId SFOTa3T Bl 94 %, Ul -0l
UF WR R s | e @1 el | Ul sgaRe off 76 1993 9 U™ &R Ufaay 40,000 %. & 0TI
P BT DT TN W HY §RT A ACY §RT FAHAI U NG SR | 1992 7T 1993 F auf H
g qY FUUH BT W B 10,000 %, fufeiRad {6 | 1993 F 99 & QR S+ FRE
% oI 943, UM ZROTUH &1 &% W 12,000 . & AT 92 3. URT FOUF Bl &% I 28,000%. & I B
FOIYH B (B | M W A BT AT AR DI | HH BT GRIDI H AP STiel Ffafedi
BT |

Profit on Cancellation Rs. 2960; Profit transferred to General Reserve Rs. 37040.

Avinash Limited had issued 10,000, 6% preference shares of Rs. 100 each and 5,000, 6% debentures of Rs.
1,000 each on 1st January 1968. On Ist January 1978, it purchased 1,000 own debentures at Rs. 960 in the
open market and cancelled half of these immediately. The remaining half were kept as investments out of
which half were sold at Rs. 1,050 on Ist January 1979. The company closes its books on 31st December
every year, Interest on debentures is also paid on 31 st December every year. Give Journal entries for 1978
and 1979. Also show the Balance Sheet of the company at the end of 1978, 1979.
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Ans.

Ans.

10.

1 SHa¥, 1968 BT S1fa=T3T fafiics 9 10%. dTet 10,000, 6% SAEHTT 3791 T=AT 1000 8. 6% Feoras fifad
g o1 | 1 SHER) 1978 BI 1000 3. TR TWRIE PR ITH A AT KUTAT DI =< qa B (&A1 AT | A9
e fAf T & SUH H R Y qAT 1 SO, 1979 DI SHH F W 3 FOraA BT 1,050 5. Ui FEOTaH
PR A IOR H 99 T1 T | FF 10 o Ui a9 31 R Bl g1 HRal B | FHOIE IR I
gfoay 31 fagwaR @1 & faar Srar g1 99 1978 92 1979 & forw o ufaftedt s | a9 1978
3R 1979 & forg s W TOR BT |

Profit on Jan. 1, 1978 Rs. 20,000; Profit On Jan. 1, 1979 Rs. 22,500; Transfer to Capital Reserve Rs. 20,000
and Rs. 22,500.

Interest on 31 st December, 1978-out side Rs. 2,40,000;
Own interest Rs. 30,000; On 31st December 1979
Outside Rs. 2,55,000; Own interest Rs. 15,000.

On 1stJuly, 1990 Bareily Furnitures Ltd. 2000, 6% Debentures of Rs. 100 each. The interest is payable on 30
the June and 31 st December every year. The company is allowed to purchase its own debentures which may
be cancelled or kept or reissued at the compnay’s option. The company made the following purchases by
cheques in the open market; on 31st may. 1991-2000 Debentures @ Rs. 98 ex-interest. On 30th-September,
1992-100 Debentures @ Rs. 97 cum-interest.

The debentures which were purshared on 31 st May, 1991 were cancelled on 31 st December, 1992. All
payments were made on due dates.

Give journal entries to record the above transactions and also the relevant items in the balance sheet as on 31st
December 1993.

1 SeTTs, 1990 1 axell BeireR fAfAcs 1 100%. drel 2000, 6% 0193l &l FEE= foba | -1et &1 YT
gfcrad 30 S a1 31 f=R B fba1 e 8, SH Bl g8 JgAld B fb g8 3 oAl Bl IR
PR G I YARTIAT DR o AT 3 Aehell & | ¥ = ol IR 3 FHfriad 3y Bl o & wregd
|

3198 1991 BT 200 FE0T9H 98 %. B <X I Tl fad |
30 RIGFR 1992 BT 100 =095 97 5. &Y <% A Afed |
3173 1991 BT I B Fora=i & 31 fgmaR 1992 & AR &= faam 1|

1 Y <3 [l &1 forfiag a1 & oy oia ufafte difrg don wwfaa #ai @1 faar gu 31
fagmR 1992 @1 e forest a1 |

6% Debentures Rs. 1,80,000; Own Debentures Rs. 9550.

Sumedha Limited issued 1,000, 9% debentures of Rs. 100 each on Ist July 1989. Interest is payable six monthly,
i.e., on 30th June and 31st December of each year. The company is allowed to purchase its own debentures
which may be kept, cancelled or re-issued by the company. The company made the following purchase in the
open market :

On 31 st may 1990, 100 debentures @ Rs. 93 ex-interest.
On 30th Sept. 1991, 150 debentures @ Rs. 97 cum-interest.

The debentures purchased on 31 st May 1990 were cancelled on 31 st December 1991. Give entries record
these transactions and show the Balance Sheet of Sumedha Ltd. On 31st December 1991.
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Ans.

11.

EaeRINCICICE]
AT fIfAcs =1 1 9elrs 1989 1 100 39 dTel 1000, 9% Zord fifAe fbg (@ams1 30 5 9 31 fagwr
1 <Y B)

B M OIS HY B bl 8 foTs HHl & fddbed IR AR fbar S waar 8 a1 S+ fafam
B TRE G Sl bl & A1 G RIS fobarn St Aapa1 @ ot o frferfad sha ol a1oiR 7 by -

31 #1990 BT 100 F0TTH 93 %. B X A ol fad |
31 fegmR 1991 D1 50 RIS 97 &Y SR | TS Afed |

3198 1990 @1 P Y Y oy 31 fdF=R 1991 & 358 PR &Y Y | 1 |l -1 Bl gafed
QRIT @R 31 fag=R 1991 &1 i geisy |

9% Debentures Rs. 90,000; Own Debentures Rs. 4738.

Some years back D.P. Tyres Tubes Ltd. Had issued 14% Rs. 3,00,000 Debentures redeemable at the
company’s option at 105% after giving three months notice. The company had built up a Debenture Sinking
Fund partly represented by investments.

On 31st December, 1992 the Debenture Sinking Fund stood at Rs. 1,12,500 and the Investment Account
appeared at Rs. 1,17,800 (Cost Price). On 30th September 1992, the company had given notice of its
intension to redeem the whole of the debentures. Offering holders the right to subscribe for new 12%
Debentures at 98%. This offer was accepted for a nominal value of Rs. 2,00,000 in new debentures. The
cash required to payoff the old debentures was provided as to Rs. 96,700 by the sale of such investments as
had the book value of Rs. 89,300 and the balance out of the current fund.

Give the necessary journal entries and prepare necessary accounts in the books of the company to complete
the above transactions on 31st December 1992.

$T 81 7d SR U< SRR <& foIfAcs 7 14 Ufierd aret 3,00,000 %. & F0T0H 9 ¥ R SIRI fhd
J b HFl & [dhed UR 9 ZROIF I A8 B A ol SR 105 IR UR Wed 81T | HFAT
FOIAT & A & G IT AT FAT IABT 3Teb 917 fAfFIfora o | 31 fIFwR, 1992 ®1 Fora=
MEE Gl dT A9 1,21,500 5. q1 AT @ § 99 (A1) 1,17,800 . o |

30 IR, 1992 BT HHI - FHKT U] DI A AIE d18 e B a1 &l oY | Fef § I8 UK
o on f&5 FoTo gRE T 12 9ferd arel FoTas 98 ufoRrd & fRifAa Hed W of |Fad 21 2,00,000
%, 3ifdhd Hog & T Forud FRIfAT R a1 fAsed 719 foran TRIT | QR 01U 1 YA B & folg
3MaTID AHS 96,700 5. H B AT BT Joam: {5 6 afeal § qoa 89,300 %. o1 T 91! AR
At & e 8 |

Iudad dER] & fory 31 AH=R, 1992 B HF1 @ a2 § Svidl yfaftedl SISy dor e and
ERIER

Solution :

JOURNAL OF U.P. TYRES TUBES LTD

Bank A/c Dr. 96,700
To Debenture Sinking Fund Investment A/c 96,700

(Being sale of investment)
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Debenture Sinking Fund Investment A/c Dr. 7,400
To Sinking Fund A/c 7,400
(Being profit on sale transferred to Sinking Fund)
14% Debentures A/c Dr. 4,00,0000
Premium on Redemption A/c Dr. 10,000
Discount on Issue of Debentures A/c Dr. 4,000
To 12% Debentures A/c 2,00,000
To Bank A/c 14,000
(Being in exchange of amount payable on old debentures Rs. 2,10,000
issued new debentures of Rs. 2,00,000 at 98 and balance paid in Cash)
14% Debentures A/c Dr. 1,00,000
Premium on Redemption A/c Dr. 5000
To Bank 1,05,000
(Being amount paid to rest of the debentureholders)
Debenture Sinking Fund Dr. 15,000
To Premium on Redemption A/c 15,000
(Being premium on redemption transferred)
Debenture Sinking Fund Dr. 1,13,900
To General Reserve A/c 1,13,900
(Balance of Sinking Fund transferred)
Ledger
DEBENTURE SINKING FUND INVESTMENT A/C
Rs. Rs.
To Balance b/d 1,17,800 | By Bank A/c 96,700
To Debenture Sinking By Balance c/d 28,500
Fund A/c (Profit) 7,400
1,25,200 1,25,200
DEBENTURE SINKING FUND A/C
Rs. ARs.
To premium on redemption A/c 15,000 | By Balance b/d 1,21,500
To General Reserve A/c 1,13,900 | By Debenture Sinking
Fund Investment A/c (Profit) 7,400
1,28,900 1,28,900
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14% DEBENTURES A/C
Rs. Rs.
To 12% Debentures (2,00,000-4000) 1,96,000 | By Balance b/d 3,00,000
To Bank A/c 4000
To Bank A/c 1,00,00
3,00,000 3,00,000
PREMIUM ON REDEMPTION A/C
Rs. Rs.
To Bank A/c 10,000 | By Debenture Sinking
To Bank A/c 5,000 | Fund A/c 15,000
15,000 15,000
120% DEBENTURES A/C
Rs. Rs.
To Balance c¢/d 2,00,000 | By 14% Debentures A/c 1,96,000
By Discount on issue A/c 4,000
2,00,000 2,00,000

12. On 1st October 1991 following balances stood in the books of a Company:

7% Second Mortgage Debenture Stock Rs. 4,00,000.

Income received in sinking fund investments Rs. 14,500.

Discount on issue of debentures Rs. 25,000

Sinking Fund Rs. 3,65,500.

Sinking Fund Investments consist of :

(a) Rs. 80,000 5% State Development Loans Rs. 76,000.
(b) Rs. 90,000 6% National Defence Bond Rs. 1,00,000.
(c) Rs. 70,000 7% Plan Progress Loan Rs. 70,000.

1
(d) Rs. 1,80,000 75% Central Securities Rs. 1,85,000.

On the same day, the investments were sold:
1. The 5% State Development Loans at 90.
2. The 6% National Defence Bonds at par.
3. The 7% Plan Progress Loans at 115, and
4. The % Central Securities at 120.
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1
On 1st October 1991, the debentures of Rs. 3,00,000 were redeemed at a premium of 25%. On the very

same day 8% Moon Landing Loans of Rs. 1,00,000 were pruchased at a. premium of 3%. The annual
contribution for redemption was Rs. 50,000. Ignore interest.

Prepare the following accounts :

(a) Debenture Stock Account (b) Sinking Fund Account (c) Sinking Fund Investment Account and
(d) General Reserve Account.

Solution :

SINKING FUND A/C
1999 Rs 1999 Rs
Oct. 1 | To Premium on Redemption of Oct. 1 | By Balance b/d 3,65,500
Debentures A/c 7,500
To General Reserve (Transfer) 3,00,000 | Oct. 1 By Interest on Sinking Fund 14,500
To Balance c/d 1,50,000 | Oct. 1 Investment A/c 50,000
Oct. 1 By Sinking Fund Investment
Al/c (profit on sale 27,500
4,57,500 4,7,500
SINKING FUND INVESTMENT A/C
1991 Rs. 1991 Rs.
Oct. 1 | To Balance b/d Oct. 1 | By Bank A/c (Sale of 72,000
Face Value Investment)
State Development Loan 80,000 76,000 State Development Loan
National Defence Bonds 90,000 1,00,000 National Defence Bonds 90,000
Plan Progress Loans 70,000 70,000 Plan Progress Loans 80,500
Oct. 1 | Central Securities 1,80,000 1,85,000 Central Securitie 2,16,000
To Bank A/c By Balance c/d 1,03,000
(Moon Landing Loan 1,00,000 1,03,000 (Face value 1,00,000)
To Sinking Fund A/c (Profit on 27,500
Sale)
5,61,500 5,61,500
Working Notes:

1. Calculation of profit on sale of Investment :
Total Selling Price Rs. 4,58,000
(72,000 + 90,000 + 80,500 +2,16,000)
Less : Total Cost Price
(76,000 +1,00,000 + 80,500 + 1,85,000) Rs. 4,31,000
Profit on sale W
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2. An amount equal to the debentures redeemed is transferred from Sinking Fund to Gemeral Reserve.

13.  Prosperous Ltd. issued 25,0007% Debentures of Rs. 100 each at a discount of 2-%2% on 1st January 1974.
As per the terms of issue, the company is required to maintain a Non-cumulative Sinking Fund (i.e.
exclusive of interest on sinking fund investments) but with a provision that the company shall have the power
to apply the Sinking Fund Investments in the purchase of debentures in the open market, if below at par any
time. The annual Sinking Fund Contribution is Rs. 60,000. Following are the relevant fact for the years 1975
and 1976 :

(A) Interest received by the company on investments :
(1) 1975 Rs. 1,970
(2) 1976 Rs. 3,040
(B) Realisation of Sinking Fund Investments:
(1) 31 December 1975 Rs. 27,930 (original cost Rs. 28,000)
(2) 31 December 1976 Rs. 39,000 (original cost Rs. 38,700)
(C) Debentures purchased in the open market:
(1) 31 December 1975 at cost of Rs. 27,915 (paid up value Rs. 29,315)
(2) 31 December 1976 at cost of Rs. 39,000 (paid up value Rs. 39,150)
Yor are required to prepare the necessary ledger accounts for two years.
Solution :

Ledger of Prosperous Ltd.
SINKING FUND INVESTMENT A/C

1974 Rs. | 1974 Rs.
Dec. 31| To Bank A/c 60,000 | Dec. 31 | By Balance c/d 60,000
1975 1975
Jan. 1 | To Balance b/d 60,000 | Dec. 31 | By Balance A/c 27,930
Dec. 31| To Bank A/c 60,000 | Dec. 31 | By Sinking Fund A/c (Loss on
Sale) 80
By Balance c/d 91,990
1,20,000 1,20,000
1976 1976
Jan. 1 | To Balance b/d 91,990 | Dec. 31 | ByBank A/c 39,000
Dec. 31| To Bank A/c 60,000 By Balance c/d 1,13,290
To Sinking Fund A/c (profit on
Sale) 300
1,52,290 1,52,290
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SINKING FUND A/C
1974 Rs. 1974 Rs.
Dec. 31 | To Balance c/d 60,000 | Dec. 31| By P & L Appropriation A/c 60,000
1975 1975
Dec. 31 [To Sinking Fund Inv. A/c 80 | Jan. 1 | By Balance b/d 60,000
Dec. 31 [Investment A/c (Loss) 29,315 | Dec. 31| By P & L Appropriation A/c 60,000
Dec. 31 | To Balance c/d 92,005 | Dec. 31| By Sinking Fund Inv. A/c 1,400
1,21,400 1,21,400
1976 1976
Dec. 31 | To General Reserve A/c 39,150 Jan. 1. | By Balance b/d 92,005
To Balance c/d 1,13,305 | Dec. 31| By P & L Appropriation A/c 60,000
Dec. 31| By Profit on redemption A/c 150
Dec. 31| By Sinking Fund Investment A/c 300
(Profit on Sale)
1,52,455 1,52,455
7% DEBENTURES A/C
1974 Rs. [ 1974 Rs.
Dec. 31 | To Balance c/d 25,00,000 [ Jan. 1 By Bank A/c 24,37,500
Jan. 1 By Discount on Issue of
Debentures A/c 62,500
1975 1975
Dec. 31 | ToBank A/c 27,915 ] Jan. 1 By Balance b/d 25,00,000
Dec. 31| To Profit on Redemption A/c 1,400
Dec. 31 | To Balance c/d 24,70,685
25,00,000 25,00,000
1976 1976
Dec. 31 | To Bank A/c 39,000 | Jan.1 By Balance b/d 24,70,685
To Profit on Redemption A/c 150
To Balance c/d 24,31535
24,70,685 [24.70.685
Notes : 1. Profit on Redemption of debentures, Profit and Loss on sale of investments credited to Sinking Fund.
2. An amount equal to the face value of debentures redeemed is transferred to General Reserve in every year
of redemption or cancellation.
3. It is assumed that investments have been purchased at the and of the year.
4. Tt is assumed that debentures have been purchased for cancellation.
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The summarised Balance Sheet of Convertible Limited as on 30 June 1985 stood as follows:

Liabilities
Shares Capital: 5,00,000 Equity Shares of Rs. 10 each fully paid 50,00,000
General Reserve 75,00,000
Deventure Redemption Fund 50,00,000
13.5% Convertible Debentures of Rs. 100 each 1,00,00,000
Other Loans 50,00,000
Current Liabilities and provisions 1,25,00,000
45,00,000
Assets
Fixed Assets at cost less depreciation 1,60,00,000
Debenture Redemption Fund Investments 40,00,000
Cash and Bank Balance 50,00,000
Other Current Assets 2,00,00,000
4,50,00,000

The debentures are due for redemption of 1 July 1985. The terms of issue of debentures provided that they
were redeemable at a premium of 5% and also conferred option to the debenture holders to convert 20% of
their holding into equity shares at a pre-determined price of Rs. 15.75 per share and the payment in cash.

Assuming that

(1)  except for 100 debenture holders holding totally 25,000 debentures, the rest of them excercised option
for maximum conversion.

(i)  the inverstments realise Rs. 44 lakhs on sale; and
(iii)  all the transaction are put through, without any lag on 1 July 1985.

Redraft the Balance Sheet of the Company as on 1 July 1985 after giving effect to the redemption. Show your
calculation in respect of the number of equity shares to be allotted and cash payment necessary.

0
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ET-5

TIHAS & Yd 9 9gard 1 o9 A1 N

(Profit or Loss Prior to Incorporation and Subsequent to
Incorporation)

D B P, FHAAT B %ITINQN (Registrar ofCompanies)ﬁ HHAHAT D YHIOT BT FHTT T (Certificate
of Incorporation) U<l BT MALIH BIdT & | I THAVI-UF & e & 915 & H¥I=1 9u1d ®U & 1Rk #
el 8 | fASN B7T (Private Company) 1 59 YHTI-95 & feld & qATd YR™ B Bl IABR Bt ST
2, W] WEue S B FaIR UR™ B @ oY $9d 918 a9 AR™ B Bl JH0—H
(Certificate of Commencement of Business) W 91 Tsdl § | - BIs HFA! I BT TH0—93 fHe™
H Yol B bl ATe] AR 1 WRIE ofdl 8, 3R 39 TN T FJARI Bl [UG0] BT & FHHAT Bl ooy
P T STY A1 TCTH NS BT 0T B a8t T oai a9 g g o1 fdd &) azadhar anfl SO g9
% forg H I gD PI A & 2| 39 ISR I q¥ fRIY & A™/EN H FHHAT A qd D
14 /B 2 81 S 8 | FHMe W Yd & ol /BN HR ® AR § 3T A U8 @ B BRI Gl
/BT A I 8 | AT A ot B¥ae gIRT S 98y J1foid fhd T & ST B¥=11 BT JeNf=idh 1R w18
ofT | 3AfeTY 39 I B HFN & AENRAT # I (Dividend) & U # fIaRa 7& fhar o1 Hwar | 3
tj\GﬂTlﬁ o9 (Capital Profits) ATTDHR ELGﬁ SELEEIRN (Capital Reserve Account)ff FITART PR < & | ! UBR
Ife T | gd SRl BT BN B Al 98 YOI 81 A S § 91 39 @I W@ (Goodwill Alc) |
ARG B3 fear Srar 81 91 o auf & ol # A a1 el goind o # 9 sferRad o <
M & Yd & o™l b1 9N 9 wraf I fbar 51 e &

1. GoRd Q-Gﬁ T B DI SufeiRad w1 & forg o Preliminary Expenses, Discount on the issue of shares and

debentures, or some taken over asset which is deceed to be overvalued.

2. AGE™ Bl %I (Purchase of Business) B Y IU~1 g3 AT & IUfIRad & & forg |

S GFI @ A B9 W AT 9 M1 DI UfIRad dR & d1q 99 Y Al Bl Yol FaI (Capital Reserve) H
EATIRT PR FHHAA B ‘1\—0? @ Y E@rdT (Profit Prior to Incorporation A/c) & &R &A1 STl =

9 HF B a1e], I B IS (U6l IS8 & MR WR HI IR ol § 3R Sl JRIPI DI ATe],
g Al U2H q¥ & ¥l W FEHRE W qd b A W IS B & Hifh AHHET W Yd & AWl B AT
faRT T8l BR Fedll gAY I8 Maeds & o QM1 Faferdi, 1riq T 3 qd a1 F9HeT & ugard &
T,/ BT BT STAT—3TeT fhar SIY | s\l &1 fafdn 81 Jaa 81 (1) 9™ @ fafd &1 Ierd &) 701
PR I o T & @ g5 R Y S0 dU1 S99 faq 4 U @M @het S0 (2) ol T 1@y & ot /81 Bl
9d (Prior) T YT (After) B 3fafedi # fawifora o= fdam Sq | el A § s wfoamsan omdt €
Sy AMRIE: O Al &1 & v B 2

faeE & 9E= IMYR

(Common Basis of Apportionment)

1. 9999 @ 3MYR W (On Time Basis)
2. fqH & MR R (On Turnover Basis)
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3. 3fed MR WR (On Equitable Basis)
1. 993 & 3MYR W (On Time Basis)—s9 Y § 90 o1 @y &1 a9/81F A9 & AR ‘Ugel’
(Prior) 3R ‘91&" (After) & oM/ § AWt &= far Sar €1 SR 8™ I U8l & 3 Hal9 aell
FAMAT & 918 @ 9 HE & AT W1 d BT ™ 96,000 T T |
3 39 9 HEMT BT U =3:9

=1:3
39 96,000 D1 1:3 e U H died W :

THESE W Ugel Bl oy 96,OOOX%BZ4,OOO Rarp|

JAHAT 3 915 BT o1y 96,000x% H72.000 393

39 fafy ¥ I8 791 ST § P B 3 &R HEM aR1ER oY BHIT B | $fe 8% HH & folU I F8l eIl
faeyey A9 AURY (Seasonal Traders)fl I Ig fafy a=dveHe T8 © |

2.fapa & YR W (On the Basis of Turnover)—g4H fafar & qﬁ ETH Ay B T4,/ BT faeht P IMIR W
Tgel' (Prior) 3R ‘918" (After) @ ™,/ # fawfora fvan Sman 2 | 919« @at 981 6,00,000 3031 & forH
FHHST W Usel DI 4l 2,00,000 3 G 91 BI 9261 4,00,000 9 & T 2,00,000 AR 4,00,000 BT AT
=2,00,000 : 4,00,000 or 1 : 2 314 Yg 9 Bl FAFAT ¥ U8l BT AN g FAHAT S GG PHI ¥ AT ST |
Ig fafYy ) Fore E 2, w@ifs § g, SN faxmn, 999 onfe fasa & A ged—ged TE € | safey
Iz fafy 9 SWad e 2 |

3. 3 MR (Equitable Basis)—SURIGd &1 JMERT 1 HIHAT P IEd Y I8 AER JI H SUET 8 | 5
Hhel oM (Gross Profit) T Hehel Gl (Gross Loss)Eﬁ[ famy @ omyR R fawrfora fear Siran & 1 <) &1
ReIfty SR fI & MUR W a1 §99 & MER W Jicl Al 8| ReR &5 (Fixed Expenses) S Ja,
fh_T, TSl ST DT WA & JATER R AT [G5h] & AR HH—ATGT B4 dlel T (Variable Expenses) Pl
fapa @ MR WR qieT SIal B | Sl & FHM I Ugal @ & ol A8IGR] &1 9a+, FHMeE d U8 &l
foxrar safe S Ugel’ (Prior) @ AT H ST ST & | 31 UHR SNl & AHAMSA & 91§ & © oid qaTeidi
BT doH, FUYAT DI FTol, YRS Y 331 (Director’s salary, interest on Debentures, Preliminary expenses

etc) I 1&" (After) & AT H SIS STl 2 |
T @ gd o4 A1 g1 &l o

(Calculation of Profit or Loss Prior to Incorporation)

1. Jdgerd q:\ﬁ AGTh A BT Th ARG @Il (Trading Account) g9T1gV |
m HTHT Fhel ¥ (Gross profit) AT Hehel il (Gross Loss) &I =1 BT | el ATH—BI dY IO
H g B A B1 IS yHrg e g |

2. I BT AGUTT (Time Ratio) SITd BT |

3. 19 @1 31U (Sale Ratio) S0 SIS |

4. 39 YA UH ¥ B @Al e a] At 9 @ 9 UeR sfe—eter JmuRl W v
PIFAY |



FAHAT & Jd 9 gTErd b1 A AT B 177
fasa & MaR W) T B IMUR W IS TT B IR TR
(On Turnover Basis) (On Time Basis) (Oo Actual Basis)
AR W Ugd TN B 91
(Before) (After)

1. fama & |1 ge—de |l 91 a1 999 9 | GHFCE 3 USdl @ I [FHHEA & 918 & A
et 1 1 AT | Fd @ (Fixed (Expenses belonging to (Expenses belonging to
[T I expenses or Expenses | pre-incorporation post incorporation period)
(Expenses varying with | related to time) only)
turnover or variable SRE— SRE— SRE:—
expenses)

STR—

() aferT Uol=el & () BT (Rent) (i) SRIERI BT dd- () FATADI DY BT
HHIZE IT Jad (Partern’s Salary) (Director’s Fees)
(Travelling Agents
Commission Salary),

(i) HHEM (Commission),

(i) o (Salaries)

(i) ATIERI BT HHINH

(Partern’s Commission)

(i) TRM™H g

(Preliminary Expenses)

(iii) TTEDT BT BT (iii) 8T (Depreciation) | (iii) Ioi BT AT (iii) SFEOTIHT BT TS
(Discount) (Interest of Capital) (Interest of Debentures)
(iv) TS99 (Advertisement), | (iv) €& &I (Postage) | (iv) BH & USed BT dad | (iv) 3T AT F20T Y3 &

(Salary of Firm’s

i ) e

Manager) (Discount on issue of
shares of Debentures)
(v) UfHT (Packing), (v) R g & (Taxes | (v) I I W FEHAT | (v) AR HARE
& Rates) Kl tﬁ CARSIN| (Underwriting
(Interest on Purchase Commission)
Price related to pre-
incorporation Period)
(vi) ITER S dTel AT BT | (vi) PRATAT BT T | (vi) AR ¥ G4 99 T | (vi) FaTAD] BT da
HT$l (Carriage outward), (Office Expenses) AT &7 AT A (Director’s Salary)

HiE (Profit or Loss
on sale of investment
which have been
disposed of before
incorporation)

(vii) €94 T (Bad debts)

anfe

(vii) AT (Repairs)

(vil) 3T oAl TR FHHC
& 91 DI @Y B
qTol (Interest on
Purchase consideration

related to post-incorpo-
ration period)
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fapa @ MUR Ww® TN B IR TR qRAfdd AT B MMYR TR
(On Turnover Basis) (On Time Basis) (On Actual Basis)
IR A g WA P 91
(Before) (After)

2. FH AT AT Ahdl B | (viii) STbeToT BN

(Gross Profit or Gross (Audit Fees),
Loss)
(ix) ATHTYT Gy (General
Expenses),
(x) TSSTelT (Electricity)
(xi) 4T WfATE

(Insurance Premium)

(xii) Ja & Y

(Management Expenses)

(xiii) §& &I (Bank
Charges)

(xiv) IR g fermE
(Telegram and
Telephone)

(xv) OIS (Interest)

(xvi) MRS FI (Trade

Expenses)
(xvii) BUTS Ud oG AT
(Printing and Stationary)
(xviii) TS g
(Administrative

Expenses)

fa9y:—E IR Ul 4 IR YRR BRI BT YHI0T 9 (Certificate of Commencement of Business) YTt PR
P fAfd o < < 9T 7 | O RAfY H daet FHmE @ fafdy (DateofIncorporation)ZﬁQTWHTEF[&TWWT
=1f2Y |

=T W FHAHAT W YA’ & ADHA AT (Gross Profit) H I ‘Jd’ & I AR FHRAT & 414" & Hbel oM H F ‘q18’
& TT B TCTHR HHR: T & U4 9 FAMEA & 915 $H1 YE o I1 B Fia A S 2|

AT | Clﬁ @ A DI gofl W9 (Capital Reserve) § SRR a1 STl &, Fifd I8 YSITe ofT¥ (Capital
Profit) & TAT THHTT & dISHT ¥ STRITTT T (Revenue Profit) 817 & HROT SEMRAT § AT & ®Y ¥ faaRkd
fopar ST war B

AT &t R AwTe
(To Find out Rate of Dividend)

HH—FHH Ued | AT Bl &R FdwTer B FHE1 Sl © | 39 oy 7191 g3 &1 g3 fan S 2 |
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awﬁw & g5 B Ig Y

39 gl
Net Profit after incorporation
Share Capital

A ¢ AT B x100

Rate of Dividend i x100

Illustration 1.

Grover Ltd. was incorporated on 1st June, 1994 to purchase the business of a firm from 1st January, 1994. The
company obtained the certificate for commencement of business on 1st July, 1994 the accounts disclosed the
following facts :

The turnover for the 12 months amounted to Rs. 3,15,000 out of which sales from 1st January to 30th April
amounted to Rs. 80,000 and that of from 1st May to 31st December amounted to Rs. 2,35,000 including sales for the
month of May amouning to Rs. 10,000. The Trading Account showed a gross profit of Rs. 1,40,000.

The expenses for the year were as follows :

15[, 1994 @1 ATeR fAMACS BT FHHST U BH Bl AR 1 STeR], 1994 H g B B T 831 | BT bl
GIIR R™ PR BT JHAO—UF | ells, 1994 HI UKl B3| P & Wi Usell IR 31 feA=R, 1994 T
TR TR @ ¥ AEfRad ded gee gy

12 9891 &1 fasha 3,15,000 To o7 FTGH F 1 TR I 30 3 db T b1 80,000 o off IR 1 Hs I 31
faam R d® @F 99 2,35,000 To oY | 5794 #8 #18 &1 ! 10,000 Fo FfHferd € | &MUR @ §RT 1,40,000
BT Abel A fe@rar 1| a¥ # gy Frefefad @

Director’s Fee 1,500
Auditor’s Fee 600
Salaries 15,000
Debenture Interest 6,000
Depreciatio on Machinery 9,000
Preliminary Expenses 2,500
General Expenses 3,000
Bad Debts (Rs. 600 related to the prior to incorporation) 2,500
Commission on sales 4,200
Advertising 6,300
Travellers expenses 7,700
Interested to Vendors from 1st Jan. to 30th June at 5% p.a. 6,600

Prepare a statment showing profit prior and subsequent to incorporation

AT & Jd TAT IS 918 B M DI AW §Y T fIaR0T 97 IR BIRTY |
Solution.

Calculation of Time Ratio :

From Ist January, 1994 to 31 st May 1994 5 Months
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From 1st June, 1994 to 31 st Dec. 1994 7 months
Time Ration=5:7
Calculation of Sales Ratio :

From Ist January 1994 to 31st May, 1994 (Rs. 80,000 + Rs. 10,000) = Rs. 90,000

P ARG

From 1st June, 1994 for 31st Dec., 1994 (Rs. 2,35,000 — 10,000) = Rs. 2,25,000
Sales Ratio = 90,000 : 2,25,000
=2:5
PROFIT & LOSS ACCOUNT
for the year ending 31st Dec., 1994
Particulars Basis of | Prior to After Particulars Basis of | Prior to After
Allocati |Incorporat |Incorporat Allocati |Incorporat| Incorporat
on ion ion on ion ion
Rs. Rs. Rs. Rs.
To Director’s Fees After 1,500 By Gross
To Auditor’s Fees Time 250 350 Profit (2 : 5) Sales 40,000 1,00,000
5:7
To Debenture After 6,000
Interest
To Salaries (5 : 7) Time 6,250 8,750
To Depreciation Time 3,750 5,250
on Machinery
6:7
To Preliminary After 2,500
Expenses
To General Time 1,250 1,750
Expenses (5 : 7)
To Bad debts Actual 600 1,900
To Commission Sales 1,200 3,000
on Sales (2:5)
To Advertising Sales 1,800 4,500
2:5)
To Travelling Sales 2,200 5,00
Expenses (2 : 5)
To Interest to New 5,500 1,000
vendors (5 : 1) Time
Ratio
To Net Profit 17,200 57,900
40,000 1,00,000 40,000 1,00,000
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Working Notes :
1. Calculation of New Time Ratio (for Interest to vendor) :

Pre-incorporation—From 1st January, 1994 to 31st May 94 = 5 months

After in corporation—From 1st June, 1994 to 30 June, 1994 = 1 month

New Time Ratio=5:1

2. I geH H WA B A & e—a1e ey w9 &) [Afy ff ) 2 81 a1 i o & fore dad
FaHA B fAf &1 & g fhar e |

Hlustration 2.

A private company was incorporated on 1st May. 1998 to take over a business from 1st January 1998. The Trading
and Profit and Loss account for the year ending 31st I December, 1998 showed the following results :

1 STaR), 1998 A &MUR o1 & ol 18, 1998 Bl U {6l ¥l Bl FamIer 83M | 31 fadwr, 1998 &l
HATK §Y Y Pl AR TAT AH—BI Qe Feforad gRom famar o -

Rs. Rs.
To Opening Stock (YR & gfcrRm) 28,000 | By sales (fdsa) 2,80,000
To Purchase (%) 1,82,000 | By Closing Stock (3119 I&fcram) 14,000
To Gross Profit c/d (el <I¥H) 84,000
2,94,000 [ 2,94,000
To Rent and Insurance 3,600 | By Gross Profit b/d (el <l¥H) 84,000
(= 8k &)
To Directors’ fees (ATl Yeh) 4,000
To Salaries () 12,000
To Office Expenses (BT ) 9,000
To Travelling Commission 2,800
(AT HH)
To Discount (¥<) 3,500
To Bad Debts (gdd 2kTT) 700
To Auditor’s Fees (Si—Cf%?.TUT 3eh) 500
To Depreciation (819) 1,200
To Debenture Interest 900
(FEUI-TF TR )
To Interest on purchase
consideratton to 31 st Aug. 3,200
(3pT Ffhel TR =TS 31 3R Teh)
To Net Profit ([« T¥) 42,600
84,000 84,000




EaeRINCICICE]
It is ascertained that the sale for January, March and September are one and half times the average of those for the
year, while those for December are twice the average and those for February only half the average.
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Apportion the year’s profit between pre-incorporatin period.

I8 F1G B § 6 SHad), A &R Riasr @l et ad @t ofa It & S T o Safes feawR @ fas
AT 9 A I IR BRa™] DI 9! iad fasl | daat arel off |

Y & M B FEMAT F Jd AR FHAMAT & 918 & A1 H AT BT |

Solution.

Calculation of Sales Ratio :
Average sales per month = 1

Total sales for the 12 Months = 12

1

1 1
5 + Mar. 15+Sept.12 +Dec.2=7

1
Sales for given five months Jan. 15 + Feb.

If total sales is 12 then sales for the remaining seven months (i.e. April to August, October and November (12-7) =5

5
thus monthly average sales for April to August, October and November will be (5 +7) = El

Sale for Pre-incorporation period (4months) : Sale for Post-incorporation period (§months)

January + February + March + April + May + June + July + August + September + October + November + December

or 1l El— El

2 2 2 7

or 3

2 2 7
or 21[=7[=21[=10

14
or 59 : 109
Time Ratio : 4 : 8
or 1 :2

PROFIT AND LOSS ACCOUNT

for the year cnded 31 October 1998

Particulars Basis of | Prior to After Particulars Basis of Prior to After
Allocati | Incorporat | Incorporat Allocati | Incorporat [Incorporat
on ion ion on ion ion
Rs. Rs. Rs. Rs.
To Rent & Insurance| Time 1,200 2,400 By Gross Profit| Sales 29,500 54,500
(1:2) (59 : 109)
To Director’s Fee After - 4,000
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To Salaries (1 : 2) Time 4,000 8,000

To Office Expenses | Time 3,000 6,000

(1:2)

To Travelling Sales 983 1,817

Commission

(59: 109)

To Discount Sales 1,229 2,271

(59: 109)

To Bad Debts Sales 246 454

(59: 109)

To Auditor’s Fee Time 167 333

(1:2)

To Depreciation Time 400 800

(1:2)

To Debenture After 900

Interest

To Interest purchase | * 1,600 1,600

consideration to 31st

Aug.(1:1)

To Net Profit 16,675 25,925
29,500 54,500 29,500 54,500

Working Notes:

*Interest on purchase consideration :
Pre-incorporation from 1st Ian to 30th April = 4 months
After incorporated from 1 may to 31 st Aug. = 4 months

New Time Ratio =4:4

=1:1

2. Auditor’s fees have been divided into in time Ratio.
Ilustration 3.
A Public Limited Co. was formed to take over a running business with effect from 1st April, 1996.

The company was incorporated on 1st August, 1996 and the certificate of commencement of business was
received on 1st October, 1997. The following Profit and Loss A/c has been prepared for the year ended 31st March,
1997 :

1310, 1996 9 U dTe] AR HA IR & Th Aol -d foIHcS BRI B WA Bl T8 | HH B
TS 1 3T, 1996 1 Ueh @Te] RTUR 7 DR+ Bl JHAV—UF | 3FaR, 1996 Pl UT g1 | 31 A€, 1997 Pl
HATK B dTel 99 & oy 9 Sr—giie @ren dur s =
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Rs. Rs.
To Salaries (?IFFT) 24,000 | By Gross Profit (ddhel <¥) 1,60,000
To Printing & Stationery 2,400
(BUTS AR TR
To Travelling Expenses (13T YY) 8,400
To Advertisement (ﬁ?ﬂtﬂ) 8,000
To Miscellancous Trade Expenses 18,900
(fafqg muiRe =)
Tr:) rent (offic? buildings) 13,200
(ThXTIT, PTITTT HIT BdI)
To Electricity charges (f[95Tell &) 2,100
To Director’s Fees (Wﬂ—dﬁ Pl lﬁﬂ) 5,600
To Bad Debts (S8 20T) 1,600
To commission to Selling Agents 8,000
GCERRSEEIRCEING))
To Audit Fees (3[&eT0T 23) 3,000
To Debenture Interest (%Ullbli U Tol) 1,500
To Interrest paid to Vendors 2,100
(famamt @1 fear T <)
To Selling Expenses (fdsha &) 12,600
To Depreciation on fixed Assets 4,800
(R AR BT BT)
To Net Profit (J[& <1¥) 43,800
1,60,000 1,60,000

Relevant Information :(—

(a) Total sales for the year, which amounted to Rs. 9,60,000 arose evenly up to the date of the certificate of
commencement, whereafter they spurted to record an increase of two-third during the rest of the year.

(b)  Rent of the Office Building was paid @ 1,000 per month up to September, 1996 and there after it was

inweared by Rs. 200 per month.

(c¢) Travelling expenses include Rs. 2,400 towards sales promotion.

(d)  Depreciation includes Rs. 300 for assets accquired in the post-incorporation period.

(e)  Purchase consideration was discharged by the company on 30th September, 1996 by issuing equity shares of

Rs. 10 each.

Prepare the Profit and Loss A/c in a columnar from, showing distinctly the allocation of profits between pre-
incorporation and post in-corporation periods, indicating the basis of allocation.

(@) YR Ay B FA [GH1 9,60,000 To o | fIshT H alg UR™ B 1 [ Tb Yeb T4 BIKT &1 AAT 3AD
T 9 & A T H gAH W afg g2 |



AT & Yd 9 UL BT A AT BN
PRATAT HI BT THRTAT FRAT=R, 1996 T 1,000 To AIRID AT, S LA 59 200 To AIRTS T &1 717 |
I T H 2,400 To Ay afg g & AfFford €|

B H 300 $o I FHRH WR B & AFfld & Sl FHFAA & 915 &1 de § @Al T8 2 |

P gRT T Heg BT A 30 R, 1996 BT 10 o dTel FHT A & FriFT gR1 fobam 121 |

(b)
(©)
(d)
(e)
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AT & Jd AR FHET S YA bl ¥ Bl dear] feWd §Y @GR Uy H ATH—8I+ Wl

g0 | §SdR Bl MR 91 Wiy |

Solution :

Calculation of Sales Ratio:

Pre incorporation (4 months) :

Post-incorporation (8 months)

April + May + June + July : August+ September + October + November + December + January + February + March
I1+1+1+1:
S EEEEERE
33 3 3 3 3

_4- 3[=3[=5[5[=5(=5[5(=5

=4 3

=4: or4:12

—1:3 thaial=mlimiali:m?

3 3 3 3 3 3 3
Calculation of Time Ratio :
4:8
or =1:2
PROFIT AND LOSS ACCOUNT
for the year ending 31st March, 1997
Particulars Basis of | Prior to After Particulars Basis of | Prior to After
Allocati |Incorporat | Incorporat Allocati | Incorporat (Incorporat
on ion ion on ion ion
Rs. Rs. Rs. Rs.
To Salaries (1 : 2) Time 8,000 16,000 By Gross Sales 40,000 1,20,000
Profit (1 :3)

To Printing and Time 800 1,600
Stationary (1 : 2)
To Travelling
Expenses
(excluding Sales
promotion
8400 — 2400 = 6000)
(1:2) Time 2,000 4,000
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To Sales Sales 6,00 1,800

Promotion Exp.

(1:3)

To Advertisement Sales 2,000 6,000

(1:3)

To Misc. Trade Time 6,300 12,600

Exp. (1:2)

To Rent (office Given 4,000 9,200

building)

To Electricity Time 700 1,400

Charges (1 :2)

To Director’s Fees After - 5,600

To Bad debts (1 : 3) [ Sales 400 1,200

To Commission to Sales 2,000 6,000

Selling Agents

(1:3)

To Audit Fee (1:2) [ Time 1,000 2,000

To Debenture After — 1,500

Interest

To Interest to New Time 1,400 700

Vendors (2: 1)

To Selling Exp. Sales 3,150 9,450

(1:3)

To Dep. On Fixed Time 1,500 3,000

Assets Rs. 4500

(1:2)

To Dep. on Fixed After 300

Assets (acquired

after incorporation)

To Net Profit 6150 37,650
40,000 1,20,000 40,000 1,20,000

Working Notes:

Calculation of New Time Ratio :

(for interest paid to Vendors)

Pre-incorporation = 4 months (April, May, June & July)

Post incorporation = 2 months (August, & September)

i.e., 4:2
or 2:1
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ASSIGNMENTS

1. FHMEE A Qd & A BT FER {69 geR Bl 87 9 aMi B {69 yhnT § AR S Hahdr 87
How are profits prior to incorporation ascertained? How are these profits dealt with?

2. WHEMAT ¥ Yd D ™ A 3MY R FHSK 27 U AT Bl RN BT gHR fhar Siran 87 b i
& I ST SUANT A1 SI1ar 27 I8 W1 qarsy 6 AHME 9 Yd @ 81 DI S oidl H {54
UHR Fagd fhgl e 87

What do you understand by ‘Profit Prior to Incorporation’? How is such profits ascertained and for what
purpose can it be used? State also how Loss prior to Incorporationis dealt within Company Accounts?

3. N D FHHET A Yd & oM A1 B 0R IR STl dfed wiea ool forRey |

Write short note on ‘Profit or Loss prior to Incorporation’ of Company with suitable examples.

4. (31) FFN & TR 9 Yd B o1 | 39 FIT FHI &7
(@) FN B FARTAT A YA oA AT B B 0T D B Sl 57
() U ™ A1 BT &1 HF B gDl H ol 5 yeR B S 2?

(a) What do you understand by Profit prior to incorporation of Company?

(b) How Profit or Loss priot to incorporation of company is calculated?
(c) How these profits or losses are entrered in the books of the company?

5. |AWEE & gd oMl HT F1 MR 87 VH Al B S B @l A aesmsd | O et den gt
B HHA Bel oAl GBI H AT b ydbR fhan S 27

What do you understand by profits prior to incorporation? Explain the procedere of ascertaining such profits.
How are such profits and losses dealt with in the books of the company?

QUESTIONS

1. Parkash Ltd. was incorporated on 30th June, 1998 to acquire the business of Ram Parkash as from Ist
January, 1998. The accounts for the year ended 31st December. 1998 desclosed the following information :

(a)  There was a gross profit of Rs. 3,60,000.
(b)  Sales for the year amounted to Rs. 7,00,000 were for the first six months.
(c)  The expenses debited to Profit & Loss Account included :

Directors fees Rs. 15000, Bad Debts Rs. 8,600, Advertising (Under a contract amounting to
Rs. 2,000 per month) Rs. 24,000, Salaries and General Expenses Rs. 64,000, Preliminary Expenses
written off Rs. 25,000, Donation to political party given by the company Rs. 5,000.

Prepare a statement showing the amount of the profit made before incorporation and state how it should be
dealt with in the accounts of the company.

30 5[, 1998 B Tdh HHN B FHHAT 1 SIaRI, 1998 A IH UHR & ATAT DI HA B & o1y
féparr wTar 31 feewaR, 1998 % 99 & w@rdi H 7+ LT uT g%
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Ans.

Note:

Ans.

Hint :

P ARG

@)  3,60,000 %0 DI Fhol o9 2T |
@ af @ & 20,00,000 To ofY, RTEH 7,00,000 To Ug B: A8 BT ¥ |
@) am— Ea A Sfie @t § affea §—

FATAD] B B 15,000 To; Sad VI 8,600 To; LTI & 24,000 To; (2,000 To AIRH &
IE & AR W) : I Ud AHR GG 64,000 Bo; AUTARET IRMAIH g 25,000 To; B!
ERT Ush [SIIdd gl Bl a1 111 &9 5,000 %o |

FHARAT W qd & A S DR B oY U fdaRo1 9918y dN aarsy b H¥-l & @i H 9 [
YHR fEGrar SR |

Time Ratio 1 : 1; Sales Ratio 7 : 13; Profit prior to incorporation Rs. 78,990; Profit after incorporation
Rs. 1,39,410.

Profit after incorporation can be distributes as dividend but profit prior to incorporation will be transferred to
Capital Reserve if there is no capital loss and goodwill to be written off.

ST B <X AT
(To Find Out Rate of Dividend)

A Limited company was incorporated on 1st June, 1998 to take over a business as going concern of as from
Ist January, 1998. An examination of the records disclosed the following facts:

(a)  Total turn over for the year was Rs. 1,25,000
(b)  The turn over between 1st January and 1st June, 1998 was Rs. 25,000
(c)  The gross profit for the year was Rs. 50,000

(d)  The total expenses for the year including Rs. 3,500 for director’s fees and Rs. 5,000 for Interest on
debentures were Rs. 38,500

(e)  The share capital of the company was Rs. 1,00,000

At what rate can the company pay divided for the year?

e AT SR arell HF U a1 Si9aR), 1998 9 U dTe] ¥l & w4 H o & oy 1 97,
1998 1 AHMferd g8 | oIl ®I g WR frfefad ded ude gy

(@) ad B HA 9T 1,25,000 To o |
@) 1S SR 1S, 1998 & &1 &1 faeh! 25,000 TUY off |
(

{)  dY B Adbel ™ 50,000 To AT |

) ¥ 1 [ T, FATAD BIF B 3,500 BYY TAT FTAAT BT TSl 5,000 ST Afed 38,500 T o7 |
@) A B Yol 1,00,000 TUY o |
Ty 1998 & fory ¥l b aR UR ATHIE 1 YA PR Febdll 87

Time Ratio 5 : 7 ; Sales Ratio 1 : 4; Loss prior to incorporation Rs. 2,500 Profit after incorporation
Rs. 14,000; Rate of Dividend 14%

It is assumed that expenses are equally distributed throughout the year.

M Ltd. was incorporated on 1st May, 1991 to purchase the business of Murari Brothers from 1st January,
1991 M. Ltd. obtained its certificate for commencement of business on 1st June, 1991. The accounts of the
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company were prepared for the first time up to 31 st December, 1991 the accounts disclosed the following
facts:

The turnover for the 12 months amounted to Rs. 3,20,000 out of wihich sales from 1st January to 31st
March amounted to Rs. 60,000 and that of from 1st April to 31 st December amounted to Rs. 2,60,000
including sales for the month of April amounting to Rs. 20,000. The Trading Account showed a gross profit
of Rs. 1,20,000, the details of the Profit and Loss Account are as follows :

T fafice &1 Fame 193, 1991 B1 RRI F16d BT FUR 1 SaR), 1991 9 I B & I 3
8371 | U fIfice &1 &ATUR YR™ 6 BT YATOT U3 1 5[, 1991 BT YTl 83T | B+ Bl 2 ggell
TR 31 faqwR, 1991 TP &1 911 71| H & ferg 9 freafeifad deg ydhe gu -

12 929 &1 91 3,20,000 To o DaH W 1 SHERI I 31 71 T B 9T 60,000 To MR 130 4 31
feamaR d& @Y 2,60,000 o Y STAH 31el |18 BT 20,000 To BT fAhT ¥ Ffaferd off | R W gRRT
1,20,000 $o ®T Fbel o TR fhar a1 | am—arfa & fawad fadavor 7941 9o B |

Rs. Rs.
Director’s fees 1,500 Rent, Rates etc. 4,000
Auditor’s fees 500 Bad Debts (Rs. 600 related to the period

prior to incorporation) 2,500
Salaries 15,000 Commission on Sales 4,000
Debenture Interest 6,000 Advertising 6,000
Dep. on Machinery 9,000 Traveller’s expenses 7,500
Preliminary expenses 2,500 Interest to Vendor’s from 1st Jan. to 30th 6,600

June at 5%

General expenses 3,000

Prepare a statement showing profit prior and subsequnt to incorporation
AT A Jd oM SHD 91 D ¥l B QW gU U fdaR0o—u dIR B |

Ans. Time Ratio 1: 2 Sales Ratio 1 : 3 ; Profit prior to incorporation Rs. 9,500 ; Profit after incorporation
Rs. 42,400

Hint : 1. Calculation of Sales Ratio
Pre-incorporation : January to March Rs. 60,000 — April Rs. 20,000 = Rs. 80,000

After incorporation : April to December Rs. 2,60,000 — Sale of April Rs. 20,000 = Rs. 2,40,000
Sales = 80,000 : 2,40,000

=1:3
2. Date of commencement of business will not be considered while calculating profit prior or after
incorporation.
3. It is assumed that audit fees is paid for the full year.
4. A company was incorporated on 1st May, 1998 to taken over a business from 1st January 1998. The

Trading and Profit & Loss account for the year ending 31 st December, 1998 showed the following
results :—
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1 SaR), 1998 | AR o7 1 A8, 1998 BT U ol H¥-1 &1 FAFTe gaTl | 31 faq=R, 1998 I
FATE g Y P AR oAl AH—a1+ @ FefaRad aRom fawrar on—

Rs. Rs.

To Opening Stock 78,000 | By Sales 2,80,000

To Purchases 1,82,000 By Closing Stock 1,14,000
To Gross Profit ¢/d 1,34,000

3,94,000 [ 3.94,000

To Rent, Rates and Insurance 3,600 By Gross Profit b/d 1,34,000
To Director’s fees 8,000
To Salaries 12,000
To Office Expenses 9,000
To Travelling commission 2,800
To Discount 3,500
To Bad Debts 700
To Auditor’s fees 500
To Depreciation 1,200
To Debenture Interest 2,900
To Interest on purchase consideration to 3,200

31 st August

To Net Profit 86,600

1,34,000 1,34,000

Ans.

It is ascertained that the sale for January and september are one and half times the average of those for the
year, while those for March and August are twice the average and those for February and May only half the
average but in October it was average sale.

Apportion the year’s Profit between pre-incorporation period and post-incorporation period.

I8 1A Bl & fb SaR) 3R Ryawr &1 fdep! 99 &1 a9 9 <8 1 off Siafd A oiR s
B fIep1 IId A GIFT IR WReR] 3R #g Bl 9l iAd I dhael Al off | URe] fR(ER H 3
fazpy ot |

Y S A DI AT I Yd AR FAMHST P 91 b Al H AT I |
Time Ratio 1 : 2 ; Sales Ratio 23 : 37

Profit before incorporation Rs. 38,457, Profit after incorporation Rs. 48,143

B. M. W. Ltd. was registered on April 1998 to buy the business of Messers Bhola Mineral Waters as on 1st
January 1998. The accounts ending 31st Dec. 1998 desclosed the net profit of Rs. 40,800 after having
charged the following amounts :—
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Ans.

Hint:

Salary Rs. 16,800 (There were 4 employees in the pre-incorporation
period and 8 in the post-incorporation period)

Wages Rs. 10,500 (There were 5 workers in the pre-incorporation period
and 10 in the post-incorporation period)

Sales Rs. 5,00,000 of which Rs. 1,00,000 related to the pre-incorporation
period

Director’s salary Rs. 2,000 p.m.
Rent of Building Rs. 600 p.m. for 12 months.
you are required to calculate profit for pre and post incorporation period.

Time Ratio 1 : 3; Sales Ratio 1 : 4; Pre-incorporation profit Rs. 12,960; Post-incorporation profit Rs. 27,840
Gross Profit Rs. 93,300.

1. It is assumed that wages are related to sales of goods.
2. Division of Salary :
Pre-incorporation : Post-incorporation
4 employee x 3 Months : 8 Employee x 9 months
or 12 : 72
or 1:6
3. Division of Wages
Pre-incorporation : Post-incorporation

5 workers x 3 months : 10 workers x 9 months

or 15 : 90
or 1:6
4. Director’s salary will be taken for 9 months.

9 <1 g AR/ b1 gl R
(To Find Out Missing Figures)

B Limited, incorporated on May 1, 1983, received the certificate to commercial business on May 31, 1983.
It has acquired a running business from M/s Gupta & Co. With effect from January 1, 1983, the purchase
consideration was Rs. 5,00,000 of which Rs. 1,00,000 was to be paid in cash and Rs. 4,00,000 in the form
of fully paid shares. The company also issued shares for Rs. 4,00,000 for cash. Machinery costing
Rs. 2,50,000 was then installed assets acquired from the Vendors were: machinery Rs.3,00,000; Stock
Rs. 60,000; Patents Rs. 40,000.

During the year 1983, the total sales were Rs. 18,00,000. The sales per month in the first half year were one
half of what they were in the latter half year. The net profit of the company after charging the following
expenses was Rs. 1,00,000
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Ans.

HEET RGBT
Depreciation Rs. 54,000; Audit Fees Rs. 7,500; Directors’ Fees Rs. 25, 000; Preliminary Expenses Rs. 6,000;
Office Expenses Rs. 39,000; Selling Expenses Rs. 36,000; Interest to Vendors up to May 31, 1983 Rs. 2,500.

Ascertain the pre-incorporation and after-incorporation amount of profit; and prepare the Balance Sheet of
the company as on 31st December, 1983, Closing Stock was valued at Rs. 70,000.

@ fafics =1 [ e F9e 1 95 1983 ®1 82T, 1 95 1983 &1 AR YR &R HI TH9T 0F UTd
fopa |

S99 S I UUS BRI Y Al IaAr 1 T 1983 BT I far o1 | 3 Jed 5,00,000 o A1
S A 1,00,000 o Tha AU TAT 4,00,000 To Yoiat 372l & HU H AT 7Y | S 7 4,00,000 To &
arer 1 i fy | R 2,50,000 Bo @1 AWK 1 oimg 718 | fasvan & ura wwRrn fi—wei=s
3,00,000 Fo FId 60,000 Bo, YSTE 40,00,000 Fo |

Ty 1983 & SR Fol 9Bl 18,00,000 To B oY | YA 8 9 H ufdy A8 &1 97 fgeia o ay ufa
A18 3l &1 el off | H B gg o FEfaRad =™ B geM @ 91| 1,00,000 To o |

B 54,000 o; 3HEU BT 7,500 To; FATADI Pl B 25,000 To; URMRIH T 6,000 To; BT
I 39,000 To; fash! =T 36,000 To; 31 TS 1983 dd fashalsii &1 &l 2,500 %o |

@ fIfAcs & FAMET & Yd Td UL & o9 Bl 01 HIFTY Tl 31 fGH=R, 1983 &1 fIear 918 |
ifvam IBfan 70,000 Bo Hedrifed faar 12 |

Time Ratio 1 : 2; Sales Ratio 2 : 7; G.P. Rs. 2,70,000 Purchase Rs. 15,40,000, Goodwill Rs. 1,00,000; Cash
Balance Rs. 1,94,000; Total of B/S Rs. 8,83,500.

T AT HFI fIACS BT 1 Sasl, 1990 T & gy b1 ATUIRS Wl T WAaR AH—ST+ Sl
g1SY o AT A gd R U @ A fQWrsy, I8 Ard 8¢ fb 99 R 4 99 WU 9 Bl
oY | 31 fd¥R, 1990 &1 3Mfd& fRrcer a8y |

ST B! BT FHAHAT 1 AU, 1990 BT HEY T DI 2T AR 1 e, 1990 A g DR &g 8T |
Y DI AN B FIAR 1 STaR], 1990 A S W 31U o9 B g8 o gl S fAfAcs & & a1
B | %3 &I 35,00,000 To o7 | ALY A-F =1 SHHT AT 91T 1 Jes, 1990 BT 10% U ¥ &1 &R 4
TSl Aled Adha U BT | ST e BT Y 37T 91 100 Fo dTel 17,500 Yolasd FHdT 3720 & 3fac
g1 fear |

31 fe=aw=R, 1990 BT BT 24,00,000 Fo AT | LT FUT 5,000 Fo & o RTAH H 2,500 Fo I TAGRI
I FERIT O ST SR B fRT | 31 AR | 25,000 To I wfery Fvred Afefa a9 8 | 9ad
TR AR TR 3R A8l R B Bl © | YRS @ Yoic: AufeiRad fby S & | 31 faawar 1990
BT TS IR B fIfics @) qrae! § @rar & feferiad 9 o

Rs. Rs.

Share Capital (321 Joil) Furniture at Cost (F=iTeR IR 1T 75,000

100 %o dTel 27,500 FHAT 37 UG Vehicles at Cost (9787 IR T 1,75,000

(fasban & a7l wfea)

1-1-90 BI 27,50,000 | Opening Stock 1.1.90 &I (IRfA™® &feam) | 21,00,000

Preliminary Expenses (UTR e @l?f) 40,000 [ Sundry Creditors (ﬁﬁﬁl KR ) 4,12,500

Bank Overdraft (§35 ) 33551) 9,15,00 | Fixed Deposit (AT ST EIT&I) 1,75,000



AT & Yd 9 UL BT A AT BN

Book Debts (J¥I I 300

Cash in Hand (8¥%%] ﬁﬁf@’)

Salary and Wages (élFF[ g ‘:IGQTKS )

Freehold Land at Cost (Eﬁ Bles
A <)

Building at Cost (Hd- <TfTd UN)

Goodwill (TATf)

4,75,000
6,00,000
2,40,000

2,50,000

6,50,000

15,500

Rent received (ﬁv_ﬂ?ﬂ 1))

Taxes (dX)

Repairs of Building (Ha= &1 A=)
Directors Fees (Wﬂ—c}ﬁ P tﬁﬂ)

Interest to Vendors (ﬁ?ﬁ?ﬂ P To)

Purchases (sh¥)
Sales (faspar)

193
65,000

35,000
15,000

12,000

1,75,000
38,50,000

45,00,000

Ans. Time Ratio 1 : 3; Sales Ratio 1 : 3; Gross Profit Rs. 9,50,000; Pre-incorporation Profit Rs. 63,750; Post-

incorporation.

O
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31EYTT-6

HEAl & Sif<E @«
(Final Accounts of Companies)

HH] B JATH W Sleb I FHR TAR BId & | 97 YR U BH AT YTl AN & Yeh ¥ & &Il
IR BRA AHI AEH & RIGIi & A1F B! ARRH F <1 15 qawensti b1 Al uTel= HRA1 ATaID &
Y & 3 H 3A~TH WK I U HHN & forg ffard & | eI AT Pl aRT 210 B IFAR HHH
& HATAD] DI GfTay AR AT eh FHT H ATH—BT Wl q2A1 FHSST UG DR AP & [o77e A1 FATeTah|
@ T berd o Rure @ &l B =Ry |

ST SAATH BT gRT 211 H & IS LA VI ITAR & Ar—sI @i iR Rerfal faaror qar g =iy |
A VIS Ugel 91T H fes &1 Urey f&an 11 & o1 g8 91T § v—8I @i H faxars S arell Aal
1 I fam T B |

S AfAFH H & g SR VIS AR Udd HFIA DI Ul feal (Balance Sheet) 3R bR AIr—eif
QT (Profit-Loss Account) 99T =T8T UR IO HR H JfALT & 8 Ul oAH—8I Tl g 918 H IS o
3R P |

P BT A9 B QT

(Profit & Loss Account of a Company)

AEIR® WU H AT9—I+ Wl T oA H 31fSid AT T b TR 1 Bl A & H1—12f 3R Dl
f We A & foIg 7 rn S 2| g Agmi g’ arv—ai® @ & gk 9 geR | @ 18 3 —ed
T, I & SR, “IErafd § I 1 Ha, Y Ao oA I AR Pl e B dTell oI Ulcrda
SIPEECRUICECIN IS

According to Robert N. Anthony “The accounting report that summarizes the revenue items, the expense items and
the difference between them for an accounting period is called the income statements.”

B[S Ud e & AR, “AM—al faavor f& Fived s@fd & forg uRarem famsii & aRom g
WIHE 4 A1 W | 89 arel aRadsi &1 i w9 9dard ¢ |

According to Howard and Upton, “The profit and Loss statement is a summary of changes in the owners claim or
equity resulting from opening over a given period.

HH H ARG @l (Trading Account) R ™ B e (Profit and Loss Account) 3Tl —3TcT¥ 11
Ifrard 8T B | 31T ATIRS WAl 3Tl I 7 g9 ATH—aI Bl 81 I 91§ favad &= far Srar 81 39
RN H A Ugel 1T § IR §AY H AM—a1+ FRIfd dor draR 9 4 e awfd 9 dl SRl § | I8
@ BT MYH ARG UG a9 8 WMl (trading and P/L A/c) T 816 dad ‘ATH—gI @TaT & 8ral € |
A AT B gRT 210(2) B FTAR FHAI & IJD AH—8I W H T’ Gd Fg qREl 7al DI
I W & I (@R S =112y | R AH—21 1] AA1d 99 & | I 814 BT el 3R
Sfa o (true and fair view) U frar <1 9@ |

&1 Ul & 3l B IS AT DR & [l AH—2I @il H Rl 99 iR 7T a9 & 3fep o Sred ¢ |
S B AM—BIN WA B e ey 71 8—
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UYT™Y (Proforma)
Profit and Loss Account
for the year ending on............
Figures |Expenditure Figures | Figures | Income Figures
for the for the | for the for the
previous current |previous previous
year year year year
Rs. Rs. Rs. Rs.
To Opning Stock : By Sales:

1. Raw Materials

2. Work in progress

3. Finished goods

To Purchases

Less : Purchase returns

To Manufacturing expenses:

1. Wages

2. Power and Fuel

3. Repairs of Machinery

4. Royalty

5. Excise duty

6. Store and spare parts Consumed
7. Freight

8. Carriage/carriage inward

9. Custom duty

10. Other direct expenses

To Gross profit(if any) c/d

To Gross loss (if any) b/d

To Exployee’s

Remuneration :

1. Salaries and Bonus etc.

2. Contribution to Provident Fund,
Pension Fund and Gratuity Fund
3. Welfare Expenses

To selling and Distribution
Expenses:

1. Commission Paid to sole selling
agents

2. Commission paid to others

3. Brokerage and Discount
allowed

Less : Sales returns

Less : Trade discounts

By gross income trom
services

By closing stock:

1. Raw material

2. work in progress

3. finished goods

By Gross loss (if any) c/d

By Gross Profit (if any) b/d

By Income from investment:
1. Income from Trade
Investment

2. Income from other Investment

3. Dividends from

Subsidiary Companies

by Interest received by Profit on
sale of Investment

By Miscellaneous receipts,
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Figures | Expenditure Figures | Figures | Income Figures
for the for the | for the for the
previous current | previous previous
year year year year

4: Advertising Godown Such as :

Rent etc.

To Office Expenses:

1. Rents, Rates and taxes

2. Printing and Sationery

3. Postage and Telegram

4. Repairs

5. Insurance

6. Political donations

7. Miscellaneous Expenses
To Interest:

1. Interest on Debentures and long
term loans.

2. Other interest.

To Loss on sale of Assets

1. Fixed Assets

2. Investments

To Provision for specific
liabilities :

1. Bad and Doubtful debts

2. Depriciation

3. Taxation

To Managerial Remuneration
1. Commission to Secretaries
2. Commission to Manager
To Director’s Fees

To Auditor’s Fees

To Net Profit (if any) C/d

1. transfer Fee:

2. rent received

3. Dividend Received
By Net Loos (if any) c/d

H-BIA AHTS @
(Profit and Loss Appropriation A/c)

A—EIN WIAT T & 918 HFIA & g o™ DI YT ¥ Sl & Sil [ HH DI eRAT (Shareholders)
H AW & ®Y § dieA] IRT qifd SR HF & W BN § | IR HHME & I (Articles)
ERT TATAD] B I8 ARBR < 1 11 2 | {6 T o 1 3Mfdfep qare &l Yag a1 & forg ol & U
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a9y 9TT BT HHI H B G Fhd & | A B Tb WFT B HFA1 H 9 B oI S8 A= 9 (Reserves
H ERAaRd B &z e 8 | R 9w et § | e & fAaRer fean S |aawdn € | Al d v ueR 7
3R AT die @Y Ufshan & ol &1 e (Appropriation of Profits) ®gal STl HESIESAe lec‘f g
fou o wwafl 4 Aw—s1 @[l (P & L Al) 9 & 916 AM—81 AHRITSE @l (Profit and Loss
Appropriation Account) ST SITCT 2 | e ursy 91 7|

Profit and Loss Appropriation Account for

the year ending .............

To Last year’s loss b/d (if any) By Last year’s Profit
To Current year’s loss b/d (if any) B/d (if any)

To Transfer to Reserve: By Current year’s profit
1. Transfer to General b/d (if ant)

Reserve By Adjustments relating
2. Transfer to Dividend to past years, such
Expuilisation reserve as saving in provision
3. Transfer to Debunture for Taxation in
Redemption Fund previous years

To Adjustments relating to By Balance of loss

Past years, such as, (if any) carried to
arrears of Dividend on Balance Sheet

equity shares

To proposed Dividend on

equity share :

To Balance of Profit (if any)

Carried to Balance Sheet

BALANCE SHEET

aS On X Y YT Y Y YYYYYYYY YY)

Figures |Liabilities Figures | Figures | Assets Figures
for the for the | for the for the
previous Current | previous current
year year year year
(1) Share Capital: (1) Fixed Assets:
Authorised 1. Goodwill
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Issued
....shares of Rs.....Each
Subscribed

...... shares of Rs.
...... called up

Less : Call in arrears

Add : Forfeited shares A/c

Add : Calls in Advance A/c

(2) Reserves & Surplus:

1. Capital Reserve

2. Capital Redemption
Reserve

3. Shares Premium A/c

4. Other Reserves

Less : Debit balance of P&L

Appropriation A/c (if any)

5. Surplus i.e., Credit

Balance of P & L A/c (after

Proposed Dividend, Bonus or

reserves)

6. Proposed additions to

Reserves

7. Sinking Fund

(3) Secured Loans:

1. Debentures

2. Loans and Advances
from Banks

3. Loans and Advances
from Subsidiaries

4. Other Loans and Advances

5. Interest accrued and due
on secured loans

(4) Unsecured Loans:

1. Fixed Deposits

2. Loans and advances
from Subsidaries

3. Short-term Loans and
Advances

(A) From Banks

(B) from others

4. Other Loans and
Advances

2. Land

3. Building

4. Leaseholds

5. Railway sidings

6. Plant & Machinery

7. Furniture & Fittings

8. Development of
Property

9. Patents, Trade Marks &
Designs

10. Live Stocks

11. Vehicles etc.

(2) Investments :

1. Govt. or Trust
Securities

2. Shares, Debentures
Bonds (seperately)

3. Immovable Properties

(3) Current Assets, Loans &

Advances:

(A) Current Assets:

1. Interest accrued on
Investments

2. Stores & Spare Parts

3. Loose-tools

4. Stock-in-trade

5. Work-in-progress

6. Sundry Debtors:

(A) Debts outstanding for a

period exceeding 6 months

(B) Others debts

Less: Provision

7. (A) Cash Balance on hand

(B) Bank balance

(i) with scheduled Banks

(i1) with others

(8) Loans and Advances:

1. Advances & Loans to

subsidiaries

2. Bills of Exchange (BIR)

3. Advances recoverable in

P ARG
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(A) From Banks

(B) From Others

5. Interest accrued and due
on unsecured loans

(B) Current Liabilities &

Provisions:

(A) Current Liabilities:

1. Acceptances (B/P)

2. Sundry Creditors

3. Advance Payments and
Unexpired Discounts

4. Unclaimed Dividends

5. Interest accrued but not
due on loans

6. Other Liabilities

(B) Provisions:

1. Provision for Taxation

2. Proposed Dividends

3. Provision for
contingeneies

4. Provision for Provident
Fund

5. Provision for Insurance,
Pension and similar Staff
Benefit Schmes

6. Other Provisions (e.g.,
provision for repair)

(6) Contingent Liabilities (by

way of notes only):

1. Claims against the
company not acknowledged as
debts.

2. Uncalled liability on
party paid shares;

3. Arrears of fixed
cumulative dividends

4. Estimated amount of
contracts remaining to be
excuted on capital account and
not provided for.

5. Other money for which

company is contingently liable.

Cash or in kinds (e.g., Rates,
Taxes, Insurance, etc. Prepaid)
4. Balance with customs

Port Trusts, etc.
(4) Miscellaneous Expenditure:
1. Preliminary Expenses
2. Expenses, including
commission and Brokerage on
issue of shares and debentures.
3. Discount allowed on the
issue of shares and debentures.
4. Interest paid out of capital
during construction period.
5. Development
expenditures not adjusted.
6. Others
(5) Profit and loss A/c (Loss)
(Dr. Balance of P&L A/c) (This
is shown only when its debits
balance could not be written

out of other reserves)
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fRree ot fafi=1 w<l ot e

(Explanation of different Items of Balance Sheet)

1. 1T ver (Liabilities Side) :

1. 3791 Yoil (Share Capital)—3721 Yol & 3I=Id AfHa Yol (Authorised Capital); 92T FRIFT Yol (Issued
Capital) U il (Subscribed Capital); A §g Yol (Called up Capital) T &1 Yoil (Paid-up Capital); T
e =2y | Ife S#a= R qaif¥er o Frifia fee o 8 a1 S+ 5301 o 9 erem 9 farn =nfey |
3el WR IS PIg 3f&< Y (Call UG Arrears) & Al S5 A1 T8 Yoll § H HCTHR &< Yoll UTEl 61 A11RY |
ETI'C?\? srfaRed &=+ g1 afe BY 3197 ST R ford U 8 AT 3797 81 Wil (Forfeited Share Account) P 99
D1 Yol § Srsh Q@ =12y | $AH! THR A AR (Call & Advance) BT A1 g1 2 H fazamn =M=y |
2. 99 QEI 3NfIRT (Reserve and Surplus)—s9d e ¥ f=ferlRad E[\Gﬁ"'lﬁ i gerr srfaalRd ol § |
TR ol B e S B |

@) E_[\Gﬂ BER (Capital Reserve)

(ii) q\\_rﬁ M FeT (Capital Redemption Reserve)

(ii) 371 WA (Share Premium)

(iv) 39 9 (Other Reserves)

(v) JMERT (Surplus)

(vi) I ®US (Sinking Premium)

3.'\3?@?[ P (SecuredLoan)—ﬁT@ﬁ 0 98 Bl 8| O o9 & forw e 7 o foslt ey &t
gfergfal <1 21 | FoTas U GRS B © de1 Il I FHRRT IR Fdl U9R (Floating Charge) BIKT 8 | 7
I Exill MY & et faxarn ey | afe ERULE] (Debentures) YR &ITST 3a<d g o) (Interest Accured and
not due) & I FI—TA HI AR H Sreax @ Ay | fdh<] T O 36T 8 W) T 781 & (Interest
accrued and Due) B | S9 FO—U31 &I AR H e IR fe@m =12y | fhg S <<l o] 8@ R < 781 ©
(Interest accured but not due) 3 '\5?'@1?‘[ Ul & I A @ dR Bk IR (Current Liabilities) ¥ fegrn
=Y |

4.31'{1?@?[ 0T (Unsecured Loan)—@?j}“f@lﬁ U1 98 R0 Bl 8 | O o9 & T 7l 3 @ls ‘;ﬁ%ﬁﬁ% Gl
&1 81 | SRYRIET 0T &1 9T H qieT Sl 8—3fcddbleie 3R STHdlel | T Y a7 SR HH 7dfd & 0T Bl
JTIBICA 0T HEd & ol Uh 99 H 1fd & K01 B Sr" Bl &0 Had & | S Gl F0 Bl UdqH oD
fezgr ﬂ'l'%‘{’l gfa SWH FUT WR TS e Ug Y (Interest Accured and Due)%\' I A 3@ EILEY 3?1"5[
Sire #x fa@r =y |

5. 97] 1@ Td SMAeE (Current Liabilities and Provisions)—&#=1 JffafgH ® TR B GG
SRl U e W & 9RI—T H AT SRSl dl 9 —d1 9 Ufdh—92dh a1 a1fay | are] a1l
qAT AT Bl 171 UBR I qfighd BT AMeg—

(a) @] T (Current Liabilities)

(i) wdrepferan

(i) fafdyr oM eR

(iil) TS HHFTAT A vl

(iv) T3 U XBH
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V) RERIE: RS ERRCIE (Proposed additions to Reserves)

COEESRSIGIN

(vii) 3= &TRIca

(viii) ST 37T R < &I

(ix) <3 fauz

(b) SIRINE] (Provisions)

() PR & foru smAare=

T EESIERRSIGIN

(i) F¥T S & forw smare™

(v) ¥fasr f3fS & forw smare=

(v) ST U219 4T HHATRAT & oraref Aol & forv emare=

(vi) 3T gTaeqT

6. AP 1A (Contigent Liabilities)—FaT1e 313 & <1 81 € S foes @ fafy 9% < =181 8,
WR=] 9 9 H BM B I B 8 | S SEIH 1956 B AR W ql B ffres H

feuft & wu # yafRia o ¥ Seafll & fog srfvart B | ww1ma i@ @t Y faes @ S # wnfia
T BT S | 37 39 M P 3IR® @+ H B e e S 2

T ¥l &1 faavor 74 2

(i) N & [9%g a9 RN F90 gR1 T 0% WIeR &l &A1 1 2 | (Claims against the company not
acknowledged as debts.)

(ii)Gﬂ'CI'_:Wc Shl (Uncompleted contracts) @1 SHFITﬁ?I JfYr afe S9a forw a#rs‘ JTATSTA &l g1 T & |

(iii) TP bl 319l wR 5 AR T2 R (Uncalled liability on party paid shares)

(iv) T q\?lﬁﬁw 372N BT Ul auf BT ghTaT AT (Arrears of dividend on cumulative preference shares)
(v) W gAY ¢ el R i@ fSFel <o Ay @ a1 e @ Al 9 919 @1 81 (Liability on Bill

Discounted which are payable after the closing of Accounts.)

(vi) BT gIRT & T8 TR & J=ia <1 (Liability under guarantee given by the company.)
(vii) 3T BT I I forg Hret T 1fad <R &1 bl B | (Any other amount for which company might

be contingently liable.)

IL 99 (Assets Side)

1. R I9Al (Fixed Assets)—T4T R GHRRAT BT T T—ITT [SE@RIT SIIAT 8 | 39 IR awar
M IR DI Ud AT (Sechedule) T R IS & A1 el dl ST 8 | {1 FHRRT BT URM™S ArTd
R fwar g S ad # @ 2 afg B Sreax o 9¥ H gE HH Pl FcIaR I S 8 | 39 918 Y
D A B I § BN DI AR FCTHR @R Sl B |

2. faff=T1 (Investments)—fd IR BT A 9T H e B @RI ST © |
(a) X 3 Q’[%Tﬁ[ﬁl’?ﬁ H fafar (Investment in Govt. Securities)
(b) o= s=afaal & s, ku—u=i snfe # fafeam (Investment in shares and Debentures of different

companies)
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(c) = afrmT (Other Investments)

3. 4], il ko1 d1 3IfAH (Current Assets, Loans and Advances)—sﬂ?ﬁ g1 AT fHY 9T € Uh 9T o
Te], ARl AT §¥R AT H 0T oI AR (Advance) &1 TS /1T fordl ST € |

(A) 9T} wﬁm—%mﬁ Closing Stock, Debtors, Cashin Hand Cash in Hand, Cash at Bank g1 e ag IrE'&elltir ST
& | SR (Debtors) & &1 9T fHY S 8 | (i) ©: FEH AP GRM S7&R (ii) 31 S&R | TR H I 918
c7 8 kYT (Further Bad debts) gdd 20T P fore M (Privision for Bad debts) g TSRl WX e % forw
AT (Provision on discount on Debtors) AHT BT el wx e S g

4. fafag =@ (Miscellaneous EXpenditure)—s?TEI @ i bl forar Sirar g < oY sruferRad oy o 21
S—URAS I (Preliminary Exp.) I I OIS TR PHeldl (Discount on Issue of Share and Debentures)
3G |

B IAMATD AARIIGI
(Some Important Adjustments)

1. K0T U3 &1 AT (Interest on Debentures)—&¥I-1 §RT fifaa =eor o= R @ Tlg I W 99 P T
DI AU BB IAD! JoA1 dade H G T FROYF & AN F B! A1y | AT Tetue | & T |,
T R T ST | HH 81, Al BH DI AR BT 3f&< &Tol (Outstanding Interest) AT SIIAT & | 37&< &1l

P U R AI—8I W & Sfdc geT H 3R SERT <1icd ve1 § forar e 8 |

2. %0 93l & fAHE R werRl vd @d (Discount and Expenses on Issue of Debentures)—sé JHRY gt
¥ fafay =g (Misc,Expenditure)?ﬁﬁEB $ G @ ST B | IfE U9 § HEl o a1 399 | ERd MR
JmuferRad (Written-off) @Y T8 & 1 3raferRad &1 718 A BT U IR H—aI W1 § Sfde e § de SIaRT
fires & Jwfii vt § g8 FHK vd A e § g a) e o g

3. ‘Rifen v At w® = (Interest on Sinking Fund Investments)— ] & g & AR
S WY AT B’ H Srsax Q@ =12y, R B & AR 41 3T AH—8IM @ 3 dhiee ue 4
IR SART AWM FHARINH @ & Sfde uet 9 foran Smar 2 | S9a 915 fRIesT 991 999 39 &l 3l
<ifi@ ve | Rife ws, § Sire o= e a2

4. 6fe7er ST (Doubtful Debts)—FHH—a TARIGH # WfeTe F01 dadt a1 & forg A 2 8 | ora: o1«
TH U § T ®Y | SIS (Provision) g9 &I 1 B8l SV 0% Afawe 0T (Doubtful Debts) & oIy 1
JMATSTA (Provision) &1 g1 SITCT & |

5. URAIfAT T4 (Proposed Dividend)—Jg AE URI: STAMEINIA H & Sl € | 39 UH IR ATH—8I AATIO
QA & Sfdc ue H qoN SIaRT 1R Uet H =Te], &R (Current Liabilities) SUY® & 31l fQwmdm ST ¢ |

derdc | <t S |9 A9
(Some Items Given in Trial Balance)
=1 73 afe dare § @ E 2 @1 S% 39 USRS g—
AT (Income Tax) WM (Place) STel fe@rt SRFf

1. MDY (Income Tax) 1. Debit sides of Profit & Loss A/c
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2. 373 TRTTRY B (Share Transfer Fees)

3. YTl oMY (Dividend Received)

4. JETRAT BT ATHIY (Dividend to Shareholders)
5. IARHA AT (Interim Dividend)

6. e IY (Outstanding Expenses)

7. 3731 WITHIH (Share Premium)

8. T HTeT (Unclaimed Dividend)

9. 31MIH IreAY (Calls-in-Advance)

10. T‘YE?[ Y (Prepaid Expenses)

2. Credit side of Profit & Loss A/c
3. Credit side of P & L A/c

4. Debit side of P & L Appro.

5. Debit side of P & L Appro.

6. Liabilities

7. Liabilities

8. Liabilities

9. Liabilities

10. Assets
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11. 31~ I (Closing Stock) 11. Assets
12. B1 &1 ABH YT (Advance Payment of Taxes) | 12. Assets

13. 3&<T IraY (Calls-in-Arrears) 13. Deduct from Called up Capital on the liabilities side.

14. 3731 BT WrdT (Share Forfeiture A/c) 14. Add in Paid-up Capital on the Liabilities side.

15. Depreciation (give on the credit) 15. Debit side of P & L A/c

16. Dejeciation on the credit sids of Trial Balance 16. Deduct from the concerned asset on the Assets side.

Illustration 1

A Company had Rs. 20,53,638 profit on 31st March, 1999 after making provision for depreciation and taxation.
Rs. 1,15,643 profit was broughtforward from last year to this year. Following recommendations were made by the
directors of the company to appropriate this profit:

(1) To pay Rs. 80,000 as bonus to the employees of the company; (ii) To transfer Rs. 6,15,000 to General Reserve;
(iii) To declare dividend @ 5% on equity shares; (iv) To transfer Rs. 40,000 to staff gratuity fund; (v) To transfer
Rs. 40,000 to Development Rebate Reserve; (vi) To transfer Rs. 1,00,000 to Deferred Taxation Reserve, Company’s
capital consisted of 1,00,000 equit. shares of Rs. 10 each full paid. Transfer Rs. 50,000 from exempt profit reserve
account to profit and loss appropriation account on 31st March, 1999. For the year ending at 31 st March 1999. For
the year ending at 31st March 1999, Directors transferred Rs. 45,000 to dividend reserve and 30,000 to debenture
redemption fund account. Prepare Profit and Loss Appropriation Account.

Uh HFAT DI 31 71 1999 BT BRI T BRI IS BT FaRAT B & 918 20,53,638 %, BT 19 AT | 1,15,643 5.
o BT Y fUsel 99 I 59 ¥ R Y oY | HH & FATAd] H 39 Y & G & fore fAeforRad
RywiiRel &i—

(1) 80,000%. 99 & U § HF & HHATRAT BT AT, (ii) ATHRT FII H 6,15,000 5. SRR BIAT | (iii)
5% 1 &R A FHAT T YR AT BT BRAT; (iv) 40,000 %. HHATRAT & TSl PIY H SRR DI (V)
40,000 3. fa®TE B Tad H BRTIRG BRAT; (vi) 1,00,000 %. RAMT R Fad H SRITANT BRAT | ST DI
Bl Yol H 10, drel 1,00,000 FHT 3 & S b goliest o | JorT o9 Fag WIdl (Exempt Profit Reserve
Alc) 950,000 5. I IR & SL¥T H 31 A1, 1999 B ATH—81 o @ § g/aRd by Y |
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P ARG

FATAD] 1 31 AT, 1999 BT FHAIG BH aTel a¥ & 1Y 45,000 3. SR T H SRR B 3R 30,000 .
FOIYH TNGF DY H BRIIRG [PY ¢ | ST FaA1RA & MR IR A9—e1 Fres @rar 991y |

Solution :

PROFIT AND LOSS APPROPRATION ACCOUNT

Particulars Amount Particulars Amount
Rs. Rs.
To Bonus to Employes 80,000 By Balance b/d 1,15,643
To General Reserve 6,15,000 (profit of last year)
To Proposed Dividend 50,000 By Net Profit (as per current year’s 20,53,638
F.{),oo,oooX%l P/L Alc)
By transfer from Exempt

To Staff Gratuity Fund 40,000 Profit Reserve A/c 50,000
To Development Rebate Reserve 40,000
To Deferred Taxation Reserve 1,00,000
To Dividend Reserve 45,000
To Debenture Redemption fund 30,000
To Balance carried to
Balance sheet 12,19,281

22,19,281 22,19,281

Ilustration 2

After preparing Profit and Loss A/c for the year 1998, the following balance stood in the books of Rewari Steels Ltd.

as on 31 st Dec. 1998.

Call in arrear

Cash at bank

Motor Vehicles (Cost Rs. 16,00,000)

Furniture(Cost Rs. 20,000)

Investment

Sunday Debtors (of which Rs. 20,000 is

doubtful)

Rs.
20,000
12,20,000
12,00,000
12,000
9,00,000

2,60,000

36,12,000

Share Capital

Share Premium A/c

General Reserve

Bad Debts Reseve

Sunday Creditors

Profit & Loss A/c (including
Rs. 70,000 being the balance of
1997 P & L Alc)

Rs.
20,00,000
40,000
8,00,000
50,000
2,94,000
4,28,000

36,12,000

Following further informations are available :

(1) The authorised capital of the company is Rs. 25,00,000 in Rs. 100 each.

(2} The Director transfer Rs. 20,00,000 in the General Reserve and recommend a dividend of 10% on the paid up

capital for the year 1998.

From the above, prepare in proper form :
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(a) Profit and Loss Appropriation A/c for the year 1998.

(b) Companys Balance-Sheet as on 31st Dec., 1998.
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Y 1998 BT AW WA TIR B & SR foRgd oy Ragl View foafics @ gedai 4 31

feawR, 1998 @1 Ura gU—

SCINISAICE Y
g | ST
Arex M (AT 16,00,000 .)

BHTeR (ST 20,000 %)

faferamT

fafay T9eR

(20,000 %. &1 3TH A Al A 7 )

2.

20,000
12,20,000
12,00,000

12.000

9,00,000

60,000

36,12,000

37T gl

39T NI Qe

A qad

Afery o1 Ferg

fafdy FRR

BICESISRCIN

(SFH 99 1997 & TH—BIH BT WY
70,000 . TMHA ©)

.
20,00,000
40,000
8,00,000
50,000

2,94,000

4,28,000

36,12,000

frforRaa sifaRed Jari Suee 8—

1. BF @Y SIf¥ga goit 25,00,000%. & 1 1009, & 3791 H 2|
2. F=TAD] 71 20,00,000 B. AT BT H FRATING DR qAT a4 1998 & g Febal Yoil TR 10 GRS i

B AT DI B |

SWYa | 31U I Yreyd H Fforiad dar aR1—
(31) a9 1998 B FHH=l BT AT ferear |

@) 31 feF=R, 1998 BT HFIT BT MM forear |

Solution :

PROFIT AND LOSS APPROPRIATION A/C

To General Reserve
To proposed Dividend

To Balance carried to Balance Sheet

Rs.
2,00,000
1,98,000

30,000

4,28,000

By Balance b/d

(Profit of last year)

By Net Profit (Current year’s profit)
(Rs. 4,28,000—Rs. 70,000)

70,000

3,58,000

4,28,000
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BALANCE SHEET
Liabilities Amount Assets Amount
Rs. Rs.
(1) Share Capital: (1) Fixed Assets :
Authorised : Motor Vechicles 12,00,000
25,000 Shares of Rs. 100 each 25,000 Furniture 12,000
Issued Subs. and Paid up : (2) Investment:
20,000 shares of Rs. 100 each Rs. (3) Current Assets, Loans
20,00,000 and Advances:
Less Calls in Arrears 20.000 | 19,80,000 (A) Current Assets :
Cash at Bank 12,20,000
(2) Reserve & Surplus: 40,000 | Debtors 2,60,000
Share Premium Less Provision
General Reserve 8,00,000 for Bad debts 20.000 | 2,40,000
Add New Reserve 2.00.000 | 10,00,000
Bad debts Reserve 50,000
Less Doubtful 20.000 30,000
Profit & Loss A/c 30,000
(3) Secured Loans: —
(4) Unsecured Loans: —
(5) Current Liabilities & Provisions :
(A) Current Liabilities :
Creditors 2,94,000
(B) Provisions:
Proposed Dividend 1,98,000
35,72,000 35,72,000
Ilustration 3

Haryana Iron Ltd. was registered with an authorised capital of Rs. 3,00,000 in equity shares of Rs. 10 each. The
following is the list of balance extracted from its book on 31-12-1998.

Purchases

Wages

Manufacturing Expenses
Salaries

Bad Debts

Directors Fee
Debentures Interest Paid

Preliminary Expenses

Rs.
9,25,000
4,24,325

65,575
70,000
10,550
31,125
45,000
25,000

General Expenses

Stock on 1.1.98

Goodwill

Cash in Hand

Cash at Bank

Subscribed and Fully paid capital
Profit & Loss Account (Credit Bal.)
6% Debentures

Rs.
84,175
3,75,000
1,00,000
28,750
1,99,500
20,00,000
72,500
15,00,000
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Calls in Arrear

Plant and Machinery
Premises

Interim Dividend Paid

37,500
15,00,000
16,50,000

1,87,500

Sundry Creditors
Bill Payable
Sales

General Reserve

207
2,90,000
1,67,500

20,75,000
1,25,000

You are required to prepare Trading and Profit and Loss Account for the year ended 31 st December, 1999 and the
balance sheet as at date, after making the following adjustments :

(i) Depreciate Plant and Machinery by 10%

(i1) Provide half years interest on debentures.

(iii) Write off Rs 2,500 from preliminary, expenses.

(iv) Make the provision for bad and doubtful debts Rs. 4,250 on sundry debtors.
(v) Stock on 31st December, 1998 Rs. 4,55,000

BRATON 37T fAACS &1 USiIA 10% Bo drel 30,00,000 FHAT A &1 AfShd Yol I a1 | 31.12.1998 Bl
BHHT B Gl | frefeiRad 2 foy RI—

El

SR
fmfor =g 999

SN

[RENEAEI|

RUT=UA &Tof bl JITdT
IRMAS
SCINEICET

BRI NIB R

J=ARH I BT I
BeraR qerl e
HA AR

Rs.
9,25,000
4,24,325

65,575
70,000
10,550
31,125
45,000
25,000
37,500
15,00,000
16,50,000
1,87,500
35,000
4,36,000

MY Y
The 1.1.1998

=iy

BSINET

9% H Ade
EIREACEES |
AT @Al (hfee 2m)
6 gfcrerd sRo—u

Hel ATaR

CURER

IEEQ

IR SR

Rs.
84,1754
3,75,000

1,00,000
28,750
1,99,500
20,00,000
72,500
15,00,000
2,90,000
1,67,500
20,75,000

1,25,000

fFfoRad FHRITSHT @1 &I R 8 31st fadwR, 1999 1 GAIG 84 dTcl a¥ & forg AR A1 e9—af
QT den S fafy &1 enfefe fucer a9y |

1. 9= AT HRT Bl 10% I BRI BT |

2. T TR 6 A BT TSl sy |

3.2,500%. W YRS FT BT JTRGT HIFY |

4.31 =R, 1998 BT AHH BT Hod 4,55,000 %. o7 |
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Solution :

P ARG

Rs. Rs.
To Opening Stock 3,75,00 By Sales 20,75,000
To Purchases 9,25,000 By Closing Stock 4,55,000
To wages 4,24,325
To Manufacturing Expenses 65,575
To Gross Profit 7,40,100
25.30,000 [ 25,30,000
To Salaries 70,000 By Gross Profit 7,40,100
To General Expenses 84,175
To Directors’ Fee Rs. 31,125
To Interest on Debentures 45,000
Add : Outstanding Deb.
Int. for 6 Months 45,000 90,000
To Bad Debts 10,550
To Provision for Doubtful Debts 4,250
To Preliminary Expenses Written off 2,500
To Depreciation on plant and Machinery 1,50,000
To Net Profit 2,97,500
7,40,100 7,40,100
PROFIT AND LOSS APPROPRIATION ACCOUNT
For the year ending 31st December 1998
Rs. Rs.
To Dividend (Interim) 1,87,500 By Balance b/d
(Last year’s profit) 72,500
To Balance Carried to Balance Sheet 1,82,500 By Net Profit
(Current year’s profit) 2,97,500
3,70,000 3,70,000
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BALANCE SHEET OF HARYANA IRON LTD.
as on 31st December, 1998
Rs. Rs.
Share Capital: Fixed Assets :
Authorised : Goodwill 1,00,000
3,00,000 shares of Rs. 10 each 30,00,000 | Premises 16,50,000
Issued and Subscribed
2,00,000 Shares of Rs. 10 each 20,00,000 [ Plant & Machinery 15,00,000
Called up and Paid up Rs. Less : Depreciation 10% 1.50.000 13,50,000
2,00,000 shares of 10 each  20,00,000 Furniture and Fixtures : 35,000
Current Assets, Loans and Advances :
Less : Calls in Arrears : _37.500 | 19,62,500 | Stock-in-trade Rs. 4,55,000
Sundry debtors 4,36,000
Less : Provision for Doubtful
Reserves and Surplus: Debts _4.250 4,31,750
General Reserve 1,25,000 | Balance at Bank 1,99,500
Profit and Loss Account 1,82,500 | Cash in Hand 28,750
Secured Loans: Rs. Miscellaneous Exp. Rs.
6% Debentures 15,00,000 Preliminary Expenses Rs. 25,000
Add : Accrued Less : Written-off
Interest for 6 months _45.000 | 15,45,000 [ During the year _2.500 22,500
Current Liabilities and Provisions
(A) Current Liabilities
Bills Payable 1,67,500
Sundry Creditors 2,90,000
42,772,500 42,772,500

Illustration 4.

From the following trial balance of Rathi Steels Ltd. as at 31 st Dec, 1997, prepare Profit & Loss A/c relating to 1997
and the Balance sheet as at the end of the year :

ST Wied fafies @ 31 k=R, 1997, & /1 detue 4, a¥ 1997 &1 AM—8TH STl d 99 & 37 &l ol

TIR PITT |
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Rs. Rs.
Stock (1-1-1997) 60,000 | Sundry Creditors 45,000
Purchases 3,20,000 | Provision for Income-Tax 45,000
Wages 90,000 | P& L A/c 38,000
Electric Power 15,000 | General Reserve 1,00,000
Manufacturing Expenses 35,000 | Share Capital (fully paid) :
Carriage Outwards 20,000 | Equity 3,00,000
Carriage Inwards 10,000 | 6% Redeemable Preference Shares 2,00,000
Salaries 60,000 | 6% Debentures
(Secured on fixed assets) 2,00,000
Insurance 10,000 | Salaries and wages unpaid 25,000
Sundry debtors 90,000 | Sales 7,70,000
Bank Balance 6,000 | Interest Received on Gevernment
Securities (sinking fund) 2,00,000
Sinking Fund Investments (4% Sinking Fund 90,000
Govt. Securities of Rs, 1,00,000) 90,000
Debenture Interest 6,000
Land & Buildings 3,00,000
Plant & Machinery 4,50,000
Director’s Fees 10,000
Audit Fees 6,000
Income Tax Paid 41,000
Dividend Paid on Pref. Shares 6,000
Interim Dividend on Equity shares 30,000
Preliminary Expenses 20,000
Good will 1,40,000
18,15,000 | 18,15,000

To closing stock on 31st Dec., 1997 was 58,000. There was no further liability for income tax except for 1997 for
which a provision of Rs. 50,000 should be made. Depreciation is to be provided @ 2% on Land and Buildings and
@ 10% on Plant and Machinery. Write off Rs. 5,000 from Preliminary Expenses. The directors recommend that
Rs. 25,000 be transferred to General Reserve and that a final dividend of 10% on Equity Shares be paid Rs. 10,000
have to be added to the sinking Fund besides the interest earned.

31 fewR 1997 1 31f~d IBRAAT 58,000 To o7 | 3MHR & U 1997 & AfaRad iR PIg a1fca &1 o |
forae foTT 50,000 o BT AT T & | YA T HIT UR 2% B &R A AT Wlie AR TR W 10% B
SR ¥ TN HT UIGEE FRAT B | YRS T H | 5,000 Fo AufeiRad & & | FaTard! o srgHres fhar 2 f&
HERI G H 25,000 $o SRR T S AT AHAT AT W 10% ATH AT BT Y fBar Sy |
Rifd7 woe & Surfsia &arel & SifaRad 10,000 To ST E |

Solution :

Rs. Rs.
To Opening Stock 60,000 | By Sales 7,70,000
To Purchases 3,20,000 | By closing Stock 58,000
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To Wages 90,000
To Electric Power 15,000
To Manufacturing Expenses 35,000
To Carriage Inwards 10,000
To Gross Profit 2,98,000
8,28,000 8,28,000
To Carriage Out wards 20,000
To Salaries 60,000 | By Gross Profit 2,98,000
To Insurance 10,000
To Debenture Interest 6,000
Add : Outstanding Int. On
Debentures _6.000 12,000 | By Int. on Sinking Fund Investment
Rs.
To Director’s Fees 10,000 2,000
To Audit Fees 6,000 | Add : accrued Intt.
To Depreciation on: On. S. FL ~2.000 4,000
Rs.
Land & Buildings 2% 6,000
Plant & Mach. 10% 45.000 51,000
To Preliminary Expenses (Written-off) 5,000
To Taxation Provision 50,000
To Net Profit 78,000
3,02,000 3,02,000
PROFIT AND LOSS APROPRIATION ACCOUNT
For the year ending 31st December, 1997
To Transfer to General Reserve 25,000 | Balance b/d (Profit of last year) 38,000
To Transfer to Sinking Funds 14,000 | By Profit & Loos A/c 78,000
(Current year’s Profit)
To Dividend on Pref. shares Rs.
Paid 6,000 By Saving in Provision for Income
Add : Outstanding Divided _6.000 12,000 | Tax for last year
Rs.
To Dividend on Equity Shares Last year’s Provision 45,000
Interim Dividend Paid 30,000 | Less : Actual Tax Paid for last year
Proposed Dividend 10% 30,000 41.000 4,000
To Balance carried to Balance Sheet 9,000
1,20,000 1,20,000
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BALANCE SHEET

as on 31st December, 1997

P ARG

Liabilities Amount Assets Amount
(1) Share Capital (1) Fixed Assets :
Authorised : Goodwill 1,40,000
Preference Shares ...l Rs.
Equity Shares . Land and Building 3,00,000
Less : Dep.on L & B. 6.000 2,94,000
Issued Subs. and Paid up Rs.
6% Preference Share Capital 2,00,000 | Plant and Machinery 4.50,000
Equity Share Capital 3,00,000 | Less : Dep. on P & M. 45.000 4,05,000
(2) Reserve and Surplus (2) Investments :
Sinking Fund Rs. Sinking Fund Investment
Last year’s Balance 90,000 (4% Govt. Securities of Rs. 1,00,000) 90,000
Add : Additions during (3) Current Assets, Loans and Advances
Current year 14,000 1,04,000
General Reserve : (A) Current assets:
Last year’s Balance 1,00,000 Accrued Interest on sinking Fund
Add : Additions during Investment 2,000
Current year 25,000 1,25,000 | Closing Stock 58,000
Profit & Loss A/c (Cr.) 9,000 [ Sundry Debtors 90,000
(3) Secured Loan : Bank Balance 6,000
Rs. (B) Loans and Advances :
6% Debentures 2,00,000
Add : outstanding Interest
on Debentures _6.000 2,06,000 | (4) Misc. Expenditure :
(4) Unsecured Loans : Preliminary Expenses :
(5) Current Liabillties and Provisions : — Rs.
(A) current Liabilities Last year’s Balance 20,000
Salaries and Wages Unpaid 25,000 | Less : Written off during
Sundry Creditors 45,000 | Current year _5.000 15,000
(B) Provisions:
Provision for Income Tax 50,000
Provision for Dividend on Preference
Shares 6,000
Proposed Dividend on Equity Shares 30,000
6. Contingent Liabilities : —
11,00,000 11,00,000
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Working Notes:
1. Calculation of Outstanding Interest on Debentures :
Total Interest Payable on Debentures of Rs. 2,00,000 at 6% Rs.
ﬁO0,000X il. = 12,000
100 ’
Less : Debenture Interest Paid 6,000
Outstanding Debenture Interest 6,000

Calculation of Accrued Interest on Sinking Fund Investments:

Interest Receiable on the investment of Rs. 1,00,000 at 4% Rs.

= 4,000
Less : Interest on Investment received = 2,000
Interest accrued but not received = 2,000
Calculation of Profit on Provision for Income Tax: Rs.
Last year’s Provision for Income Tax 45,000
Less : Income Tax actually paid for last year 41,000
Calculation of amount transferred to Sinking F@O 000 4 Rs.
Interest carned During the year 100 = 4,000
Add = 10,000
Transfer to Sinking Fund = 14,000
Calculation of Outstanding on Preference Shares Rs.
Dividend on 6% Pref’. Share Capital of Rs. 2,00,000 = 12,000
Less : Dividend paid = 6,000
Outstanding dividend 6,000

HE T FEAT 37T W A ST fHar 2 | T 3Rl R A < & foy ugel qaifier ol &1
ATTRT ST SRS © | 37: A8 AT T B b Q@i 372l &1 ATTer (12,000 —6,000) = 6,000 THAT B |

ASSIGNMENTS

PIAMD ATHs ofd BT B SN & AR Ub B B o TAT I+ FHARISH @l 3R
fereer TuR BT |

Prepare P & L Appropriation Account and Balance Sheet of a company as per Companies Act taking
imaginary figures.

State briefly the requirement as to Profit and Loss Account in accordance with Part IT of Schedule II of the
compantes Act 1956 as amended upto date.
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EaeRINCICICE]
J=ARY AT RIT 87 I8 e gomett # faan S |apar 87 (Rohilkhand Univ., 1991)
What is Interim Dividend? Under what conditions it can be given?
FA & fes | 91 A9 59 gR yelRia &1 smod?
(a) 3T Yoil (b) TS SR (c) Wil FHfri |
How the following items will appear in the Balance Sheet of a Company?

(a) Share Capital (b) Contingent Liabilities (c) Fixed Assets.
=1 7 9 sl IR w dfera fewoh fafag—

Write short notes on any four of the following :

(i)  Interim Dividend (3T=TIR¥ T4

(i)  Final Dividend (3ff<T¥ <IT¥T2T)

(i) ~ Reserve & Surplus (2 T4 ATfea)

(iv)  Unclaimed Dividend (3TTfrel 72T

(V) Prererence Share Dividend (TTe] T Ta Wﬁ‘v{)

(vi)  Current Liabilities and Provisions (dTc], HIRSRE! GHT@IFFT)
1 3 3R W HIfTg—

()  ATI—8I Grdr 9 ATH—8I HHRIS Erd

(i) ) GERE U4 Ale] AR

(i) P goil va Febal Yol

Distinguish between the following :

) Profit & Loss A/c and Profit & Loss Appropriation A/c

(i1) Fixed Assets and Current Assets

(i)  Authorised Capital and Paid-up Capital

QUESTIONS

For the year ended December 31,1992, the profit of Karan Limited before charging depreciation on fixed
assets and managerial remuneration amounted to Rs. 3,00,000 Depreciation for the year amounted to
Rs. 60,000 and a Commision of 10% of the profits (before charging such commission) was payable to the
manager.

The paid up capital of the company consisted of Rs.10,00,000 divided into 5,000, 6% preference shares of
Rs. 100 each and 50,000 equity shares of 10 each. Interim dividend at Rs. 0.50 per share was paid during the
year. There was a credit balance of Rs. 35,000 in the Profit and Loss Account brought from the previous
year. The following appropriation were proposed by the board of directiors and subsequently passed at the
annual general meeting of the company :

(a) To pay the year’s dividend on preference shares.
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Ans.

(b) To pay a final dividend on equity shares at Rs. 0.50 per share to make a total dividend of Re. 1 per
share for the year.

(c) To provide for taxation @ 50% of the net profit.
(d) To transfer Rs. 25,000 to the general reserve.

(e) To carry forward the balance.

Show the Profit and Loss Appropriation Account.

Net Profit Rs. 1,08,000 P/L Appro. A/c Balance Rs. 38,000

31 faEmR 1992 &1 T B dTel a¥ H Hvl fafics 1 il F=fil iR 89 3R H9oR &1 HHITH
9 A gd 3,00,000 Bo T BIAT | B 60,000 %o & AT HIGR Pl ¥ BT 10% HHILA &A1 ST € |
BRI BT Fbdl Yoil 10,00,000 %o & | ST fb 100 Bo @Tel 5000, 6% YATEIBR 720 H A1 10 Bo dTel
50,000 AT 3720 ¥ fawad 2| a9 & SR FHAT 3N W 50 YA TRy 3797 I=<ARA AR Y e
T | T qY BT A 35,000 o HIST AN o, ST 4 qY 3R ART T-T | HFIAT Bl aTfiich ATLROT A
H ffoRaa e & folw gw=de U< g0—

(a) YAIE®R 3= WR ay &1 el & Sy |

(b)  |HAT 372N WR 50 U Ul 37er A\ e f3ar S /e av & oy el o 1 %o Uiy 3fer
8 WY |

(c) g ™ B 50% B A—FR & oIy FaRell HIN 2 |

(d) 25,000 Fo AHNY HIF H BRAART PR & |

(e) Y Bl M o ST B

A—gT faeE @ fexarsy |

Rakesh Limited carried forward balance of Rs. 20,50,000 in the Profit and Loss Account for the year ended
on 31 st March, 1996. During the year 1996-97, it made a profit of Rs. 52,40,000 before charging
depreciation and manager’s commission, Depreciation for the year 1996-97 amounted to Rs. 8,40,000 and a
commission of 5% on net profit before charging such commission was to be paid to the manager. It was
decided that following decisions be carried out:

(a) Transfer Rs. 12,50,000 to the General Reserve.

(b) Transfer Rs. 5,00,000 to the Dividend Equalisation Reserve.

(c) Pay the year’s dividend on Rs. 5,00,000 10% cumulative preference share capital.
(d) Pay 20% dividend on Rs. 60,00,000 equity share capital.

(e) Pay Rs. 1,00,000 dividend to non-cumulative preference shares.

63 Transfer Rs. 7,50,000 to Debenture Redemption Fund.

Prepare Profit and Loss Appropriation Account showing the above appropriations.

e fofics @1 31 A, 1996 &1 G&IdI § 20,50,000 o & oM Y & Sl $9 9 AN @AY Y |
1996-97 a4 & SR B 7 B AR HAGR B HHE o A Yd 52,00,000 To oA 3foid b |
1996-97 99 &I B 8,40,000 To & TAT HIOR Pl YgF o™ (I8 HHITH &1 I Yd) BT 5% HHITH A1
ST & | 991 IRamal &1 otdifoed dxe &1 e fasan

@)  12,50,000 $o AFI FaF H STAT 2 |
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(@) 5,00,000 o AT HAHIGIY] Fod H SR fby 9 2 |
@M SN ® 5,00,000 Bo & FIA YABRI 372 IR 10% omwrer f&am Sy |
(@)  60,00,000 Fo BT FHAT 37 Yol IR 20% ATHIel &A1 Y |
€) orFTl gaifreY 3l R 1,00,000 o ATHIY & AT WM |
@) 75,00,000 Fo FUITH WM BIY H SATIRT By ST |
SR RISl BT PRI SR gy dM—a1 PRI @rdm 9918y |
Ans. Net profit Rs. 41,80,000 Balance of P/L. Appropriation A/c Rs. 23,80,000
3. An unexperienced accountant has prepared the Balance Sheet of Y Limited as at 31st March, 1995 as follows.

Redraft the Balance Sheet in the form prescribed by the Indian Companies Act 1956 :

BALANCE SHEET OF Y Limited
as on 31st March, 1995

Liabilities Rs. Assets Rs.
Trade Creditors 80,900 | Stock in Hand 3,84,780
Advances from Customers 42,260 | Cashin Hand and at Bank 23,540
Share Capital 8,00,000 | Investments 20,000
Profit and Loss A/c 45,630 | Fixed Assets : Rs.
Provision for Taxation 95,000 | Freebold Premises 1,50,000
Proposed Dividend 59,000 | Plant and Machinery 4.40.000 5,90,000
Loan to managing director 5,000 Rs.
General Reserve 75,000 | Debtors 2,15,450
Development Rebate Reserve 30,000 | Less : Provision for Bad Debts 9,300 2,06,150
Provision for contingencies 23,000 | Bills Payable 5,000
Share Premium A/c 22,000 | Amount due from agent 51,320
Shares Forfeited A/c 3,000

12,80,790 12,80,790

Ans. Total of Balance Sheet Rs. 12,80,790

4. Damrumal Coal Company Ltd. is a company with an authorised capital of Rs. 5,00,000 dividend into 5,000
equity shares of Rs. 100 each on December 31st 1993. 2,500 shares were fully called up. The following are

the balances extracted from the leader of the company ason December 31, 1993

Stock
Sales 4,
Purchases 3,

Wages (productive)
Discount allowed

Discount received

Rs.
50,000
25,000
00,000
70,000

4,200
3,150

Printing and Stationary
Adpvertising Expenses
Debtors

Creditors

Plant and Machinery

Furniture

Rs.
2,400
14,300
38,700
35,200
80,500
17,100
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Insurance upto 31.3.1994 6,720 | Cash at Bank 1,34,700
Salaries 18,500 | General Reserve 25,000
Rent 6,000 | Loan from Banaging Director 15,700
General Expenses 8,950 | Bad Debts 3,200
Profit and Loss Account (Cr. Balance) 6,220 | Calls in arrears 5,000

You are required to prepare Trading and Profit and Loss Account for the year ended December 31 st 1993

and the Balance Sheet (in proper form) as on that date the Company. The following further information is

given:

@) Closing Stock, Rs. 91,500;

(i) Depreciation to be charged on Plant & Machinery and furniture at 15 percent and 10 percent
respectively;

(iii) Outstanding Liabilities: Wges, Rs. 5,200; Salaries, Rs. 1,200 and Rent Rs. 600.

SHBHA DI BT forfAcs foa! 1fdgd goll 31 &R, 1993 &1 5,00,000 %o BT 100 Fo dTel 5,000
FHT 3R H FET B | $EH 2,500 372 TR ITeHT B g B | 31 AR, 1993 ®1 A B dTel a9 H @il

H frifd 99 U g ¢

Jo 5o
ESICD 50,000 | BUTS T I 2,400
EEl 425,000 | fasmu= =g 14,300
Gl 3,00,000 | TR 38,700
HOTGR 70,000 | TFER 35,200
geal fea 4,200 | 9I= 9 I= 80,500
gcer fiyen 3,150 | ®HER 17,100
31 979, 1994 dF 11 MW 6,720 | Jdme 9F H 1,34,700
I 18,500 | SATAT=T g 25,000
fa=Ta 6,000 | Jg=1 FATAD B Fol 15,700
A g 9,950 | Sad Ful 3,200
FTH—ET ETar (ST) 6,220 | TS oY 5,000

JMUDT 31 fEARR, 1993 B AT BH el 9 & oy ATv—aI+ @il 9 Ifa gred # RIeas1 999 & |
39 fafy &1 e 3 oY SuaTe € ¢

1. Jff~TH W= 91,500 To
2. e Y : g OR BT 15 Ufaed BHeR R g 10 Ufaerd

3. 3G &Y : Huigd 5,200 To, Ia 1,200 Fo TAT fHIRT 600 To

Ans. Gross Profit Rs. 91,300; Net Profit 16,275; P/L Appro. Balance Rs. 22,495; Total of Balance Sheet Rs.
3,50,395.

5. The authorised capital of ABC Ltd. is Rs. 7,50,000 consisting of 3,000 6% cumulative preference shares of
Rs. 100 each. The following is the trial balance drawn up on 31 December 1987 :—

Todlodlo fefo @I AP Yoil 7,50,000 Fo & RTAH 3,000 6% H2dl q@i®rdR 100 To dTel A § AT
Y 100 o dTel AR 373 & | 31 feTw=R, 1987 B IHHBT dauc 9+ g—
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Paid-up Capital (&< 113?[)

3,000 6% Cumulative preference shares (6% R Wfﬁ'@ﬁl’%’ )
3,000 equity shares (Rs. 75 per share called up)

HHAT 3720 (75 Bo Tfcr 372 ITfIe)

Goodwill (e

5% First Mortgage debentures-secured on freehold properties
(5% UIH 98D TA-Thlalce ARRI IR GRIEwT)

Trade Debtors (EEITCI'Iﬁ?B éﬂ?‘l’%’)

Trade Creditors (EZITCITﬁ?F é{:la'l'\’)

Freehold Properties at cost (m@' FRRT AN )
Stocl (FEfRT) on 1st January, 1987 (1 STAT 1987 1)
General Reserve (ATHTY W)

Salaries (a_ch)

Profit and Loss Account Cr. (FIT“T—%T% @'IFIT—EP\?%E)
Provision for Taxation (¥ & forw GWG?)

Delivery Expenses (?j'gé"ﬁ YY)

Rent and Rated (ﬁﬂTCIT Td &)

General Expenses (ATHIFT )

Furniture at cost (tb_r[ﬁil'%r [SIRIGICEY)

Sales (ﬁ'&ﬁ)

Purchases (shd)

Bill Receivable (UTI ﬁ?*[)

Freight and Carriage (HTST T4 E:g?vl'l's£ )

Investment—600 shares of Rs. 100 each (a9 600 3721 100 To Eﬂﬁ)

Debenture interest half year June, 1987
(VIR BT TS Agdlbd 30 S 1987 Th)
Final Dividend for 1986 (311<TH <THIYT 1986 CL| <)

Perference dividend half-year to 30th June, 1987 (q@&I®HR TTHRI—31@ 9 30 S 1987 Th)

Balance at Bank (%?‘ia? H ?FGD
Cash in Hand (317 XThS)
Share forfeited Account (3731 3TIEIUT FTdT)

3,00,000
2,25,000

1,00,000

2,10,000
1,67,500
1,25,520
3,90,000
2,41,500
82,725
1,05,500
58,500
8,800
1,00,000
38,000
21,250
75,000
9,18,600
4,76,500
6,000
3,750
60,000

5,250
20,250
9,000
97,000
14,645
2,000

Adjustments :

(a) The value of stock on December 31st, 1989 was Rs. 2,15,000

(b) Depreciation on freehold properties is to be provided at % and on furniture 6%.
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(c) The direction propose to pay the second half-year’s dividend on preference shares and 10% dividend
on equity shares, and

(d) Shares were forfeited on non-payment of Rs. 35 per share. You are reuired to prepare final accounts
of the company.

ARSI —
@) 31 feH=R, 1987 B B & T 2,15,00 To o |

@) BN 8y WiEles AR Y qAT BATER R 6% |

@) FErd A wAfE Rl BT Y MY qY YR AT qAUT AR M W 10% ATHIY S &
ot o |

(8) T2l BT STUERYT 35 To UM 37 YA 7 HA 1 7017 fdHam M o |

A B AT @I 18T |

Ans. Gross Profit Rs. 4,11,850. Net Profit Rs. 1,22,350, Balance of P/L Appro. Rs. 1,20,100; Total of Balance
Sheet Rs. 11,10,895.

Hint : ST Faball Yol 3fIid 2,25,000 $o TR f&am e |
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EYT-7

1A BT edTdh
(Valuation of Goodwill)

I U U1 e & Sl fb TR & 91, Y94, Hifd Ud Awivoi=h BRI & YR TR Ybhe eidl 8 | 39 dd
D GRI AR FERY A F 3D oA IUIIT BR oIcll & | 980 I Al MM S I R Q' & Bl
A YINT B 2 | ARG BT ST B uRifE & wu § gR9ig fhar <irar 2

fd BT AT Vb Efee ¥ :
wfa @1 fafi=r gRemeTg
I U & BRI
T PI STIEROMY
I BT qATHA

@A & JTH IR g9 STe dlel dcd
@A BT QT

T & oRAThH =l 0T

T & JeATh HI TN

T & JATH DI Il

() oird o faf

(i) o™ fafe

(i) goirpxor fafe

(v) dafyer fafa

1. =fd &1 A= Rt &1 garers sreaas
12. It &) A= Al &1 smaremTeTs e
13.  fafdy fharcds Sarexl

¥ ® N AR Wb =

_
e

wfa & faf= gfRymeme

(Various Definitions of Goodwill)

1 & foIu &gl AT & b 91 quiF AT STRIE & offdeT gRHTeT <=1 Bfed & | fhk Y fafa= fagei g1
P! By BRI YRANT fbar a1 81 399 § Ho IRYUR 59 TSR &i—

1. uIfd 98 SMhyul Ifdd © S UT8d Bl oIl 8 |!

1. “The Attractive force which brings in custom.”
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2. T Faarg & 3w AW, Uil iR ARl | e arell o g P

3. I 98 9 § 91 R 0T Fadr B T UR™ g AT | 9P PRl B | 2

4. I I AMI Bl Hifgd AMY § S Y Ahel FIAR & WA I T W9 6 |

5. TN U FGEd B JdDhd ATH—&d BT Yoildpd oI ©

T TGUT & eIVl 3 1A B 59 WU 4 b I8 ATsd] Bl et Bl &, Td dP By Hecd 8] & oid
b & SHHT DI (AT T I 7 81 | Yo oAU & SRCDIU H AT S Hed & Sl FIARI Bl Ui,
R R W UG A A A I Bl & [ BRI Yoll bl AHI SUfed v o 31fdd a4
HHTT B I°

Y qHY | AT BT 37 Ueh ATqATRID SUshH D1 AHK el Tl bl & T Hod A 1T Sl 8 |7
3T T B DY AT I BEerd ® | @fa o faf= gReg & = 8| 3 9 feifea ue ©

1S HpIed & AR, “TIIMT BT G0 HRAT I8 A & olfh g YRHTY S g8 Do & I8 AR
& IS T, TR G APB BT A § T8 Th AThYh Al ¥ Sl UEhT B Al B | I8 U VR 9% B S
f QR S §U AMUR $T YoM IR U™ §U T AUR 4 i a3l 8| 98 980 4 dadl A fHaes a9 8
9 WY (AN FURT § 9 T & FUR F A= 8 8

Sl & AR, "ST9 U eafdd @il & oy g M3 <ar @ a1 g8 <Ifd gaforg <dr & b U1 &=+ 4 98
Sal D MY U PR AT & g8 a1 g U el HR el |

AIRA & AR, "B UF BH & A1 31l TS &l aH1 Jod B 1™

IR, AT & AR, "1 U ATGANIS IUhH I T 1 gehel oIl &l o & |10

WIGAR 3R YR & AR, "I & RSP A UT8h] DI AMbiid BRI & WIg H AT Pl 98 HH
2 B 19 d% b s9@1 990 Hea 7 81| $AfIY oRadTa & foly T1fa 98 d@ 8 Sl Faarg &1 U],

FEE AT 3 A A A Bl § AR o d HRY Iq9q™ § o g3 Y§ qd TRl &1 gfafe e
aTell gofl TR AR TG ol | o1fdres @ it fasam e g 1

S & IR, "SI TRy A1 Ja & Hod & I 91 & ol Ueh 3P ¥eq & Sl Frafrd] a1 qa<ard
& U Tl ¥ S TRl BIAT 8 S UIe WU W 3 S B © | SR & forg, @ S @l s

2. “The benefit of a good name, reputation and connection of a business.”

3. “The one thing which distinguishes an old-established business from a new business at its first start.”

4. “The monetary measurement of the benefits attaching to the ownership of a successful business.”

5. “The monetary capitalized value attaching to the differential profit capacity of a business.”—Lord Macnaugten in Commissioners of
Inland Revenue. —V. Muller.

6. “From the accountant’s point of view goodwill in the sense of attracting custom has little significance unless it has a saleable value. To
the accountant, therefore, goodwill may be said to be that element arising from the reputation, connection, or other advantages
possessed by a business which enables it to earn greater profit than the return normally to be expected on the capital represented by the
net tangible assets employed in the business.” —Spicer and Pegler

7. “Goodwill is the value of all favourable attributes relating to a business enterprise.” —Accountants Handbook by R Wixon.

8. “Goodwill is a thing very easy to describe, very difficult to define. It is the benefit and advantage of the good name, reputation and
connection of a business. It is the attractive force which brings in customers. It is the one thing which distinguishes an old established
business from a new business at its first start. Goodwill is composed of a variety of elements. It differs in its composition in different
trades and different business in the same trade.” —Lord Macnaughten

9. “Goodwill is the present value of a firm’s anticipated excess earnings.” —Morrisy

10. “Goodwill is the value of all favourable attributes relating to a business enterprise.” —R. Wison

11. From the accountant’s point of view goodwill in the sense of attracting customers has little significance unless it has a saleable value. To

the accountant, therefore, goodwill may be said to be that element arising from the reputation, connection or other advantages
possessed by a business which enables it to earn greater profit than the return normally to be expected on the capital represented by the
net tangible assets employed in the business.” —Spicer & Pegler
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gfersT & 1 59 792 ¥ b U8 | Ry R & SR I/ oM A Afdd A S1foid e A I 8
bl B |12

I YT D PRI

(Reason for arising Goodwill)

I SUTS & dgd ¥ BROT & 58 FHifbd 999 € | 3% MR UR MR 3794 IR &I M, I3 Td
HIfT UaT Rl B |

1. @UR & WA & SAMGRI Ud Feal FdeR dofl 3res] aAfddad |

2. UTEDI Pl FaAH oI dTel AT Bl AT Hod TR & |

3. UEDI & AT oo dl Bl FIgR HRAT AT S R $H TSR &1 BIY o1 & 9 3 AUR BT (41
B AR TS |

YIEdh] Bl ATARSD Ale & T H UIh SCHI0T A YOI A=Y Y& HRAT |

TR @ Rfa e B |

faoIy YR & <SHIG AT USUe BT B |

3ol HId, Sfed i Ud SAMER! Wi & AfdRed gavag @ fasmbdiell 4 9 w9 o1 81 =1ty o &b
U 30 fahal I M 2 |

SuYe aftid fdaror @ifd & FeiRe § AErIE: Gl SRl @ IR aRad H YdP gadd Ud el 3
TR ST 99 J9d A1 Ha 9 FEd [y geR @1 aRRfl R AR Bk 8 o—T@ acs
UHIUCUC I AT JRFd: =1 a1l oR R 20 (31) S I, BRI &1 Ad Ud IAD! 37ael | (@) 9
PR B &F B [RAR | (F) SHD! Yg A | (§) S -1 BRI R+ dlel SHATRAT DI T Td IFA] |
(@) S gRT fhd T Bl § IAD! AheAdl | (B) SHBT WG < |

I &l ALROMT
(Concepts of Goodwill)

wifad @1 fA=Tifhd 9 STaUROMT &9 <o Iy &

1. T 3M@URYT (Legal Concept)—fafi= =mamefieli =1 w@nfa &1 W= g9 d29 | @1 & & wEs
IR—IR FTAT B WA TR AR | 3817 1T DI UTed W1 I a1 AiAd fbar | s9d71 fIaR &
b wfa & forw g smavas =81 B f Iy § AH= oY | offdd oy 81 | 99 &) gt &
=TS o AfAH BT AT 71 81 WA A SIRAN | ARS TH. BTS & AR, “TSHIIHR B S201 H &1 Bl
faemear & yaTor & forg it Sutsi= wifed 817 siawasd T8l B 11

2. anffep @R (Economic Concept)—GTE’jETR%ﬁ 3‘@ & far 4 foRag guRkEal & ifaRed s
rferRaa =tk W &l € f9d SR a9y b1 AR M | 3MfSd 9 81 € I8 31fdd v
|l foaRad va aiforRaa xRl & AME® AR & Bdl © 31 el &Id Bl HTe Hl B
AT |

3. AWIH AR (Accounting Concept)—ﬁ@:ﬁﬁ H wfa o Elﬁ WwY T4 faR o1 78 T8l BiS!
D IEH =1 Ud o &l 2 | Al GARI DT do W 30D oI UK 81 AR JAGART H FIEROT A4
J AfSF o B I8 AT 3 oIGIh B afie | I /AT ST B |

NS vk

12. “Goodwill is a nebulous term for that part of the value of an asset or business arising from factor not directly associated with the assets
or business as such. For instance, goodwill may arise from the good reputation of the business or the fact that is making profits above
the average due to some particular advantage.” —Johnson

13. “In the case of monopoly excess earning power is not necessary evidence of the existence of goodwill”. —Norton M. Bredfond.
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TEMTAD] B I § 59 dF SN BT PIg (963 e 71 8 q9 ddb M B DS A8 el & ol
TS SR 1 U BRI U FlREd I R o) &1 Feeg f6a1 | S99 Afedia 2beR, araal wa
T @ BRI I &F H BB A1 BARI R IADI H Hl AR &3 H A1 iU 81 147 | 319 afS
g8 AR I gHM Bl IO AB Al I &M $T JoF AR 8 Herm| I8l R ghM ol =i
I ARG AT & BRYT B | T8 ARG IFAAT SAR BT SXATART el ] ST Tl | 37 S
®Is A I TE § W1 BT M S A @ oI 9 & O 9fds ¥ I YR & Iqqdri &
AR &9 & JfaRad ura Y S &) Fwran 2 |

1A BT Jedid (Valuation of Goodwill)—a@THH H T &1 A8 a¥l € Tafd &1fA &1 B oo
81| 919 U 1M & oy BHig 1 9 &1 9Ihl 2 AR 7 &l SRl § 9 b $9P] oIl 81 81 T81 qhall
g Hifd o@rpd H o a9l 8111 Safd HIg Aral 8 | AT BT Jed MgiRa 81 R & ga9e awd 4§
o By S e © |

T4 1 JTAR BT HI B GHI FERET B g B ARG FE IR AR &1 U=l g A1 59
31feres <11 I Ty BT Hed AT Sl B | R ¥ @ Suden § e ft urd 7 81 R o war as
I 3 & oY TR 81 91 399 I8 smy wren S daar 2 6 98 59 af¥ & s9fere <4 @ §
o wfdsy § IY AR A1 A 3D AT UG Bl DI AT & S o9 & FER T8 AT Bl oI
FRAT B | fashdl I8 IFAM ol § & SJawarg & 9= ¥ 9ISy § 7 9T B dTel o ¥ S faa
gfd Bl de Faar BT g9 | A arell R BT TAN Y Y F B A I T A B | 59
T DI & H IGHR I8 M B oI MEIRT BT 8 | Sl FIAR- DI Pog AR BT I S
PR D dla I A Nl & b 9y H I b SifiRed o ured B SR s o Sl
IfIRET Hoa IAA AT ST I8 & 98 H8l ddb SfAd ¢ | Al I8 Jwer 2 b i Jou =i & oy a8
39 999 < @1 & S9! ITARI S9 I SHD oy S AW A HH T Sl S AUR & HT B A
U<l BT 1 98 W1 1 AR Bl a7 S fy IR 81 S g |

@ifd & Joa P guIfdd HA a1l FRE (Factors affecting the value of Goodwill) =TT & e
DI AT BT dTcl BRI Bl eI B @ oY S FAITdhd g a9 H fawaa faam S e 2 -

(1) ARG HRE (Commercial factors);
(i1) AENh HRB (Industrial factors);
(iii) foriT oR® (Financial factors);

@1v) AP BRD (Public factors);

(v) NNIfdd dRG (Political factors);

ATUTR® BRPI B =g 7 dTdt fafi~ Su—sRe F=faRad 8 @ad g:—

1.

ECITCHﬁ?BEFREB(CommercialFactors)—WEﬁW@J’Iﬁfzﬁ?hé?ﬁfff?ﬂ?bﬁ%WW@TH\?
m | W Tfd B ST ST AT § | 598 Ud 3 B BRI WA Pl ATIRG T (Commercial
Goodwill) ¥ B&d 8 | SHDI YHIFAT B dTel (feTRId BRb 8 Ahd & i—

() IR B WAG—IC FTAT THITHR WG9 BT 7, 3NAAdT STH SNRGT HF &l &A1 6
T Afdd B |

(i) I B IY—IfQ FGARI YRMAT 8 1 T FGAI D1 el &ifa Afde 8 |
(i) WATED HT TE—I JIAI B U UED] BT 3T AJHA © 1 ST BT o AP BT |

(iv) SIS BT WA IS BT GG T & TAT 37D fhvd g1 W BT YA fhar ST <&
g a1 @I &1 o 31 BT |
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(v)

(vi)

(vii)

(viii)

(ix)

(x)

EaeRINCICICE]
AT P RAF—ANS IR BT W SUYHR © IAT AR e © Ol &M BT I AfD
&I |
IR gafade—afe Faarg 1 o ydfde B W €, 9 IR 8, 1 &I Bl Hod 98 SR |

T AMfe—IR IadrT & IT URIg Thvd, TS—HID IAdT 30T ATIIRG AH & ol &I Bl
T 31fF BRI |

fasmE st — P R=R Ao ar_ierd @R A1 I BT JoF IR Sl |ehdll o |

T Bt HRIAA—I(Q G Bl Ud B3 Akl gIR1 AT Sl 8 ol Iqa! &ifa Afdd
B |

SATSHEAAT— A FaA B ATITSTHETTT AfTH 2 A1 IAD! @I BT e W 31 g |

3enfiied PRSP (Industrial Factors)—TaqrT &1 W1 &1 Udh 31 3irelfid wanfd (Industrial Goodwill)
Bl Ahall B | 3T J9TAd BRe el forRad dReb 81 Adhd 28—

(1)

(ii)

(iit)

(iv)

FHAN FEU—I(Q TN H Yo 3R HHAIRA] & A& AR A= © Al & BT I 96
SR |
T S B FTH—AR Faarg | yfaget S el SRl 9 9 o foran @ a1 =fa @1 e
T S 3R IfQ & (Scrap) & STAN & fory e &) M9 &1 I8 & A ST &l g 98
ST |

IAE P Jbfoad ITN—AME IAE S B3 dbieud IUAN Fhel 3 & Ol WA Bl Jod 96
ST |

renfie mf—afe 391 4 sienfie Wi 8 a1 =l &1 qeg 98 S |

faxa ®RP (Financial Factors)—<Idd &1 W1 BT Udh 3 IERIRIREIIN (Financial Goodwill) H

bl & | $ADT Y9Ifdd He daret =forRad dR& 81 Iahd &—

(1)
(ii)

(i)

(iv)

A ARAST BT TE—ANS ARG AR BT W el & ol &AM Bl Jod 96 S |
fafers @1 TE—afe RANAS®! dor @uRe JFeRT &1 ¥9 3 © d &I $ 4o 96
ST |

AMEATIH Yoll—AME FTAT BT YR BRI & [olY HH Yoil =12y ol IU A H BT Sl
HHAT 2 | A FTARI B AT BT I 9¢ SR |

a1 R—YS] IR 6 RN @ad™ & o dd & df U Iadr &1 &1 b1 43
31feres I |

AdSIAP BRD (Public Factors)—&T( &1 Th 3T AMASI=EG 1A (Public Goodwill) BRI & | I8 39
Iid R R &=l ® 5 S 9§ 59 ey & forv ufdser &t 8 den Se ufd ST &1 5@ BT § |

IoTIfde BIRSP (Political Factors)—T(A BT T 3T IToi-lfdd 1A (Political Goodwill) 8 Fdhd! ® |
TP JUTAT B Il BRB JUfIRIT 81 bl &—

(1)

(ii)
(iit)

WM HH a1l A ARAA BRA dTel &l DI NI FIAI & AJhel © Al &AM BT o
G ST |

FT ufe—3afe g W A gfde § O @A B g AfSd 81 |
e wf—afe <91 § roerfie e & O = B oI 9 ST |
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(iv)
(v)

smara-fafa FifR—smaa—ia N & ad™ & e 89 R =1 ST Jed 98 S |

FR AMA—AQ 39 FTa™ R AR B arell $R =l A1 A g I&R s8F 1 &I 61 e
qg ST |

6. I &1 WHIEa (Nature of Goodwill)—TATR & WG & FF H 191 FoU Il & | A Y
Y & qedid- # UH 9gd I$1 A1 dd T8l Ugad &

(1)

(ii)

(iit)

facell @ Tawr@ ¥ = (Cat Goodwill)—fIcell &1 UG U IUH WR I8 &I Bl B | 98
3T Y& I SITE I 9acll Fal Bl & | 8 Ahdl 8 fb ITBI Afeid S B8R A Tl 9Y W
facell @8l ¥ & SR | 31T I8 HEl Sl Ahdl © b Aol &1 U9 Afdd @1 o 4 = 4
31fd BT 2 | /B FIAR B WG fdeell & w@Wa 31 B[l 7 i 9 AUR & w@IHdl &
I B A1 AT FH el Bl | T BT T I Y W, AR & "ifetdl | 8
T | 59 AT H A1 BIAT © o1 $9dT o AaY 31D BIAl & YU el VA ATAR Pl
B HRAT ATEdT & OTIH Fqd Y8d drell 1 81 @R o R Arferds 3iR Al & uRad= &t

DIS Y9G 1 TSl 1 | fdcell & Wd arell T1fa 59 SRCPIv HI T Bl o |

FA B WHIT B @R (Dog Goodwill)—F<l HT TG AT H 31 iR T | HF BI4T ¢ |
e fU Aol B & B oIy 3 S 1 1 qrol o a1 8 | STei—<igl Aiferd Sl § d8
I & 1Y AR © | IFHT W A9 | UF 71 811 2 | I8 Y WIAMa SIHaR S8l oIl 8
X PR H/B AR H i WA BT 8 fh o9 T U FMi¥ea Aifore 99 &1aR 4 I8 T4
qdh IHH TG e AR 59 Alfeld I IR DI BIS oI A WA W1 Alfeld & A1 Fell
SR S1ri] iy Aol & HI—1e el & Ui W Bl G & WG9Id arell ST el Sl
g 3R IS o 98 HH BT © |

e ® @U@ arelt T (Rat Goodwill)—F8 &1 WG BIAT & b g8 Bl WM WR 7 IEhR
SER—IER 1T el 2 | S UBR §B Ja9rl &l & Wil $u 3 Rer 781 &dl 2 &R
AI—AAT R W gRad 28Il I8dl 2 | SHIfelY 39 UBR &I S0 &1 $Is Hed Fa1 ardl |

7. Ifa a@red gr=h T (Accounting Characteristics of Goodwill)

(1)

(ii)

(iif)

(iv)

(v)

AYRY (Asset)—8RT U FHIRT @1 ARE AMT ST § AR $AD oY fhal 11 YA ol 98 2 |
X forg 3 =Ry ) AR foran ST & | e STEfIE, 1958 B JIg-g 6 TR forg 3 ey
TR arel W6 H ST YH I 8 | Rifd I8 IRad H SrHdbIele Wa4d & g |

B (Depreciation)—3T=1 R THRRI P 9ifd 39 TR 8N &1 Y= a1 fha1 ST g SffddaR
ST 9 3 goll FRRT A § oifd I8 $id qwafR T8 2 |

SaEaad (Fluctuation)—a{i H BHI 81 TR TA1G BT o RRAT § AT 9™ 811 UR DI
& 9edl 2 | 39 Sedadd o YaRl b1 @l 81 fbar S 8 |

A o (Development Cost)—HhY fad Tq AU fasUq gRT A1 39 UBR J TT B
T 9™ BT TIT BRA & | 39 YR & A1 B TG & A6 &Y ANTd JH=1 STl 8 | $49
2] I @I B AR H alg T8 B SR g IR DD DI Gfte I 9 AAT DT RINT I
I P TRE T ST B |

%a Y (Purchase Price)—ol@IhH I eRSED H gu—yfday s $I Y W B W S §
S B o ¥ IS W I e SR S AdhdT T |
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10.

11.

EaeRINCICICE]

(vi) 3Mger@d (Writing off)—I¥] 372 aIRI T8l ddh T#d BIdl & TIId Pl FHRi d 3R 31fdd

I d& & @A § a3 39 Ml H JuUfeRad wR <d | S BH AT HE ST B AR
uferfae &1 @R Uil 8 g8 36! T8I Al Sl & $9d] YgE RO FEforid &

AT 6 S 71 U AR BT 50,000%. H 3 5T | 39 Faarg &l fel AHRIEAT 60,000 T, DI 8 qAT
I S 20,000 %. & T | 1A 3AD! Y& FHURTIT 40.000 T, g, T Pl BT 50,000 %. 7 TS T T,
S W 7 6 10,000 %. &1 AR I B VH T &1 Y7 & [ dael | dal $I udel
wU H 6o W U T8l Bl g | 34l A R % forg LUGIEIRCIR] 2| (Goodwill is payment for
nothing) | 9 10,000 %. & & PI T BI A=A &l SR & | Tl I8 FHSIAT & & AN 37 Il /B
gui § I8 10,000 2. DI AR HHA & ARG | A TA B N SHGTY I8 FABI YA DRl ©
31 $81 BB 991 H 98 34 IR i ¥ fuferRad HRa B |

T @t R wifd o SuRAfd Wi &1 eidd 1 8191 (Presence of Goodwill in Asset not a sign of
Prosperity)—5/ &F & fg 7 wwRy @1 oiR @=fa &1 IR fordl g8 81 S9 AMEd HRA
AIROTTA] T8l F9AT STl 2, Fifd [Awelyor S Tl I8 §9eal § & IS 9 ¥ & v 3120
BId A1 S99 AT BT 3fUerad o foran il |

A9 99 & ®U | (In the shape of Silent Asset)—{ST9 aaTl H AR oY STfd oY BT B
gl ifa 49 w0 § farreEE Bd 2

@M @ 9 A (In the shape of Profit)— ST HFI-1 # MRV oY 81d & 398 IffaRad oy @
PI YT B © | I8 HEl Ifad T8l & [ Wi TRy & Wi R HHl & AfIRE a9’ PI ghe
BRAl 2 | T AfIRET o FHRT BT J—TbA © | 37 W &I & 98el AMTA™ WA’ §RT Udhe
B B |

JNIYRY] ¥ & w9 H (In the shape of extraordinary expenses)—U® T g & a1 faeee
IR & ¥l & AAMND Fe & o1y A= Mfe 0R U SRIYRY & {6y Wit 8 799 g
H, S UBR H FGAI B Al Bl gl H A S ffaRad o e @ amem gl § a1 g4
AR FAT B MM BT I HB Al gIRT AFN ST & STH HFIA] D] AT g1 Dl FRATIAT
el B |

ZJqHr ) Al (Sale of Business)—TA1A &1 IRKMAS Hod ATAR & sl TR & U< B 2 37a:
T8 HE1 3o 7 BN b @ & 3 Ta fashd G 1 ol & &I oI Bl aRAfdd ofjdl 8 iR
7= it @A & AT € T F9 AT oI UHT B © | oRATHH § AIQl BT 1 olkdl 81T 8 | 514
AIET & 7 B Al I BT U 1 81 ISl 8 | 39 W § [P AR § &I BT @ 59 g Al
fasa w2 B S B |

I & TS Bl MY

(Circumstances for Valuation of Goodwill)

feifera semall | wAIfa &1 Jeaie fdban S Hadr © -

(31) TP B B gEn |

(In the case of a Company)

(1) 519 1 HHTIT BT THIHI & | (2) T4 Y HH1 IR BH BT FIRIT B | (3) 59 372 BT AT
RNV B I A a1 ST IR wpg fqufor & g1 S &1 Jeu SuaTel = 8| (4) STd B« Usel
@i ®I UfeIRad wR & 2 3R 919 aM—a1fe @1 @ Sfde 9! &1 &1 &1 & forg @fa &1 iR |

ST ST _MaeAdH &1 | (5) H¥A! Y f4h TR | (6) T R =1 &= & foIv 791 & *1fdd 391
B TR | (7) I TR H 3 & HT R W |
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(@) T AR AR o 9 |

(In the case of Partnership Firm)

(1) GIEER & Y9 R | (2) WEER & 3faHIR Y80 IR R | (3) WERER B 79 W | (4) WEER & o™
U H URadd BM WR| (5) WERRI Iad™ &1 AW W (6) ARER B HFE § gRakid @& W |
(7) TSGR ARARAT & YDHIDHRIT K |

(|) 3r=g <umeN H
(In Other Cases)

(1) AR B A TR TR R T R | (2) [HA ATUR DI ARBR gIRT AR ATSH1 & =1 ol W |
(3) U I @ fdeh! BIF UR | (4) AT & RIS 811 WR | (5) TbTd! ATAR) gRT fhel =7 aafda Bl
AR M WX |

I & oI DI MaeIdD
(Need for Valuation of Goodwill)
S & JeATdHd DI SMALIHAT ATGAIID TS & WId R R Bl 2| 39 FaH § Il JaII
I UM UHR S TS BT 8 A BT 1 BT 8 S |qaied Jaferd € | 39 M & | Uhldhl AR,
ARG BH TAT HFAT |
THIPH AR | MTIHl
THTH AR F T & Hediha &) aeddal fr-falRad aRRufoal # gt 28—
4 AR B g9T ol & g,
ST9 e | el |t @1 affea fear o E E,
9 Ul AqArT b1 fhel) 30 aard & 3121 YhIdhrol 81 V&l 8,
9 YTl T & fob<fl |17 BT 91 ST <&l 8,
IR B Y W & TR B org;
. ORI AYAT 3E WHN R R FJA™ DI IR ®U | WG |, 37T |
AN BH A aedH
TP AR BH H I & i o aedaal Feforiad aRRef™l § us dadl 83—

AU e

1. foefl ¥ 9= & ydw W,

2. T faeme ARl @ Ed W aRA W

3. & wEh 9 4g W

4. &N o Al & O iR R ARl & o W

5. BH & JI9 B QU w9 W AT FRG wY F 997 W;
6. BH B UH HF-1 § GRITT B W;

7. TP A AfF BHEf BT UHIBI0T A W e |
Coatni I I CRU G

TEh HH & T H @I & e &) aeadal FreferRaa aRRefoEl § 0 9 &
1. o9 f&0 N &1 Fadry Hy far S a8
2. o9 o HE BT FGErg 9= Ol &l a8l
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3. 9 < a7 fde sHfaai oma #H e 8l

4. 9 URMIES AT B AR D1 ufeiRad B 31 721 81 iR 31d IW G- SId oI R &IDhi § AR
ST 3@ B

5. SIafd ofel @1 fdl faviy Sewa & forg geared fdan o <@ 2

6. AR fdAl HN & M D W W I MU B S IeY 2 TSI AT H WRIGT 1 T 91
SR,

7. {5 WER 3Ud1 JEERGN G §RT AR WU § FFN B FIAR H fbar od; 37 |

i & Jedre ot fafdi
(Methods of Valuation of Goodwill)

Rl i1 TqATT B HEROT AT A 3MAH HAT D1 &THAT T HEARN © | AT AT BT AT FaAT
B A IURSTT PR DI AT WR B R BRaAT 2 | FIF™I BT By |l al AR & oI & SfRad
fasar @1 g iR AR WY $ATY I B TIR 8 A1l & Fifd 9 § IW AERY A™ A AfAD 49
OIS 8171 I 3TN & | S MR UR el WM BT HeATH AT & 3R fagha1 Hl adra & da= 4 9 A
B dTel T4 Pl SR AH B T B Jod MEiRT HRal & | 39 YR I8 JARFd vd W & b sar vd
a1 MI B 9T & A BT BAMA S HedTh BT AR IAR © | AT AT BT qR&TH HRA Dl
faff=1 faferil 1 e gRT S1fSid o™i R e & | @A & Jedih-d &1 He<wdqol gd Yeferd fafeal
1 7R | 2 |

Methods of Valuing Goodwill

1. 3Fa v fafer srerar ameRer oy fafdy (Average Profit Method)
2. 37 oy fafe (Super Profit Method)

3. E[\\_rﬁ'CWUT fafer (Capitalisation Method)

4. 91ff%Y 9gR (Annuity Method)

5. %7 gfdwa gfd (Purchase Consideration Method)

(1) 3iraa ow fafe (Average Profit Method)—SﬁW oy fafg w=fa @ qd uiRa &1 @ TP IR,
Pl Ud FeRe UGl & | 399 fAfd & JgAR 10 99 & |V ¥l Bl SAIShR aUl WIS PR UIa Bl TS
<0 BT gt BT W AT T R 3N R U R el § O Siad ot Bl Wi § | 39 oirad
S Pl Ul B U ¥ e SRy &1 AT T A IO R QAT I 8 | /T BRA UR Sl /IR U B B S
& @I &1 g w4 foran S & | anf @) Read S o 4 sfid o9 | o fhar SIrem @ S Year of
purchase H8I SITAT & | JAfABAR &1 AT A Gl BT I oI AT /M ST 8, IR, &AM & FEl qodTdh &
gfteepIor | 7 aul & oATHi 1 A [FehTell STl 8 S9@ AT B WR S G=A1 AR I YUlieh B ol
ST A1feY U9 % & 99 19 ol a1f@q (The Number of year of a purchase is based purely on approximation
rather than on any scientific basis.) IR NIk mma#aﬁﬁwmmwwmuﬁaﬁaﬁm%ﬁﬁ
&l DI B B T JGAR ¥ B dTel AWM {B FHI P [Ashdl Bl Hed, o T G & GROTHERY
OIS 81Kl © | el B AU Ugar 99 H AHI 1 & | 991 Bl 98 AT 59 b el qadd J B drel
A fashdr & T & HoRawy U< $Rl 8, HT & 9§ hedd @ |

9 UEfd 9 ©fd &1 g axA & fog f=foRaa g3 &1 gam fasan siman 2
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Goodwill = Average Profit (Or Average Maintainable profit) x Number of Year’s Purchase

Y = AT 1Y 3fqaT FHAT AT Y Hd & d9

For example if the profits of business for the years ending 31-12-94 to 31-12-87 were as follows—

Rs. 40,400; Rs. 49, 600; Rs. 50,000; Rs 60,000. Goodwill is to be valued at 3 year’s purchase. In such a case
Goodwill can be valued given as under—

Total profits for past four years—

40,000 + 49,600 + 50,000 + 60,000 = Rs. 2,00,000

2,00,000

) = Rs. 50,000

Average Profits = Rs.

Goodwill = Average Profits x Number of year’s purchase
= 50,000 x 3 = Rs. 1,50,000
STEPS INVOLVED IN VALUATION OF GOODWILL BY AVERAGE PROFIT METHOD

1. el | 99 & ™l & MYR WR SFd ¥ &I R S1d B - A o =

2. 30T A ATl B IR BT BT B I H AT BRAT

Goodwill = Average Profits x No. of years purchase. Total profits

No. of years

9 Ul B A1 BT TG ST BIAI-UAT R ?

Bl $HY BT S aTel Faag & UfAhe B wU H bl Bl TR qou A e iy 39 oy Agy <9 &
oI TR 81 ST © il 98 9ids § I9 JIdR™ | AIERY Al 4 3M8d 1 YT HR DI IMRT I
2, IR A & T BT I SIIAM S GG A1 BIT 37k I aul & A1 Dbl R A BR B qia
H IUIRI B aTel Sl BT STHM ST Il 2 | AiaST & Al &1 ARE BT Ul I B F1—dred
3 ™l B T sAfer Al Bl Sl € if fBf) Ueh a¥ & 1Y DY AU RO qUl B oIl b IR W
rpren T SiAd @M faveE B € |

The objective of averaging past profits is to project the future earnings. It means what profits are likely to be
earned in future? Therefore it is necessary that the year selected for averaging that past earning should be
normal years on the basis of which it is possible to make the future average maintainable profits more reliable.

ST BT 3N 1 UPR DI Bl e—IMORINT q1eg 9IRd q1ey

(Which Average of Profits?>—Simple or Arithmetical Average
and Weighted Average)

T §U N1 & oI¥l BT AT MepTeld THY S B Ui BT & W1 AMEY | AR IR AR AT Bl
TR b1 ST 8 | W=y Al g gU aul & oM IR Ui 99 9¢ I2 81 sfal FR=R Ui 9y % 8 Al
AR AT & AT W AR A BT JANT Ao fawaq= /71 STl 2 |
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Total profits
HERT AT = —————
No. of Years

é WP
oW

RT3 =

¥ WP = Sum Total of weighted profits

X W = Sum Total of weights assigned.

P ARG

T Y1 B A DI AR 0 GHI I8 S X1 ST a1fey {6 adae auf & ol &1 fUser anf & ol @

oI ¥ 3fd YR el | SETERT & AR R & FqA™T &AMl DT 5 3T PR 4 & |

Year

1994

1995

1996

1997

Profits

1,00,000
1,50,000
1,80,000

2,00,000

39 UHR IUWRIGT IGTERY F 84 R. Co. & ¥l & %G &I Udl Ioidl & | 3 B & ¥ AR dfg dl
W® © | v Reyfa 7 faeneft «wiRRa #Areq (Weighted Average) &1 UIRT &R Adhd © | 91 dlel I8 & A4 BT
31fep MR dAT Ut dTet I8! Bl HH YR 31 ST a1fEy | SURIa S0 § 84 1994 BT 1, 1995 T 2, 1996

BT 3dAT 1997 BT 4 YR AT oMMV |

Year Profits
1994 1,00,000
1995 1,50,000
1996 1,80,000
1997 2,00,000
Total
Weight Average Profits = %%000 =Rs. 1,74,000

Weights

1

2

Products
1,00,000
3,00,000
5,40,000

8,00,000

17,40,000

weighted average is more appropriate.

If the past profits of business are weidely fluctuating or show an upward or downward trend or show a
noticeable rising or falling trend—a simple average fails to indicate trend in earnings. In such circumstances

Weighted Average giving more weight to the recent years than to the past is more justified. The simplest Method
of Calculating the weighted average is to multiply the profits by the respective number of years arranged
chronologically so that the longest weight is given to the most recent past year and least for the earliest year.
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(Average Profits Vis-A-Vis Future Maintainable Profits)

IR [ 1Y B O]

(Calculation of Actual Average Profits Or Future Average Maintainable Profits)

fUeel guf & ATl BT MR A BR & AT § B dTel 91 DI JFAT AT STl 2 R SH A9 & R
R I BT oI FeiRa Bidm 8 | araifded A ATl &1 I0FET R & qrg 3 Fforiad @ e o
AR B—

(1) st B T Bl g1 (Selection of Number ofyears)—ﬁﬁﬁ quf ® A D MUR WX AT AT DI
O &1 ST, T8 AGAR BI RRIRT Tawra, ool va fagar & ol d9siia R R =ar 8, u_=g auf
D1 FGT 31 B AMRY T A YR & qa=1ie =i S Hqwal, doll, GIR FHATST 81 S | SAfAehar
A9 @ U 9y Pl Al BT I AET AT ST |

(2) PIF-1 <A™ Y& AAdl Hhel (Which Profit—Net Profits or Gross Profits)—3{I7d AT BT ITOET B
qHY g A BT TAN fbar S =Ry | Afe T 99l § W e anf § oY 81 SR @ qui | sivEl a1 asi
S Bl AN H A BT DI AHAINI PR A1 MM AT AY A9 & AER UR 3NAd A fFeprer =1y | Al
AW H A AR GATEE & g, [4) v faare & gy el ekl R g™ & foy s, R B fby
IR HeT &1 A1V | g o™i § ¥ IR RS M 919 AT R &arer 1 ge1 <=1 =12y |

(3) 3IT &fY (Abnormal Loss or Extraordinary Loss or Non-Recurring Loss)—ﬁﬂﬁ T 99 | SH
BRI F B drell 81 Bl (S g$dTd, a8, 314, AR, Y&+, Al & BRI B1) I9 a4 & g ¥l 4
g & AfRY |

Abnormal Loss OR Exraordinary Loss: Loss by fire, Abnormal Repairs, Loss by theft, Loss by Accident, Loss
due to Strike, Loss due to flood, earthquakes.

These Abnormal losses of Non-Recurring nature not likely to occur in the future are to be added back to the profits
of relevent year to find out normal profits.

(4) STTHII <M (Abnormal profits or gain / Extraordinary income / Non-Recurring income)—3TATHTI 31T
IE AW B § B A AqAnidd fhamsti | ygel w9 ¥ U q8 el |

el 1 99 H A BRI A B dTel ¥l Bl (ST I ¥ 91 fhy T AR | 89 arer @,
FHRME B Fo- A B gl W) 99 9N b Yg AWl § ¥ Tl o A1y |

Abnormal Profits / Gains OR Extraordinary income; Income from Investment, (Non Trading), Profit or Sale of
Assets, Profit or revaluation of Assets, Dividend or Shares

These Extraordinary profits of Non-Recurring nature not likely to or occur in the future are to be deducted from the
profit of relevent years to find our normal profits.

(5) IR-FATeM M (Non-Operating Income)—VT 3 5T &1 A= Aravaiiid fohamsll & ueue ey
TEl BT & S o™ § | Tl <A1 A1fey | TSt 1rdl fhR™ | g dTell 81 |

6) AT (Operating Expenses)—ﬂﬁ Td auf | fodt 99 & o § | Hared 9 T8l g9 U § S
TR 99 © A H F "eT <A1 912y |

(7) 9Tt A (Future Income)—VT M ST WA § B9 & F#ITGHT 81 3Gd i § Sk o1 1Ry |

t))] 4=y 9 B9 drell I (Income not likely to arise in future)—Q?fﬁ T S T auf I g & I
R=] AT H B B I T8 5 S AT A H F =T &A1 @1y |
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9 qunfad ad (Expenses likely to arise in future)—@ I G Yy § 8 B TR 81 S d oI
H ¥ gl <1 @Y Ol Fadrd § T U D1 (gfad R iR S uiRsiffe <1 S o de e faa
SITdT o |

(10) wfa=g § @af WR Ab (Stoppage of future expenses)—VF Tl 9 & 9fdsy § 89 & TG 781 &
AT HH BH DI TG & Al U Tl DI BN Td Ad o H Sk a1 @1y |

(11) Y~ BT gIRSIA® (Remuneration to Managers Proprietors)—?lﬁ TR BT WH W = BT ©
a5 & TIRMAG BT I F A Tl B AY o9 &1 3 o fHarad & forw y=m fvar e =nfee | v
9 I 8RN 59 @ @ i & wRsAE w1 B A oEr geael § 7 A T 8 |

(12) ¥IF BT GedIdA (Valuation of Stock)—THHdT a¥ Ferd & 31&F HeATHA (Over valuation) IT 1
HeAT® (Under valuation) 1 THIFET I81 & T4 H ARG &R o1 =11=Y |

(13) Sgi<® ST‘{[ﬁ&' (Error of Principle)—3af Tl au USINTd Tl I TR NAd] AT Gl bl YOI
A1 foran 71 8 <l oAl Bl PR R I FHRIH Ul D A H FHARINTG BR oI+l A1y | O J=R B
T Bl Ao WA H o/ S 1@l 9ae &1 R Bl I+ @Il & A o 7|

(14) arffee MR (Annual Charge)—3If¢ TaI™T & Td a8 & A4l TR ARG YR &1 Y@L 8 d S Td
auf & Il § FERISIG BT a1y |

(15) 3B (Income Tax)—3TTd A9 H W 3T B IT IMIBR & YTAYTH P gl <41 A1V |

SIRITT FHARIST B B qTard Sl ord & Af37 et Sl a8f oy wfasy § 999 89 (Maintainable) &1
JRTGAT Bl B | Exill J0f3 B &9 Future Maintainable Profits H&d 2 | ERIRSIC RG] 3 BT IR T PR
i o) qed FuiRa faar s 2

Summary of Future Maintainable Profits

(1) All actual expenses and losses not likely to occur in the future are to be added back to Average Profits.
(2) Expenses and losses expected to arise in future are to be deducted from Average Profits.
(3) All Profits likely to arise in future are to be added to Average Profits.

(4) Actual profits not likely to occur in future are to be deducted from Average Profits.

i o fafd—ene
(Average Profit Method—Evaluation)
uI—3E A IO Pl Sfte | R Ud SUYH © | ST BT Jodib 91 B B8 & fban 1 ava & |

IE gl TR Afddl ok BH S AeE Uarsee, Siey, AUl IMdicder &l Wil &1 Jolihd B &
REINCACIERS

JY—39 AT H I Al @1 R B & a1 ST AT U Iadr G S IHR & Aqardi I Al
AT B | (@TfSrem) a8l o a1 @I &7 MR B |

=9 fafd | RS goi @ oM T8 #) Sl 9d AR gofl @1 R @ ey @ @ o
eI T § | 39 ffY wfQ &1 Heaidd awarveie & AT ST |

@1 gearda—(Goodwill Valuation)

3iraa o fafi—(Average Profit Method or Simple Profit Method)
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Hlustration 1.

S. Ltd. agreed to purchase the business of R. Ltd. Goodwill is to be valued at 2 year purchase of the average of the
average of previous 4 years profits

The profits for the year ending 31-12-1994 to 31-12-1997 were as follows—
1994—Rs. 50,500, 1995—Rs. 62,000, 1996—Rs. 62,500, 1997—Rs. 75,000
Following additional information is available as under—

(1) On 1st July, 1996 a major repair expenditure to plant and machinery for Rs. 15,000 was charged to Revenue. This
was agreed to be capitalised for goodwill subject to 25% p.a depreciation on diminishing balance method.

(i1) The closing stock for the year ending 31-12-1995 was over valued by Rs. 6,000.

(iii) In order to cover cost of management as annual charge of Rs. 12,000 should be made for valuation of goodwill.
Calculate Value of goodwill.

T o1, 7 R o1, aar &l TRIE &1 U9 {631 | @Ifd &1 Jedie U8 IR auf & i/ad a4 & 2 a9
@ HI B IR BT 2 |

T U B 31-12-94 F 31-12-97 (AR TU) B oM 9 IBR £—1994—50500 %. 1995—62,000 5., 1996—
62,500 %. 1997—75000 %.

FfeRad s1faRed GaN 59 UBR Sude &—

(1) 1 T8, 1996 BT e Td HA=RI & FA¥g H 81 A Bl B [Hd1 TA1 o f579 W 15,000 5. ARTT
31MS | 39 M Tt W9 9= o &I @rdl # forg o | a2 fAf¥ed gon & qou FeiRa & & fag

9 AR BT YOlhRYl AT ST SR AN 8 b1 FARAGH fhar g |

(2) 199598 & folq 31T B[R &1 &7 6,000 3. S SR R T R B AT T Y AN &

FEE 12,000 3. AINS A6 BT UGG BIAT © | T BT JeATdhd DY | @1 BT Hedidhd by |
[B.COM. Hons. Bombay Oct, 1981] (Modified) [B.COM. Pass] K.U.K 1994 (Modified)

Solution. Calculation of Adjusted profits

Total profits for past four years Rs.
i.e. 31-12-94 to 31-12-97
(50500 + 62000 + 62500 + 75000) 2,50,000

Add—Expenditure on Plant and Machinery

wrongly debited to profit and loss account in 1996 15,000
Add—overvaluation of opening stock in 1996 6,000
2,71,000

Less—Depreciation on Plant and Machinery :

1996 25% on Rs. 15000 for 6 months

15000 x 1865

1997 25% on Rs. (15000 — 1875) i.e.

Rs. 13125 for one year
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13125 x % = 3281 Approx. 3281 5,156
2,65,844
Less—overvaluation of closing Stock in 1995 6,000
2,59,844

Less Cost of Management
(Rs.12000 x 4) = 48,000
Adjusted Profits 2,11,844
Total adjusted profits for 4 years = Rs. 2,11,844
Average Adjusted Profit = Rs. 2,11,844 + 4 = Rs. 52,961
Goodwill = Average Adjusted Profit x No. of Years purchased
= 52961 x 2 =Rs. 1,05,922

YIRT 3iad oW faf (Weighted Average Profit Method)

Illustration 2.

Computer the value of goodwill of B Ltd. of 3 the basis on year’s purchase of the weighted average profits of past
four years. The appropriate weights to be used are 1,2,3 and 4 for profits of respective years. The profits of the last
four years were as follows. 1994—Rs. 60,000; 1995—Rs. 75,000; 1996—Rs. 90,000; 1997—Rs. 1,05,000

Following additional information is available about the business of B Ltd

(i) Profits of 1994 includes Rs. 7500 income on Government Securities.

(ii) Abnormal profits of Rs. 6000 are included in the profits of 1995.

(iii) Profits of 1996 were reduced by Rs. 5000 due to an extraordinary loss on account of fire.

(iv) Profits of 1997 included a non-recurring income of Rs. 10000.

(v) Fair remuneration of Manger of B Ltd. Rs. 8000 per annum has not been taken into account.

fUod @R auf & MRT 3i|d aM & 9 [ & aR1ER T4 BT eaid iforg | A= auf & ami & fo
SUYF WR S YAN B & 59 YPR 8—Ueh, &l A9 dofl IR |

fUoe =R gl & 9IRT M\d ™ & A4 [ & dRIER BTG BT Jeaid Diforg | f[af= aul & a4l & ford
SUYFd WR S JAN B & 59 YPR 8—Ueh, &l I dofl IR |

fioel IR 9uf & oY 949 JpR 99—
1994—60,000 . 1995—75,000 %. 1996—90,000 %. 1997—1,05,000 %.

. fo. & g & ey #  sifaRea gaemg Suerer € |

(1) 1994 & & H 7,500 3. RGN Gfenyfadi &1 oM wnfiet 2 |

(i) 1995 % ATHI H 6,000 5. SRATHART T4 A 8 |

(iii) 1996 & ¥ TR B & BRI 5,000 5. § BH & T & Rifh AT AN ¥ T & 7|
(iv) 1997 & @l & 10,000 T. BT T TG GHid @ 1 affera 2|

(v) I &1 Sfad aiR#Ifdd 8,000 5. Uftad Ry o dre™ & fore s & =181 <@ a7 2
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Solution. In this question weighted average is to be used, then various adjustments will be made on yearly
basis.

Calculation of Actual Adjusted Profits

Profits for 1994 Rs Profits Weights Products

Less income on Govt. Securities M 52500 1 52,500
_7500

Profits for 1995 75000 69000 2 1,38,000
Less Abnormal Profits 6,000

Profits for 1996 90,000 95000 3 2,85,000
Add Extraordinary Loss due to fire 5000

Profits for 1997 1,05,000 95000 4 3,80,000
Less Non-Recurring Income 10000

Total — 10 8,55.500

Weighted Average Profits = Rs. 8,55,500 + 10 = Rs. 85,550

8000

Less fair remuneration to manager ——— -
& 77,550

Goodwill = Rs. 77,550 x 3 =Rs. 2,32,650

2. 31f¥emy fafd (Super Profit Method)—38 fAf fiqd o™ A8 &1 T 3 @A BT HeATDHA BRA DI
o A 2 | awga: I &1 A%rg S9 oY A Bl 8 Sl U AqAR AR o A 31fed BT ¢ |
S T AT A A R Hfdd a1 ST BRaT § S D1 &A1 BT Hed I B 31ed Bl B | S
IAR AMFT 4 A D ARTT B H 3RTed & IFD! &I BT By Jog e sl | 39 g 3§ =fa
BT G-I PRI AHY I8 <@ Il & b AR A FGAR] D1 Jor-1 H b1 Afdes 9 41 81 8 | 59
AP 9 BT B S A AW A SIIET & AT B8 ST 8 | SEBRV & IR TR IR T & I H A.
B, C, DTN E®H HRIRA & | SEN B A ¥ &R 20% & | TR BHH A, C, DTl Edl et | fafafsa
TGOl WR 25% @ AT X1 B A B BH A oM 9 5% 3186 oM HA1 81 © | I8 SifaRad a4 & sfferamv
HEAT ¢ |

AT b1 37
(Meaning of Super Profit)

A ¥ FII & IRAfAD AT 9T BT ATHT 4T IR SR Bedrdl 8 | IS IH= o | aRdfdd
A ol 1 IR A & A DIg Al Sfdrerrd el I | & B AR DI HA B aul | YN PR D AT
H1 qeaid far S 2
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The value of Goodwill depends upon future earnings. It generally represents anticipated excess earnings over
the nonnal earnings. In case there are no excess earnings over the normal earnings there is no goodwill.
Technically excess of actual average profits ove the normal profits is called super profit.

Super profits = Actual Average Profits — Nonnal Profits

Goodwill = Super Profits x No. of years purchased

9 gl § @iy &1 qoaied & & forg f=iferRad & @1 v faan S 2 |

Goodwill = Super Profits x No. of Years Purchased

Super Profits = Actual Average Profits — Normal Profits

Actual Average Profits—dR<{dd 3MRAT ATH] B UM HRA THI S781 d1a1 DI &I § /g1 A1y {9 B
ool Ad v fafd § fhan T 8 | S A= 81 &1 g ay & oM § SIS, ST ol &l
], FaTd A1 Bl FHARISTA BRAT, Tl BT R BRAT TAT Fd Al H F FaTeld] ol B, WIHai
BT UIRSAD, 3T B, A &, IR—FRTAT ST AT T BT AAANTG BT 918 AT R ura 8m
DI G |

Normal Profits (A= <i14)—f&h=dl ¥l g &) faffifora gofl o) a4 &) =1 &% 9 819 Tl o| &l
AT Y dEd 2 | 3ol AR i @l 701 =g /1 I3 dedl Bl auie T STawd 2 |

Capital invested x Normal Rate of Return
100

(1) <™ P AR R (Normal Rate or Return)

Normal Profits =

(2) fafrSa goil 1 I Jog JAerd & TR BT G oI (The fair value of Capital employed or net
assests)

1. oY B GH SR (Normal Rate of Return)—a¥ & I8 &3 9 e AfESie U dRe &1 31
G B AT B AT R BB & | TAD Fa & o o9 &) I8 X TTT—3Tel Bl & | ATHI: Ty
B WA &R Y H <1 Bl & | SR I8 &R A & B 39 Bl A I B IR Yo A1 S awg H
I oA™Y &% & 3MYR R o1 forar Sirem B |

Normal Rate of Return = DI;SS x100

DPS = Dividend per share

MPS = Market Price per share

ISR & AR TR T8 S Co. B TN B Market Value 200 3. IR SENT & ATHRT ATHIIT 6T & 20% B AT A9

P A R 7 BRI drel o ddhdl B |

20 100 H10%
200

IS U H FERI A B &R FaTer & fory g o =ifta dor iRl & a6k Jod ¥ AR a8
CURIEII G116 I G B IR S B Bt B CR IICTRS S N

(i) Pure Rate of Return (El'f%l'qm LAl RIEs] a?)
(ii) Risk Rate of Return (Ufcithet @1 ShRaA )

Normal Rate or Return = Pure Rate of Return + Risk Rate of Return.

AT I B SR dTad & ol SUae &1 &1 g dl SIRGH g% &1 AT B o1 a1y |
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TETERV] & AR TR AR S Co. B Yg URTHS B &R 7% 8 TAT SIRIA B &R 2% & ol o9 DI A &R 7%
+2% = 90% B |

Normal Rate or Return = DI;SS x 100

OR
Normal Rate of Return = Pure Rate of Return + Risk Rate of Return.
Pure Rate of Return—It is the rate of return on risk free securities i.e. Govenment Bonds.

Risk Rate of Return—It is based on the logic that earnings follow the risk. The more the risk attached to
investment, the more is the rate of return. Risk may be the result of higher amount of borrowing made by the
business or it is inherent in the very nature of the business.

Example: X Ltd. Company declares a dividend of 25% on its shares of Rs. 100, Rs. 60 paid up. The market value of
share is quoted at Rs. 150.

Finding out Normal Rate of Return

Solution: On Rs. 100 X Ltd. pays dividend of Rs. 25 (i.e. 25%) on Rs 60 (paid up vlaue) the dividend would

25
——x60
be 100 Rs.15

The Market Value of Share quoted is Rs. 150

It means X Ltd. will pay a dividend of Rs. 15 (at the rate of 25% as Rs 60) at and investment of Rs. 150 (Market
Price).

The Normal rate or return therefore is—
on Rs. 150 (the market price of investment) the returen is = Rs. 15

The Normal rate or return is = Rs. 15

15
150 x 100 = 10% 150

2. fafFafomE iﬁﬁ @ St q1a P O BT (Fair value of Capital Employed)—TERUTd: fafrafora Q\Gﬁ
31 31ed Aha faffoa H\Gﬁ (Gross Capital Employed) 31fdl Y& fafranfora t:[\\_rﬁ (Net Capital Employed) Kl
foran e & |

Ahal AT goil § Zeard § ol g3 A9l & o Jod ®I A fHa1 Sirar 2 IR i@l & 78
HER Wl | g gg AR goll e & forg ded Ao gofl 9 & 4re] afd@il (Current
Liabilities) P! =eT &1 I 8 |

faf ST golt &1 o onfies fdavor & FafRy Uel (Asset Side) @1 Al Afal 1A Y&l (Liability Side) B
ARl & MR W B S Tl @ |

i gal faaremrn
(Asset Side Approach)

anfefep fag & ARy uer g1 AR goll @1 o -4 & oy 71 91l &1 19 k@ anfeg—

1. FaE™ B G @R Td A1l SRR Bl ARReITIE Jed Jifdl dTe] agell e (Replacement Cost or
Current Realisable Value) TR foRIaR SireT1 =iy | Afe UiRemos Jed 3fem@T are] a4qei Jed 9 faam &1 a1 S
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qe g o f&ar gar & Sl R Sre @iy | Afe grRil @l gfoRenfua Jedi WROSirel Sl § SR
gferRenftd Jo YIdid Hod | 3f8d 81 Sl & o 9¢ gV 4od W 8N (Depreciation) TERIT SIHT A1RY |

FHRT U8 @ IR W & Tz grRnl o1 RS gl &1 7o BRa a9y wniie T8 bRl aney—

1. go"%'l'q w=fodl (Fictions Assets)—oil URPI®G (Preliminary expenses) JE TG FOU UH R Pl
(Discount on Shares and Debentures) AT HHIE (Under Writing Commission) JSY=T @R BT 98 AT S
JferRad &1 fdHar 1 B | (Advertisement expenses not yet written off)

2. fafSAi T (Investments)— 0% fAfaT 579 &1 ear & yaTfa & Sva+ 81 @ 97 99 &1 fAf e e
@ dIER A QU & fory fan = B, MRS gon & fog s 9 e 98 e =iy iR 39
AT & e B WY o F i FE e v | afe fafva e @ el @ fore fey g € den
TIR® & a1 38 xRl H enfiet favan ST =nfRy | $9 9 819 dTell 31T &1 WY ot § WMfiel &A1 A1y |

IS U H QT iy W1 G T8l 2 (P AR o=aRe & sieran argd A1 39 AR & gadr & arev
faferarT 791 =1feT IR gwRrl | e 8l &A1 aney |

3. @ @t AR (Goodwill)—TAT(A &1 IR BT 701 B & forg & AR goil @1 1o &1 Sl 8 |
gafo fag & @ 1 =l @ af¥ @1 RAfFEiia gon feem & fog sre 3 =y |

4. 359 §9RAT (Intangible Assets)—i ¢ AT (Trade Marks), Uc=ed (Patents) BTU (ST (Copy right)
AT FRARTIT 3T IUSI H FEAW 7 & Al $75 B oAl ALY | JAT g5 Iod Jord WR FrRrdi H eniet
PR oAl =M1 |

qTel STRIl ®I BT (External Liabilities or Outside Liabilities)—eIdrI Eayl FEfrl Byl FEfrl &1
AN IR & YT (ST TR Pl BIS HR) SEH 9 91 SR DI gl B FRIRST ol &1 T0ET &
Sl 2 | 91T S1fical & Sy v g1l & g 519 a1 srwrenRay (Shareholders)@iﬁgw'ﬂﬁﬁm@@
ZRUTTA (Debentures) g6 T (Bank Loan), 3T&{<dd (Outstanding expenses), TER (Creditors), <7 fqu= (Bills
Payable) I rfafaey (Bank over drafts) &Y @ forw yraeam™= (Provision for tax) T |

qTeT TR TeqepIel Jfrdl STEdlella 81 Webdl & | Yol oy Heg qef 31 AfAwIiora o SferenRal &
TR B € | gufory g 9rel a1l W enfie \E A s @nfey |

5. qatfeR sfe—afe YaifdieR 379 (participating) FHHTRI € A1 $91 &I IR &1 g A1RY |

(Net Capital Employed = Fixed Assets + Investment as a part of business activity + Current Assets — Outside

Liabilities)

<« vet eyt
(Liabilities side approach)

g & IR 9er 1 &R &1 718 A]1 & MR WR AT goil @ ToFT /9 93 & gR1 &1 o |9 ©

(Capital employed = Paid up Equity and Preference Share Capital + Accumulated Profits + Reserves & Surplus + P &
LA credit Balance + Revaluation profit (or loss)—Fictitious Assets — Non-Trading Assets.

sirea fafafoa goft
(Average Capital employed)

PR SRATIATAD] BT A7 B b AT BT HeATd B & forg iraa At goil &1 v fean s
=1y R®ifF iraa fafafsa gon @ afy RS gon @ aRom &1 1f¥e 3 w9 uee el 2 |
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(The concept of average capital employed has become significant because the capital employed must be such as may
fairly represent the capital investment throughout the year.)

3T Yol @ TVET 9 UdR | Bl 1 Fahdl 2—
1. IR ol T AfTH goll &1 Sk R &1 9 91 o7 W= Sl 0¥ IRl 8 S99 3id Yol $el Sl ¢ |
Average Capital Employed = Opening Capital + Closing Capital +2

2. 37~ goll # ¥ §HFET a9 & IIRATd o™ (FR TS & d18) (Profit After Tax) &1 378 TSI HR A
fafrafsra gon el 51 | 2|

1
Average Capital Employed = Capital employed at the end — 5 of current year profits (after tax)

IR W gY D A DI Yol g9 B YR B Yol F I+ &1 Afdd Bl § 16 a9 § o g g | sdafery afe
Y D AT BT AT IV Bl IR B Yoil H A1 Sire 31 IR a1 W) 3i|d yoil et g |

Ife YA AT BT IR =7e] 9y & 41 H A &1 §S 81 <l Ao 99 & o4l H SIS HR dle] 99 Bl Bl o4
S HRAT AT AR R 39 BI AT Yol § ¥ " =112y |

RIS Yo 8 B THI DIA— Yol &1 TN Bl—Fba AN goll siar gg At gon
3reran 3ird ARt golt | fafer=1 fagmi &1 w4 8 b @l &1 geaies &= & forg sfiwa faf=nford ot
BT YA I B Rifd g8 AFERTT 4ol & gRom &1 I w9 g& = HRdl 2 |

PR Ued # i W g = 81 fqeneft o f gon &1 va o S99 | 9N dle U9 @ o H 1 o
a1y |

Normal Profits (AT @41 @ 0T f9941 43 & §RT &1 el )

Capital Employed x Normal rate of Return
100

Normal Profits =

'ﬂ'U'l_
(1) 39 Al # @fa &1 Jea Mot 90 e &1 ol ReIfd 9 v HHM &1 & dT QM1 6T &4 4
GT STl ¥ |

(2) 39 AT &1 YA SRR & e, THIavl, Jqa™ & Ha—fahd 3 Reafd 7 = &1 Jedied o
o forv o e 2 |

(3) T8 AT BT HATH B Bl FATNoITD IFI © |
aN—
(1) I8 ygfa sifca & wifes RS gon @ oM oA # SR omdl 2 |
(2) Al DI AT DI B dTell dTell &fd BT &a| § 8] @1 ST |
(Super Profit Method)

Illustration 3.

The following information relates to the business of M/s Arun & Brothers.

(1) Net trading profits of the firm for the past 4 years (after taxation) were Rs. 1,50,000; Rs. 1,25,000; Rs. 75,000
and Rs. 1,00,000



240
(ii) Average Capital employed in the business—Rs. 6,00,000

(iii) Reasonable rate of return expected in the similar business is 15%.
(iv) Fair remuneration to the partners for their services is Rs. 20,000 per annum.

Find out the value of goodwill at the basis of 3 years purchase of the annual average super profits.

FrfoRad Ga #9901 Us F18sl & Fa9 A T ¢ |
() T IR 991 & BRI & Yg AURD o™ (AR & q18) 7 g 9—

1,50,000 %.; 1,25,000 %.; 75,000 %.; 1,00,000 %.
(i) AR ¥ ol g8 AId Yoil 6,00,000 9. |

(i) S YPR & AUR H o P I <% 15 ufera B |

(iv) ITEIGRT &1 Jamil & forv Sfad wiRsiffe 20,000 %. a1fi® 2 |
aiffe N fdem™l & DT T B MR W @Y BT i BN |

Calculation of Actual Average Profits

Solution. Total profits of last 4 years = Rs.
@) (1,50,000 + 1,25,000 + 75,000 + 1,00,000) 4,50,000
Average Profits = M = 1,12,500
Less Remuneration of partners = 20,000
Actual Average Profits = 92,500

(i1) Normal Profits

Capital invested x Normal Rate of Return
100

Normal Profits

6,00,000 x 15
= 100 = Rs. 90.000

Super Profit = Actual Average Profits—Normal Profits
= 92,500 — 90,000 = Rs. 2500
Goodwill = Super Profits x No. of Years Purchased
Rs. 2,500 x 3 = Rs. 7,500
Ilustration 4.

Following is the Balance-Sheet of R Ltd. for the year ending at 31 st March, 1998.
31 91E, 1998 1 FHIG B Tl 9y & forg R fol. &1 anfdfe gt Fr=ifed 5 |

P ARG
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25,000 Shares of Rs. 10 each P& L A/c 2,50,000 Buildings 2,50,000
P&L Alc Rs. 25,000 2,25,000 Machinery 1,25,000
Profit for 1997-98 2.00.000 Debtors (Book-Debts) 1,25,000
10% Debentures 1,75,000 Stock 1,00,000
Creditors 1,00,000 Cash 1,50,000

7,50,000 7,50,000

Normal rate or return on average capital employed is 25%. Find the value of goodwill on the basis of 3 years purchase
of super profits. Buildings are revalued at Rs. 3,75,000 and Machinery at Rs. 1,00,000. All other Assests are worth

book-values.

i fAFRIRTT 4ol IR AT 3110 &1 &R 25% © | 3™ & [ WR @1 &1 JeAidh BHIfTg | e del

R BT gD HH: 3,75,000 B. AT 1,00,000 B, TR FAT, Y T4 AHRTI] YRAIHIT Hod IR el

B T 2 |
Solution : Calculation of Average Capital Employed—
Buildings 3,75,000
Machinery 1,00,000
Debtors 1,25,000
Stock 1,00,000
Cash 1.50.000 8,50,000
Less—10% Debentures 1,75,000

Creditors 1.00.000 2,75,000
Capital Employed 5.75.000
Less: % of the current years profit EIXZ,O0,000l 1,00,000
Average Capital Empoyed T,OOO

(i) Actual Average Profits
Profit of 1997-98 i.e. Rs. 2,00,000 has been treated as actual average profit.

Average Capital Employed x Normal Rate of Return
100

(ii) Normal Profits =

W = Rs. 1,18,750
(iii) Super Profits = Actual Average Profits — Normal Profits

= Rs. 2,00,000 — Rs. 1,18,750 = Rs. 81,250
(iv) Goodwill = Super Profits x No. of years purchased

Rs. 81250 x 3 = Rs. 2,43,750.

Hint—If nothing is mentioned about taxation, there is no need of making any adjustment for taxation.
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goftevor fafg
(Capitalisation Method)

GoiIaRY] fafe # @a1fa &1 o o™i &1 Joiidd o Mardd &) [egiRd fBar S § | goliavor &1 el
T—F Yol Bl 98 A Sl T FEd o @) IR @1 U R & ford gt B8Rt | a8 = @ Hedidd
H1 AR BIAT 2 | Ml & Yolldvl gRI &M &l Jod MeiRa =1 a1 a1 el g=aford 2 |

(1) 3 BRI RECAICE N Q'Gﬁ hRUT DAl (Capitalisation of Average Profits)

(2) AIEROT AT A FebTel B GOIDHRl HRAT (Capitalisation of Average Profits)
Capitalisation of Super Profits

9 fafd A el &1 AWM &1 @1 & (Normal Rate of Return) 9 Goliexvl fHa1 ST 21 39 ISR
USITehRUT | Sl 3T 37l & F€l @I bl Hod Biell ¢ |

tual A Profit
Goodwill = ﬁ - TEREE S O Xlooi — Actual Capital employed or Net Assets
ormal Rate Return

ISR & AR WR A4 b S Co. & AMMA™ 20,000 %. & AR A UBR & AGAR—T H 20% Yoil TR Ufiwet
(Return) & g 8 a1 @Tﬁmﬂ@ﬁ’:{%ﬁml

2O’g‘)‘)xloo — 1.00,000 Rs.

Capitalisation of Average Profits

9 A8 & gRT 1A &1 Jo MebTer & ford JlIad STl 61 TUMET BRA & TR oATH &bl A &% (Normal
Rate of Return) @ 38R W I &1 Yuildhd eI (Capitalised Value) A HR foral SI1e 2 | 59 GoiiTd 4o § 4
EERIDEC] s Q\Gﬁ (Net Assets) IT 3id fafarafsra E[\Gﬁ (Average Capital Employed) €T &1 STl HEIRE]
JIAT 2 I WA BT oI AT I © |

SRIFT A W< & & 8 39 (A gR1 =1fd &1 Jea Faram & foy 797 arai &1 eare | @1 A9 ¢ |

1. 9991 & IRAfAD Ad AT (Actual Average Profits) @1 0T &A1 A112T |

2. rEfA® SFd ™l HT AT ATl BT & (Normal Rate of Return) & SR WX Ysiipd Hed [Tt
A2 |

3. A | fafasa aafds ELTrﬁ (Actual Capital Employed) @1 0T &R TR |

4. 3rd A B goiihd oo H ¥ (Capitalised Value of Average Profits) 3d1 {1 faferafoa Yofl (Normal
Capital Emplyed) § | d<ifde AT ol 1 g1 &R =TT BT Jed Hdbia Ay |

. tual A Profit .
Goodwill = ﬁ[ ua’ Avelage TTOTS xlOOi — Actual Capital employed or Net Assets
ormal Rate Return

T R AIEROT NI T 3 SIUTT S99 ol I 8 59 & wiasy § 997 I8 &V 3119T = | (Future Maintainable
Profits) 9 Taf8) §RT W1 &1 Hd AT & YoliRvl I HepTell g3 @AM I 31 BIAT & | IR0 A}
S Co. @ A &M 72000 %. g 3R S Co. A fAFAIRTT Ioil R ST 5,00,000 3. &, G ©U A 12% o™
HA 2| A1 S Co. DI TN &I oI 77 B8IT |
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. tual A Profit .
Goodwill = ﬁ! ud Average TTOTS xlOOi — Actual Capital Employed or Net Assets
ormal Rate Return

,000
ﬁﬁxloot _ 5.00,000

= Rs. 6,00,000 — Rs. 5,00,000 = Rs. 1,00,000
Hlustration 5.

The following information is given (i) Capital Employed Rs. 75,000; (ii) Normal Rate of Profit 10%; (iii) Net Profits
for the five years: Rs. 7,200; Rs. 7,700 ; Rs., 8450; Rs. 8,700 and Rs. 8,950.

The profits included non-recurring income on an average basis of Rs. 500 out of which it was deemed that even non-
recurring profits had a tendency of appearing at the rate of Rs. 300 per annum.

Your are required to calculate goodwill as per capitalisation of super profits.

1 g &) 18 E—(i) AR 4ol 75,000 %. (i) ™I @1 AT &R 10% (iii) 9Fa 991 & Fg a9—7,200
T.; 7,700, 8,450 . 8,700 %.; T 8,950 3.

ST B SAAT 500 %, ITadt affaferd 8 s WY 300 %, T ex 9 IFEd A b Bl 8T JHT ST
HBAT B | AT B YOIIBRY b AR R MM BT HedTdhd DI |

Solution: (i) Calculation of Actual Average Profits or Maintainable profits:

Rs.
Total Profits of Past 5 Years
(7200 + 7700 + 8450 + 8700 + 8950) 41,000
Average Profits = 41000 + 5 8,200
Less Non-recurring Income __ 500
Add Recurring Income 7,700
300
Actual Average Profits 8,000
(i) Normal Profits = Capital employed xll\(l)grmal Rate of Return %100
= 75,000 x % = Rs. 7500 % x 100

(i1) Super Profits = Actual Average Profit — Normal Profit
Rs. 8,000 — Rs. 7500 = Rs. 500

(iii) Goodwill as per Capitalisation of Super Profits

=500 x % = Rs. 5,000

Ilustration 6.

Balance Sheet of Mr. X on 31st March 1998 is given as under
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Rs. Rs.

Capital 7,50,000 Land and Building 5,40,000
Creditors 2,40,000 Plant and Machinery 3,30,000
Bill Payable 60,000 Furniture 6,000
Stock 24,000

Cash at Bank 1,50,000

10,50,000 10,50,000

The profit of the business for the five years ending 31 st March, 1998 are; 1994—Rs. 1,20,000; 1995—Rs.
1,26,000; 1996—Rs. 1,35,000; 1997—Rs. 1,50,000; 1998—Rs. 1,59,000

The Assets are revalued as under Land and Building Rs. 5,82,000; Plant and Machinery Rs. 3,54,000 and Furniture
Rs. 3,000. No remuneration was charged by X though he was actively engaged in the business. Find out goodwill by
Capitalisation Method. Normal Rate of return in similar type of business is 10%.

YA b A 31 919, 1998 TH Ui a8 & fIfdhd 8—

1994 — 1,20,000 %.; 1995 — 1,26,000 %.; 1996 — 1,35,000 %.; 1997 %.; 1,50,000 %.; 1998 —1,59;000 %.;

R & Joih- 71 UBR 7 | g 3R 9a7 5,82,000 %.; @0 Ud HRI 3,54,000 %. AT HoireRk 300
%, TR F DIs UIRHMAS T8I foran J=ifl a8 o8] ke ad § o & | Yoliaxvl fafd g1 =ifa &1 0f¥
fAapIfery | |ERY 3T H &% 10 ufoerd 2 |

Solution : (i) Calculation of Actual Average Profits 1 Rs.
Total profits of Past five years 2

(1,20,000 + 1,26,000 + 1,35,000 + 1,50,000 + 1,59,000) = 6.90.000
Average Profits = M = 1.38.000
Less Remuneration of X (Assumed) 18000
Actual Average Profits / Maintainable Profits 1.20,000
(ii) Capital Employed Rs.
Land and Building 5,82,000
Plant and Machinery 3,54,000
Furniture 3000
Stock 24000
Cash at Bank 1.50,000
Less -—1 iabilities Creditors 11,13,000
Creditors 2,40,000 3.00,000
B/P 60.000° 8,13,000

Less  of Current years profits after remuneration
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1
5 X (159000 — 18000) = 70,500

Average Capital employed 7,42,500

(iii) Capitalised Value of Actual Average Profits—

1,20,000
10

x 100 = Rs. 12,00,000
(iv) Goodwill on Capitalisation of Actual Average Profits—
Capitalised Value of Actual Average Profits — Actual Capital Employed
Rs. 12,00,000 — Rs. 7,42,500 = Rs. 4,57,500
According to Capitalisation of Super Profits—

Super Profit = Actual Average Profit — Normal Profit

Actual Average Profit = Rs. 1,20,000
Normal Profit =

7,42,500

x 10 =
100 Rs. 74,250

Super Profit =

Capital employed x Normal Rate of Return
Super Profit %100 100
NRR

Goodwill =

45750

100 =
10 X Rs. 4,57,500

Note: Average Capital Employed is being taken into consideration for the purpose of valuation of goodwill.

aiffat ggfa
(Annuity Method)
el bl AT W A o1 A H T BT & IR WA b1 A BT A oell Dbl Iia § Yeb g

R & w H FHT B B | 9IS § B arel Sif¥e v g 9 8 aR A —ofis fhwal # ura g1 2 | 39
UHR Bl BT AT B &fd Bt 2 |

SEERV & AR W S Co. U FTAR HT HRA THI 45,000 %. WA & w9 H 1 a9, 1995 H1 << & | 39
AT B AFTAM 15,000 %. I AR T g8 & oM gRT WM BT & (15,000 x 3) 45,000 %. Frbred1 AT |
T BT YA 45,000 3. 1 SR 1995 D1 b1 1 5 3R I8 AR 1995, 1996 AT 1997 7 15,000 %. Ufeay
B TR Y gG by ST B ren & QAT Rl § PR I8 7149 1 foran Sy s shar =i &1 R 1130 45,000
%, A aul 3§ I B ofdl B A W W 1 AN, 1995 9 31 fAH=R, 1997 A% AT @ & e |

it fafd g U= 95 ugfa B 9 @ g1 S1fWermi &1 arf¥a arfetadiali (Annuity Tables) @1 A=l
A A e 91 DR AT ST & | FET aeiAr qod €1 A1 /T STl 8 | AT BT aear qed e g
B YA BB W NPTl S Fobar g |
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00 k
Present Value (P.V.) = ><100
100
r = Rate of interest per annum

n = number of years.

Value of Goodwill = Super Profit x Present Value of Ruppee one.

Tt ggfa & Wy § wae @R A AEagel ari—

(1) 39 fafd 7 =l &1 4o FMgiRd &1 & for) ffdemdi &1 IR &1 a9 g aifia! RO (Annuity
Table) ¥ I SURIGT 3 §RT S0 a1 ST & | F& o+ Hod iy /1 S 2

(2) IS =T &1 Joa Fdbrem & oIy Al & M R FER STFd oM Bl aifa! J41 Sl 2 ar
HIERY AT 41 BT qIiid] IR §RT G094 o FdbTdd BR 39 4 9 gg qearrdl a1 faf=afea go &
Ied ®I Tl ST @MY |

(3) 3R U H (& SYY d1ffa! afl &1 qed 1%, A 31fs & g a1 =fd &1 e e & fog g9
M (super profit) BT TR A Rl IERIRSIGIR

Jare}Ul—The Present value of annuity of Re. 1 for 4 years at 10% interest is Rs. 4,25. Super profits are Rs. 20,000
find out Goodwill.

Solution : Rs. 2000 x 4.25 = Rs. 85,000 (Goodwill)

(4)3TR U & 1 o9 31 arfien afcy &1 qeu 1 % 9 9 R & @1 =) &1 qeu frarem & fog 59 sifdrem
B R [ 9 B S g

Jare}UI—The present value of Rs. 0.356034 annuity for 5 years at 10% interest is Re. 1 and super profits of
company are Rs. 10,000. Find out goodwill.

Solution: Goodwill = 10000 + 0.356034 = Rs. 28,087 Approx.

Ilustration 7.

The following particulars are available in respect of the business carried by X—
(1) Profit earned: 1995 — Rs. 75,000, 1996 — Rs. 90,000, 1997 — Rs. 82,500
(i1) Expected Rate of Return 10%

(ii1) Capital Employed Rs. 450000

(iv) Present value of an annuity of one rupee for five years at 10% Rs. 3.79

(v) The profits included non recurring profits on an average basis of Rs. 6,000 out of which it was deemed that even
non recurring profits had a tendency of appearing at the rate of Rs. 1500 p.a.

Calculate goodwill as per annuity method

T & F9qr ¥ rfeRad faavor ura gu—
() IRAT ATI—1995 — 75,000 3. 1996 — 90,000 %. 1997 — 82500 .

(il) Y @ I &% 10%
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(iii) TR goi 4,50,000 3.

(iv) 10% R U a81 & oIy 1%, &1 af¥e! &1 adq Jed 3.79 3.

(v) AT | 6,000 %, 3T <X H IR—AR T 84 dTel oY oAl 8 59 #§ I8 |91 1 ® 6 15,000 %, gfoay
U qR—AR 9 B drel o™ A1 8 59 &1 a1 I8 &1 gaii g | aiie! Y & =i &1 Jedied HIfo |

Solution : Calculation of Super profits

(i) Total profits of past 3 years Rs.
(75000 + 90000 + 8250000) 2,47,500
Average Profits 247500 + 3 8,25,00
Less Non-Recurring profit __6.000

76,500
Add Recurring profit 1500
Actual Average profits _78.000
(ii) Normal Profit:

Capital Employed x Normal Rate of Return
100

_ 4,50,000
=100

10

(iii) Super Profit:
= Actual Average Profit — Normal profits
= 78000 — 45000 = 33,000
(iv) Goodwill = Super profit x Annunity value of Rs. 1
= Rs. 33000 x 3.79 = Rs. 1,25,070
Illustration 8.
From the following information calculate the value of goodwill as per annunity method.
@) Profits for the past 3 years: 1994 — Rs. 40,000; 1995 — Rs. 50,000 ; 1996 — Rs. 55,000

(i) Profit for 1994 has been arrived at after writing off Extraordinary loss of Rs. 5,000 and profit for 1996
includes as extraordinary income of Rs. 3,000.

(iii) Average capital Employed Rs. 4,00,000.
@iv) Normal Rate of return is 10%

) The present value of an annuity of Rs. 0.230975 for 5 year @ 5% is Re. 1
fFrforRad ol & oMuR R afiie afl & STgdR = &1 J&h DI |

() faser 9 a9t @& ™ 1994 — 40,000 5. 1995 — 50,000 %. 1996 — 55000 5.
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(i) T¥ 1994 & 9 5,000 T. DI IRATAG BT JUfARIT A & Ual o1 [hY 7Y & AT 1996 I8 & ATHI
H 3,000 %. @) FE! T AfAfTT B |

(iii) e R goft 40000 9. 2 |
(iv) 9 B HET &% 10%;
()i @ & oy 5% @ & W 0.230975 %. @ IS I B eI 1% T

Solution: Calculation of Super Profit

Rs. Rs

Profit for 1994 40,000 45,000
@) Add Extra ordinary loss ~5.000

Profit for 1995 50,000
Profit for 1996 55,000

Less : Extraordinary income ~3.000 ~52.000

Total adjusted profits 1.47.000

Average profits 14,7000 + 3 49,000

(ii) Normal Profit:

Capital Employed x Normal Rate of Return
100

= 4,00,000_ ;4 = Rs 40,000
100

(iii) Super Profit :

Actual Average Profit — Normal value is Re. 1

Rs. 49,000 — Rs. 40,000 = Rs. 9,000

(iv) Goodwill:

When annuity is Rs. 0.230975, Present Value is Re. 1

When annuity is Rs. 9,000, Present value is Rs.

1

= —— %9000 =
0.230975 Rs. 38,965.25

Therefore value of goodwill = Rs. 38,965.25

Hyg gfawa fafa

(Purchase Consideration Method)

Sl HFA R fAhal HHE P SHBT JGA™ HI B D 9&cl H Ol oI gHrl ol & A gfwd
(Purchase consideration) dgclldl g | Ife pa ufawd @ afd RIE] RVl (Net Assets) P qd I 3N B
g I 98 @fd &1 Hed B © |
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TRV : X Co. §RT Y. Co. BT AN 2,50,000%. ¥ B AT ST & | Y Co. & HGAI &I FHRIAT Bl I
18,00,000 %. 3R TIIE (liabilities) 3,00,000 %. & T WA &1 &I 25,00,000 — (18,00,000 — 3,00,000) =
10,00,000 %. BT |

(25,00,000 — 15,00,000) = Rs. 10,00,000

SR gt fafery 7 #19 A1 fAf Fasrs € ¥8 @1 99 R R axarl & 59 & forg wnfa &1 Jeare fda
S g | O 6 SR W {61 S gt © 16 1 B T a9 & A4S § A 315 BRA Bl el
A BT & gAlord A A T goiiexvr fafd &1 gaeiRe Hewa 98 Sl © | b Al <arer afed
I B AR BT JeATh B o <! fafd g don R & sfeswor 4 3@ 2 | vy uldwa A @
TANT A & YHIGRvl Hideas & a8 fhar S g |

Ilustration 9.

fFrforRaa a1 va Aeiar) BH & FaErd ¥ I o

@)  @uUR H 0 gs &i|d Yol 7,20,000 3. |

@ T AF v P BH D Y AURS dM (B D d1&) A—1,07,600 %. 90,700 F AT 1,12,500 3. |
@) S UBR B AR H Y B Sfrd X 10 Uferd B |

@ PR @ Jaeh & fou Sfud aRsffe 12,000 %, aiffe 7|

@I & Jea & T0ET By |

) e IId ST & e [ & AER WR;

(ii) i M el & 10 U9 @1 S &% IR ISR B B MR UR; AT

(i) TSl @ A gy & MR W |

10 gfererd gfay sarst &1 &) W) ure auf & g 1%, @ aiffe aikl b1 aaq g 3.78 . A1 SR | Sugerd
i # 4 o A Y Je9 31fe Iuygad 2 IR a1? sare TS aftcdror SR |

The following information relates to the business of a partnership firm:

(a) Average Capital employed in the business - Rs.7,20,000.
(b) Net trading profits of the firm for the past three years (after taxation) were Rs.1,07,600, Rs.90,700 and

Rs. 1,12,500
(c) Reasonable Return expected in the same type of business is 10%.
(d) Fair remuneration to the partners for their services is Rs.12,000 per annum.

Calculate the value of Goodwill:

1 On the basis of five years’ purchase of the annual average super profits;
(ii) On the basis of capitalization of the annual average super profits at the reasonable return of 10 per cent; and
(iii) On the basis of an annuity of super profits, taking the present value of annuity of one rupee for five years at

10 per cent p.a. interest is Rs.3.78.

Comment as to which method (out of the above) is most appropriate and why?

Solution.
Total Profits = Rs. 1,07,600 + 90,700 + 1,12,500 = 3,10,800
Average Profit (3,10,800 / 3) 1,03,600

Less : Remuneration of Partner — 12,000
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Actual Average Profit 91,600
Less : Nonnal Profit (7,20,000 x 10/ 100) 72,000
Super Profit 19,600
(i) Goodwill on the basis of 5 year’s purchase 19,600 x 5 = 98,000
(ii) Goodwill on the basis of capitalisation (19,600 x 100/ 10) = 1,98,000

(i) Goodwill on the basis of annuity of super profit 19,6700 x 3.76 = 74,088

@ifa @t fafd= fafdal &1 sne=ArHe sisgas

fdeny ff—sw fafd 4 Swad SarERv 9 =ifa &1 AR 98,000 %, 8 foRT Ui aul § gra &_1 § U=
TIH 39 A BT ATl M el © 1 1ol Bl H1 Ife ST ST ol I8 ofafdy 5 a9 | 1S &1 SR |

goneor faf—sd fafe 4 Sua Semerv A @ &1 9 1,96,000 %, Sidfd ufcray &1 Afam 19,600 . &
2| &S $I &R 10% Uiy 89 A 1,96000 3. TR 19,600 B. ToT Uiy BIT © 7 37fTel™ 3R TSl dRI6R
M & HRU HH A =T B AR 9GS TS 8 URAN | 39D Il 59 dgld | FEfaRad |1 gzl 7 @
AHA B 1 (1) ST TS b & HHF &1 S, AT (i) STy a1 Jf31 98 9V | 39 dROT I8 fafy ff awdive e
el B |

Tiffast ggfa—az Y Swad aftia =1 el @ o # 9 2 | s Sudad SaTeRvl § w1t &1 01
74,088 %. T 3R AT UH I BT 19,600 . & | a: T @I & AR 498 F 0 &7 F &1 9G 81 oIl
g 3R U a¥ # @1 |9 |fed @fd @ AR aga 81 SR F®&ifE 19,600 x 5 = 98,000 %. B | A8 Reafd
i IaTexvl & W 8 Wikl € - @] &) ST dfed a¥gen & fofg w=fa @it a9 |

Ilustration 10.
U IIAT H I & folv 74,088 5. &1 I YH d4 | GG BT & Y | 369 TR AT B & 10% gfqay

2| 39 au | e @nfa & foy Sudad i &) 1) 8, gfiay 19,600 %. 1S a1 8 | @il aHras
W I | b wnfa o1 I8 IR <arel Afged b aul § aqe &1 S A & |

Solution :
GOODWILL ACCOUNT
IYear Rs. I Year Rs.
Jan 1 To Bank A/c 74,088 Dec. 31 By Super Profit 19,600
Dec 31 To Interest A/c (10%) 7,409 Dec. 31 By Balance c/d 61,897
81,497 81,497
II Year Rs. II Year Rs
Jan 1 To Balance b/d 61,897 Dec. 31 By Super Profit 19,600
Dec 31 | To Interest A/c (10%) 6,190 Dc. 31 By Balance c/d 48,487
68,087 68,087
III Year III Year
Jan 1 To Balance b/d 48,487 Dec. 31 By Super Profit 19,600
Dec 31 To Interest A/c (10%) 4,849 Dec. 31 By Balance c/d 33,736
52,736 52,736
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IV Year Rs. IV Year Rs
Jan 1 To Balance b/d 33,736 Dec. 31 By Super Profit 19,600
Dec 31 To Interest A/c (10%) 3,374 Dec. 31 By Balance c/d 17,510
37,110 37,110
V Year Rs. V Year Rs
Jan 1 To Balance b/d 17,510 Dec. 31 By Super Profit 19,600
Dec 31 | To Interest A/c (10%) 7,409
Dec 31 | To Balance c/d 339
19,600 19,600

ST @R A W & & ured a¥ Al sfde uet &) o 3393, 9 Afde 8 o &iIfd B 13 &rel
|fed = 99 | 1 B Safd H g B T 7 |

ari faftal § o fAft—aimg om fafd, fdery Y, dofiexo Y wa aiffen Ay & | &iga Ry &
IR A1 GH Il | BRA Bl URFRT Gl of J81 & il 39 S b1 T8 ol i & Aad A Bl 2
Safd AT b1 FRY I AfS I B & Ol U A §R1 9T By S Wehd € | i @1 fora @)
DA B AT BIll & MM 8 I 81 31eb Bl © |

THAH BT A fF T Baa <1 AR w1 3 fafd SR goitevor e | srfrem ugfa 7 @afa
I TN H SN B O AP oArd (actual Profit) FTEMRUT TH (normal profit)@[ e B & o1 ug fafd
I ®) I STs A G 2 | GRERIA & Ifeahor A aifia gormetl 1 e & S 1 A Jdsrs g a8
T @afdd & 9 e R R w-ar g s forg =ifd &) 7o &1 & 8 2 |

Iustration 12
feifoha Sammell | @fa @ iy Mt « (@) o iy &1, (@) fdem™ & IR 9 %7 & IR, (4)
A & YolHRoT & IR |

From the following information find out Goodwill (a) as per annuity method, (b) as per 4 years’ purchase of super
profit, and (c) as per capitalization of super profit method.

Net profits for four years.
I year Rs.30,000; II year Rs 40,000, III year Rs.50,000; IV year Rs. 60,000.

The profit includes non-recurring profits on an average basis of Rs. 3,000.

Rs.
Average Capital employed 3,00,000
Normal Rate of Profit 10%
Present value of annuity of Re.l for 4 years at 10% is 2.5.
Solution:
Total profits = Rs.30,000 + 40,000 + 50,000 + 60,000 = Rs.1,80,000
Average Profit = 1,80,000 / 4 45,000
Less : Non-recurring profit 3,000

42,000
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Normal Profit = 3,00,000 x 10 / 100 = Rs. 30,000

Super Profit = Rs. 42,000 — 30,000 = Rs. 12,000

(a) Goodwill as per annuity method 12,000 x 4 = 30,000
(b) Goodwill as per purchase of super profit method 12,000 x 4 = 48,000
(c) Goodwill as per capitalisation method (12,000 x 100/10) 1,20,000
SN U3
Questions

1. =Ifd &1 @1 3fef 87 Ueh ATUR 1 AN D1 ATARIGY: HIF— dcd YHTIAd B 82 AT b Je-d1d
@1 faf=1 fafedi &1 quis SR |

What is meant by goodwill ? What factors generally affect the goodwill of a business ? Discuss the different
methods of valuing goodwill.

2. R e @ AfS—am AT Be @) wfd B w=afa B 17 I fhd a9 & Y AR 99 I8
2 Al 37 =T & A—IThA D DIF—AT UFid B Gd <i1?

“Goodwill is the power of a business to earn Super-profits.” What methods would you suggest for its
valuation when the profits of the business are continuously increasing ?

3. T & Hedidhd W 319 T AHSK &° MA@ JedIdh & (oY AN H o1g S arell fafei &1 qoi=
BIFTY |

What do you mean by goodwill valuation? Discuss the methods which are used for Goodwill valuation?

4. XM & RTHA B A B 1A &1 9oF BT | 59 S I =1l &1 e HRT H YA fby
S arel fafi=1 "l &1 FgRer $xa G99 {69 91l @1 &9 § @ @1y |

Explain the purchase of Super profit method of valuing goodwill. What factors should be taken into
consideration in the determination of various components in valuing goodwill according to this method?

5. HIodd ISTERVT ofd B A B AGURN BT Yol I FHASY | AT & IR R AT Bl
qedidd e yaR fhar s 27

Explain fully, taking imaginary illustrations, the concept of “Super profits.” How is Goodwill valued on the
basis of Super-profits ?

6. I & Feaidp 3 fafdy fafd=i @1 fader ST | FasTsy b @1 S1fErel™ R WRe—av JATER
P T H TER B |

Define various methods of valuation of goodwill. Explain if the super profit base is an improvement over
simple profit base.

7. IUYE IRV § IR WA JeAiha Bl A= fafeRi &1 auie e | fhe sravensii § wE—AT fafd
IUYHT &7

Explain with suitable example the various methods of valuation of goodwill. Which will be an appropriate
mehtod and under what situations ?

8. (31 TIfd fod wEd 27 91 3MY A1Hd & &b 9fasg & oW & 39 & Hedidh &1 U A1 BRI a1 o7
@) = & F—THT B (ST ) w1 ITexer |id auid B |
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PROBLEMS

3iraa o fafer
(Average Profit Methods)

Problem 1. A Ltd, sold its business to B Ltd. Find the value of goodwill taking into consideration the following
factors—

(i) Goodwill is to be valued at 3 years purchase of the average profits of the last 3 years. Profits ofthe last three years
were as follows:- 1992 — Rs. 40,000, 1993 — Rs. 50,000, 1994 — Rs 60,000.

(i1) Profits of 1992 have been reduced by Rs. 6,000 because goods were destroyed by fire.
(iii) Non-recurring income of Rs. 4,000 is included in the profits of 1993.

(iv) Goods have not been insrued but it decided to insure them in future. The insurance premium is estimated at
Rs. 400 per year.

(v) Reasonable remuneration of the proprietor of business is Rs. 6000 p.a. and has not been considered for
calculation of above mentioned profits.

(vi) Profits of 1994 includes Rs. 5,000 as income on investment.

A Ltd. T B. Ltd. 1 391 A d=1 | fr=iferfad ardl o1 ear | 9d gU A1 BT JedTh DI |
1992 — 40,000 %.; 1993 — 50,000 %.; 1994 — 60,000 3.

(ii) 1992 % <9 H 6,000 %. HH 81 T & FT fh AT M A < & AT A7 |

(iii) 1993 @ & H gR—IR 7 8 dTell 4,000 5. &I 3T A B |

(iv) ATt BT 1T T8 BRI T B URg WA # g9 91 e &1 ot forn w2 iR e i 400 9.
gfcrad &1 A B |

(v) I & W1 Bl Ifd uRsffe 6000 2. ufday 2 54 Iuga o™ Farer & forg uam w81 faar T
=

(vi) 1994 % 9 F 5,000 %. faferammt @) ama wnfae g |

Ans. Rs 1,27,800

Problem 2. Zero Ltd. agreed to pruchase the business of Hero Ltd. Goodwill is to be valued at 2 % years purchase

of the average of previous four years profits

The profits for the years ending 31-12-1984 to 31-12-1987 were as follows-1984 — Rs. 75750, 1985 — Rs. 93,000;
1986 — Rs. 93,750; 1987 — Rs. 112,500.

Following additional information is available as under—

(1) On 1 st July, 1986 a major repair expenditure to Plant and Machinery for Rs. 22,500 was charged to revenue. This
was agreed to be capitalised for goodwill subject to 20% per annum depreciation on diminishing balance mehtod.



254 EaeRINCICICE]
(i1) The Closing Stock for the year ending 3-12-1985 was overvalued by Rs. 9,000.

(ii1) In order to cover Cost of Management, an annual charge of Rs. 18,000 should be made for valuation of
goodwill.

Calculate value of Goodwill.

Zero Ltd. 5 Hero Ltd. & SIqARI WXIGH &1 UKIG [T | AT BT HedTdh U8 IR aui & A a4 & 2

%aﬁéﬁzﬁaﬂwa‘:wq% BT T |

T 1 @ 31-12-1984 H 31-12-1987 (AR a¥) & o4 191 UdR 8—1984—75750 %.; 1985—93,000 %.; 1986 —
93750 %.; 1987 — 1,12,500 %.

FrfeTRad s1faRed GaN 59 UBR U ¢ |

(i) 1 SIS 1986 B WIe Ud ARI & Ax H g1 AR¥Id Bl BRI b1 T o R WR 22,500 . AR 318
3R 3 I @l 7 R A B @ H forg faan wan | g8 Fi¥ed g {6 w@ifa o1 geg RgiRd &
@ Y 9 XN B YOIdHROT fBAT SMY 3R HARNK B A §RT 20% 1 &% A B b1 ARG (b
S |

(i) 1985 a9 & forq s1f< Refery &1 q 9,000 %. 31t &m faam & |

(iii) T & HIThA T IFEDHI AN & G H 18,000 3. AN @Sl (Annual Charge) &1 UTIET
HRAT B |

I BT i BT |

Ans. Rs. 1,99,500

wIRa 3ira o fafd
(Weighted Average Profit Methods)

Problem 3. Compute the value of goodwill of X Ltd. on the basis of 2 year’s purchase of the weighted average
profits of past four years. The appropriate weights to be used are 1, 2, 3 and 4 for the profits of respective years. The
profits of the last four years were as follows—

1990 — Rs. 72,000, 1991 — Rs. 90,000, 1992 — Rs. 1,08,000, 1993 — Rs. 1,26,000
Following additional information is available about the business of X Ltd.

(1) Profits of 1990 includes Rs. 9,000 income on Govement Securities.

(i) Abnormal profits of Rs. 7,200 are included in the profits of 1991.

(iii) Profits of 1992 were reduced by Rs. 6,000 due to an extraordinary loss an account of fire.
(iv) Profits of 1993 included non-recurring income of Rs. 12,000.

(v) Fair remuneration to Manger of X Ltd. Rs. 9,600 per annum had not been taken into account.

fUod IR qul & ARG N\ o™ & I & a_1ER WM BT J-Iba difory | A= a8i & o™i & oy
SUYFT UR S JAN B & 39 PR &—Teh, al, A dof IR | fUsd IR auf & o9 7191 g 9—

1990 — 72,000 %.; 1991 — 90,000 %.; 1992 — 1,08,000 %.; 1993 — 1,26,000 %. |

e o1, & @aam & G 3 9 srfaRaw gaemd Suerer € |

(1) 1990 & &9 H 9,000 T. TRHN! Uffaai &1 M enfia 2 |

(i) 1991 % &I § 7,200 5. SRR <4 2N 8 |

(iii) 1992 % ¥ A B & HRYT 6,000%. A HH 8 Y § i ATA 3 o A < & 747 |
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(iv) 1990 @ ™I ¥ 12,000 5. I Yo TG UPHid B T FFAfHT 2 |

(v) Us=Ih hT Sferd uReIfde 9,600 %. ufaas RS o e & forv s § =81 <@ T g |
Ans. Rs. 2,05,200

sffdery fafe
(Super Profit Method)

Problem 4. The following information relates to the business of M/S Naresh Brothers.

(i) Net trading profits of the firm for the past four years (After taxation) were Rs. 1,20,000, Rs. 1,00,000;
Rs. 60,000 and Rs. 80,000.

(ii) Average Capital employed in the business — Rs. 4,80,000.
(iii) Reasonable rate of return expected in the similar business is 12%.
(iv) Fair remuneration to the partners for their services is Rs. 16,000 per annum.

Find out the value of goodwill on the basis of 2 year’s purchase of the annual average super profits.

frforRaa o #%d TRY U8 d5ul & Aqqal § G © |

()7d 9R 991 & ®BH & Yg AUIRSD a4 (PR & d1) 711 UdR I—
1,20,000 %.; 1,00,000 %.; 60,000 %.; 80,000 %. |

(i) ATUR H o g3 Ard Yoil 4,80,000 9. |

(i) S UPHR & AR H ¥ H SFIT SR 12% 2 |

(iii) TSGR &1 Jaell & forv Sfaa aiRs$@ e 16,000 5. a1f¥® B |

(iv) aTfie ST Il & 1 [ & IMIR W I HT JeATH DI |
Ans. Rs. 32,800

Problem 5. X and Y are equal partners. Their Balance sheet as on 31 st March. 1997 was as follows—

Rs. Rs.

Creditors 2,25,000 Cash at Bank 2,02,500
Capitals : 7,87,500 Debtors 1,87,500
X 6,75,000 BR 78750
Y Stock 1,50,000
Building 4,12,500

Plant and Machinery 6,56,250

16,87,500 16,87,500

All the assets are worth theri Book-Values except Building and Plant which are valued at Rs. 7,08,750 and
Rs. 5,47,500 respectively. The average profits for the past five years are Rs. 2,10,000 the trend of profit being higher
each year. The published market price of a share in a company doing similar business is 3 times its paid up value on

the basis of 30% dividend.

The partners wish to sell their business. They ask you to advise them about the reasonable selling price. Goodwill is
to valued at 3 year’s purchase of the super profits. Ignore taxation.

Ans. Goodwill—Rs. 1,35,000; Selling price of business = Rs. 17,85,000

[M.D.U. 1991 Sept. Modified]



256 P ARG

Nonnal state 9 return o> 100 = S2000

MPS 300 10%

Problem 6. The Balance-Sheet of Mr R on 31st December 1997 is given as under:

Rs. Rs.

Bills Payable 72000 Cash of Bank 1,80,000
Creditors 2,88,000 Stock 28,800
Capital 9,00,000 Furniture 7,200
Plant and Machinery 3,96,000

Land and Building 6,48,000

12,60,000 12,60,000

The profits of the business for the five years ending 31st December, 1997 are:—1993 — Rs. 1,44,000; 1994 Rs.
1,51,200; 1995—Rs. 1,62,000; 1996 — Rs. 1,80,000; 1997 — Rs. 1,90,800.

The Assets are revalued as under :—Land and Building Rs. 6,98,400; Plant and Machinery Rs. 4,24,800 and furniture
Rs. 3,600. No remuneration was charged by R though he was engaged in the business. Find out goodwill by
capitalisation Method. Normal rate of return is similar type of business is 10% .

I B A 31 fegwR, 1997 I ula 9y & =ifed 8 1 1993 — 1,44,000 %.; 1994 — 1,51,200 %.; 1995 —
1,62,000 %.; 1996 — 1,80,000 %.; 1997 — 1,90,800 3. |

R ®1 Jedidd 19 UBR 5—4 3R 9a9 6,98,400 3., < T AR 4,24,800 . AT HiTeR 3600
%, 3R 7 By qIRHMAe TE o It g8 36l ke ¥ qdr™ § o 2 | YoiieRvl fafdexor fafg gr
=T B AR Iy | |AIERoT 1 & &R 10% 2 |

Ans :—Goodwill on Capitalisation of Actual Average profits Rs. 5,49,000 ; Capitalisation of Super Profits = Rs.
5,49000 Super Profits = 54,900

Hint :—(i) Average Capital employed is being taken into consideration for the purpose of valuation of goodwill.
(i1) Fair remuneration of R assumed Rs. 19,800.

Problem 7. The Balance-Sheet of a company as on 31 st Dec. 1987 is as follows:—

Rs. Rs.

Share Capital 4,80,000 Fixed Assets 7,20,000

Reserves 1,20,000 Goodwill 72,000

10% Debentures 3,60,000 Current Assets 6,36,000

Creditors 3,04,000 Preliminary expenses 36,000
Bills Payable 2,00,000

14,64,000 14,64,000

Profits of the last five years (before providing for income tax @ 50% have been as follows :1983—Rs.72000;
1984—Rs.1,44,000; 1985—Rs.1,20,000; 1986—Rs.1,92,000; 1987—Rs. 1,80,000

The Market value of furniture included in fixed Assets is Rs. 1,20,000 more. Expected Rate of return is 10%
calculate the value of goodwill of company according to capitalisation Method.
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fUsel U= aul & o™ (50% B! &% F PR I I Yd) Frforiad 9—1983 — 72,000 5. 1984 — 1,44,000
%. 1985 — 1,20,000 3. 1986 — 1,92,000 %. 1987 — 1,80,000 3.

R TR § AT iR @1 dR Hed 1,20,000 3. AfSE B | SIFAINT I B &R 10% 9. © |
YGITRYT fAfd & SIFAR Bl Bl AT BT S DIOTT |
Ans. :—Average Capital Employed — Rs. 5,22,000, Goodwill — Rs. 1,86,000

Problem 8. S is willing to sell this business to R. S has earned a profit in the past of Rs. 1,60,000 per annum. It is
considered that such average profit fairly represents the profit fairly to be earned in future except that :

(i) Chemist’s fees Rs. 10,000 charged against such profits will not be payable by R as he himself is an able chemist
and can work as such.

(ii) Rent at Rs. 29,000 which had been paid by S will not be a charge in future since R owns his own premises and
can supply the accommodation necessary for the staff and equipment. The value is estimated at Rs. 1,50,000.

(iii) The value of net tangible assets of the business was Rs. 19,00,000 and it was considered that a reasonable return
on capital invested for the similar business in question was 8%.

(iv) The profits of the business assets of the business S would in no way be affected by the sale of business to R and
the existing goodwill was to be paid for on the basis that S’s business was a continuing enterprise. Calculate the value
of goodwill accoding to capitalisation Method.

Ans. Goodwill — Rs. 4,37,500

Problem 9. A Ltd. agrees to purchase the business of B Ltd. Profits of B Ltd. for the past four years were Rs. 63,000;
Rs. 10,8000; Rs. 90,000 respectively.

You are informed that Rent at Rs. 7200 per annum and maanger’s salry @ Rs. 3,600 per month which have been
charged against profits of B Ltd. will not be paid by A Ltd.

Net capital employed by B Ltd. was Rs. 10,80,000 and Normal rate of return for the similar business was 10%. Find
out the value of goodwill by capitalisation Method.

ALtd. BLtd. & aATT BT Y B BT YL Gl & | B Ltd. B I 991 b o1 HHA: 63,000 3.; 10,8000 T
90,000 . T2IT 99,000 %. < |

39 BT G fhar S g 7,200 %, A fbRmm 3R 3,600 3. AMYS Ydwed &I da- il B Ltd. & ™I I
HE T 8, A Ltd. BT & BT IS |

B.Ltd. @ Y& AT goil 10,80,000 %. o 3R 9 UHR & qA@™ H MR Ufdhd &1 & 10% o7 |
UoiRYT a8 gRT =0fd & o &1 [0 HIRIY |

Ans. :(—Goodwill Rs. 3,24,000

et ugfa
(Annuity Method)

Problem 9. The following particulars are available in respect of the business carried on by R :—
(i) Profit Earned :— 1993 — Rs. 60,000; 1994 — Rs. 72,000; 1995 — Rs. 66,000
(i1) Expected Rate of return 10%

(iii) Capital employed Rs. 3,60,000
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(iv) Present value of an annuity of one rupee for five years at 10% Rs. 3.79

(v) The profits included non-recurring profits on average basis of Rs. 4800 out of which it was deemed that even
non-recurring profits had a tendency of appearing at the rate of Rs. 1200 p.a.

Calculate Goodwill as per annuity Mehtod.

R& Faard 9 Feforiaa faavor ura gu—

(i) JARTT ATI—1993 — 60,000 T.; 1995 — 72,000 3.;1995 — 66,000 .

(i) AT DT FHERT &R 10%

(iii) RIS oM 3,60,000 3.

(iv) 10% R 9/ 981 & oIy & . @1 aiias] &1 a1 Jed 3.79 .

(v) T H 4,800 %. 3 <X W IR—IR T 8 dlel A9 WA & 519 4 I8 41 T © b 1,200 %, gfd 99
T gR—aR 7 89 dTcl o W & R o 991 <89 9 yafy 2 | aiffe fafy & wnfa &1 geaied s |
Ans. :— Goodwill — Rs. 1,00,056

Problem 10. Form the following informations calculate the value of goodwill as per annuity Method.

(1) Profits for the past three years :— 1991 — Rs. 80,000; 1992 — Rs. 1,00,000 ; 1993 — Rs. 1,10,000

(ii) Profits for the 1991 has been arrived at after writing off extra-ordinary loss of Rs. 10,000 and profit for 1993
includes an extraordinary income of Rs. 6,000.

(iii) Average capital employed Rs. 8,00,000
(iv) Normal rate of return is 10%

(v) The present value of an annuity of Rs. 0.230975 for five years @ 5% is Rs. 1.

frforRed FaeRll & R wR aIffe) afy & AR @i &1 Hedid BT |

(i) fUeer A auf & a:—1991 — 80,000 3.; 1992 — 1,00,000 3.; 1993 — 1,10,000 .

(i) 9 1991 @ T 10,000 BT AT &M 3afeiRad &1 & Uard e1d fhT Y & d1 1993 98 & oftHi 4
6,000 . DI AT M Affera B

(iii) 3frFd AT 4o 8,00,000 9. 7 |

(iv) T B FHRT TR 10% B |

(v) U™ @ & Y 5% P &R W 0.230975 %. DI Aiid afd & 7 1.
Ans. :— Goodwill Rs. 77930.50

Hint :- Super Profit

Actual Average profit — Normal profit

Rs. 98,000 — Rs. 80,000 = Rs. 18,000

Goodwill—

When annuity is Rs. 0.230975, present value is Re. 1.

When annuity is Rs. 18,000, present value is Rs.

1

= 0.230975 X 18,00 = Rs. 77930.50
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STETY-8

3TN BT HoATh
(Valuation of Shares)

37N BT AT
(Meaning of Shares)

FHHAIST A, 1956 BT GRT 2(46) B ATAR 37’ BT MM BT B Yoil § 9 A 8 597 LIH' (Stock)
Al enfier € RYara S S &1 BISHR Sigl W J1 T ®U | TTdh 3R 379 H 3R fhar S1an g | waei
S W@fAE B 3P TP 7R AT WLid' Bl 2 |

FA & UAD 379 R TP Hod 3ifdhd Hed (face value) BT SIAT B | O, T BT 7 10,000 3721 i
B R TH A U 3 10 30 BT &, A1 J&1 5 3790 BT 3ffdbel Hed AT TH I (part value) 31T | ST 72T BT
%g a1 fIpa fan Srar & @1 39! ok Jod &9 § @1 A1l § | IR e *ifdd e | &4 a1 31
B qhdl 2 |

3T TP B SR

(Meaning of Valuation of Share)

3R & HeATH BT M 59d U b A & ST WR g1 Y [Ihy, SRRl a1 dx—eiRa b
I & A1 RIS MR W SRS a1 3 fdl &1 3fe—gon @ RIfd &1 |& 311 w8l 2 |

3¥ B Hod A AT (Finding out value of shares)—il 3% ¥b4 fJufdr (stock exchange) &1 & #
[T B 8, STd1 g Wb faufdr &) gfafoi &) o9 g dmal 9 A a1 S dadl 8, W R il
&1 Yo BUI 78l & | (unquoted shares), ITeh] Jed 1A BR-1 & oY Jedich A b1 YA fobn STl & | 98
IR 39 3N B A oI i A8 gR1 9 fban Srar 8 S e faufdn 4 usiied 8§ Hifd W
fqufor § a7en Hou H SAR—=IGTd B & I8 W BRI B & 3R 9o MMER R iR qog I g 78
BT & | SUY faaRoT § W 8 b 37l & Joaih & FaRT A UhR & 30 & FF H 8l Al ¢ |

e & o YR S o sraeadar

(Necessary of Valuation of Shares)

faferam fihfred & AR, “ol@THH B aftc I RN & AP B TR T Hio AT 8 | JaIfd Iqb

RigT ®fed 72 €, R S WA & fory A [Awal & g 19 a1 sawaedl © |

3N & HeATH B T Ty Agwqyul & R 1T 8 1 Hicd W 2 | Fr=ifdra genali | 3l &1 Jeaidd

HRAT AMTLIH 21l &

1. Qﬂﬁ'clﬂ'mq'\’(OnAmalgamation)—\_rI_sfasl’ClTa@lN@?ﬁmﬁﬁﬁwgﬁm%ﬂﬁmﬁﬁiﬁ
3el & HeATh b1 AMILIHAT TSl 2 |

2. 39 & gRade TR (On Conversion of Shares)—Eﬁqﬁ—?ﬁqﬁ Q?{ﬁ ) gRRafedt am Sl & weafe T
YHR & 37T BT IR g UBR & 372 H fhar Sirar & QAT =0 H 3720 & JeATdh &I Fwi7a 8l
GEDIRS




260 BT TGTH

3. H¥ B WIS TR (On Absorption of a Company)—STd U HF1 BT Afderd= %HQ\I HF H BT
T S GHY MM B HeATH B MATIHAT BIehl B |

4. 5l O O @ 319 B R @ forw geuia R R e & 8
5. IIERIHRO Pl G H WBR gRT 32N B! &Afayfed & fog qog FeiRor|
6. TN 3fel B Al B WR STl Hog Ul T8l fdhan S 2 |

7. B D Sﬂﬁtﬁm YR (On the Reconstruction of the Company)—<1d &9 3ffSfaH D AR
BT BT GAMHT BT § AR THD] FSAN HB JWLRI T8l <d © Al 59 A2 BT JeATHT IR 50
YT B & S 2 |

8. UP WIZIC B B A B b Bl MAIHAT 39 B B o B wHa A1 3w FE foi
Rerfdy &1 <M ured - & F9g gl © |

9. AY FR, FHRY BR Yd SUBR IR FERY H=7 W Al Frafaa qwaRy 7 o791 8 |
10. 7N QIR i wwafal & fag & kil & qoaied & & forg |

11. o9 9% 3 &1 gffd o= 07 &d © A1 3Rl & JeAid AaeTH TSl ¢ |
12. oo a9y gensli § 9 g SRl BT YA R & ofg |

13. @ &) gREl & e 89 )R, [aRie Jed &1 31 Ui &1 & oy |
14, 3= BN qom 3 STafds U1 - 4 ORI S Ut 819 @1 a8 |

T BT &I B YBR
(Types of Value of Shares)
3l &1 Hod 191 IHR &1 81 AHhaT ¢

(1) ¥4 H{I (Par Value); (2) W’q Hed (Book Value); (3) 9TR oI (Market Value); (4) oTTd T Cost
Value); (5) EL\_rﬁW HeI (Capitalised Value); (6) JMAR®D YU (Intrinsic Value); (7) Ifera YU (Fair Value).

1. 99 e@—HH & UiE HHEIFTH § S 61 Goll & Y 2 BT Sl Jod Afdd Iedl & 39 & 94
e BB Gl & ol Ueb 3721 S BUY Pl B 3R $HD] aI6R Hed A1 103, 81 8 Al SHD] JoAIdh qH

I HE Ol 2 | Yoh &I i 399 &8 a1 21fde 1R fasan 511 |adn 8 | sifdhd g & 1fda @l
B N IR B9 IR BT B B8l S 8 |

2. YWD Y- b YD1 Jod DI T BH1 Bl GIADId Yoil H 3720 B AT Bl A1 <+ F AT
el oI 9 7 | QDI Yol BT AR 37 Yol §99 T4 AMAag & A | 8| 30 dad Jod Bl
JrreRAT @1 FHAT (Shareholders’ Equity) 3T AT B AT (Owners’ Equity) gl SITdl 2|

3. qNIR Hea—37% & dIoiR oI Bl AR 9 I A 8 O WR A BT HI—fdshd A I9R (Share
Market)ﬁ BIT © | 37T qISIR BT I &7 b= faugfor (Stock exchange)ﬁ =

4. AN Y—3IT & AN o BT I I A I § Gl Yo LRI DI Ueh 372 Bl gReb g1 & oY
Y HRAT TSl & 3AH A BT IIOIR I AR SATell NS & T DI AMAA I8 & |

5. Yol Y (Capitalised Value)—® &1 IUTSIH &HAT BT YoiIRvl AR WR 3 &1 A1 &%
D JAER WR BT A 2| 39 Yoiipd Jod H 32 B AT BT 9N SR U 32 Bl oI [Fabredl
SR |
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6.

IIR® Fea—Ta [lRFd [y W owe o T=Rkdl & o 9o 4 4 S Al & s & 9y
TR B g™ B 98 Y ST aTell 11 H 312 BT 91T Tdh) Sl 1 YT BN & a8 H¥A1 B 7N

BT ATIRD HeTd AT ST 6 |

I TR & MRS I g IR AT S SIS H &l I 9 a1 I A aTell e 3720 Bl i
eI PEl Sl ¢ |

TN & o Bl Y9I B Il dd
(Factors Affecting Value of Shares)

3Rl & e & A ¥ fEifdha qeg Aewayul & @difh I 372 Bl GUId R & -

1.

¥ ® N v ke WD

e e e e
A T A e

T DI E@‘% (Nature of Business)
HF @ SUToTT fdd (Earning Capacity of the Company)

A auf § HFN gRT GIfd eIl (Dividends declared by the Company in previous years)
BT DI Y& ‘ff FHRET (Net Tangible Assets of the Company)
HET DI E_[\Gﬁ gl (Capital Structure of the Company)

HF GIRT STQd ATl B =T (Goodwill of the product produced by the Company)
39 ¥ H 3 Uell @ fAfATT (Investment of other Parties in this Company)
gferfiar & i (Limit of Competition)

TR BT F= (Number of Shareholders)

FATT®! B AT, &THdT TG 31949 (Qualification, Capacity and Experience of the Directors)
39l P AT Ta tl;ﬁ (Demand and Supply of Shares)

HHEE & A H YR @ FRTEAT (Possibility of Progress of Company in Future)
FFA TR IRBN =0T o AT (Scope of Government Control over Company)

<9 ¥ et ud Rl @1 RS (Position of Peace and Security in the Country)
TSTHIf® &MU (Political Conditions)

fafar o <o § gfdesy (Restrictions of Investments in the Country)

(Valuation of Shares for Wealth-Tax)

U 3R BT HedTdh i1 Wb+ U1 7 quote Ty S &

ST UHh B & 379 FIffd w9 9 b fqufor § a8 (deal) fF SIA 8 I1 Ta99T &1 AR G910 H
1 W geR fBa1 S 2 a1 o Q7 qedied giar & 99 a7 ey fquftr o 8 ||y ofell @l
Quotation BT § &1 372N BT HeATHA AHT SIIAT & Al I9 T &1 BIg Quotation 1 & Al I &1 & I
Ugel B S W Quotation ST BIAT & I R I 3T BT JeAHA [l Sl 2 |

Y 1993-94 @ FF—FR & oy 31 A, 1992 & bl fIufd] & Quotation & MR W HeATdHA fhar Sram 2

otfdT VT R IAY ¥ faufoT (Stock exchange) | 9 T2F &1 Uds WHIYT UH of foran Siral & b 3 ofer O™
2 o R Fafid ©u 3 (Regularly) ¥ faUoE 6 SId € 1 94919 &1 A1ERT S0 H 39 R IR
ST € |
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PR—GROT g¥ 1992-93 A PRI BT U fddbed I8 A1 2 fb a8 314916, 1992 D b fqufdr & qediep
qAT 3AY U & 19 aul (Nine Years) & g ARG & JAThA1 BI A o bl of 3R A1 39 Hod
WR gF—hR & [oIg HFIAI & AT DT JATH (AT ST Fhdl & | Tl I 7 qu 4 HH qul & JedTdh U
g I S auf & 3id Hedidd B Sa fdhar e 2

e Jd bR 3 Bl *1o€liq>'1 ST Ty faufor | Quote &l IERESIGE (Valuation of such Preference Shares

which are not quoted in Stock Exchange)

1. IS qEifeR 372l WR THiel &% 8% & IT S JMF ©, Sl 39 MM W YA &1 T AR W & 37401
qeuid far ST € |

2. I YAIOPHR FRA R ATHIR B S 8% A HH & Al 31! FHIINNIA &1 R (Adjusted paid up value) TR
gHT Hedd foan I g |

FEEAIRTT gd 3 99 R Sl Sl ©

ST Yol x o1 1 &% %8

Paid up Capital x Rate of Dividend %8
Ife PIg FF R & JeAid Bl [ T TR A9 81 a1 $899 37f¥F T% @ oY unquoted TaTEIHR
3N TR PIS AR YA &l Bl 8, A 39 W Th AR Bl & Jed (paid up value) JT FHARIMIT &
Hed (adjusted paid up value) UX & ST ® | ST 9o freifad ® -

Number of accounting Reduction in
year ending on Non-Cumulative Cumulative
Valuation date Pref. Shares Pref. Shares
3 10% 5%
4 30% 15%

B DI BISHY U HHN & FHAT (AT BT Hedid ol W il TR Quote &1 fd ST & (Valuation of

Unquoted Equity Shares of a Company other than Investment Co.)

9 UHR & AT BT &6 Break value & MR TR 9 YR fHA1 ST

B B Al IR Bl & g # yelRid TRkl & 9o o1 Sre | 39 S8 & oy f=ifdbd &1 awf
BEEIEIRCICIE

1. JMI—aR & foy yam &1 i ifm fen |
2. M-8 @ @ Sfde 91l |

Sydad Ay A et gy wwRkiEl & qodied 4, g @ A & <Rl @ gern o 81 s9s oy
fifd @1 arfdca &1 A4 ST &

1. T 3Rl WR &< Yol |

2. YAIfg®R 3=l Ud FHc1 372 & ™I I & forg fhan T =99 |
3. 9, @ O M ¥ e 8 dfed g e T3 |

4.  AM—TIN G BT wisc 9D |
5
6

PRI & oI graer |

|Afcwy i@l &1 R, Afh g9 Gl qaifderR iRl U I ATHIe &I AR AR (arrears) P
NIECISERCRIRC IS
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STIH & U S MUR R FRRMT P IA@l IR 1 AMIFRI BT & d81 FAAT 3721 BT Jod AT Sl ¢ |
S 3N BT A DI AAAT T DI AT I 9F IhR b A Bl A [FbTedl ST Dl & 91 oI DI
Break up Value &8 SITd 2 |

9 Hed H W |1 S 7 20% PRI AT § AR AY 80% B Unquoted TAIT =T BT Hod AT ST ¢ |
ST P geA § 7 UhR Udhe fhar T &

Total of Real Assets - Liabilities
No. of Equity Share

= Break up value of each Equity shares

Break-up value - 20% for discount = 80% of Break up value Jgl 80% Hed Unquoted I B qed B yeffa
HATE |

3TN © HATh ol fafer
(Mehods of Valuation of Shares)

3R & AT Bl AU =M B U oI FEiRU1 A 7, O WR 72 & SWIARYI, HR FGR0T 921 6y [
foam ST 2 | o7l & Hou & QMUK WX AR a1 3= foefl fafareras &1 orer got a1 Reifay &1 51 2rar 2 |

el & eI Bl FHRAT Afa Fewayul 8 | IR ST W1 8 | SN 373 Wby fAf= (Stock Exchange) § Jailag
BT B | 39 B e ufnfaal & e Jou g &) FEradt A fear S dadr 2 | wR_eg R &fel @1 qo
BUAl &1 g I9 B Jedidhd B & ol M Al &1 g fean Sar g ol & Jeuied a1 fafde,
IATH & ST AT AW & HeATH+ BT JAIAA B dTel Teh] IR R dell B | AR qorr el &
TS B 7 A Acaqol fafean 2|

(Methods of Valuation of Shares)

3TN & Fearm Dt fafdn
Net Assets Method Yield Method Fair Value Method
& Tty fafe My fafgr Or Average Method
i fafer
Dividend yield method Earning Capacity Method

1.9€ I fafd (Net Assets Method)—s fafel § 731 @1 Hed =1d B B 1T HHT qs TR (Net
Assets) 1 3721 B T F 9F R IT ST © 3R ST AW M1 B T8I M HT Hod Bl © | 39 A &l
I AWl | ST SIAl 2 | SII—(i) Asset Valuation Method or Assets Backing Method (F991<1 W fafe,
(i) ol i1 fafdl (Capital Valuation Method); (iii) 3R Fed fAf¥ (Intrinsic Value Method); (iv) HAHTIA
qd fafer (Break up Value Method) (v) d2IT & RSkaelis| ‘1?\’11—6?7_*[ fafer (Net Assets Valuation Method)

Net Assets
Number of shares

Value of Share =

Net Assets :—Realisable value of Real Assets — External Liabilities
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9 fafy & oravid g FHRMT (Net Asset) B UM AT, AGA™I oI (Going Concern value) 3fefal FHTIA
eI (Break up value) & 3R TR & ST Fhehl ¢ |

e IR I & AMER R FURET B Jediha (R Ud Ire], R a9 Jed R [Ha1 Sl §
T ST WX T hell, 39 & SUART §RT 3T o9 HM & oY, 78 @RI & foly GuR 817 | 599 gfteaion
A AR ®I TH I8 A1 BR [Ba1 ST 2 [ FRAT B JGAR gl 27 | FHU Jod & IAER TR
3% 1 AT g8 AF B (A1 S g 6 Al S &1 FHIE 81 S Ol U e) Bl 1 fAerm?
AT HHA & AT & G FHRET P 99 B Bl M ag B R TR@T BT YA BRA D
TeATq JIETRAT BT T fer?

39 faf & IgaR ol &1 o 1d & & forg fFr=ifoRed ad s <9 a7

(1) g=fal @1 AU (Ascertainment of Assets)—

(i) I FERAT (B HEH TR B BISHR) D IR I dle],. URRATIT I (Market Value or
Revalued Price or Current Replacement Value) UR Gﬁ?Fﬂ g qv‘%l'q T (Fictitious Asset) SN I
PHHIH, YRS 23 T 3721 Td 301 U3 FHE 1R e Mfe 1 del Tkl 3§ enie T8l -1 2 | 54 db
ge § go w9 $e1 T 8 @afa B A TR H e SR 2| 1 I SRRl (Intangible
Assets) ST $€ HId, UCT T BIURISE dle 5o 3Nl &g 3 fa@man 11 81 a1 781 o Rkl 4 enfie
o S =Ry |

(i) TTERI BT HeATH DR FAI Al ol & YT SMATSH 811 AT |

(iii) 3721 T ForuEl | By Y AR @1 qoiR e R i@ =2y |

(iv) TR &1 JedTdh aad™ a¥fell e R fhar S Aty w®iifd TRl & 3)e e S doiR
T A =1 g & |

(2) <Rl &1 fAURYT (Ascertainment of Liabilities)—<Tfac@ &1 31faUrd a8 1@l (External Liabilities)
A B | $IB1 YA B, ILHRAT Bl Bl BR A AfKIAT DI BRI & | HAGATADI a1 qrev] aTcdl Bl
ERo = & ol 91 91al &1 & =T =Ry |

() afdfe g & e W v @l @1 wfve 9y | v <ifie o fies ¥ =@ g ™ § a1
TR S AT (contigent) 8, S H A 19 1Rl @ 819 &1 GH1a+T ® 1 WY I1R¥ral § enfiel &= Ay |
(ii) 372l T AT AfEd (Cum Dividend) Hed FaTer] AHY UM AT (Proposed Dividend) 1 g1yl #
eMHA TE HRAT AMBY | IR 372 BT AT (B8 (Ex-dividend) oI MdbTarl & foIg Ui ST &l
SRl H WA BT AT |

(iii) q@PR 2 B 41 Jg AR B Jod Ad B & (oY &9 g1 918y | Al Yaifer 3 o
AT B BT AR & 0 W IRl H MAS PR A1y (baet 39 R 3§ 59 qdfOdR 72l &I dwoeil
& U STIA & STTAR WA (priority) &1 1)

(iv) 3 TR & T H GG Y8 (provision) BT A1RY |

(3) Y€ \¥af™dl B MU HIAT (Caleulation of Net Assets)—SURIF (el A FeuRrai vd a1l &1 fAeivor
PR B, AR B G I H A qres] SRl BT Ol BR Yg THRE B T BRA AR | IYg
FHRMET B 6 B b & e 38—

(1) 92| fafd (First Method):—Net Assets

Gross Realisable Value of the Assets (or Assets at Market value)
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Goodwil

Land and Buildng .

Pland and Machinery .
Investments L
Furpitve .

Stock
BillsReceivable
Debtors (Book Debts) .
Cashinhand .
CashinBank .

Others

Total Realisable Value of Assets .
Less :- External Liabilities :

Debentures .

Creditors

Bills Payable .

Other Liabilites L L

Balance

Less Pref Share Capital (paid up value)

Balance available for equity Shareholders

Net Assets :—Realisable value of Real Assets

Outside Liabilities (including Preference Share Capital)
=Revalued Assets—Revalued Liabilities

= Intrinsic Value or Break up Value

2) fea fafdr (Second Method) :
Net Assets :—

Equity Share Capital + Reserves and Surplus + Accumulated profits + Profit on Revaluation of Assets—Accumulated
loss—Loss on Revaluation of Assets—Preliminary Expenses

SR Al # 3 &l 0 Y gR1 Yg TRl &1 o3 99 B T 3721 &1 FT H 91 SR 379 I
STa o S A 2 |

Net Assets available for equity shareholders
Value of Share = oy

Number of shares
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Difficulties in Asset Valuation Method OR Net Asset Method

@) ol &1 1 fRuiror 9 9 PfearE (Difficulty in Valuation of Assets)—WﬁRﬁ DI Wib_*l fba
oI R fdbar oy ST AT Hed (Break up value), IR Hod (Market Value) EREIE gl Jod (Current
Realisable value), EIGRIIEE! YU (Replacement value) 31fdT dle] I Y (Going concern value) g1 79
¥ Hod DI IMMER 1T Y Y Hio TR 2 |

(ii) TRl &1 q1d fRufzor &9 9 HfSATS (Difficulty in ascertainment and valuation of Liabilities)—GTFfi’\j—CB
g 3 fammar v | g1 ardfde 81 B | SRl &1 aRadfds 131 g H fearg 18 i 9 s1fesd A
HH B Tl © i BV ATl & (o Sl Tagr I ARG by S & 9 STTAIE Bl & | U 1ided Y
B B R fag # 981 famman Sdn, S9 &1 qoaie W wfos v ® | arifad gl &1 fReiRoer o Y
U& BIOTS ¢ |

iy Jeared fafd & I
(Disadvantages of Assets Valuation Method)

(1) FwRmE o1 Sfaa qoa MR o 7 Bfoarg omdh 2 |
(2) 9 UG H B B ATHIETSIE eHal (Earning Capacity) 1 €919 H Fal @1 ST |
(3) <l &1 Sfud qeu FeRe axe § Sies Il B

(4) I8 gl FRTeTare) Sficdior & o=l & wife I8 39 IR R MR B fb afe &7 = &1 g4
Bl SV T TR BT T Aol |

(5) 39 UERT # S BT Ui Hael WRIRMAT & IMUR W BT & Safd A BT g 3MH TThi oI
TfRue Faard B Ypicl, TN S, SR BT Yol e, Sl Bl A1 AT MfE gIRT giad
BIATE |

SRIgd Ay # aFe Al 8 gu Al S¥ & UDHIaRvl, Afdeds gd gAEior & g9 H Purchase
consideration ! ¥IVMT &g 9 BT YA Bl 8 | SUBR & PR, & Bx AT FHRY B qAT I Jed1dh B
fRegRer & fou 0 59 gg Fwaiy Y &1 g fear Sran 2 | O Sufl S FR=R 81 W) = /81 2 S8R
I | o9 BF @1 GHIEAT T 81 D T BT J&TH DI & o1 W1 S UGl &1 JarT fhan Sirar 2 | 9
Al B 372N BT o iR =1 & forg Iz Y Suge &, f59 &1 rfdeie w=Rkia @Ra w9 4 8 &R
SR IESISGECHGRERIRCISIRSE

(o=t % v &1 9ol & FHar 3l &1 B

Illustration 1.

On 31st December 1997, The Balance-Sheet of R Ltd disclosed the following position—

Rs. Rs.

20,000 equity Shares of Fixed Assets 2,50,000

Rs. 10 each 2,00,000 Current Assets 1,00,000

Reserve fund 15,000 Goodwill 20,000
Profit and Loss Account 40,000
10% Debentures 50,000
Current Liabilities 65,000

3,70,000 3,70,000
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On 31st December, 1997, the fixed Assets were valued at Rs. 1,5,000 and the goodwill at Rs. 25,000. compute the
value of the company’s Shares by the net asset Method.

31 faEmR, 1997 31 IR FHRRAT &1 Jedidbd 1,75,000 %, R fHa1 711 q=n =1 &7 25,000 9. | g =Rl
fafer 1 il &1 o7 S BR ol =AY |

Solution :—Calculation of Net Assets

Rs.
Goodwill as per valuation 25,000
Fixed Assets 1,75,000
Current Assets 1,00,000
Total Value (realisable) of assets 3,00,000
Less : Liabilities :—
10% Debentures 50,000
Current Liabilities 65.000 1,15,000
Net Assets 1,85,000

Net Assets

Intrinsic value of Share =
ntrinsic value of Share Number of equity shares

1.85.000
=Rs. 750,000

fag # A= yerR & AT & |wan el &1 B
(Different type of equity shares with different paid up values)

9 3 Rerfer fdaror # A= upR &1 SR & AT 391 {1 gaval Hedi (Paid up value) IS fa=aTg
TQ 1 a1 O Reifd 3 g IR (Net Assets) B FHAT 3720 @1 Fobd Yoll & AU 3 dic BRI 07
BT JT—T hall Jod S BR ol =12y MR TS 20N & R @1 Y& TRl Bl I & 3720 B
&I W 9 T BR U 37 & (Value) ST PR o1 @120 |

=Rs 9.25

Under the Net Assets valuation Method, the value per Share is calculated by valuing the assets of a company
(except fictitious Assets) at current realisable value and deducting there from all the outside liabilities and claims
of Preference Share holders and thus dividing the net assets by the total equity Capital paid up and then
multiplying the unit value of capital by the paid up value of share.

S UBR & THAT 3T b1 oI S B @ forg 1 Al &1 0 g fovan 11wt © |
(i) FIYLH g TR B I A BT ALY |

(ii) Tg THURMAT & oI BT AT 372 DI ol bl Yol (Total Equity Capital Paid up) I |RT SHRAT AMBY AR
tj\Trﬁ BT SPTS Hed (Unit value of Capital) ST X o =Ry |

g AUl & A BT oI S BRI & (1Y Yoil & $b1s Jed (Unit Value) DT I 50 & 3 & Fabell Hd
q U PR <1 A1MRY |
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Value of differently paid up equity Share = Paid up value of Share x Unit value of Capital

Unit Value of Capital =

Hlustration 2.

Net Assets

Total Equity Capital (paid up)

BT TGTH

(Different Types of equity shares with defferent paid up values) Following is the Balance-Sheet of R Ltd. as on 31st

March, 1998.

Share Capital:
15,000 equity shares of
fully paid Rs. 20 each
12500 equity shares of
Rs. 20 each, Rs. 8 paid
7500 equity shares of
Rs. 10 each fully paid

5000 equity shares of
Rs. 10 each Rs. 5 paid
Reserve and Surplus
Reserve Fund

Profit and Loss Account
Current Liabilities
Creditors

B/P

Rs. Fixed Assets:
3,00,000 Goodwill
Bulding

1,00,000 Machinery
Investment
75,000 Current Assets

Stocks

25,000 BR
Debtors
2,25,000 Cash

25,000 Miscellaneous Expenditure :
Preliminary expenses
60,000
40,000

8,50,000

Rs.
12,500
3,00,000

1,87,500
25,000

1,50,000

25,000

75,000

65,000

10,000

8,50,000

The goodwill is valued at Rs. 7,500 ; Buildings at Rs. 6,00,000 ; Machinery at Rs. 1,50,000 ; Investments at
Rs. 17,500; Stock at Rs. 1,25,000; Debtors at Rs. 70,000. There was a contingent liabilities of Rs. 1,000. Determine

the value of Different Shares.

I INEG ‘1@1—0}7—4 7,500 . AT 6,00,000 3. FEIFRI 1,50,000 ; fAFRERT 17,700 3. 64 1,25,000 %.; GGR

70,000 %. R &3 1 7 1 10,000 1@ WY g | fAA=1 S0 & 372l &1 Heaid HIfg |

Solution : Calculation of Net Assets :

Goodwill
Buildings
Machinery

Investments

Rs.
7,500
6,00,000
1,50,000
17,500



T BT AETH 269

Stock 1,25,000
Debtors 70,000
BR 25,000
Cash 65,000

10,60,000

Less Outside Liabilities:

Creditors 60,000

B/P 40000

Contingent Liabilities ~10.000 1,10,000
Net Assets W
Total Equity Capital paid up = Rs. 5,00,000

Unit Value of the Capital = %= Rs. 1.90

Value of Rs. 20 paid up share =20 x 1.90 =38

Value of Rs. 8 paid up share =8 x1.90=15.20

Value of Rs. 10 paid up share =10x1.90 =19

Value of Rs. 5 paid up share =5x190=9.50

(Partly paid up Shares when calls are to be made in near future).

9 gl H FHen ofer qer YaifddR o7 |l & Ay B SR 39 B gohdl Hod Wl qAT Bl Mde wiasy H
I TR AT NI AR R R g g | a1 W Rerfad & a9 w unpaid and uncalled JTf31 BT Y \_rﬁ@' e
S & | 3R I BT (National R & Yolad I &A1 ST & | Y& FRARTAT P1 IARN B T F 41T R QA1
W%IWW@W@WWW%I ﬁ?ﬁmmq@(Intrinsicvalue)ﬁﬁaﬂﬁzﬁmﬁ?ﬁzﬁ
Hed H ¥ unpaid amount HI TSI &A1 1T 2 |

If in the Balance sheet of a company both equity and Preference shares having different paid up values are given
and the company expects to call up the further capital in the near future. the the value of Shares can be calculated
by adding the uncalled amount of Shares and making the capital fully paid up. Net Assets when divided by the

total number of fully paid up Shares would give the value of each fully paid up Share to get the intrinric value of
such Shares, the unpaid amount should be deducted from the value of fully paid up share.

Ilustration 3.
The following details are available in respect of S Ltd.

Share Capital

Rs.
I 1000 Equity Shares of Rs. 100 each, Rs. 50 called up 50,000
IT 1000 Equity Shares of Rs. 100 each Rs. 25 called up 25,000
IIT 1000 Equity Shares of Rs. 100 each fully called up 1,00,000
IV 9% 6000 preference Shares of Rs. 100 each Rs. 50 Called up 3,00,000

4,75,000
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Reserves and Surplus.

General Reserve 2,00,000
Profit and Loss Account 50.000 2,50,000

7,25,000

On a fair valuation of Assets of the company, it is found that they have an appreciation of Rs. 75,000. The articles of
association provided that, in case of upgradation, the preference Share holders will have a further claim to the extent
of 10% of the Surplus Assets. Ascertain the value of each preference share and equity Share.

[C.A. ACS Final 1979, 1980 Modified]

Solution :

Tangible Assets Rs.
(Share Capital + Resreves & Surplus) 7,25,000
Add increase in the value of Assets 75,000
8,00,000
Add National Calls made :—
1000 equity Shares @ Rs. 50 per Share 50,000
1000 equity Shares @ Rs. 75 per Share 75,000 4,25,000
9% 6000 Preet Shares @ Rs. 50 per Share 3,00,000 12,25,000
Less Outside Liabilities : NIL
Net Assets 12,25,000
Less 9% Pret Share Capital (fully paid) 6,00,000
6,25,000
Less Equity Share Capital (fully paid up) 3,00,000
Less 10% Surplus transferred to preference shareholders 3,25,000
st,oom%ld 32,500
Surplus available for Equity Shareholders. 2,92,000

Value of Each (fully paid up equity Share) :

3,00,000 + 2,92,500 = 5,92,500 + 3000 = Rs. 197.50

Value of each Share fully paid category (III) = Rs. 197.50

Value of each Share Category (I) = Rs. 197.50 - 50 = 147.50

Value of each Share Category (II) =Rs. 197.50 - 75 = 122.50
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o9 g # |9ar e B WIY-A gaifter srer W ey ¥
(Share Capital is composed of equity Shares and Preference-Shares)

T S FAUA & G YAEBR A DI 7T ol qAT SATHIE DI FHAT AR YT B BT GaAOHR Bl
2| Al FHaT 3 BT YA B W YAIHR 37 Bl goll AT A BT A Uge BT Bl © |
afey AT 3fel @1 qou e & forg gg wwfral § 9 qaifder iRl &1 <7 goft vd q@man
IS B IHA "SI <+ A1f_T | Wﬁqﬁﬁv_&[WWW@W%Non—partiCipatingﬁ (ﬁ'\’ NEER))

In the absence of Specific provision, the preference shares mean non-participating preference shares having
priority in respect of refund of capital and arrears of Dividend. Hence the claim of preference shareholders shall
be deducted from the available net assets, the balance figure then should be divided by the number of equity
Shares in order to get intrinsic value of equity Share.

Ilustration 4.
The Balance Sheet of X Ltd. as on 31 st March, 1998 was as follows:

Share Capital Fixed Assets 7,50,000
Goodwill 1,25,000

4000 10% Pref. Shares 4,00,000 Investments 50000
of Rs. 100 each (Market price 60000)
30,000 equity Shares
of Rs. 10 each. 3,00,000 Current Assets 2,75,000
Reserve Fund 60000 Cash at Bank 60,000
Profit and Loss A/c 1,20,000 Under writing Commission 20,000
Sinking fund. 20,000
10% Debentures 2,00,000
Current Liabilities 1,80,000

12,80,000 12,80,000

On 31st March, 1998 Fixed Assets were independly valued at Rs. 9,00,000 and the Goodwill at Rs. 1,40,000 Current
Assets includes Debtors which are doubtful to the extent of Rs. 10,000. There is contingent liability and account of
bill of exchange discounted which is expected to be materialised Rs. 12,000. Preference Dividends are in arrears for
the last two years.

Other assets are worth their book values. Calculate the value of Shares by the Net Assets Method.

Solution : Calculation of Net Assets :

Rs. Rs.
Fixed Assets 9,00,000
Goodwill 1,40,000
Investments (at Market price) 60,000
Current Assets 2,75,000
Less Doubtful debtors _10.000 2,65,000
Cash at Bank 60,000

Total Assets 14,25,000
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Debtors are doubtful to the extent of Rs. 8,000 for which no provision has been made. Plant and Machinery is valued
at Rs. 1,20,000. Other Assets are equal to their book values.

Dividend on Preference shares are in arrears for two year.

Your are required to value the Shares if :—

(i) When Preference Shares have priority for payment of Capital only.

(i) When Preference Shares have no priority for repayment of capital and dividend;

(ii1) When Preference Shares have priority as to payment of Capital and arreass of divident.

(iv) when Preference Shares have no priority for capital but only for arrears of dividend.

SIERI ¥ 8,000 %. & Afeve v Afdferd 8, N9 & o I uraa™ &1 99 1 B | wive vd 7R 6
HRTHA 1,20,000 . TR a1 17 & | 9 FHURR & 9od 39 & WD Jod & IR 3|

YaiedR 372 IR & 9 P AT THRIT & | FHAT 372 BT oI AT DBIfoTg—

(i) qaifreR 372l B dHae goil & I @ forg wrerfiadn 2 |

(i) 919 QaifIeR 37el oR 7 1 Yofl 1AM @& 3R T e & I &) Wi g;

(iii) ST9 YATEAR RN IR GOl YA 3R AT YA &1 Wiy 2,

(iv) 519 Y@iEeR 372 WR Yol YT &I TAHGA T8 8 | TRy AT Y= dl uierfiddr 8 |

Solution:

Calculation of Net Assets: Rs.
Land and Buildings 1,04,000
Plant and Machinery 1,20,000
Furniture 20,000
Stock 40,000
Sundry Debtors 80,000
Less Doubtful 8,000 72,000
Cash at Bank 50,000
4,06,000

Less : Liabilities :

Creditors 39,000
Depreciation Fund 10,000 49,000
Net assets 3,57,000

Assumption I. When Preference Shares have priority for repayment of capital only.

Net assets 3,57,000

Less Preference Share Capital 2,00,000
Net Assets available for equity Share. 1,57,000
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. 1,57,000
Value per equity Share = —10’000 Rs. 15.70

Assumption II. When Preference Shares have no priority for repayment of Capital and divident. It means Equity
Shares and Preference Shares rank equally for capital purpose.
Net Assets available to Equity and Preference Shares = Rs. 1,57,000

To find out the value of equity share & Preference share separately, the net assets of Rs. 3,57,000 to be divided in the
ratio of paid up capital of pref. Shares and equity shares

i.e. Rs. 2,00,000 : Rs. 1,00,000
2:1

Net Assets for pref. shareholder = 3,57,000 x % = Rs. 2,38,000

Net Assets to equity shareholders = 3,57,000 x % =Rs. 1,19,000

. 3.57.000 B
(i) Value each Share = 20,000 pref shares + 10,000 equity share. Rs. 11.90

(i1) Value of each preference share = Rs. 20.000 = Rs. 11.90

1,19,000

W =Rs. 11.90

(iii) Value of each equity share =

Assumption III. When Preferences Shares have priority as to payment of Capital and arrears of dividend.

Rs.
Net Assets 3,57,000
Less Preference Capital 2,00,000
Preference dividend
2,00,000 x %XZ 32,000 2,32,000
Net assets available for equity Share 1,25,000

1,25,000

Value of each equlty Share = Rs. 10.000 0.000 = Rs. 12.50

Assumption IV. When Preference Shares have no priority for capital but only for arrears for dividend.

Rs.
Net Assets 3,57,000
Less Preference Dividend for 2 years
2,00,000 -5 x2 32,000
100

Net Assets available for Equity and Preference Shares 3,25,000
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3,25,000 dR 3,25,000

(20,000(10,000) 30,000 ~ R 1083

Valur per Share =

el 31 fafd (Dividend yield Method or Market Value Method or Income Valuation Method.)

RN & AP Bl g FHaRT Y FRemEr sfesor wR snenRd & | Rife gg awRy Y 3§ o &
HHY B! AW he1 Hf2d € | 3l BT Hed Ml 9T 39 a1 B 3R DIs & T8l Sl b HHa U
TRl Bl fha arrer <3 | FriTsTe fafFRil @1 o # ofer I@d 2 | $afory 3l &1 Jed 39 a1 W
iR oxar @ 6 & 9 el &1 fha= armen e | e &1 3Rl & Jedidh & YR Bl 2 |
3 BT Sl o ST & SMYR W iR fdan Sar 8 98 I g3 (Yield Value) S8 ST & | 39 fafd 4
faf STl g1 ofel & Hou &1 FERY dwe § fAe el M & S S8 H S YRR B 3
HHAT B AHRT T &R (Normal Rate of Return)@[ et r PR fHIT ST B |

Investors are interested in income and hence the price they will be prepared to pay will depend upon the size of
the dividends that can be expected. Thus valuation of shares on the basis of dividend expected from a company
is known as Dividend Yield Method.

SRIF Y & IFAR 379l & qea 7 3 & g1 FuiRa fasan srar 21

Expected Rate of Dividend
Normal Rate of Return

Value per Share = xPaid up Value of Share

39 faferRaa fafdr 1 Y fdren S ot B 1

Divident in terms of rupees %100

Normal Rate of Return

SETERT & AR TR HH & YD 100 To B A WR 40 To Favdl & | HHI 30% AT BT Hehl & | SET
H I YBHR B HHI-] D FMERT 3 &R (Normal Rate of Return) 20% 2 | 311 &1 Hed 91 UHR ¥ A
far ST Adar B |

30 12
i) — x40 HRs. 60 ii) — x 100 HRs. 60
(1) 20 s OR (i1) 20 S
40x 30
(The amount of dividend in Rupees per Share is 100 HRs. 12)

Element of Dividend Yield Method :
(i) Rate of Dividend (STT9TeI &1 &R)
(ii) Normal Rate of Return (3 @1 HHRI &X)

Expected Rate of Dividend—{=i i &7l & 372l &) Hodidhd oIrier oM fafdy g1 Sd &=y & forg omiren
BI TR DI A BRAN AP € | e HFAI S AT Pl &R Y H &1 83 81 A1 3 [APTeA b ATTeG bl
T8I B | 3R BH Bl AP qul Pl AW & Y H & B o 9 &I B AT Tl PR S A9 &R
MU I &1 AR A9 B MR BT o A1 (AT A1l & |

IS A DY &R A & B Al 3 Mpre & oy gg @i § 9 fr=ifeiRaa #al &1 ger ax a8 IR 9 @
ST 8 | S |HaT SEnRAT & IR & foy Suere 2 |
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YE ¥ | °CIS W arelt 75

(Items to be deducted from maintainable profits)

(1) 3MIDN (taxation), (ii)ﬂ?ﬂ?{ UG Al B BRI (Transfer to Reserves), (iii) =01 U MIF BIY H BATRY
(Transfer to Debenture Redemption Fund or Sinking Fund), (iv) Yd PR 3 TR AT (Preference Dividend),
) iRl q\—Cﬁ BRI IR qHTAT AT (Arreas on cummulative Dividends)

X UBR IURIG Hal Pl TS A A BY Y& W DI FHAT 37 Yoll I 9T TP AT &R 1A B A1MRY |

Calculation of Rate of Dividend involves :—

(1) Net profits available for distribution among equity shareholders :

Maintainable profits

Less :- (1) Taxation Rs. Rs.
(ii) Transfer to Reserves L
(iii) Transfer to Debenture Redemption Fund .

(iv) Preference dividends L

(v) Arrears of cumulative dividends L

(2) Dividing Net profits available for the Equity shareholers by the paid up Equity capital.

AT B SR BT BT Y —

Profits available for equity shareholders »

Expected Rate of Divident : — 100

paid up equity capital

Normal Rate of Return—ai1d &1 ATHRI WWWH?I% I8 X 8 e ud &7 & 1%'11'9@—65
faf ST SN THRaT & AT M &Y SR fI=1—fa= S § Srelv—3Tet™ urs St & | o+ Se § SiiRew
D AT AfAF B & | AR M &Y &3 A 31fdd RN | HF SIREA arel e # I8 <X $H il 2 | Sfed
AMRI 3 &R PI 701 2 1 91l &1 &1 @1 A1f2y |

(1) U HHAT H O FRfad wu | e <l B, o @ I ) 6H B §

(ii) U= HFAI H SIS 3791 e T (Partly paid up) 8 | AR I &I &R 12% 31AH BT ¢ |
(iil) IE HHIN & 3P B SARY R Ufdg= g a1 AT 3T &l &% Bl 1 981 <1 a1y |
(iv) U B | ST Fafd wU | AT T8 Sl B, A @) T o) 1 Bl B

(v) 38 o<l Ua= arell SRl § AT 8T & &% &H &8Il © |

(vi) I HHN BT Y& ol THRTT (Net Tangible Assets) T 3721 Goil & T 81 A1 MR 31T & & HH
B gl 2 |

DT AT AT B &% U H &l Sl 2 |
T 3 @1 faf & & (Advantages of Dividend Yield Method)

(i) 72 fafd A= B | 372l &1 AAThA B3 H [l UPR @ SAfCAds &1 AHAT T8l BT gl |
(i) O R RS sferenRAl &1 v st T8 Bid1, 981 I8 fafd qeaied & forg Sfad /i ol B |
(iii) ST BT &R B JATT §RT HHA B aRaA(ded Ry &1 914 U 81T ¢ |
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amrer I fafd @& (Disadvantages of Dividend Yield Method)

39 fafy & fo1 =ifsan 2

() =9 AT § N 1 oy ARTT PR BT &HAT DI AR &I T8 AT ST |

(i) T BT eI Dacl AR Bl AET W & PR T8 HRal IR, 3 3 HRUT S Iuifca, faxia
IR e HRON &1 Wl &9 & g W U¥E USdl ¢ |

(i) =9 fAf & i FURR & 3MUR B Ae &1 QA1 SIw |

(iv) BB U SR $d SR W AW <Al & (o] [ Reafd ddyee 981 8, 9 39 four & forg
Al G W AT fAaRd &= <l B |

(v) 39 & gR1 HF & HaTad 3l & You H IAR TG AR e Bl YaRl HI Uiedred d ¢ |

el g fafy &1 SUART (Use of Dividend Yield Method)

9 fafdr &1 garr f=faRed aRRefrl § wwe sfd 2

() U ATESIS HHTAl & SRl Bl Jedihd B @ oY ST Stock exchange § g ol o |

(i) TN HHfE e IR Tg ¥ :ifde SAR @ T8 B |

(i) U ATIAIG HETI & R BT Hedidwd B & foy {1 MeHR 98 Biel 2 |

(v) T gdag i & forg e % fasa &0 &rar 2|

(v) R ol T=fl 3 0 e 8 @ dFa-l R =01 T8 8, oS o9l &1 Jed 39 Y g1
BT SfUd B |

(vi) =9 fafd &1 Suar O RAFRERl gR1 31 Sfd @ S R ol § 8 &l Ed ¢ |
TeT M fAfd (Dividend Yield Method)

Ilustration 5.
From the following information, calculate the value of an equity share by yield Method.

R. Ltd has 75,000 equity shares of Rs. 10 each. Rs. 8 paid up. The expected profits of the company before tax are
Rs. 8,00,000 and the rate of tax is 60%. Normal rate of dividend is 15%. R Ltd has 10%. Preference capital of
Rs. 2,00,000 dividend into the shares of Rs. 10 each. The company transfers 20% of profits to General Reserves.

3Ro fefo 75,000 AT 3721 10 To dTel § Fo B | BR TS H Yd Po & JFAII ¥ 8,00,000 To & | TAT PR
BT T 6% B | AT B AW & 15% & | 3MRo fofo @l 10% YaTfIawR 3ier goil 2,00,000 o & Sl 10 o arel
3l # o 2 | &7+ udd ad ol &1 20% T 9 H ARG Hea © |

Solution :

Value of equity Share Rs.

Expected Profits before tax 8,00,000

Less Tax @ 60% 4,80,000
3,20,00

Less Transfer to General Reserve @ 20% 64,000

2,56,000
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Less Preference Dividend
10 ‘I‘
0,000 x —
ﬁo 100 20,000
Profits available for equity shareholders. 2,36,000
Expected Rate of Dividend =
ﬂwx 100 H39.33%
6,00,000
Value of Share = Expected Rate of Dividend « Paid up value of share
Normal Rate
3—391'533 x 8 HRs. 20.976 Aprox
Ilustration 6.
On March 31. 1989 the Balance sheet of H.Ltd. disclosed the following position :
Rs. Rs.
Share capital in shares of Goodwill 40,000
Rs 10 each, fully paid 4,00,000 | OthEre¥ayalaklg for equity shareholders o4 5 00,000
Paid up equity capital

General Reserve 1,90,000
Profit Loss Account 1,20,000 | Current Assets 4,00,000
14% Debentures 1,00,000
Current Liabilities 1,30,000

9,40,000 9,40,000

On the above mentioned date, the tangible fixed Assests were independently valued at Rs. 3,50,000 and goodwill at

Rs. 50,000. The net profits for the three years were :

1986 - 87, Rs. 1,03,200; 1987 - 88 Rs. 1,04,000 and 1988 - 89, Rs. 1,03,300 of which 20% was placed to general
Reserve, this proporation being considered reasonable in the industry in which the company is engaged and where a
fair return on investment may be taken at 18%. Compute the value of company is share by (a) the net assets method
and (b) the yield method. Ignore taxation. [Adapted C.A. Inter]

Solution : (a) Net Assets Method :

Rs.
Goodwill as revalued 50,000
Tangible assets (at M.V.) 3,50,000
Current Assets as per Balance-sheet 4,00,000

8,00,000
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Less Liabilities :

14% Debentures 1,00,000

Cucrent Liabilities 1,30,000 2,30,000
Net Assets 5,70,000
Net Assets

Net Assets HR 5,70,000

_ S. HRs. 14.25
Number of share 40,000

Value per share =

(b) Yield Method :

Rs.
Total profits of the last 3 years 3,10,500
(1,03,200 + 1,04,000 + 1,03,300)

3,10,500

Average profits = 3 1,03,500
Less transfer for General Reserve 20,700
@ 20%
Average Profits after the transfer to General Reserve 82,800

Profit available for equity shareholders

Expected Rate of Dividend = x 100

Paid up equity capital

BMX 100 H20.7%

4,00,000

Expected Rate of Dividend

= x Paid up value of share
Value of Share Normal Rate p

B% x 10 HRs. 11.50
Iustration 7.

The paid up Share Capital of a company consists of 2500, 5% Preference shares of Rs. 100 each and 50,000 equity
shares of Rs. 10 each. In addition to a fixed dividend of 5% the preference shareholders are also entitled to participate
in the profit upto 4% after payment of dividend of 10% on the equity shares. Any surplus profits being available to
equity shareholders.

The annual average profits of the company are Rs. 175,000 after providing for depreciation and taxation and it is
considered necessary to transfer Rs. 75,000 per annum to Reserve Fund. The normal return expected on Preference
shares is 8% and that on equity shares is 10%.

Work out the value of each preference share and equity share in the company.

T SRl BT Favall I goil | 100 To dTel 25000 5% YATRIBR 372 T=1 10 o aTel 50,000 FHAT 379 2 | 5%
PR R Y W AR B AR qalfdeR eremiRal Bl qHar 3l UR 10% H S| &7 & SURII 99 §U
A H A, 4% A UT G Bl MADBR 2 | 3HS 918 Sl o9 I g9d 8 | 99 FAa1 iRl &1 fAerd 2|
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BRI AT BR Bl ARG B $ T Sl & dlf¥ed AT o9 1,75,000 To 8 AR 75,000 To ufiay
AR DY H SRR BRAT ATGLID AT ST & | GAITBR 32N R I 3 8% 3R oAl (=T UR I
AT 10% 2 | HFA1 & YAIEHR TAT FHAT 372 DT Ul 3720 JoF ST DITOTT |

[B.Com M.D.D. 1997 Modified]

Solution : (i) Calculation of Surplus available for equity shareholders-

Average Annual Profits Rs.
1,75,000

Less Transfer to General Reserves 75,000
Less Preference Dividend 1,67,500
ﬁSO OOOXLL 12,500

’ 100 ’

Less Equity Share Dividend 1,55,000
50,000

Less 4% as 2,50,000 for Preference Shares 1,05,000
Profits available for equity shareholders 10,000

- 95,000
]?1v1dend7(p) %100
Total Dividend on Preference shares = Rs 12500 + Rs. IO,E%%@ER%? Q@@j Ehltal

Total Dividend on Equity Shares = Rs. 50,000 + Rs. 95,000 = Rs. 1,45,000

(i) Calculation of Actual Rate Dividend on Preference Share and Equity Shares

Actual Rate of Dividend

22,500

— —" %100 H9%
on Pref. shares = 2.50.000 °

Dividend paid
Equit share capital

x 100

Actual Rate of Dividend on Equity Shares =

1,45,000

= ———x100 H39%
5,00,000

Actual Rate of Dividend
(ii1) Value per Shares = = V - x Free value of share
Normal Rate of Dividend

9
Value of Prepference Share = 3 x 100 EiRs. 112.50

29
Value of Equity Share = 0 100 ERs. 290
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SuTSiHerAdn fafd serar gofiaur fafg
(Earning Capacity Method of Capitalisation Method)

STl faferaradT &= g1 BfYd o # ofde Wi vEd ¥ | gafoy S9a gfedr & ol &
HSATH Bl AR 91 AT Bl & | IR SreabTeie [AfRITa 3l &l Jedde B & oy S &1 Iursi
&A1 B JAMER T 2 | I A DT ARId o™il F 4 A1 9ic S Fobdl & 3R (R & oI BT guIfad fsan
ST FHhdT § | I W AR B SR AT 3T Bl &R A 98 HH Bl © | 37 ORI PR BT Bl
ST 3 TR TR BIAT 8 A9 BT &R WR e |

S Al H 372 BT Hod SIS MY Bl &% TAT AT Bl AHY &) & AER UR S (BT Sl 2 |

ITT o & <) (Rate of Earning)—&lelﬁd AR I (Estimated future Earnings) 7T I 7 fafafora
GOl @ SR WR Sd Bl Sl 8 | fdl ) e &1 i gofl w9 a4 faw gfiera @ «ifsia ema
B! TR PEAT ¢ |

Rate of Earnings is based on Estimated future Earnings and Capital Employed of business

Estimated future earnings <100

Rate of Earnings = Capital employed

MY P AT X g9 § S Bl 2 | 31T 59 A1 PR B IThl 8l Usdl | 39 TR SWRIG fAfd grRy
3791 Bl Yo 11 Y g1 A1a fhar S g |

Rate of Earnings

Value of Share = x Paid up value of share

Normal Rate of Return

I8 & foru, Ife o & SHFITﬁ?I AT AT (Estimated Future Earnings) 50,000 %o & @i fafranfsra ELGﬁ
2,50,000 To 2| I M H I (Normal Rate of Return) 10% 2 | F2N &1 Fed 10 o 2| (Paid up value of
Share) W1 Rerfar # Suifsia faf gry il &1 Jou 1 yaR &1 F1d fasan < 2 |

Estimated future earnings

Rate of Earnings = x 100

Capital employed

50,00

s. ———x 100 H20%
2,50,000

20
Value of Share = 100 x 100 HRs. 20

Rate of Earnings

x Paid up value of share
Normal Rate of Return

SR fAfd # 372l BT Hed JAFATT Al |l B Yoildd o B 32N DI TRAT H 9 qhx W1 91 fbar <1
HaHdT 2 |

Capitalised value of future Estimated Earnings :—

_ Future Estimated Earnings %100

Normal Rate of Return
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Value of Shares = Capitalised Value of future estimated earnings

x 100
Number of Shares

SETERVT & X HH Bl 31 Yol 10 Fo dTel 20,000 372N H AT 8 | ¥ & SIFAII ATl o1 40,000 To
& M S 3 @ &R 10% & | 32 BT eI S BT |

Capitalised value of future Estimated Earnings :—

_ Future Estimated Earnings %100

Normal Rate of Return

_ Capitalised Value of future estimated earnings %100

Number of Shares

40,000 x100 HRs. 4,00,000

Value per Share =

%% gRs. 20

2000

IS 31 fafd 3 3y &1 &% &1d B & ford AT Yol dem Srganid wfasr &1 3 i |rdl a4
BT AT BRAT AILTD ¢ |

(1) faffaifSra goft (Capital Employed)

3N & e H AT ol &1 a1 &1 R 4 foran S 8—(i) 9ael A= gont (i) Ig Frafsd
goil |

(i) e AR ol (Gross Capital Employed)— =il 1 &¥0- @1 dahat AT goil &1 a1 39
FHE B FH TR (BTeal~d Td 39 FHRRT B BISHR [STIH] BIg a9l 1 8l) & IR oI IT aell
T @ AW A BT 3 | 399 Bl N SR &1 SRRl & 99TR ed & IR | 8] "Trl ol B |

Gross Capital Employed :
= Sum total of all assets at Market value

Note:—Liabilities not to be deducted

(i) g5 fafaifora goft (Net Capital Employed)—fdl il d#a= &) Favel fAFRITST goit 9 &1 =1l SR
(Current Liabilities) ®1 B & d1& WY 17 &1 g AT goll w1 S 2 |

Net Capital Employed:
= Gross Capital Employed—Current Liabilities

379l @1 e AT gg R 4ol & smar W fear e 2 |

Net Capital = Equity Share Capital + Preference Share Capital + Debentures + Reserves + Distributable profits.

) SleTﬁ?l Yt &9 (Estimated Future Earnings)

AT AT Bl ST B & forg 71 ufshan o =nfey |

()7 auf & ™ § f99 B g | Ee 841 91t —

(i) SITHT=Y 819 ST 9T, 31, AR 97 gsdldl & 819 dTell 81,

(i) TFTHTY ¥ T 3T S TI_C’% A B9 el oy (Speculative profit), ATl W 4 (profit an lottery)

(ii1) 37 a3 (Non-recurring income)
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(iv) fafr=amm w3 (ﬁﬂ A1) (Non-Trading income in investment)

(v) % & HedTdh- Ud &5 (Depreciation) &1 faf § qRac & HROT Sl U= TS dTell U4Td Oi¥ 371+~H
B[R BT 31D HcT (over valuation of Closing Stock)

(iv) GOl 1A D Pl AT AT I Tl DI GolliTd AT
SRIFT FHARIS I JHR By S 8 O 1 S & Jeaid § fdhar SI1ar 2 |

(2)TA 99 & A B FARINS PA B IR §ID1 3Fd BT A1y i awaal AR AIERoI
(Simple) Td HTRT (Weighted) B HHhdT 2 |

(3)3Mad o H W & T H GHRIIS B a1fev R g il dm R IS 9hdl © |
() VW =97 s sy 89 &) awrae & |

(i) (Expenses which are likely to arise in future)

(i) U = 51 Afass § 89 &1 =19 9 8 |

(ii) (Expenses which are not likely to arise in future)

(iii) VAT o1 5918 Afasg 3§ 81 @ |{¥ATEAT 8 |

(iii) (Incomes which are likely to occur in future)

(iv) T 3 RS 9fasy #§ 819 & F#1a=T 9 81

(iv) (Incomes which are not likely to occur in future)

(v) TR&BRY Aifcdi § aRad™ (Change in Govt. Policies)

(vi) 3mfefe aRRerfaai # gRad= (Change in Economic Situations)

(4) SWRIF JHR H 19 BRI | ™ § A DR gl o =1y |

(5) T AR BT AET IAFANTH A B © | [S78 a1 I8 a7l A (Maintainable profit) P81 ST 2 |
faenfdfai & for wewyef @ (Important Direction to Students):—

T IUTSA A H A1) AT & R °eH & 9] Ry, SRUUA WR TSl AR aIhR 372 W Ar™iel
e ¥ Yd 819 @13V | I g8 SURTET Al H F Usel B Ul Sl gl @ ol 37 o™i H d1fud Sire a1
=12y Fifd 39 AT 7 RAFETT gon @ 7o a1 & oy Fors U9 qaifeidR 372l ol ger T8l Sl |

Earning Capacity Method or Capitalisation method is to be based or Net Capital employed and the profit figure
should be before debenture interest, preference dividend and Transfer to Reserves but their income tax.

Profit Earned = Profit after tax but before the following : —
(i) Interest on debentures

(i1) Preference dividend

(iii) Transfer to Reserves.

Ui erwan fafy &1 afera wu (Summary of Earning Capacity Method)

Rate of Earnings

(i) Value of Share = %100 Paid up value of Share

Normal Rate of Return
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Profit Earned

.. . _ x 100
(i1) Rate of Earnings Capital Employed

(iii) Profit Earned = Profit after tax tax but before the following : —
(i) Interest on debentures
(i1) Preference dividend

(ii1) transfer to Reserves.

@iv) Capital Employed
I I
Gross Capital Employed Net Capital Employed
All assets at market value All Assets at Market value
(Liabilities not to be deducted) Less current Liabilities
OR

Equity Share Capital + Preference Share capital + Reserves & Surplus + Debentures + Distributable profits.

Note :- Net Capital employed SITd ®Rd AHI AR & dOIR 1T H IReggar¥y® A=A (Non-trading
investments)ﬂ?f A A8l fdar ST |

Surei4 fafd o Sugasan
(Suitability of Earning Capacity Method)

g fafd 31 oAl & foly Iugad & S AT B JoiTl | HHIl dl SUToiF fdd @1 31R 37fed &1 Il
g U1 NFdT 323 HHA IR G301 991 G 81 | U QTR ¥ &) SUTST &9 DI MR ATHR &
MWWW%IW%WW(InvestmentCompanies)Q'RT’-ﬁwmaﬁwgl

CiL Q?l oo (Demerits):—
(i) 9T STTHTT ST B 01 HiSH S § Hifds dfas ifRed g don arie SiRkedi 9 aRyel 2|
(ii) T M ® TR B ¥ BT ®fed 7 | R Tld Faary § SiRked & 7131 fA=—0 8l B |

(iii) T ¥ S FR=R BT R T T8 § IR 9IS # o BAe ) e E § 6 ot @1 Hedid 39
fafer g=1 =81 foan S Adar |

(iv) IS BT &9l HH Ud 37fh ST fhell f BT b1 315 eTadT BT gaTfdd Heal © |

Illustration 8.

Followingh is the Balance sheet of R. Ltd. as 31 st December, 1997.

Rs. Rs.
Equity share Capital of 6,50,000 | Plant at cost 1,24,000
Rs. 100 each Fumiture at cost 3,900
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General Reserve
P&LA/c:

Opening Balance 10,4,000
Profit for 1997_5.59.000

Provision Against
(i) Plant 13,000
(i1) Investment 59,500

Creditors.

1,95,000

6,63,000

71,500
62,400

16,41,900

5% Government Secrities
(Face value Rs. 5,00,000)
Stock at Market value
Book debts 3,90,000

Less Provision 26.000

Cash at Bank

Underwriting commission

BT TGTH
4,94,000
5,85,000

3,64,000
78,000
13,000

16,41,900

You are given the following information :

(1)  The plant is valued at Rs. 4,55,000 and Furniture at Rs. 12,000.

(ii)) Normal Rate of earnings in the companies doing similar business is 15%.

(i) Profits for the past three years have shown an increase of Rs. 65,000 annually. Assume taxation @ 50%.
Calculate the value of share by earning capacity method

() wIFE BT JATHA 4,55,000 Fo TAT BHAMER BT Jedidb 12,000 To UR fham 11 2 |

() SN UPR B IR B dTell ATdST~h HHAT B AT T B TR 15% B | IMIB Bl &R 5% 8 |
(i) o 9 auf | ¥ § 65,000 To B afg B @ | U &HAT B SMIR TR & & (AT Bl

AT SId DI |

Solution :

(1) Calculation of Net Capital Employed :

Plant
Furniture
Stock

Book Debts
Cast at Bank

Less Liabilities:
Creditors

Net Capital Employed

(i1) Calculation of Profit Earned :

Profit for 1997
Profit for 1996
Profit for 1995

Total Profits

Rs.

5,59,000

(5,59,000 - 65,000)
(4,94,000 — 65,000)

Rs.
4,55,000
12,000
5,85,000
3,64,000
78,000
14,94,000

62,400
14,31,600

Rs.
5,59,000
4,94,000
4,29,000

14,82,000



Rs.
Average profit = 14,82,000 + 3 = 4,94,000
Less Interest on Government Securities
Less Taxation @ 50%
Profit earned 2,34,500
2,34,500

Profit earned

o = x 100
Rate of Earning = net capital employed

ﬂwx 100 H16.380%
14,31,600

Rate of Earnings

Value per share = x Paid up value of share

Normal Rate of Return

ﬂ%x 100 ERs. 109.20
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Note :—(i) Investments being Non-trading are not included in the Assets for the purpose of calculation of Net Capital

Employed.
(i1) Interest on investment being Non-trading income is excluded non average profits.
Ilustration 9.

Following is the balance sheet of R Ltd. as on 31 st March, 1995.

Rs.
Share capital Goodwill
10,000 shares of Rs. 10 each 1,00,000 | Buildings
Machinery

Reserves 25,000 | Stock
10% Debentures 1,00,000 | Cash
Creditors 25,000 | Miscellanceous expenses

2,50,000

Rs.
20,00
1,20,000
50,000
50,000
8,000
2,000

2,50,000

Goodwill is valued at Rs. 30,000, Building at 1,40,000 and machinery at Rs. 32,000. All other assets are worth their
book values. Average Earnings of the company are Rs. 30,000 p.a. after interest on debentures but before tax which

may be taken at 50%. Ascertain the value of Equity share.

Solution: Valuation of share by Earning Capacity Method.

(I) Calculation of Capital employed : Rs.
Goodwill 30,000
Buildings 1,40,000

Machinery 32,000
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Stock 50,000
Cash 8,000

2,60,000
Less Liabilities :
Creditors 25,000
Net Capital Employed 2,35,000
(II) Calculation of profit Earned :—

Rs.
Average Earnings of company 30,000
Less Tax @ 50% 15,000
Add interest on Debentures 15,000
ﬁo, 000 x % 10,000
Profit after tax but before interest on Debentures 25,000
(ii1) Rate of Earnings :—
Net Cljz)filtta?a:;lz)(lioyed X100
B% x 100 Ei10.63%

(iv) Value of Equity Share :

EExpected Rate of Earllnng x Paid up value of Share
Normal Rate of Earning

B%xloo HRs. 10.63

S qou fafd sieran sira fafa
(Fair Value Method or Average Method)

BT TGTH

el BT Hedidd Teb Sifeet DR € | == fafri  faf=1 g &) A=aeisti & SMaR W S Bl Heou

STa foban S 2 | gaforg al el gR1 Mibrel T 372l & o H 3=k BT © |

CIETUTeTh] @ AATGAR SuTei 37y A 3fR g Al fafd <141 €1 qoi wu & siei &1 Sferd 9o et 4
IR I Ui 81 BT | 37 I8 I AH ST @ b fhei o |1 fAfSi | a7ell &1 qou 91 R SAD

3N o = B foram WY | VT Sivad g & ofel &1 3FId qeu A S 2 |
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Fonnula of Average Method

Value of Share nValue of Share as Yield Basis + Value of Share on Net Assets basis
- 2

Sferd gou 1A gRT 3720 &1 GedTh B A 3719 A qen g Al fafg S9i o1 &9 fbar <1 e € |

Fair value of share is an average of the values obtained in yield method and Net Assets Method.
Illustration 10.
The following particulars are available in relation to X Ltd.

(i)  Capital : 450.6% Perference Shares of Rs. 100 each fully paid and 4,500 equity shares of Rs. 10 each fully
paid.

(i)  External liabilities : Rs. 7,5000
@iii)) Reserves and Surplus: Rs. 3,500
(iv) The average expected profit ( after taxation) earned by the company Rs. 8,500

(v)  The normal profit earned on the market value of equity shares (fully paid) of the same type of companies
s 9%.

(vi) 10% of the profit earned after tax is transferred to Reserves. Calculate the intrinsic value per equity share and
the value per equity share on dividend yield basis.

Assume that out of total assets, assets worth Rs. 350 are fictious.
X foto & Tw=e 7 o1 faaRor Suerer ® i —
()  Yol—450.6% Jai&rdR 372 100 To dTel Yoi Feball AT 4,500 AHAT 3 10 Fo dTel Yol Faball

(i) 9@ IR—E 7,500 Bo

(i) N GRI A AT A (AR B 91€) 8,500 o AR fhT Y| 10% AAFT T H SR
PRATE |

(iv) S UBR B HHCE & FAAT MM & IR I TR AHE a1 Bl &R 9% ¢ |

Y8 AFHR DI B Bl Fol THRRT H 350 Fo B AHAT B AR &, A B 37T B ATIRD Jd
qAT AT I Al & AR A1 B |

Solution :

To find out the Gross Assets we can prepare the Balance Sheet or can apply the following question.

Gross Assets = Equity share capital + Preference share capital + Reserves and Surplus + External liabilities

Net Assets = Gross Assets — Fictitious Assets — External liabilities

Gross Assets = 45,000 + 45,000 + 3,500 + 7,500 = 1,01,000

Net Assets = 1,01,000 — 350 — 7,500 = Rs. 93,150

Preparation of Balance sheet for finding out the value of Gross Assets
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Balance Sheet
Rs. Rs.
Share capital Ficitious Assets 350
450.6% Pref. shares of Rs. 100 each 45,000 [ Sundry Assets
(Balancing figure) 1,00,650
4,500 equity share of Rs. 10 each 45,000
External Liabilities 7,500
Reserves and surplus 3,500
1,01,000 1,01,000

Net Assets = Sundry Assets — External liabilities

1,00,650 — 7500 = Rs. 93,150

(1) Calculation of intrinsic value of a Share :
Net Assets
Less Preference Share Capital

Net Seets available for Equity Shareholders

Net Assets available of Equity Shareholders

(i1) Intrinic value per share =

gRs. 2150 10 7

" 4,500

Rs.

93,150

45,00

48,150

Number of Equity SFflliuiféﬁfit available for equity Shareholders «
- Paind up equity capital

Note :—In the absence of specific provision, the preference shares mena non-participating preferences shares
having priority in respect of refunds of capital only. Hence, the claim of the preference shareholders has been

deducted from the net available assets.

(i) Calculation of value of share by Yield method
Average Normal Profit after tax

Less Transfer to General 10%

Less Preference Dividend

ﬁ,000x£l,
10

Profit available for Equity shareholders
Expected Rate of Dividend :

aRrs. 2220 g 19
2.500

Value of an Equity Share :

Rs.
8,500
850
7,650

2,700

4,950
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— Expected Rate of Dividend
" Normal Rate of Dividend

x Paid up value of share

E%x 10 HRs. 12.22

We can also calculate fair value of share in this question

Value of Share on Net Assets Basis + Value of Share as Yield Basis

Fair Value H

2
B@ ERs. 11.46 per share
Illustration 11.

Following: is the Balance sheet of X Ltd. as on 31 st December 1997

Rs. Rs.

Share capital: 10,000 10,00,000 | Land and Building at 1,00,000
Shares of Rs. 10 each cost less Depreciation
General Reserve 50,000 | Plant and Machinery at Cost
Taxation Reserve 20,000 | Less depreciation 70,000
Trade Marks 20,000 | Stock 20,000
Workman’s saving A/c 20,000 | Debtors 48,000
Employee’s provident fund 30,000 | Cash at Bank 25,000
Sundry creditors 40,000 | Preliminary expenses 7,000
P&L Alc 30,000

2,90,000 2,90,000

The plant and Machinery is worth Rs. 80,000 and land and Building are worth Rs. 1,50,000 as valued by and
independent valuers. Rs. 5,000 of debtors are bad debts. The profits of he company were:

1995, Rs. 50,000; 1996 Rs. 60,000; 1997 Rs. 70,000. It is the practice of the company to transfer 20% of the profit
to Reserves. Share of the similar companies quoted in the stock Exchange yield 12% on their market value. Goodwill
of the company may be taken at Rs. 1,50,000 ignore taxation. Find the value of the share of the company on their (1)
Net Assets basis adn (2) on yields Basis.

e Uq 7RI Pl aR<fde Jed 80,000 To 3R YfH Td /a9 &1 I 1,15,000 7 | SiIfdh b W= Jeaidh
ER1 JeaTd4 by T €| S9&x1 H H 5,000 390 8 | HFA & a4 frefaRad o

1995 — 50,000 %o, 1996 — 60,000 To, 1997 — 70,000 To
BT P T8 TAT © b U o BT 20% AT Fod § BXdidRd deall 8 | 39 YR B 3 A1 &

M B IR Jed W 12% AW Bl & | HFAT 1 =T BT e 1,50,000 To AT ST Fbvell 8 | BRI Bl
AT &1 BT 2 |

A B T BT G (1) Y& FHRT YR GR AT (2) M IR W 1 DITOTQ |

[B.Com. K.U.K 1993 Modified]
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(i) Valuation of the shares on Net Assets Basis

Net Assets Rs.
Goodwill 1,50,000
Plant and Machinery 80,000
Land and Buildings 1,50,000
Trade Marks 20,000
Stock 20,000
Debtors Less Bad debts 43,000
(46,000 — 5,000)
Cash at Bank 25,000
4,88,000

Less Liabilities :
Taxation Reserve 20,0000

Workmen saving A/c 23,000
Employee’s Provident Fund 30,000
Sundry creditors 40,000 1,10,000
Net Assets EPlrofit ava.ilable for. Dividend %100 3.78.000

Paid up capital
Net Assets

Intrinsic Value of Share H
ntrinsic Value of Share Number of Shares

3,78,000
10,000 = Rs. 37.8
(2) Valuation of Shares on yield Basis :
The Total Profits of the last 3 years 1,80,000
(/50,000 + 60,000 + 70,000) 5,000
Less Bad debts during the year 1997 1,75,000
Average Profits = 1,75,000 + 3 58,333

Less Transfer to General Reseves.

20
ﬁ’mxﬁ" 11,667

Profits available for Dividend 44,666
Expected Rate of Dividend :



a8 46,666 <100

1,00,000

= 46.67%

— Expected Rate of Dividend

Value of Share

E461.267 <10

= 38.89%

37.80[=38.89
Fair Value of Share Bf

= Rs 38.34
Illustration 12.

- Normal Rate of Dividend

x Paid up value of share
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From the following Balance-Sheet given on 31 st Dec. 1997 additional infonnation find out the value of share as per
(1) Net Assets Method (ii) Earning Capacity Method (iii) Fair Value Method.

Share Capital 1000 Shares of Rs. 100
each fully paid

Reserve Fund

Deprecation Fund

(i) Freehold Premises 2,000

(i1) Investment 9000

Creditors

Profit and Loss A/c

(Including Rs. 86,000 profit of 1997)

Rs.
1,00,000

34,000

11,000

9,600
1,02,000

2,56,600

Free hold premises

Furniture at Cost

Stock (at Market Value)
Investment at cost
Sundry Debtors

Cash at Bank

Rs.
16,000

600
90,000
76,000
60,000
14,000

2,56,600

Information :

(i) Freehold Premises are worth now Rs. 70,000

(ii) Similar business show a profit earning capacity of 12% on capital employed.

(iii) The company’s prospects for 1998 are equally good. Ascertain the fair value of share.

e —

(i) WIeTes 9a9 &1 Fed 70,000 To & |

(i) S UPR BT AT B dlell AT H AT M BT & 12% B |

(iii) HFN BT AT 1998 & foIg AAM WU A BT & | YD 379 &1 IfId g Fad1fery |
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Solution :

(i) Valuation of Shares on Net Assets Basis :—
Net Assets:

Freehold Premises

Furniture

Stock

Investment (Assumed to be trading)

Sundry Debtor

Cash at Bank

Less Depreciation Fund

(investment) 9,000
Creditors 9.600
Net Assets

Value of Share

(ii) Value of Shares by Earning Capacity Method.

Rate of Earning =

Profit for 1997 to be assumed Maintainable profits because company’s prospects are good.

Net Assets

323?&1@99061 of equity shares

1,000

= Rs. 292

Profit

x 100

Capital employed

86,000

B————x100

2,92,000

=29.45%

Rate of Earning

Value of Share H

Normal Rate of Earning

B29.45
12

x 100

= Rs. 245.42 Appro.

(ii) Fair Value ERs. 292 +§s. 245.42

= Rs. 268.

x Paid up value of

BT TGTH

Rs.
70,000
600
90,000
76,000
60,000
14,000
3,10,600

18,600
2,92,000
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TN D oAIPa b FH-Y H YR & gfayfa faffwa 9 @t arielRie
(Securuties Exchange Board of India SEBI Guidelines)

goll i s & goil 3o & iffeR @l 21 7 1992 9 FATa 9= o @ 2| goft ffae frisro
A=, 1947 ®1 BT 1 AT B | 37d SEBI &1 AFGRI®T -1 Yol Fiad @ AriafRier o1 W@ 8o &R
forn g | s9a fr=Tifdhd &1 U@ Seed © ¢

1. AfTITSTdT BT TRETOT (Invester Protection)
2. E[\\_rﬁ TSI T T Y I e (Orderly Growth of Capital Market)

HATHA ddh-1d (Pricing Mechanism)

1. gae Refd @1 e 9 @d gy uifdes Wifd & JMER WR 372 &1 Jedidh e | Bal adb 39 YR
BT HeAih qRAfdD BT I8 FHG QT |

2. WA e W SR &I T g
3. 9] @ I TSN ERI BRAlL S 99 MfAd Hed < S Bl 37 Ao |

9 ORE & Fgd 1 Uiy 8 S Il faeRoiyg € wreg I8 Aved 6 afe ag Sd € b afe s Sed §
fb U 319 B T %ﬁmmﬁmﬁmﬁww HATH+ | BRY (if you know how to price on

issue, never overprice it.)

QUESTIONS

1. 50 G=en & ol &1 Heaiee fom uRRAfEl # sawae 81 Sar 2| o/l & Jou &l FuiRor o=
Y fP—{P1 qral 1 &= H @1 S 2 |

Under what circumstances does it become necessary to determine the value of shares of a concern ? What
factors are taken into consideration while determining the value of shares?

2. HHAI 3R B HATHA B 1Y A PI, U PIcufd IIERV §RT Ui AHSIEY |
Explain fully and illustrate with an imaginary example, the yield method of the valuation of equity share.
3. 3N & Houied &) A= AT dr—a= Al €7 o Jouie Y b1 IS8R0 SR FHSTEY |

What are the various methods of valuation of shares ? Describe and illustrate yield valuation method of valuing
shares ?

4. W b e b AW ¥ B FHsTSY | My B @ A S Ay B g9 =Ry |
Explain the different mehtods of valuation of shares. What would be an appropriate method in your opinon?

5. 372 & AP Bl YD PR dTel dedl Bl AT HifoY | ufawel fafd den g wwafky fafg 4 4
ARTHA B D A ITYad 2 3R Ha?

Explain the factors that influence the valuation of shares out of the yield method and Net assets method which
valuation method is more appropriate and when?
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6. I & qeAiwT B MRS qod Ay qen v fafdy o qoi e oy | {6 sravensii &I $a!
AT & STl 2

Explain fully the intrinsic value method and the yield method of valuation of shares. Discuss under what
situations. The same are preferred.

7. 3R B HeIIBA B ATTLIDA DI AHSY | 39 Al Bl 1 GoF BRI ST 3720 & JeaTh bl JHTad
A B

Explain the need for valuation of shares. Also explain the factor that influence the valuation of shares 10,100.

Practical Questions (a’]ﬂ?'lﬁiﬁ )
Net Asset Method (3[€ wwufu fafe)

(Only one type of equity shares are given in Balance Sheet)

Problem 1. On 31st December 1994, The Balance Sheet of Eicher Ltd. disclosed the following position :—

Rs. Rs.

25,000 equity Shares of Rs. 10 each 2,50,000 | Goodwill 25,000

General Reserve 18,750 | Fixed Assets 3,12,500

Profit and Account 50,000 | Current Assets 1,25,000
12% Debentures 62,500
Creditors 81,250

4,62,500 [ 4,62,000

On 31 st December, 1994 the fixed Assets ware valued at Rs. 2,18,750 and the goodwill at Rs. 31,250 calculate the
value of Eicher Ltd.’s share by the Net Asset Method.

31 RH=R, 1994 B W FHRET &1 Joaid 2,18,750 o WX fdar dqen nfd &1 31,250 o Yg FHfRT
fafe = & 372l &1 Heg oa By |

[Ans. Instrinsic value of share = Rs. 9.25 Approx]
Different Types of equity shares with different paid up values

Problem 2. Following is the Balance sheet of Hero Ltd. a son 31st December, 1997.

Rs. Rs.
13,500 equity share of Rs. 20 each fully | 2,70,000 | Furniture 1,68,750
11,250 equity shares of Rs. 20 each, 90,000 | Machinery 2,70,000
Rs. 8 paid
Goodwill 11,250
Investments 22,500
BR 22,500
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6,750 equity shares of Rs. 10 each 67,500 | Debtors 67,500
fully paid
Stock 1,35,000
4,500 equity shares of Rs. 10 each 22,500 | Cash 58,500
Rs. 5 paid
Reseve Fund 2,02,500 | P & L A/c Dr. balance 9,000
Profit and Loss Account 22,500
Bills payable 36,000
Creditors 54,000
7,65,000 7,65,000

The goodwill is valued 6,750; machinery at Rs. 5,40,000; Furniture at Rs. 1,35,000; Investments at Rs. 15,750;
stock at Rs. 1,12,500; Debtors at Rs. 63,000. There was a contigent liability of Rs. 9,000. Determine the value of
different shares.

@A BT qR&THA 6,750 Bo; AR 5,40,000 Fo; HHAraR 1,35,000 To; TAGR 63,000 o W fhar M |
9,000 Fo & FIFY &1 A1 & fafe=1 sroft & <l &1 o Iy |

(i) Value of 20 paid up share - Rs. 38

(ii) Value of Rs. 8 paid up shares - Rs. 15.20

Ans. (iii) Value of Rs. 10 paid up share - Rs. 19

(iv) Value of Rs. 5 paid share - Rs. 9.50

When good will is to be calculated for the purpose of valuation of shares

Problem 3. The Balance-Sheet of Zero Ltd. disclosed the following position as on 31 st March, 1998.

Rs. Rs.

25,000 equity plant of Rs. 10 each 2,50,000 | Plant 75,000
Reserve Fund 72,500 | Buildings 1,00,000
Profit and loss 1,00,000 | Goodwill 1,25,000
14% Debenture 1,25,000 | Stock 3,00,000
2,65,000 | Debtors 2,05,000

Creditors Cash at Bank 1,22,500
Bills payable 1,25,000 | Prelimnary expenses 10,000
9,37,500 9,37,500

All the assets are worth their books-balance except Buildings and plant which on a recent valuation are worth
Rs. 1,25,000 and Rs. 1,50,000 respectively. For the purpose of valuation of shares goodwill shall be taken at 2 years
is purchase of the average profits of the last 4 years. The profits for the last four years are; Rs. 1,00,000;
Rs. 1,25,000; Rs. 1,50,000 and Rs. 1,75,000 compute the value of shares by Net Assets method.
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Hq AT I Dl BISHR 3 Bl A Jod 1,25,000 o 3R 1,50,000 To & Y FH TR BT JRidg
A B 3N & HeATh & oY AT BT Hed T IR a8l Bl AT 14 & &l g9 D $HI & a=IaR B T R
auf & o™ 71 8 :—1,00,000 To; 1,25,000 To; 1,50,000 To TAT 1,75,000 To Yg FHIRT A8 | Hw=1 &l
HeTH HIFTY |

Ans :—Goodwill according to Weighted Average Method - Rs. 3,00,000; value of equity shares—Rs.27.50

Partly paid up shares when are to be made in near future.

Problem 4. The following details are available in respect of X Ltd.

Share Capital
Rs.
I. 2,000 Equity shares of Rs. 100 each, Rs. 40 called up 80,000
II. 1,500 Equity shares of Rs. 100 each, Rs. 20 called up 30,000
III. 2,500 Equity shares of Rs. 100 each fully called up 2,50,000
IV. 10% 5,800 Preference shares of Rs. 100 each Rs. 50 2,90,000
Reserves and Surplus 6,50,000
Reserve Fund 2,50,000
P&L Alc 1,25,000
3,75,000
10,25,000

On a fair valuation of Assets of the company it is found that they have an appreciation of Rs. 1,25,000. The articles
of association provided that in case of liquidation, the preference shareholders will have a futher calim to the extent
of 10% of the surplus assets. Ascertain the value of each equity share and preference-share.

Ans. Value of each equity have fully paid - Rs. 175

Value of each share category I = Rs. 175 — Rs. 60 = Rs. 115

Value of each share category II = Rs. 175 — Rs. 80 = Rs. 95

Value of each profit share = Rs. 108.62 — 50 = Rs. 58.62

Share capital is composed of equity shares and preference shares :(—

Problem 5. The Balance-Sheet of S Ltd. as on 31 st Dec. 1993 was as follows :—

Rs. Rs.

Fixed Assets 8,25,000

4,500, 10% pref. Shares of Rs. 100 each | 4,50,000 | Goodwill 1,37,000
35,000 equity shares of Rs. 10 each 3,50,000 | Investment (maruet price 66,000) 55,000
General Reserve 36,000 | Debtors 1,65,000
Profit and Loss A/c 1,32,000 | Stock 1,37,000
Sinking fund 22,000 | Cash at Bank 66,000
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10% Debentures 2,20,000 | Preliminary expenses 2,22,000
Creditors 1,98,000
14,08,000 14,08,000

On 31 st December, 1993 Fixed Assets were independently valued at Rs. 9,90,000 and the goodwill at Rs. 1,54,000.
Debtors are dpubtful to the extent of Rs. 12,000. There is a contingent liability which is expected to be materialised
Rs. 13,200. Preference Dividends are in arrears for the last two year.

Other assets are worth their book-values. Calculated the value of by the Net assets method.
[Ans. Value of each equity share—Rs. 17 Approx]
Different situations of Preference shares given in Articles of Association of a company.

Problem 6. The following is the Balance-Sheet of P.Ltd as on 31st March, 1998

Rs. Rs.

15,000, 10% pref. shares of Rs. 10 each | 1,50,000 | Fixed Assets 1,53,000

Stock 30,000

7,500 equity shares of Rs. 10 each 75,000 | Sundry Debtors 60,000

General Reserve 15,000 | Cash at Bank 37,500

Sinking Fund 22,500 | Underwriting commission 7,500

Creditors 29,250 | Profit and Loss A/c 11,250
Depreciation Fund 7,500

2,99,250 2,99,250

Debtors are doubtful to the extent of Rs. 7,200 for which no provision has been made. Machinery included in fixed
Assets in more by Rs. 36,000 other Assets are worth their book values. Dividends on Pref. Shares are in arrears for
two year.

You are required to value the of shares if :—

(1) when preference shares have priority for payment of capital only;

(i) When preference shares have no priority for repayment of capital and dividends;

(iii) When preference shares have priority as to payment of capital are arreas of dividend;

(iv) When preference shares have no priority for capital but only for arrears of dividend.

SAERI H 7,200 Bo & Hfewg ol Afferd § foa forg @Ig uraems w81 a9 a1 B | Wl gRiki
M HFRT BT T 36,000 o 3D & A FHIRRI BT Jod b JRIDII Hod & d_IER © | qaidR
el O &1 g9 B AU DA B | HHAT I BT Hed S BIOY i —

(i) @R 379l & Hae Yol & Y & fog mafiedr g |
(i) 519 YaffIeR 37 W 7 a1 goll M & iR T & AT & YA &) Wi © |
(iii) ST9 Y@IHR FM G Yol Y BT GrAHbal Tal & UR=] el dl i 2 |
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Ans. Value of Share : Assumption (i) Rs. 16.34; Assumption (ii) Rs. 12.12 (Approx); Assumption (iii) Rs. 12.34
Assumption (iv) Rs. 10.78

ImgHN fafd
(Yield Method)

Problem 7. X Ltd. 50,000 equity shares of Rs. 10 each, Rs. 8 paid. The company transfer profits to general Reserve
every year. The expected profits (based on previous year’s performance before tax is Rs. 10,00,000 and the rate of
tax is 65% Normal Rate of dividend is 15% X Ltd. has preference 7% capital is Rs. 4,00,000 dividend into shares of
Rs. 10 each. Find out the value of share by yield method.

X Ltd. 5 50,000 HTERYT 32 10 To Febell & | BT YD o9 BT 10% AHII DY H SRR BT 8 T 99
@ BRI R IMEIRT JFFATT A9 {4971 B B 10,00,000 To 8 3R BR B &R 65% & | AT B MR &R
15% % |

X Ltd. @1 7% YaifIeR 3egsil 4,00,000 Fo & W1 10 o dTel M= H 7| M7 AT A o1 &1 Heu Fapifery |
[B.Com. K.U.K. 1992]

Ans. Rs. 35.875 per share.

Problem 8. On 31 st December, 1997 the Balance Sheet of S Ltd. disclosed the following position.

Rs. Rs.

Issued capital Rs. 10 2,40,000 | Fixed Assets 2,40,00

Reserve Fund 54,000 | Current Assets 1,20,000

Profit and loss A/c 12,000 | Goodwill 24,000
Current Liabilities 78,000

3,84,000 3,84,000

The net profits for the three years were 1995 - Rs. 36,960; 1996 - Rs. 36,200; and 1997 - Rs. 42,990 of which
20% was placed to reserve. This proportion being considered reasonable in the industry in which the company is
engaged and where a fair investment retrun may be taken at 12%. Compute the value of company’s share by yield
mehtod.

N auf &1 A9 7 bR o1 —

1995 - 39,960 %o; 1996 - 37,200 %0o; 1997 - 42,990 %o

SRIFI Al BT 20% Fad § G A1l o7 | {59 YR & ST § HH ol g 8 S99 fog I8 3rgurd
Sfd A e @ | At @ Sfid am @l R 12% 8 |

T A & JATAR 372 BT eI ST DIOIT |
Ans. Rs. 10.84 per share.

Problem 9. The paid up share capital of a company consists of 1,000,5% preference shares of Rs. 100 each and
20,000 equity shares of Rs. 10 each. In addition to a fixed dividend of 5% the preference shareholders are also
entitled to participate in the profit up to 4% after payment of dividend of 10% on equity shares, any surplus profits
being available to equity shareholders.
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The annual average profits of the company are Rs. 50,000 after providing for depreciation and taxation and it is
considered necessary to transfer Rs. 3,000 per annum to Reserve Fund.

The normal return expected on preference shares is 8% and that on equity shares is 10% you are required to work
out the value of the each preference and equity share in the company.

TH HHE @) GhdT JAYSH 100 To dTel 20,000 FHAT iRl # fA9iTd g1 5% Wl anvier &R & <1faRad
YaiedHR SRLTRAT I AT H F FAAT A TR 10% AT BT YA R & UL 4% dh AfART ATIe
AT eI B e |

B! & AT A (AT TUT B & ol UTGE HR1 & 918) 50,000 To B 3R 3,000 To a1 e By

BRI HRAT I TS 7T 8 | YaATUHR 3720 WR A AR B G 8% AT FHAT 372 UR 10% & S
& YAIfOBR 7 qAT FAAT I & Hed Bl TVET BIFTY |

Ans. Value of preference share Rs. 112.50 value of equity share Rs. 19.00

Earning Capacity Method

Problem 10. On 31st December, 1996 the Balance Sheet of X Ltd. disclosed the following position :—

Rs. Rs.
2,000 6% preference shares of Rs. 100 | 2,00,000 | Machinery 50,000
each fully paid
3,000 equity shares of Rs. 100 each fully | 3,00,000 | Stock (at market price) 2,00,000
paid
Reserves for Bad debts 10,000 | 3% investment 2,00,000
Debtors 2,50,000
Cash 1,00,000
Depreciation Fund - 10,000 | Preliminary expenses 45,000
Machinery 4,000
Investment 6.000
Profit and Loss A/c
1 Jan, 1996 30,000
for 1996 2.70,000 3,00,000
Creditors 25,000
8,45,000 8,45,000

(a) Machinery is worth Rs. 1,00,000 now; (b) profit for the past three years have shown an increase of Rs. 10,000
annually; (c) Public companies doing similar business show a profit earning capacity of 12% on the market value of
their shares; (d) The company’s prospect for 1997 are good.

Find the value of share by earning capacity method. Assume taxation at 50% TEFITQ i— (i) ALY T T 39
1,00,000 %o 2 |

(i) fooer N auf | o & FaR 10,000 Bo @Y gl B W& B
(ii) 1997 B fIT HHI BT HRITR BT B B FHTGT ® |
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Ans. Rs. 172.08 (Approx.)

Hint :—Net capital Employed = Rs. 6,15,000; profits after tax but before preference dividend and interest on
Debentures Rs. 1,27,000 Rate of Earnings 20.65%

Problem 11.
Following the Balnce-Sheet of P Ltd. is as on 31st March, 1997.

Rs. Rs.
18,000 equity shares of Rs. 10 each 18,000 | Furniture 72,000
fully paid

Buildings 30,000

Reserves & Surplus Plant and Machinery 1,06,000

Reserve Fund 72,000 | Stock 80,000

Capital Reserve 24,000 | Debtors 1,21,800

Profit and Loss A/c 72,000 | Cash and Bank 71,220
Income tax payable 6,900
Creditors 56,220
Proision for tax 49,200
Proposed Dividend 20,700

4,81,020 4,81,020

Net profits (before taxation) for the three years are—

Year ended 31st March, 1995 - Rs. 82800; 31st March, 1996 - Rs. 1,09,800; 31st March, 1997 - Rs. 1,18,200.
Furniture valued at Rs. 96,000.

Average yield in this type of business is 15% on capital employed. Find out the value of each share on the basis of
above mentioned facts.

T FATK B4 dTel 991 $1 Y& oM @MIHR T A Yd) 7191 UbR | 5:—31 974, 1995 BT 82,800 Fo; 31 AT
1996 ®I 1,09,80 To; 31 A= 1997 BI 1,18,200 To 2T | HiIeR Bl 96,000 To UR YTl fhar 1 & | 59
PR & AR H ARSI Yol &1 ™R & fid UR 15% & 92 & YR R IAD 372 H oI A1d
BIFT |

Ans. Rs. 8.79 per share Net capital Employed - Rs. 3,92,700.

Note— Uq &I Earning Capacity Method ¥ &1 favdT 1T & |

Eaming capacity method § fafarfora H\Gﬁ BI IUMET B FHI Proposed Dividend BT &1 TSI AT 2 |

Problem 12.
The following in the Balance-Sheet of S Ltd. as at 30th June, 1997

Rs. Rs.

Share captial 15,000 shares of 1,50,000 | Free hold property 1,20,000
Rs.10 each



Reserve Fund
Profit and Loss A/c
Provident Fund
Creditors

Provision for tax

75,000
15,000
12,000
48,000
10,800

3,10,800

Machinery
Furniture
Stock
Book-Debts
Cash at Bank

Underwriting commision

301
72,000

22,000
12,000
66,000
4,800
6,000

3,10,800

Freehold property has been valued at Rs. 1,50,000; machinery is worth Rs. 60,000; Goodwill is valued is at
Rs. 48,000. Profits of the company after tax are. 1995 - Rs. 60,000; 1996 - Rs. 66,000; 1997 - Rs. 90,000

The expected Rate of Return may be taken at 12% Find the value of share by earning capacity method.

hIeles YS! &1 Jedidh 1,50,000 Bo; AR BT JeaTdh+ 60,000 Fo {1 T1-7 | AT 61 Hed 48,000 %0 T |

AT Ufdhel Bl 15% SR & UG 371 fAfd & IR UR 37T BT Jod =1 DI |

Ans. Value of Share - Rs. 20; Net capital employed - Rs. 3,00,000.

sirea fafd san S e fafa
(Fair Value Method OR Mean Method)

Problem 13.

The following particulars of a company are available :—

(i) Equity share capital : 10,000 Equity shares of Rs. 10 each fully paid

(i1) 1,000, 12% preference shares of Rs. 100 fully paid.

(iii) Reserves and surplus - Rs. 15,000

(iv) External liabilities—

Creditors

Bills Payable

(v) The average normal profits (after taxation) earned each year by the company - Rs. 28,500

Assets of the company include one fictious item of Rs. 800;

12,000
6,000

The fair or normal rate of return in respect of the equity shares of this type of the company is ascertained at 10%.

Calculate the fair value of each equity share.

S B g H A faaRor Suere  —

(i) |HAT 37LTYSI =— 10,000 FHAT 372 o dTel YUIad |
(ii) 1,000, 12% YaAT&SHR 372 100 To dTel YUIEH |
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(iii) I UG 3 — 15,000 %o |

(iv) Iret <1 —

Ho
SRCIN 12,000
< fqum 6,000

(v) P gRT AHTY A o™ (@RI D d18) 28,500 To | HFIAl ol TR H 8,000 Bo B AM UF Bl
FAHRRT B | S UBR S HHEI & FA1 IR @ IR Jd IR FMEI ¥ B &% 10% & |

I B S BT ST Hed F1a PR |

Ans. Assets Basis - Rs. 11.42; yield basis - Rs. 16.50; Fair value - Rs. 13.96
Problem 14.

The following is the balance sheet of X Ltd. as at 30th June, 1997.

Rs. Rs.

7,500 equity shares of Rs. 10 each. 75,000 | Land Buildings 41,250
General Reserve 15,000 | Plant and Machinery 48,750
Profit and Loss A/c 12,000 | Trade marks 7,500
Workmen saving Account 11,250 | Stock 18,000
Provision for Tax 22,500 | Debtors 33,000
Creditors 36,750 | Cash at Bank 19,500
Preliminary expenses 4,500

1,72,500 1,72,500

The plant and machinery is worth Rs. 45,000 and land and buildings have been valued at Rs. 90,000. Rs. 3,000 of the
debtors are bad. The profits of the company of the past three years are Rs. 30,000; Rs. 33,750 and Rs. 39,750. It is
the company’s practice to transfer 25% of the profits to reserves. Ignoring taxation, find out the value of the equity
share on dividend yield basis and also on the net assets basis. Similar companies give an yield of 10% on the market
value of their shares. Goodwill may be taken to be worth Rs. 60,000.

e T TR @l Hed 45,000 o TAT Y Td WaT BT oI 90,000 o T | TGRI H A 3,000 To T FHOT
g 7 I aul # HFA DA™ 30,000 Bo; 33,750 o AT 39,750 Bo © | HEIN AU ATHI Bl 25% Uiy Fadi
H BRIART BT 8 | BR BT &4 7 GJ gY, AT 371 Al Jorn gg wwafy A | Fo9an o9 &1 Jog ad

DI | S YHR B HHAT 70 372 S IR oI R 10% B TAT <<l & &I BT Jed 60,000 To
foran S d&ar 2|

Ans. Asset basis - Rs. 26.60; yield basis - Rs. 36.75

Fair Value - Rs. 31.67
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SEITT-9

G BT THIHIUI, ATt T GAHHI0T

(Amalgamation, Absorption and Reconstruction of Companies)

FO AR ITH A g9 B &, BB 918 § 99 oI & AR B I TaRaR g1 a1 &A1 S & | a9 3
TR BT TRGKI g1 g9 1 Fafy GF—ufifcd o <& g | 39 9aii & e TN =l &1 81 2rdl
g | G 3Rl & URVIFREHY Ho AR Hed: 30T § U 8 K © | GAN A G491 3Hh1eal Bl a4
BIAT 2 | STe Al § HH BFI, AT oAl W =01 81, I vd faaver <g3i # fAgerdn i sl
HITA AT IRV B FAY YT BRAT 3N |

AR B AAFTIH, 1956 BT GRT 494 & 37 HH1 IRAATIS DI I8 MUHR &A1 711 7 fos aResnfoa
B aTell R & oY Sl SR | ST Y U9 oS Aol @ 98 URSHIT B arell dR SRR
H S S & AER W I < | 3 Tb YRAAN 81 aTell B Bl 3y fbAl 9§ ol H¥i A fbar <1
HePhl 8 MR el B URFHANIT B dTell HH1 DT T Jod Dl YI AU A UG OIAT H PR Al
2| 39 UBR 1 A7 31 A 31 HFfa1 3ma § ety FATd 81 STl © | o H U AHM oTd Axell &l
AT 79 AR AT AReAT §RT hy (b1 T & Td S THIBRO, I=<ieid=] g1 YAMHAIOT Bl Sl 2 |
T J s FAMY oI B olfd 39 Ml weal & 31 H URWINSG R 2 oI S<iarvr A faa
TR

1. Qﬂﬂﬂﬂ'ﬂ(Amalgamation)—sﬂﬁfgﬁﬁmaﬁ@@@zﬁaﬁﬂﬁmﬁﬁWWWWW
T 3R 91 H S9P WM WR TP d3 H¥1 BT 4107 fhan SIrar 8 | 519 1 A1 &1 4 31fds Hafra o
H 39 UPR FAIRIA Bl & T9 UHIBROT HEAT & | T8 39 910 T Seeld $HR1 I B 6 w9 |
HH I HHWAT BT IRTHYF fhar ST anfey iR Ud 98 H¥a=i &1 AT fasar e =nfRy |

2. 3aENNYl AT A=<TeidT (Absorption)—SHd TG Udh AT b A 3Td HHFAT &1 aRawd= fawan
ST & 2R f=fl 9o Hol gRT 3961 eI Hd fhan SIar 8 | U1 S99 6 &R dTell BFaei
TSI B B | 31 fpY A8 pu a1 fmior S8 fhar S |
3. gaffAfur (Reconstruction)—U&% U ¥ O @ § ABel 81 fdl 81 21, A0 Yol A
YIS PR & | YA R B &l fafeRn &
(i) 3M=IR® YA (Internal Reconstruction)—Udh AAHe HHI J: ABeldl UKl B & folg
3T AT FRell § Safds BEE BT AR IR SHS YR gadd 99 I8d © | §9 UBR
QﬂﬁTﬁUT Td B IR Rl iR wRkrl & HfAHTDH (over-valuation of Assets) BT HAT
PR AT TR I FUR HRAT = | g Fr=falRad arf s &

(@1 W—Txﬁ DH BT (Reduction of Share Capital)
(@) 3 EL@[ Eal EFITTB:T (Re-organisation of Capital)

(i) d=™ gﬂﬁ":ﬁ'ﬂ (External Reconstruction)—5sid Udh JAAE BT BT AR FATT DY ENEL
MR HT B & foY T T8 HF B R B S 2 A1 39 G GAHAOT FE ¢ |
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QAT 1 T Bl U SR A 8 AR SRS GAHAT § Bl b1 aREATT el fhar 1 |

fasbar wv o /HHfn Bl B

1. QIR &1 g1 37fSrs ST BT HHIOE B ST &1 | FAG g HHAl & A D
TS DBRT & U T B AR
RIS

2. Afdera= Tdh T AfId HF BT FHOH BT Sl © | U IeMM S JHI g8 HRAl/
G © TIART BT STfU-
PRl 2 |

3. 9re gAE | fdemE SR WA 8 S g | A g HH B JAITATT Bl SIATET
PR Y b A5 B AR H
Tl B |

IWRId Q9T BT WTH- IUAR 7 bR fhar SIRAT |
() fad s/ E @ TE—atdl § FHI o |
(i) AT PN P AG—IRAT B YR BIAT IT HY T o |

TS & 5 QNS I H TYeb B & AGARI FAG BR g B §RT BT ST FEUSOT HRAT AT T
B UPR B JIATT B dlell BRI §RT 79T AqART FHATG B 3 HHIA! BT A0 HRAT U Arr=a
A 91T 2| 1T TP T ANAF HHE B AT B 3T HFAT §IRT H AT ATV a1 ST & T,
ARSI A1 qre AT S7fe A S S @ |

TR, HiIRI a1 91ed T A drerdTel @ 99T H U 9 o 8, IR dFl 3 ddbeid! IR © |
DI e e O & foIv 7 faaReRTet &1 Tfera S1eud= dRT Jaey® ¢ |

I. IR¥RTTE f3aRYRT (Traditional Approach up to 1st April, 1995)
1310, 1995 9 USel UpIhRvl, WAt 3R YAMHA W&l BT A7 7191 ybR 4 forgn S o |

TPHIHRO]

(Amalgamation)

Th—3T & ATIR B diell a1 A1 a1 I 3Nfdd B gRT 39T H fAcidy I8 HHI1 &bl a7 HrAr 921 |5
HH gRT I H A 1ol BRIl & FaAT Bl hY HRAT 8] UbIhRv hadidl 8 |

g fadreang—(i) <1 a1 <1 @ s HHfa b1 e |
(i) FrerT arell vl &1 eI A Ugfa &1 819 |
(i) e arell Frafral &1 eI B BT & forg A8 dF e &1 fH|for g |

IEERU—AMT f X Ltd. T Y Lid. T HAMIT TH—T & AR 6 dlell & | T QI HHf-ai o §
TR U 93 ¥ XY Ltd. BT AT &R ofcll 8 | a1 T8 THIHRoT B, U RIfd § X Lid. 3R Y Lid. &
TR XY Ltd. BT Bl HF1 Hedl Rife X Ltd. T Y Ltd. B TIART B HT Bl 8 | X Lid. TAT Y Lid. BT
fagdr H=fal Bl RS s U FaIT BT XY Lid. B 9941 IS © | Iefe iRdc Far 81 SITe |
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Q?-ﬁT'-IT\’UI (Amalgamation)
XY Ltd.
Bl B
X Ltd. Y Ltd.
famdr d¥ famdn d¥ e
Amalgamation

Formation and Promotion of a new company to take over the business of two or more existing
Companies is called Amalgamation.”

Afdea= (Absorption)

T I HF R FAF UP & Fadd H ol 85 A% BHE @ Iddr Bl U Al FESId B
=i FAREd ufiwdl & gt By BT AiAedd HEar B |

= fAdvard—(i) fFN o B &1 IR HI A B folg 98 FF H1 o 72 2 | v faem
ST B FIIR HI Bl B |

(i) T & T fashdr HF BT IR AT 8 Al € | ®add U Sl S &1 I8 oIl 2 |

FereRuI—AM fh X Lid. Arsfher fAT01 Bell 8 3R Y Lid. WY Arsfher fTor oxell 2 1 41 7 =iy gformet
B € 31 U AHSI & 3Tgd X Ltd. Y Ltd. BT T PR oIchl 8 3R Y Ltd. BT AR FATK 81 ST 2 1 I8
Y Ltd. BT X Ltd. § Gfdea= (Absorption) AT TG |

Absorption

“One or more existing companies go in to liquidation and some exsiting company takes over or
purchases their business—is known as absorption.”

B%"{q (Objectives)

UHIHRYI, HfIAIT AT qTal YA BT SE 3T GHR B A<Reb Ud qTed ol Dl UT PHReAl, U
gfereae] Bl AHIG BRAT, W@l § Berdl, AUR IR GG =07 J01 ajsli & Id1e &I Ul Shlg AT
BT HH BRAT Yol § i HRAT TAT URIAR U] DI AdIA1 BT ¥ YT PRAT BIT ¢ |

gﬂ'ﬁtﬁlﬂ (Reconstruction)

gAfHATOT @1 FE 31 TS @ oY I S sawass 7 6 g {5 yeR @ 2 |
YT ] YBR BT BT B

(i) 91=a g‘lﬁﬁﬂﬂl (External Reconstruction) Udb 3 fUd &7 gRT U faeMm™ &7+ & a9 bl 5
BRAT qTET ATHIOT BB 8 | $9 718 B b1 401 S fAeMM H¥i & FqAR™I Bl T DR & (oY 8
fBa1 ST 2 | 39 UBR QR BT g |Ied 8 IRl © |
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IARERU—TMT fb X Ltd. 3799 FaART BT FHGT B of I X Lid. BT JIGTI hd BRI & foIv Y Lid. BT
fFmior foham S 1 I8 qrer gAfEior 8 |

External Reconstruction

“Formation of a new company in place of an existing one for the purpose of buying its business is
known as External Reconstruction.”

B%‘{q (Objectives)

(i) T guf & e B UfeIRad & |

(i) TR BT IRfa® Jod IR I |

(iii) 7S Yol YT HRAT AT Yoll FRa1 § LR A |
(iv) 3 BT IS g TR e |

(v) BF B AT wfad § afg BT |

(vi) ¥ DI AfISg | B arell el | 997 |

(ii) 3M=<IR® gﬂﬁ'q'ful (Internal Reconstruction)—Ud faemm™ s g1 = fh :I's; S B T gon
1 A FEIOE & (YAl Goll AT BT GRIo BT A1 Goil H HHI AT a1 FHafrdl ud S1ideal &
T # uRade w1 M=<aRd fAToT FHEerrdm € |

Internal Reconstruction

It involves the reorganisation of Capital Structure or reduction of the paid up capital without
liquidation of an existing company or forming a new company.

G%"{Cl (Objectives)

9 YA H§ HFA $ TR B S9d aRAdD oI TR A Sl § A1 HIeafd Ud Hid FERi
(Fictious Assets) 1 UfeTRad &= &A1 SIIm & do 1 9ui @1 |ferd g1l a1 sufalRad &R & Bl al
anfefe Rerfd &1 Yag e el 2 |

S YA H 37ergSll Bl SH A1 T B fhar S 2 o AW 9 B @) ARkl & o § HH 8
TS Bl |

SRIFT ARAT & AER R I WE © b AHI H Th-ab] <R & 1 Fr=feRad sneRi w e f&ar
Hehell 8—

IR BT YR | TDHIPHROI Afaera I gAfmor
1. 98 & & o | Ud A8 ween iRd@ # PS8 HE AR UH 78 HFA R |
3T 2 | H e e | e B
2. 3 FHEAT B A ufoRe HAl HFAI R 370 A gIRT SO o
BT A AT B | gAY Bl IR d2 Refd &1 gura & forg
I BT IR T2 g Efed B B |

FIAR B GATH w4 A
FaM & fog g e
T BT BT BIAT B |

3. HHf & Refd | 3T oy AT BRA Bl B B afde Refa JETE B9 el BE
qrell FHRT B 37w g wr | o1 Ao | oo Iv 9gd WRE
Rofy v SR BN 81 B B BT B |
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4. |FH9H g1 g1 7 9 3NfSd HHfay T e BT I Th B P rIDT
FHEYE BT & | HATK BT & | YT B9 FAI BT B |
5. 3TEmry T B W A€ R B | Afderdd # oAl dEe S QRET FA B IR
2 S AT B9 drel pHfaa | den fasdr <l & eHfi B | € T2 B B 9S8 B
P B TR B B
AP IdER

(Accounting Treatment)
SR o aRRfET # Tl 3R 8Id gY W1 olRdidh+ Fa8R Udb il BIdT & | 399 Hlg A2 =R
T8I B |
UIHIHRYT, HiTTIT qAT el GAHAIN (ST<IRS GAHATT Bl BISHR) Bl S@TH YAl U Sl 8 & BRI,
ST U 1T FEST T © | A1 8 genell H FEfaRed geR 9 dwied s ) A S g —
(1) fasset S s |FATa B9 aTell ¥ & @idl Bl a1 BT |
(Closing the books of accounts of vendor company or liquidated company.)
(2) A1 BHN BT GRID] H ITAR B DI TR ok PIAT 3R W e |

(Recording the Entries of purchase of business & opening accounts in the book of purchasing company.)

iy a1 73 faeRyr
(Modern or New Approach)

139, 1995 T4 SAD TG UIR™ &I dTel] oigidh+ afdl & oIy Yaidxol den Afderad 3 TafRid oraidd
BI gRAfid B 31 T 8 | ST 3T ATk dhs<<d (ICAID) §RT SR ol@id+1 UH19 14 (Accounting
Standard 14) gRT AUIRT SR & =R Td SWRIGT AURONRN § URadd &R a1 1 2 e i
R UTe &HRAT AMAR & | G @R A1 9150) | TR odidd H fhdl UhR &1 gRad =@l faa
T 8§ ARG d@ihd deR 99 81 8RN Usdl a1 Il o1 | J@ihT U9T 14 (AS-14) B =F
faerya wfera § 791 TR §—

HEYUl TGl Y T
(Explanation of Important Terms)

(31) ETAROT BRA dTel B (Transferror Company)—3Ig Ul BF1 8l @ OTI®BT &Fa1 H TRl
EESIIES

(a) Transfer of company means the company which is amalgamated into another company.

(9) TWIOROT 9N arefl ¥+ (Transferee Comapny)—3Jg WA & Bl § o {\’:Iﬁ B BT
QISP Bl STl B |

(b) Transferee company means the company into which a transferor company is amalgamated.

(¥) W9 1 BN (Reserve)—JSIITd AT AT A9 BT 21 FST4 A= A1 ORI (8199 UTG€ D1 BISHR
&g Ueg gR1 o fBan S g |

(c) Reserve means the portion of earning, receipts or other suplus to enterprise (whether capital or revenue)
approapriated by the managament for a general or a specific purpose other than a provision for depreication or
diminution in the value of assets or for a known liability.

(]) TPHIHU (Amalgamation)—7 37f & ITAR THIHROT AT YHR BT 8 Fhdll 83—
1. fsmo1 @1 E@‘% BT UPHIDHRU (Amalgamation in the Nature of Merger),
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2.5 Bl Wﬁ BT THIHIT (Amalgamation in the Nature of Purchase) |

fAsror ot gpfa &1 Tateron
I8 UHIHRYI W AHY AH Sl & Sidih i gl ond ©&1 81 Sii—
This is a type of amalgamation which satisfies all the following conditions—
(i) TXATAROT B dTell HHIAT ] I TR iR IR@ UdHIaxeT & Uear SRl Ui dTell da=1 @
FHRRE 3R SR 99 91 ¢ |
(1) All the assets and liabilities of the transferor company become after amalgamation, the assets and liabilities of the
transferee company.

(ii) BRITARYT B dTell HH & FAAT 372N B 3ffhd AT BT HH A BH 90% 37 IG+T dTel IR FHAHAT
P g BRI U dTell HH1 & SIERI 99 S = | 39 90% DI 0T HRa F9I, I8 379 Bre fau e
ST {6 ™o I Usel 81 SSIARYT U dToll BF-l J1qd] I A8 hHI-1A1 AT b gRT ATHI b

P U I |

(ii) Shareholders holding not less than 90 per cent of the face value of the equity shares of the transferor company
(other than the equity shares already held therein, immediately before the amalgamation, by the transferee company
or its subsidiaries of their nominees) become equity shareholders of the transferee company by virtue of the
amalgamation.

(iii) BXITIROT B dTell HF & I8 FAHAT LR S b BXATIROT U dTel] HFI= & FHAT SERY g9 Pl
e BId & S© UDHIDRY D HolRany Sl fahel UTal BId1 & 98 BXICRl Ui dlell ¥l gRT 0 &Y 3
AU HFEIAT D FHAT 372 DR Gebell [T AT B RAATT 59 fdb YU (fractional) 32 & qqel Tha BU]
fear S Fwan B

(iii) The consideration for the amalgamation receivable by those equity shareholders of the transferor company who
agree to become equity shareholders of the transferee company is discharged by the transferee company wholly by
the issue of equity shares in the transferee company, except that cash may be paid in respect of any fractional shares.

(vi) BRITARYT B dTell HHN & FIART B SRIATARYN YT dTell HFI+1 §IRT ITe], @ 1 SO (intention) B |
(vi) The business of the transferor company is intended to be carried on, after the amalgamation by the transferee
company.

(v) TRITRYT R+ dTell BT D] FRIRHT 3R SRl 1 SXATARYN U dTell HFIA Bl Gl | THe dad
Y 1 JRIDII g H PIs W ARG R Bl (R 9 8 Ry g9a & d@ies Aifoai 3 aeeudl
AN & T U= R e | g |

(v) No adjustment is intended to be made to the book values of the assets and liabilities of the transferor company

when they are incorporated in the financial statements of the transferee company except to ensure uniformity of
accounting policies.

9 UHR S THIDHROT H THIDHRT Bl dlell SR DI 7 dael FTHRRT T ST Bl 81 IR SERAT B
f&ai @1 W1 gorrel MAsror BT & s faRdd BRACRYl BR dlell HHAl & SAETRT, EXATRYT U arel!
ST DT MY AT Y 3 AT fral MU AT Uil 8 | $9H SRR R dlell B Dl
i, Skl Ud FEdi Bl SRRl U dlell Bl &) Yidi ¥ 39 gaq JRiad god W 8 fora
SITAT 2 | S9H SXACRYT $HRA dTel]l HHel & R 1 dTle] T@ &1 32T Bl © |

In this type of amalgamation, there is genuine pooling of assets and liabilities of the combining entities. In addition,
equity shareholders of the combining entities continue to have a proportionate share in the combined entity. The
accounting treatment of such amalgamations should ensure that the resultant figures of assets, liabilities, capital and

reserves more or less represent the sum of the relevant figures of the amalgamating companies. The business of the
transferor company is intended to be carried on after the amalgamation by the transferee company.
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B DY UPHIA DI TDHIHIOI

(Amalgamation in the Nature of Purchase)

T B UPHId BT YHIDHRYT IH RART H BIAT & 19 IURIGT Urd 2af H F Bblg | 3T A& 2w g1 9 Bl
B | 399 T HHN ORI BRI Pl HY PRI 8 | 3fT: BRITARYT bR dleil bR dlell bl B IR
EXATAROT UM aTefl et a1 QTeTgoll ferar Y # uafe feran irguifaes 2% =181 urd €| 39 USR &
THIHIVT H EXATARYT DR dTefl B & TATI B T I&T BT $2BT 781 B & | SAH SXATARYT B dTed!
T D FEIRT, SIRET 3R Fod] Bl SRRV U aTell BHail Bl Jadhi § Ierd Afal |ALed Jod U

forar <mar ® | (Amalgamation may be considered in the nature of purchase when anyone or more of the five

conditions specified for amalgamations in the nature of merger is not satisfied. These are amalgamations which are
in effect a mode by which one company acquires another company and hence, the equity shareholders of the
combining entities do not continue to have a proportionate share in the equity of the combined entity or the business
of the acquired company is not intended to be continued after the amalgamation.)

T fafd e 9T 14 3 AR
(Accounting Treatment According to AS 14)

U IRV, AT qAT dred YA H HB dh-ild! d0l HewdYol Teai &1 AR fhar Sl 8 | SuRIad 4
R o B T TGRS THIA Dl &1 PRI & (o I8 A=< amaegs © fob e a1
ferferRad Te=itas! TRl BT =1 d F9sl 8 1Ry |

dhdl I (Technical Terms)

(1) IgET™ 6 BT (Business Purchased)—3IS EXITARYT U dTell BFIl = BATARYT B dTell BT I
AT hd fhar & 1 s9BT1 31ef I8 BT b SXATAROT U9 Aol HH=) o SRITIRYT HR dTell HHI=) bl a4l
TR (Qide U9 96 Afed) a1 <l %9 fay 2|

(2) 9t F=RI™T P BT BRAT (All Assets Purchased)—IfS SXITAROT U dTell HFI-1 LATARUT B dTed]
HE D TG TEURTI BT BT BT & a1 39P1 31 I8 BRT P gvAaRer UM drell SRR R A AW
FEORR (16 Td 96 Af2d Ry A TRl S Blea) B9 o 8, W) $Is a1 81 for 2 |

TSRS U3 8 Hrd Iay fAenfiai o1 I8 @1 a1fev f& eWiaRor U aral 3 eXdiaRol &R drell &
AT D1 B fHar & a1 I TRl 1 1 8 <ol § 5y ufdwd &1 Ifd = 8l | Ia9r By dRA
D1 20 H IR B R TR & BT B B gl H HH B |

(3) @@fRe <A (Trade Liabilities)— ATIR® S@ d dad S iyl & A fhar S 8 S
JIAT B ﬁ*l'(’ ATl Y B I JHRId 8id % S FUIR® IR a1 < e (Trade creditors and Bills
Payable) |

(4) <R (Liabilities)—<1A g faRdd € | 399 AUR® a1l & ifaRed =g T1fficd S o1,
JEq I, % FUI, S AT, 9 ARy, UifdeT wre, HHAR! ffdaiie ffY, tev—ws, =i & forg
JMATSH HHAR §ad QGTdl, HHAR] o9 IS By &1 ff Infae fear o g |

Tferd § H¥ Td JEIRAT Bl Bre I I UeTHRI Bl <F AR g1f¥cl § i fhar Sirar 2 |
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5) sfea o (Accumulatd Profits) Tq qad REeD| (Free Reserves)—(’ﬂ"lﬁ IS UR & T dlfetdl & Column
(iii) # forg U ¥, F9d U9 DIY H¥A1 & Gfad ™l ® USRid &Rd & &7« & THT LR S @
BT T 3T I BRITARYT HR aTel] P & T JAEMRA & @i # HiSe v Ry It T | 378 4 B B
<o I T B —

() A [T (General Reserve)—J8 HFI- gRT 3Td fhU T o4l & & 9911 ST & | S4BT 911
BT I HH D 3P RART BT Fag BT 2 |
(i) ST A9 A= (Dividend Equalisation Reserve)—3Jg A H¥T gRT T by 10 ot | | 99
ST & | S9! G171 1 Seeg gR gui H A o9 B &R B FA ¢ Rl 8 | 5 auf § b &
AT 3Mfd B0 & S I8! § ol Bl U T 39 GOg H exdiaRd $R fedr orar ® dife o anf |
A T Bl SN 39 9d B TAN i ' R & forg fahar S | |
(i) 91 B9 (Insurance Fund)—%©® ST 9FT BT BT AT NFE <9 1 gov T [ B Uh
I BT H HIST TR <ol 8 AR R A= yadR & Sikadl @ g 59 I/ S 9 Sl &l § | 59
UPR 9 DY TH UHR & MRS AT BT B Al & | S & FAOH & G949 DY &7 9
AR Al BT USRI e Rifh 59 d91e fhi 91 SR @1 gfd 39 HIY A 81 B 8 |
@iv) HHARI Hﬁ'{ﬁ PIY (Workmen’s Compensation Fund)—Ud HHATY E’ETE?IT PIY (Workmen’s
Accident Fund) I8 ®IY ¥l 3T<IR® 914’ & ISRV 2 | GO & 994, I8 A1 IGfd ¥l a1 gafeid
P Hifs 3dD a1 fBgl N IRl 31 gl 39 DIui I B &) G9E1 T80 2 | R W, I 57 P
% fIog iz SIE 2 A1 Ugel VA SR &1 gfd 39 BN @1 SI1g iR IfS 589 918 1 9 Sl &
DI Y O B @ bdd TH AT B Afad o "7 S | = 9n # A SHa ufaseat
SO |
Workmen’s Compensation or Accident Fund A/c Dr.
To Bank A/c (For Payment of liability)
To Equity Shareholder’s A/c (For transferring the balance of fund)

| |t (Accumulated Losses)

U BT B & forg 1wy @l oiR (fAfdy @) ife & ol &1 ol 2 |

S8 DI b AU & qHY TR B Wl H SIS vat &l 3R SR $R a1 1 8 | 3779 sruferiad
Afteferd g—

() I I W T A8 29 (Debit Balance of P & 1. A/c)

(i1) IR T (Preliminary Expenses)

(i) 3TeN TG FUMAT IR HHIE U4 < (Discount and Commission on Shares and Debentures)

(iv) 3THIIIS FHHIE (Underwriting Commission)

(v) fasmos @d Advertising Suspens A/c)

YT (Provisions)

A & M g & SR vet 31 IR H© A]l BT Uad™ & w9 § f@ran SIdm 2 | 919 Provision for bad

and doubtful debts, Provision for Depreciation, investment fluctuation funds, Provision for Repairs etc. 31 PRI

S Ul P GaRd FERRT | Heia) FHR] g dl IR fmn S & | Refa favor § g ge sA
UTaETl Bl el W H a1 SRIaRd fhal Sl 8 9 5999 Fa GRRrl dI sodl Pl ERied @ |

=1 arferet gRT ¥ SWIRIRT HE1 BT AT I FHS ST Fbell B—
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Table Showing Classification of Accounts

ke <@ | R |fea oW ©a B EICCIE GRS B
Liabilities (Trade) | Liabilities Accumulated Profits’ Provisions & Accumulated
& Reserves Losses
1. Trade creditors | 1. Trade creditors 1. General Reserve 1. Provision for Doubtful
2. Bills Payable 2. Bills Payable 2. Reserve Fund 2. Profision for Depreciation
3. Debentures 3. Sinking Fund 3. Provision for Repairs
4. Out standing Exp. OR
5. Provision for Tax Debenture Sinking Fund 4. Provision for Discount on
4. Capital Reserve Debtors
5. Share Forfeiture A/c 5. Preliminary expense
6. Workmen’s Savings 6. Share Premium A/c 6. Discount on shares &
Bank A/c Debentures
7. Workmen Profit Sharing | 7. Capital Redemption Reserve | 7. Underwriting Commission
Fund Alc
8. Loans 8. Workmen Compensation 8. P&L A/c Dr. balance.
Fund
9. Bank overdraft 9. Workmen’s Accidents Fund
10. Pension Fund 10. P & L A/c Cr. balance
11. Provident Fund 11. Dividend Equalisation
Reserve
12. Unclaimed Dividend 12. Development Rebate
Reserve
13. Staff Super Super 13. Insurance Fund
annuation Fund

Y Ufmed P IO BRAT (Calculation of Purchase Consideration)

SRRV YT aTell ¥ (Transferee Company) §RT SIGATT A B+ & bl W00 Sl Hod SRITARV] B
arell ¥ (Transferor Company) Eal ICCdRIBNINI g, B Ufdhd deardl g |

The Price payable by the transferee company to the transferor company for the acquisition of the business is called
the purchase consideration.

UHIHRU] & oIGih & S8 A oIEihd YHU—14 §RT Ha Ufawa & 79 gsr aRuia fear i 2
YRS A AT I 372 A Y[Rl Td qhe gRIRT I & Sl SWICRYT U dlell ST gIRT SRITARVI
B dATell HFI B IPEIRAT & forv fev S € 17 9 ufiwel # U <13l (Liabilitie) Y 111 &1 enfAet =78
forar ST RS2 BXATaR0T UM aTell H¥OA1 | U8V R foldl B AT BTNVl &R+ dlell HF+1 & oHaRI Bl
e /U W I PR QAT 2 | Gih YAIY 14 D AR BRIV DR dTell BT & -0 UAT Ud 31
gl SR B BRICRYT U dTell Bl g1k Y8vT fbar gl A foran Sl 8 dof 91 Bl gIRT S0
YA R a1 S 2 | Al oo H W 8 b S)IRY UM aTell HF11 + I8 SR WIeR T8l fbal g Sl
S SRl BT YT BXATCRYT B dlell B §RT & fha g |

P Ul bl NeReT o) & fafern

(Methods of Calculation of Purchase Consideration)

% Ufamd &1 iR S o IR fafdst gafea g—
(1) Yh—HRd q1drd LA (Lump Sum Method)
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(2) Yg I fafer (Net Payment Method)

(3) Y& |l fafd (Net Assets Method)
(4) IT=<IR®B e fafer (Intrinsic Worth Method)

(1) TP ¥ Y 95 (Lump Sum Method)—39 Ugfd ¥ eyl @1 w3 ufdwe @ oM &R+ @1 BIg
JNMEATIHAT el Bldll Fiifd HT UfThd @ AR AaeiRE U= 7 &1 8l 8 | S8l & dR IR A {6 X Lid.
Y Ltd. & a1 ®1 2,50,000%. § HT R & Al T& W B Ufwa 31 A 2,50,000 5. & A S0 39
T ®U H S R Pl MDA F&T 2 |

(2) g€ YA fafd (Net Payment Method)—39 a8l 9 3 ufithal @1 7o =a F9A =1 911 @1 3R
&g o S =gy —

(i) T Il BT TN BRI THY BIATAROT U dTell BFIT (Transferee Company) g1RT o T8 FHafral qd
Sl & i Bl & | T8l @1 A1y |

(il) BRATAROT qe dlell H¥A (Transferee Company) gIRT ERATORY] B dTedl (Transferor Company) D
SerTRAT PI Tehal, 32N T oA H Y 7Y YA B G H G S AMRY | T8 YIAH—THA Al
YaifEeR el B 8l AP o |

(iil) ST URTHS DI TOMT B FHI FEOYFTRAT Ud 377 9Tl Sl (Debentures and other extrnal liabilities)
1 fbY T YA B AMA T8I a1 Srar 8 wifd okdid YHY 14 S JJAR I8 | foran S € fb 3
ST EATARTT U dTell BFI-T §RT U891 &) oIy T (Transferee Company)(’wﬁ—%r BT §RT A1Y &1 9B
I AR & 11 2 |

(iv) BRIARYT U dTell B §RT SRR DR dTell B! Bl AR I [l 1= ueThR D1 fby 7Y I
BT HI UHel DI UM B THIT &9 H el 9] A1y |

(v) BRITAROT YT dTell ¥ §RT BRIARYN HR dTell B¥Iil Dl AHAYT AT (Liquidated expenses) & A &

fog & € ¥ &1 N wu qo F e T e o g

(vi) 39 fafd & XA UM arell H¥a g1 fore U <1l @t I b1 wa ufad | 9 A1 S ' 9 8
g T B

(3) g€ w=f fafd (Net Assets Method)—9 faf8) &1 YA T fban S 8, 9 SXATARYT UM ATl HFIl
SRT YA D1 TS 03 BT RO BRA1 HIST 81 @l Y Bl Bblg 01 i (Missing) 81 | T Rerfay 3
YA & F9 WUl O} Tbal, 32 AT 3 YR &l Ulfadl & JaId ®I Sirel T8l Sl A | Ul Reafey
H o qed B T Yg FHRT A gR1 & @ Sre |

39 Ay § g BT TUFT B4 FHI TWCRYT U dTell HHAT (Transferee Company) 8RT &l T8 THAKT ARl
& FEad {ed (Agreed Value) ¥ I 1 H¥IHT g1 foly I 1Rl & HeAd &l el a1 Sl 2 |

Y U = FRICRYT U dTell BRI §RT ol T8 9 TRl &1 FeAd Jed—8RITRYl Ui dTell Haa]
g1 forg v Sl &1 wead 4o |

Purchase Consideration :

Assets taken over by Transferee Company (at their agreed value, if any, otherwise at their book value)

Less : Liabilities takenover by Transferee Company (at their agreed value if any, otherwise at their
book value)

39 fAf & g gfde &1 7o B G99 91l &1 e /g1 arfeu—
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(i) BRIAROT U dTell BHA1 §RT o T3 T TR D1 H89d I (Agreed Value) TR ST 2 |

(i) FRITRYT U ATl SR gRT ol ¢ IR BT WAd Hed & SRl & Je9d 9o H A 9T & |
(i) I fHxAT F¥aRT BT EATAROT UM dTell HFI1 §RT A1 B foran 1 81| S % Uil & T0MT HRd T
eMAA T BRAT 2 |

(iv) RT3 Adbg g =TT TAT Ydad @ (Prepaid Expenses) ®I ¥l AT HRAT € 919 db 39D [qURId
®B 1 el T B |

) TRy | T%P:[ RRISE] (Fictitious Assets) SN IR S Y (Preliminary Expenses), 372N TG FUI R
W< (Discount on issue of shares and Debentures), <4 g @ &1 Sfde 9w (P & L A/c Debit balance) <1
MU HHEE (Underwriting Commission) P Afferd T BT R |

(vi) 31q=Y el (Intangible Assets) SN Ueed (Patents), i\’@?TI—CRJT (Trade Marks) T11 LIS (Goodwill) P
FHRRT H AHA BRAT 8 519 qP U 4 59 [T |O 7 Pel T & |

(vi) 39 I 3 %I ge¥ & AT A FHI Jg S @] o1 AN B SRR U dtell SRl
(Transferee Company) & ®ad TR 6T & & I ‘I Hd fHa1 8 wifd Q1 Teal § ddh-ra] R
21 3 yBR <@ iR ‘ruiRe 1@ | W Gha IR 8 | ST U9 39 I’ATT § yget & fhar o
I B |

(4)311?[&?5 i faf9 (Intrinsic worth method) a1 seifaffwa fafa (Share Exchange Method)—s3 fafa &
BT oI BT TUET BRICRY B dlell B B A D AARD o' b MYR R Bl SRl 8 A B
SIESIRET Wm?ﬁ‘ﬂ@?ﬂmﬁﬁ (Assets—External liabilities) D1 SH BT & 3f2A B F&AT F 9T & PR
fRpren ST € | Afe SR UM arell HE 8 o BT YA SHD 3T B ARG oI B AER W
1A BT ST AT B |

In this method, the purchase consideration is ascerained on the basis of the ratio in which the shares of the transferee
company are to be exchanged for the shares of the transferor company. This exchange ratio is generally determined
on the basis of the value of each company’s shares.

o T fafd
(Accounting Treatment)
TPHIBROT AT fASTOT (Merger) @1 UPI BT 81 AT A (Purchase) D1 UPIA HI 8I, IHI & SIS H BRITIRYT
BN dTell HET (TransferorCompany)Eﬁ W ¥ TUdh B UBhR Pl oigih fafdy STCH'I'Q; NI [ QWUT T
FITARYT BR- dTell BT Bl JIR<IT THIG 81 Sl & AR 39 B P 3R F FdeR HR & [ol¢ qHID
@1 Fgfaa &1 ol 2 |

BXTARYT B dTell HH] Bl W ¥ ffy= @rdi & 9< e B 1%'11' TUh Eﬂﬁ GETdT (Realisation Account)
QI ST 8 Al SRR & URUIFRGHY Bl dlel ¥ 811 &1 VT B Sl D |
BRITARYT B dTell H¥i (Transferor Company)iﬁ rd1 W D g8 A @ forg =1 ufafiedt o S
g—
(Entries in the books of Transferor Company)
1. BATCRYT UT dTell ¥ gRT ol T8 FRIRia] Bl SRR B |
(Transfer of assets taken over by Transferee Company)
Realisation A/c Dr.
To Sundry Assets (Individually) (At Book Values)
(For transfer of various assets taken over by the Transferee Co.)
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e @ (i) TWTTRYT PR dlell Al §RT ol T3 A AR P aell W (Realisation Account) H S+1d
J&Id Hed (Book Value) T FEATART BRAT B |

(ii) TR BT AfRTT AR (Individually) 9R BATART HRAT 8 |

(iii) ?%I’q TuRr o (Preliminary expenses, Discount on issue of shares and debentures; underwriting
Commission, debit balance of P & L A/c afe @ Eﬂi?*ﬁ W H ST T8l BRAT & 918 Bl HFl fasdr
HHEHT B FH FERTT BT A B | Y TR YAl @ @i W transfer B ST B |

(iv) JHe T 9% AT Bl IRIell W H I SR HRAT 8 S1d el HFIT 3= ofdll 2 |

(v) 31GeT FHRME] O} 10, SSHIaY, Yeed ®I a¥ell W H a4l SRR Ha1 S 8 Sid $97dT Bl
PRI I Bl AAQT Dl HHAYA §RT §5 $HA DR foral 17 & |

(vi) STERI BT IGell W § Fdhel eI (Gross value) TR ERIART HIAT 2 |

(2) BRATGRYT YT dTell ¥ N1 foIY 7Y STRIcEl 1 BRACRE HRAl

(Transfer of Liabilities taken over by the Transferee Company)

Sundry Liabilities Account (Individually) Dr. (At Book Value)
To Realisation Account

(For transfer to various liabilities taken by Transferee)

AIe © (i) BRIARYN U alell B¥i gRT foy T STRcdl &l agell @i H JKid WR Hod UR SRIRG B0 © |
(i) OISl U9 dred SRl I (I8 AT §U Svo BRIARY U daTell SRl -1 U8U1 R forT 2) BRATARYT T
qrell BT DI BRICRT DR AT ST 8 | ST G AT (Transferee Co.) HFIT §RT AT ST | 5 &
DI IO g TR A A1 g YIaE ugld I 3l SIURN Bl &4 H @ U BRAT © | A $° HI
g D1 9RT 61 HH1 S (A& JHAY—14) |

(i) FfId AT (Accumulated profits) BT ST H A el BT €| S A9 & RERAT & @ |
TEITART BT 2 |

(3) B Ui @ < BIF WX (On Purchase Consideration becoming due)

Transferee Company Dr.

To Realisation Account
(For purchase consideration agreed upon)

(4) hI I U M W (On Receiving the purchase consideration)

Cash/Bank Account Dr.
Shares in Transferee Co. Account Dr. .
Debentures in Transferee Co. Account Dr.

To Transferee Co.
(For Purchase consideration received)
(5) AT HH gRT 7 & T8 AFREAT BT fashd &+ gRT 99+
(For such Assets which are not taken over by Transferee Co. and sold directly by Transferor Company)
Bank A/c Dr.
Realisation A/c Dr. (in case ofloss on sale of Asset)
To Assets A/c
(Cash recovered on sale of Assets)
(6) BRICRUTT U aTell B#I=l gIRT 7 {7y 7 STRIcd] &1 BRIATARYN BR dTell ¥ §IRT YA $RA & ofg

(For such liabilities not taken over by transferee company and paid by transferor company)

Liabilities A/c (Individual) Dr.
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Realisation A/c Dr. (if excess amount is paid)
To eash/Bank/A/c
(for liabilities met)
(7) (a) FHYTT I (SRATART DR dTell ¥l §RT I8 HR UR)
(Liquidation exp.) (To be borne by Transferor company)
Realisation A/c Dr.
To Cash A/c
(For payment of expenses of liquidation)
Ale : I U H g WK 21 2 [ FAUA -1 BT DI 98 S Al I I SRITARVT DR dTell BHIAl §IRT
&1 a8 Y gy A S |
(b) THIE g (AfS EXATAROT UM dTell ¥ < THTOA SR Bl g8+ Bl WdR )

(Liquidation expenses If transferee company agrees to make the payment)

Transferee Co. A/c Dr.
To Bank A/c

(For expenses of liquidation to be met by Transferee Co.)

(i) Bank A/c Dr.

To Transferee Co.
(For Liquidation expenses received from Transferee Co.)
e : (i) fenedf = a1 9 2 @ fofw @i 1 ufafte 9 & R®ifd 37 T BT I SWIAR0T g dTed!
T gIRT Bar e 2 |
(ii) FHTO ST BT A Hed DI IO B A WA T8 AT ¢ |
(8) el V9 IR & U= 81 9 IABI YA & & forg &1 g & 781 e w2
Realisation A/c Dr.
To eash/Bank A/c
(For payment of Contingent Liabilities)
9) ?Ri?'ﬁ T TR A (Profit on realisation account)
Realisation A/c Dr.
To equity shareholder’s A/c
(For profit gn realisation transferred to shareholder’s A/c)
(10) Elﬂ?ﬁ W IR B+ (Loss on realisation account)
Equity shareholder’s A/c Dr.
To Realisation A/c
(For loss on realisation transferred)

(II)EF‘:CFﬁ P W\_rﬁ Tfad ol @ Foal Bl STIETRAT & WA H EATART BRAT (Transfer of share capital,

Accumulated profits and reserves to equity shareholders A/c)

Equity share capital A/c Dr.
Reserve fund A/c Dr.
Workmen compensation fund A/c Dr.
Accident fund A/c Dr.
P & L A/c (Cr. balance) A/c Dr.
Insurance fund A/c Dr.
Contingency fund A/c Dr.
Dividend Equalisation Fund A/c Dr.

Capital reserve A/c Dr.
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To Equity Shareholders A/c
(For credit balances transferred to shareholders’ A/c)
(12) ATATS B TR 91 o 819 W & A9 99 Bl FHT TRATS W H g/aRd BT, (Transfer
of all accumulated losses and fictitions assets to equity shareholders A/c)
Equity Shareholders A/c Dr.
To Profit and Loss A/c
To Preliminary Expenses A/c

To Underwriting Commission A/c
To Discount on shares & debentures A/c
(For debit balances transferred to shareholders A/c)
(13) FHAT JRELTRAT DI YA B TR
(On Payment to equity shareholders) Dr.
Equity shareholders A/c
To Equity Shares in the Transferee Co. A/c
To Debentures in Transferee Company’s A/c
To Bank A/c.
(For cash shares and debentures distributed amongst shareholders)

TRICRUT U dTell B &l gDl H ol

(Entries in the Books of Trnasferee Company)
ERITCRYT U dTell B &l GBI H oRkd YHIDHRY Bl UPid & AJAR By S & | s @ gapla |
UdhIdhIU (Amalgamation in the nature of purchase) T I Bl Eﬂ?ﬁ H UPHIHRT (Amalganation in the nature of
purchase) &1 & S2MRAT H TTH UfhAT 3T & | UHIBRUI DI YDA b ATAR & @l R B ]l
faferr €—
@) fd TmieRor fafy (The pooling of interest method)
(i) fafer (The purchase method)

@) fea Qilﬂ'clﬂ"ﬂ fafa (The Pooling of Interest Method)—s4d fafy &1 g Ao 9 EI?% ¥ THIHIO]
(Amalgamation in the nature of purchase)f[ oGl PR b 1%*1'(’ oo <rdr B d fafgr ¥ Q?ﬁ?p_d ST B
FHEfRR U9 Sl H AFEE & aRadd fby O & |

39 faf gR1 oRal dxd F9Y 1 91d1 TR ST ST SN 38—

(i) BRITCRYT B dTell HFIAI ] TR, STR@T IR FAAT HT SRR U dTell HFIAl o] GIddi § Il
I Qifhd (GRI) Hedl TR SR I wu # o fhar o & R 9yt @ fafdy v sifdra € |

(The assets, liabilities and reserves of the transferor company are recorded by the transferee company at their
existing carrying amounts and in the same from as at the date of amalgamation.)

(ii) BXATART B dTell B B AT BT W (Profit and Loss Account)iﬁ Y BT EXATARYT T aTell HHI
Eﬁw PR dTell BT D AT BN W (ProfitandLossAccount)ZﬁWaﬁ EATARYT G dTell H¥a1 Bl
qRTh] H BRIATARGT R Q1 Sl 2 3R I8 A1 9 Av—8l W & A9 4§ Sirs &A1 S & SiR A1 arrg
TEg H EAARG R A1 S 2|

(The balance of the Profit and Loss Account of the transferor company is aggregated with the balance of the Profit
and Loss Account of the transferee company or transferred to the General Reserve).

(i) BEITTRYT B dTell HFIN & FH G DI I ®U H U8d™ (identity) I91¢ @ ST € 3R S
SWITARYT U dTell BHl & RATY fAaRor 4 S99 S99 Wou # egrar ordm § O Wy § 98 g0l
B dTell B b Refd faavor § 9|
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(The identity of reserves of Transferor Company is maintained and these are shown in the Balance-sheet of
transferee company in the same form as were shown in the Balance-Sheet of Transferor Company.)

(iv) T Ufahel B 9ol H QT 7T 3731 3R Adhal BT SIS HRd 39 SIS H SRR BRI dTell HH=T bl 379
Yol gCTh] Sl Y 99a1 8 99 G § gHrifod fhar S 2 |

(The difference between the amount recorded as share capital issued (plus any additional consideration in the form of
cash or other assets) and the amount of share capital of the transferor company should be adjusted against the
reserves of transferee company.

fea twtevur fafd & a9 o= arent ufafteat
(Journal Entries to be Passed in the Pooling of Interest Method)
fRsT07 B UBRT B TGO H, FATIROT U ATl HE B gDt # e vfaftent g ol 2—
1. %0 UfIRId &1 o El &) & forg—

(For Purchase Consideration)

Business Purchase A/c Dr. (With the amount of purchase consideration)
To Liquidator of Transferor Company.

(For purchase consideration becoming due)

2. ol S FHREANT IR 1@l &1 oEl B+ b folu—

(For Assets, Liabilities, and Reserves taken over from the Transferor Company.)
Sundry Assets A/c (Individually) Dr. (With their respective book values)
To Sundry Liabilities A/c (Individually) (With their respective book values)
To Provision for Doubtfull Debts etc. A/c
To Profit & Loss Account (at the book value)
To Reserves A/cs (Individually) (at adjusted values)

To Business Purchase A/c (with the purchase consideration)

(For taking over the assets, liabilities and reserves of the Transferor Company)
SWRET gfafie & Sfae iR BfSe & Sl & IR B =l § FERINT fBa1 S 2 |
3.5y Hod D YA IR (For the payment of purchase consideration)

Liquidator of the Transferor Company Dr. (With the purchase consideration)

To Share Capital A/c (With the face value)

To Share Premium A/c (With the Premium amount)

To Bank A/c (For fractional shares and for dissending shareholders)
(For purchase onsideration satisfied by the issue of.................. shaers of RS.....ccccceevuvenennne. each at a premium of
| SE TR per share and in cash)

IfS 312N BT 3fde Heldl R fHar Jrar & O SWRId ufafte # 379 weldl W & sfae fhar s |

4. IS BRITCROT UM dTell HFIN §RT BRITCRVT BR dTell B b FHOA FAT BT YA fhar Sirar & a1 U
] DI FHEI Hog (AT AH—I @) | ATl (bl SIQ | s9a fory 1 gfafte gnfi—

General Reserve A/c Dr.

To Bank
5. BXATANOT U dTell H*I= & Formation Expenses B %I'Q—
Preliminary Expenses A/c Dr.

To Bank

(9) spa fafd (The Purchase Method)—Ig faf S FHY M0ATE STl € 514 AHMAT $Hd STd AHHAT H DI
Ui &1 8l | 59 fafd 7 orgiee ufaftedl &= & forg =1 ufshan sroemg Sl §—
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(i) BRITCRYT DR dTell HFIAT D] FHRTT 3R 1Y@l P, SRR UK dTell ¥ Bl gl 4, 77 faferi
H 9 o te fAfd & gr1 oran fean Siran g—
(31) @ TdHM YD eI TR, 3fral
(@) I oI BT dCEART (AR~ FIRRT R SRl 3 I I & (fair values) B FTAR fral Id J:
qAfhd oI & ATAR PR QA1 S 2 |
(ii) BEITTRYT B ATl B & AR G, Yol A 3fefa] fhdl 1 2 & (AuTdh Fod Bl BIShR)
IR U dTell dFa+l & fo<ii faavon & affaferd w81 fean S |
(iii) BEATAROT PR aTell B D AL d T (Statutory Reserves) CIREEIS! (Identify)zﬁ AV G B foru
BT S WU H BRICRY UM Tl HFIAl &l JIdhl H ol fhal Sl g | dg1i+ie dedl & IR0 o
fafear e Jad (Investment Allowance Reserve) CEIRS) e SR (Development Allowance Reserve), BRG]
¥ 9 (Export Profit Reserve) ST | ST 9910 @A @ forg Amalgamation Adjustment A/c P Sfde g
Statutory Reserve A/c 1 @fsc fdBar SIar & |
Rerfar faazor # (Amalgamation Adjustment A/c) P TRy vet # fafay o (Miscellaneous Expenditure) MNF &
Ja e ST B | wiasy § 99 39 Gl & 991U W @) 3MavIdhdl a1 Jei dl S9 99T Uh [AuRid
yfdfte g9TdR Statutory Reserve A/c 3R Amalgamation Adjustment A/c ST BT AT HR AT ST |
(iv) I P I, Y& TURRAT & oI I Al 81 1 MR B AR DI BT (Goodwill) FIHT ST 8 AR
S EWIARYI U dTell BHel al Gl | Sfde fhan 9Iran © | 39« fawdid, 3t oo g, g8 |9kl &
g I HH B Al HH P AR Bl E[\\_rﬁ =T (Capital Reserve) @Td H wise fhar S 2|

Purchase Method

This method of accounting is applicable for amalgamation in the nature of purchase. The following factors should be
considered while making accounting entries in this method :

(1) In the books of the transferee company the assets and liabilities of the transferor company should be incorporated
at their existing carrying amount or the consideration should be allocated to individual identifiable assets and liabilities
on the basis of their fair values.

(i1) The reserves (whether capital or revenue or arising on revaluation) of the transferor company other than the
statutory reserves should not be included in the financial statements of the transferee company.

(iii) Any excess of the purchase consideration over the value of net assets of the transferor company should be
treated as goodwill and debited to goodwill account. On the other hand, if the purchase consideration is lower than
the value of net assets acquired, the difference should be credited to capital reserve.

(iv) If it becomes necessary to carry forward any statutory reserve of the transferor in the books of the transferee
for legal compliance, it is accounted by debiting ‘Amalgamation Adjustment Account’ and crediting ‘Statutory
Reserve Account’.

(v) The Amalgamation Adjustment Account should be disclosed as a part of Miscellaneous Expenditure in the balance
sheet. When the identity of the statutory reserve is no longer required to be maintained, both Statutory Reserve
Account and Amalgamation Adjustment Account should be reversed.

When statutory reserve is maintained the followig journal entry is passed:

Amalgamation Adjustment Account Dr. (with the amount)

To Statutory Reserve

It may be noted that the practical questions given in the study material (printed prior to January 1996) are based on
amalgamation in the nature of purchase. However, if the amalgamation is in the nature of merger (satisfying all the
five conditions specified), then the accounting procedures are to be set according to Pooling Interest Method. Hence,
some practical questions on amalgamations in the nature of merger are given here under for reference.

B DI IS H FWAARYT U el HF B gl | =1 wfaftedi a8 ol 28—

(I)=hda Uil BT oGl HRA BT oIy (For recording purchase consideration)
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Business Purchase A/c Dr. (with the amount of purchase consideration)

To Liquidator of the Transferor Company (For purchase consideration due)
(2) BTARYT HRA dTell BT A HI B T3 a9 IR v9 i@l @ oy
(On acquisition or purchase of the business from the transferor Company)
(a) All Assets A/c (individually) Dr. (atRevised value)

Goodwill A/c (balancing figure) Dr.

To Liabilities A/c (individually)

To Business Purchase A/c

(For Assets and Liabilities taken over and Goodwill is the difference of credit total and debit total)
(b)  All Assets A/c (individually) excluding goodwill Dr. (atrevised values)
To Liabilities A/c (individually)
To Business Purchase A/c
To Capital Reserve A/c (balancing figure)
(For Assets and Liabilities taken over and the capital reserve is the difference of debit total and credit total)
(3) TRICRYT B dTell HHN Bl HA oI BT YA B TR

(On Payment of Purchase Consideration to Transferor Company)

Liquidator of Transferor Company A/c Dr.  (with purchase consideration)

To Equity Share Capital A/c (with the face value)

To Preference Share Capital A/c (with premium)

To Share Premium A/c

To Debentures A/c (with face value)

To Bank A/c.
(For Purchase Consideration paid by the issue of.............. Shares of Rs................ each at premium of Rs. ..........
purchase.............. , issue of Debentures of Rs.................... each and Cash Rs............... )

(4) BETARYT B el HF B Statutory Reserve T oG B B forg (For recording statutory Reserve of
Transferor Company)

Amalgamation Adjustment A/c Dr.

To Statutory reserves A/c

(5) THIU I (FRICARYT U dTell HFI=1 §RT I
(Liquidation Expenses Payment made. by Transferee Co.)
Goodwill A/c/Capital Reserve A/c Dr.
To Bank A/c

(For Liquidation expenses of Transfer Co. paid as per agreement)

(6) BEITARIT U drell BT & URAEG @i & fog (For Preliminiary Expenses)

(Preliminary Exp. A/c) Dr.
To Bank A/c
(7) Tfd @ q\\_rﬁTl—d Al H 9 JUfeIRad w1 (To write off goodwill against Capital Profits)
Capital Reserve A/c Dr.
To Goodwill A/c

(For the amount of goodwill written off out of Capital Reserve A/c.)
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Amalgmation

(TP
(Net Payment Method)

IMustration I. R. Ltd. And S Ltd. agreed to amalgamate and form a new company. T Ltd. which will take over all
the assets and liabilities of the two existing companies.

In the case of R Ltd. the assets and liabilities are to be taken over at book value. For 4 equality shares is R Ltd. 5 equity
shares (of Rs. 10 each) in T Ltd. will be allotted at apremium of 10%.

In the case of S Ltd. :

(1) The Debentures of S Ltd. would be paid off by the issue of an equal number of 10% debentures in T Ltd. ata discount
of 10%.

(i1) The Preference shareholders of S Ltd. would be allotted 4-8% preference shares of Rs. 100 each in T Ltd. for every
5 preference shares held in S Ltd.

(iii) The equity shareholders would be allotted sufficient equity shares at per to over the balance on their accounts after
adjusting assets values by reducing the plant and machinery by 10% and providing 5% on sundry debtors for doubtful
debts.

The summarised Balance sheets of R Ltd. and S Ltd. on the date of amalgamation were as follows:

IR, fo1. 3R v, o1, gatavor o= qorn AL, fol, & 19 & 18 HR ) AT & forg Hedd B & | I8 718
B G ITHAN BRI B AR IR IRl B BRI |

IR for. @1 Rerfay 4, IwaRidl vd <1R¥c g o R fay 9 oiR oR. fa. & =aR sl & forg €1 for. &
10%. dTel 5 F9ar 32 10 wiaerd WA W smefed fhy oo |

w9, for. @ Refa #—

(i) T, fol. & Zorual &1 GErar S fol. | SRR &1 H&AT & 10% 93 & 10% B IR T & gR1 fban
ST |

(i) U9 fo1. & qalfaeR seemRal & yde Uid 3791 & daol Sl fol. & R 8% YaifdiarR o dfed fhy S |
(iii) T STTETRAT DT IW I AR & forw gaTd FHaT 379 FHaT Jed WR dfed fby Sia Sy fo wwafi 9
I e g 7 B U 10% | B9 B & 918 q21 Afdy S9ERI TR 5% BT AN G- & 918 31 © |
TPHIHR B fafd o1 R, for. vd v, for. & wfdua fag 9 yeR & 8—

BALANCE-SHEET

Liabilities R. Ltd. S.Ltd. | Assets R. Ltd S. Ltd.
Equity Shares or Rs. 4,00,000 | 2,50,000 Plant and Machinery 3,25,000 4,00,000
10 each
8% Preference shares — 1,50,000 Stock 65,000 30,000
of Rs. 100 each
Profit and Loss 2,500 — Debtors 95,000 25,000
Account
Contingency Reserve 50,000 — Cash 65,000 20,000
10% Debentures of — 1,00,000 P & L Account — 70,000
Rs. 100 each
Creditors 75,000 45,000

5,50,000 | 5,45,000 5,50,000 5,45,000
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Show the Journal Entries in the books of R Ltd. S Ltd. and prepare Balance-sheet after amalgamation in books of
T Ltd. assuming that the amalgmation is in the nature of purchase.

Solution: Calculation of purchase consideration: Net Payment Method

R Ltd. : 5 shares in T Ltd. for every 4 shar in R Ltd. i.e. 40,000 %— 5,000 shares in T Ltd. of Rs. 10 each at a premium

of 10%
= Rs. 5,00,000 + Rs. 50,000 (premium) = Rs.5,50,000
Purchase consideration = Rs. 5,50,000
S. Ltd. : Amount payable to S Ltd. as purchase consideration (Net Assets Method)

@) Preference shares @ 4 Shares for every 5 shares of S Ltd.
i.e. '-:lSOOx%l = 1,200 shares of Rs. 100 each 1,20,000
(i) Balance equity shares of Rs. 10 each at a premium
of Rs. 1 per share i.e.16,875 shares @ Rs. 10 each
1,68,750
2,88,750
Net Assets of S Ltd : Rs.
Plant and Machinery 3,60,000
(Book value Less 10%)
Stock 30,000
Debtors-Provision (25,000 — 1,250) 23,750
Cash 20,000
4,33,750
Less Creditors 45,000 1,45,000
10% Debentures 1.00.000 1,45,000
288,750

Note: 1. Net Assets of S Ltd. taken over by T Ltd. comes to Rs. 2,88,750. It is the amount of purchase consideration
payable by T Ltd. To S Ltd. in the form of, Preference shares and equity shares calculated above.

2. As per As-14 Debentures of the transferor company i.e. S Ltd. are assumed to be taken over by the transferee
company and then converted into new debentures.

In the Books of R Ltd.
JOURNAL ENTRIES

Rs. Rs.

Realisation A/c Dr. 5,50,000

To Plant and Machinery A/c 3,25,000

To Stock A/c 65,000

To Debtors A/c 95,000

To Cash A/c 65,000
(Being transfer of Assets to realisation A/c on sale of business)

Creditors A/c Dr. 75,000

To Realisation A/c 75,000
(Being transfer to creditors to Realisation A/c)
To Limited A/c Dr. 5,50,000

To Realisation A/c 5,50,000
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(Being Purchased Consideration agreed)

Realisation A/c
To Shareholders A/c

(Being profit on realisation transferred to Shareholder’s Account)

Dr.

Equity Share Capital A/c
Profit and Loss A/c
Contingency Reserve A/c
To Equity Shareholder’s A/c

(Being transfer of balance of share capital, Profit and Loss and Contingency

Reserve A/c to Shareholders (A/c)

Share in T Limited A/c
To T Limited A/c

(Being purchased consideration received from T Ltd.)

Dr.

Equity shareholders A/c
To Equility shares in T Limited
(C being final payment made to Equity shareholders of R Ltd.)

7,5000

4,00,000
25,000
50,000

5,50,000

5,50,000

P ARG

75,000

4,75,000

5,50,000

5,50,000

In the Books of S Ltd.
JOURNAL ENTRIES

Realisation A/c
To Plant and Machinery A/c
To Stock A/c
To Debtors A/c
To Cash A/c

(Being transfer of Assets to realisation A/c on sale of business)

Creditors A/c
10% Debentures A/c
To Realisation A/c

(Being transfer to creditors to Realisation A/c)

Dr.

T Limited A/c
To Realisation A/c

(Being Purchased Consideration agreed)

Equity shares in T Limited A/c
Preference shares in T Limited A/c
To T Limited A/c

(Being purchase consideration received)

Dr.
Dr.

Equity shareholders A/c
Preference Shareholders A/c

To Realisation A/c

Rs.
4,75,000

45,000
1,00,000

2,88,750

1,68,750
1,20,000

1,250
30,000

Rs.

4,00,000
30,000
25,000
20,000

1,45,000

2,88,750

2,88,750

31,000
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(Being loss on realisation transferred to respective shareholders A/c)
Equity Shareholders A/c Dr. 70,000
To Profit and Loss A/c 70,000
(Being transfer of balance of Profit and Loss A/c to Equity shareholders
(Alc)
Equity Share Capital A/c Dr. 2,50,000
Preference Share Capital A/c Dr. 1,50,000
To Equity shareholder A/c 2,50,000
To preference share holders A/c 1,50,000
(Being transfer of Equity share capital, Preference share capital to their
respective holders A/c)
Equity Shareholders A/c Dr. 1,68,750
To Equility Shares in T Limited 1,68,750
(Being the distribution of Shares in T Ltd.)
Preference Shareholders A/c Dr. 1,20,000
To Preference Shares in T Ltd. 1,20,000
(Being the distribution Preference shares T Ltd.)
Business Purchase A/c Dr. 8,38,750
To Liquidator of R Ltd. 5,50,000
To Liquidator of S Ltd. 2,88,750
In the Books of T Ltd.
JOURNAL ENTRIES
Rs. Rs.
Plant and Machinery A/c Dr. 3,25,000
Stock A/c Dr. 65,000
Debtors A/c Dr. 95,000
Cash and bank A/c Dr. 65,000
Goodwill A/c Dr, (Balancing figure) Dr. 75,000
To Sundry creditors A/c 75,000
To Business Purchase A/c 5,50,000
(Being Assets and Liabilities of R Ltd. taken over and purchase consideration
due)
Liquidator of R Limited Dr. 5,50,000
To Equity share capital A/c 5,50,000
To share premium A/c 50,000
(Being discharge of purchase consideration of R Ltd.)
Liquidator of R Limited Dr. 3,80,000
Stock A/c Dr. 30,000
Debtors A/c Dr. 25,000
Cash A/c Dr. 20,000
To Creditors A/c 45,000
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To 10% Debenture A/c 1,00,000
To Provision for Bad debts A/c 1,250
To Business Purchase A/c 2,88,750
(Being Assets and Liabilities of S Ltd. taken over and purchase consideration
due)
Liquidator of S Ltd. Dr. 2,88,750 1,68,750
To Equity share capital A/c 1,20,000
(Being discharge of Purchase consideration to S Ltd.)
10% Debentures of S Ltd. Dr. 90,000
Discounton Debentures A/c Dr. 10,000
To 10% New Debentures A/c 1,00,000
(Being issue 10% New Debentures to the holders of S Ltd. at a discount
of 10%)
Balance-Sheet of T. Ltd.
Rs. Rs.
Share capital Goodwill 75,000
Plant and Machinery 6,85,000
66875 Shares of Rs. 10 6,68,750
each fully paid Stock 95,000
Pref. Share capital 1200
shares of Rs/ 100 each 1,20,000 Debtors 1,20,000 1,18,750
Reserves & Surplus: Less Reserve 1,250
Share Premium 50,000 Cash and Bank 85,000
Secured Loan: Discount on Debentures 10,000
10% Debentures 1,00,000
Creditros 1,20,000
10,68,750 10,68750

Illustration 2. (Amalgamation in the nature of purchase)

R Ltd. and S Ltd. agreed to amalgamate and fonn a new company SR Ltd., form for that purpose. On the late of the
transfer Balance-sheets of the two companies were as under:

R Ltd
Rs.

Equity Share Capital Sundry Assets
of Rs. 10 each 2,25,000 Freehold Property
Mortgage Loan Debtors
(Secured on Freehold 15,000 Invesments
Property) Bank
Sundry creditors 12,000
Profit and Loss A/c 60,000

3,12,000

Rs.
1,80,000
9,000
54,000
39,000

30,000

3,12,000

a
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g fafice o forfics @1 Sfaact aer goil &1 45 91 gRY &<l & | U9 fofics & off~s e | 19 feifics
A Y a1 g3l 36,000 To BT ATl AFfrd 2 3R v fafics & sif~d i § v forfics & wa fdhar gan
40,000 %o &1 7T AfMferd & T foaffics amTd | 20% Siisar U fIfAcs & J1d d=rcll & Siaid v fofics
faha g WR 25% o™ A1S1 Rl gY T4 faifics &l A1a dercll 8 | s1fas i | afaferd =1 axgel g3 oy
=TT IR |

Solution :
Rs.
Goods in Stock of S Ltd. 40,000
Rate of Profit on Selling Price 25%
Hence, Unrealised Profit 10,000
Less 1/5 for Minority holdings 2,000
Unrealised Profit to be deducted 8,000
() FERS B GRI 99 T A H 7 9 g3 o9 9 UDR 1 [hIT SIRIT—
Rs.
Goods in Stock of H Ltd. 36,000
Rate of profit 20% on cost price or 16 2/3 % on selling price
Hence, Unrealised Profit 6,000
Less 1/5 Minority holdings 1,200
Unrealised Profit to be deducted 4,800

3d: Il 7 83T del oMM = Rs. 8,000 + Rs. 4,800 = Rs. 12,800
3d: B FAERI D Y9G B g1 (Elimination of Inter-Company Transactions)

R BT 3R AE8RI® Bl & Aed 3P oF—a+ 81 X80 & | §9 oF—<+] & URUFREa®Y 3Hd
URWRS Ha I~ Bl & Gl b B & (g H TR ued &l AR S@ril Sl 8 a1 gl &9+ & g
H T geT @t SR fordl St 2 | fha forgt 99 999 O URR® A&l 1 86 & folv Smavdsd
THMEISE ®R B © | 3T H¥] FI8R] & ©U H Ui 999 99 Udhe Bl & ! JHfed fagr a9 a5
Tl vd il | A gel faan Srar 71 39 wel # A S i @1 gern Sfrar @ S o SRl SagR
A T B |

U 9l & IETER 39 UBK § ¢

(i) ©FER Ud oIMaR (Debtors and Creditors);

() U Uq KL (Loans and Advances);
(i) 9T fdet vd ¥ 9 (Bills Receivable and Bills payable);

@iv) FADH! 1 ¢] ETd (Inter-Company Current Accounts); and
) JFADHH! FEU—-TF (Inter-Company Debentures)

Ilustration 16.
The Balance Sheets of H Ltd. and S Ltd. as on 31st December, 1988 are as follows :

31 fegwR, 1988 @1 g forfacs den v forfics @ fog 39 UaR 2 -
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Balance Sheets
as on 31st December, 1988

H Ltd. S Ltd. H Ltd. S Ltd.
Rs. Rs. Rs. Rs.
Share Capital in Fixed Assets 1,80,000 1,86,000
Rs. 10 fully paid up Stock 30,000 40,000
Shares 2,00,000 | 1,00,000 Debtors 60,000 80,000

Reserve 80,000 60,000 8,000 Shares in
Profit & Loss A/c 20,000 16,000 S Ltd. 1,30,000 —
Loan — 20,000 Bills Receivable 30,000 20,000
Creditors 1,20,000 | 1,20,000 Cash in hand 10,000 6,000

Bills Payable 20,000 16,000

4,40,000 | 3,32,000 4,40,000 | 3,32,000

On 30th September, 1988 H Ltd. had purchased shares in S Ltd. A debit balance of Rs. 20,000 appeared in the Profit
and Loss A/c of S Ltd. on 1st January, 1988. S Ltd. made a transfer of Rs. 12,000 to reserve on 31st December,
1988. In the creditors of H Ltd. were includes a figure of Rs. 20,000 for goods purchased on credit from S Ltd. This
was sold to H Ltd. at a profit of 25% on cost. In the closing stock of H Ltd., there was still an unsold stock of Rs.
16,000 purchased from S Ltd. Bills Payable of S Ltd. includes Rs. 10,000 accepted in favour of H Ltd. whereas Bills
Receivable of H Ltd. includes Rs. 10,000 received from S Ltd. Prepare consolidated balance sheet.

30 =R, 1988 BT va forfics 9 w9 fofics & 3w @I 9| 1 99a9, 1988 ®1 U4 forfics & amw—gr=
@A | 20,000 o BT Sfae Y o7 | 31 few=R, 1988 1 T faaffics 7 12,000 To Ford § MR fHd | T
fafics @ TSR § TH 20,000 To B IR & S v fIffics & SUR AT ©WRIgd & BRI F & I8 AT T
faffics &1 ara 9 25% A SR 91 1 o1 | U foffics & o~ wie # oid 1 79 foffics 9 @l
T AT H ¥ 16,000 To BT 1 a1 Arer Aftafera o | v fafics & <3 i # 10,000 %o & TH f9at & S
g fafics @ et § WaR 5l W™ o | va fafics & ura faai § 10,000 o & 0 e € < w9 fofics

q U gU A | |G gt TaR BT |

Solution :

Consolidated Balance Sheet

Rs. Rs. Rs. Rs.

Share Capital (Rs. 10) 2,00,000 Fixed Assets 3,66,000
Reserve 80,000 Stock 70,000
Capital Reserve 1,200 Less : Reserve 2,560

Consolidated profit 27,040 67,440
Creditors 2,40,000 Debtors 1,40,000
Less : Inter-company 20,000 Less : Inter-company 20,000

2,20,000 1,20,000
Bills Payable 36,000 Bills Receivable 50,000
Less : Inter-company 10,000 Less : Inter-company 10,000

26,000 40,000

Loan 20,000 Cash in hand 16,000

Minority Interest 35,200
6,09,440 6,09,440
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Working Notes:
i) va fafies @ 1988 99 & forg o @t wTore ¢
Profit & Loss Appropriation Account
Rs. Rs.
To Balance b/d 20,000 By Net Profit 48,000
To Reserve 12,000
To Balance c/d 16000
48,000 48,000
(i) Capital Reserve @1 13T 39 UBR S &1 TR ® -
Net Worth of S Ltd.: Rs.
Share Capital of S Ltd. 1,00,000
Add Reserve as on 1st Jan., 1988 (Rs. 60,000 — Rs. 12,000) 48,000
Add Profit for nine months up to 30th Sept., 1988 36.000
1,84,000
Less Debit balance of P & L A/c as on 1st Jan., 1988 20.000
Net Worth 1.64.000
Holding Company’s share in Net Worth (4/5) 1.31.200
Capital Reserve = Rs. 1,31,200 — Purchase Price of Shares Rs. 1,30,000 = Rs. 1.200
(ii) H Ltd. ®T Revenue Profit § @1 39 UeR I fvar T 2 - Rs.
Total Profits of S Ltd. for the year 1988 48,000
Less Profits for nine months (3/4 of Rs. 48,000) 36.000
Profits for post-acquisition period of three months 12.000
H Ltd.’s share = Rs. 12,000 x % 9,600
Less Unrealised profit included in stock (é‘f@'(’ fewofy V) 2,560
Share in Revenue profits 7,040
(iv) Minority interest g YhIR pren T B Rs.
Share in Net Worth (1/5 of Rs. 1,64,000) 32,800
Share in Post-acquisition profits (1/5 of Rs. 12,000) 2.400
35.200
(v) HLtd. & 31f~¥ wie § aftaford fae aga 8ol o 39 UaR o1 fhar 2 - Rs.
Unsold Stock 16,000
Hence, Unrealised Profit (25% of cost or 1/5 on Sales) 3,200
Less 1/5 pertaining to Minority interest 640
Unrealised profit adjusted 2.560
(vi) TBIpd o™ B TOET 7 TR @1 T B Rs.
Profit & Loss account balance (H Ltd.) 20,000
Add : Share in Revenue Profits of S Ltd. 7.040
Total Profit 27.040
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(vi) TE ftfics @ <9 et # va fafies & 12,000 %0 & faal € <ifdh 10,000 Fo & o & s98 & AT
B S A 2 RifP AT YT ST g o |

(viiiy U= faACs & S1fws weie 3 Sl 91d U9 faffics 9 TRIGT 11 o, I9A FwiEd 9 gl g ar¥l Bl
a fIfice & Post-acquisition Sl H A g T € |

P GF S gfafsean

(Consolidation Journal Entries)

THGT B FH H o Ul dRd a9y fAferlRad g1 |l &l eae # =1 anfeu—

() =% 3 Jere HuEl @ g 9 S 99 U § Sl 9Hfed fag | F81 oA S961 oi-d ufdfte g1
HATE PR §Y 71 BR QUMY |

Hlustration 17.

H Ltd. acquired 80% interest in the equity share capital of S Ltd. on 30th June, 1988 at a price of Rs. 81,000. The
Profit and Loss Acocunt of S Ltd. showed a credit balance of Rs. 24,000 on this date. Prepare Consolidated Balance
Sheet from the following Balance Sheets and also give consolidation Journal entries.

(T foIfics =1 30 51, 1988 ®I 81,000 To & oI WR I foIfAcs &1 Sfaacl 3721 Yol § 80% fad ura fawa |
39 IRIE BT O foIfics &1 amM—e81f @rdT 24,000 To &1 wfse A faxgrar o | Fr=falaa fagh & wwfed
fagr TIR PINY IR T8 EA STHa ufaftedr i AR )

Balance Sheet as on 30 June, 1988

H Ltd. S Ltd. H Ltd. S Ltd.

Rs. Rs. Rs. Rs.

Share Capital (Rs. 10) 90,000 60,000 Sundry Assets 60,000 78,000

P&L Alc 30,000 24,000 Book Debts 39,000 27,000

Creditors 45,000 36,000 Bills Receivable — 5,000

Loan from S Ltd. 10,000 — Loan to H Ltd. — 10,000

Bills Payable in favour Shares in S Ltd. 81,000 —
of S Ltd. 5,000 —

1,80,000 | 1,20,000 1,80,000 [ 1,20,000

Solution :

Consolidated Balance Sheet

Rs. Rs.

Share Capital 90,000 Sundry Assets 1,38,000

P&L Alc 30,000 Book Debts 66,000

Creditors 81,000 Goodwill (or cost of control) 13,800
Minority Interest 16,800

2,17,800 2,17,800




fro=rd 19 98d HUHEl & o 355
Consolidation Journal Entries
1988 Rs. Rs.
June 30 B/Pin HLtd. A/c Dr. 5,000
To B/Rin S Ltd. A/c 5,000
(Both items eliminated.)
June 30 Loan from S Ltd. A/c Dr. 10,000
To Loan to H Ltd. A/c 10,000
(Both items eliminated.)
June 30 Share Capital in S Ltd. A/c Dr. 60,000
Profit & Loss A/c of S Ltd. Dr. 24,000
Goodwill A/c Dr. 13,800
To Shares in S Ltd. 81,000
To Minority Interest 16,800
(Accounts of Goodwill and Minority Interest
created and rest accounts eliminated)
Working Notes :
() =T & AR T8 ISR A Bl T B
Rs.
Share Capital of S Ltd. 60,000
Add : Balance of Profit 24,000
Net Worth 84,000
Purchase Price of Shares 81,000
Less : HLtd.’s Share in Net Worth
(80% of Rs. 84,000) 67,200
Goodwill 13,800
(i) 3reudd IRyl &1 e 9 YR Ndre T B
Rs.
Net Worth of S Ltd. 84,000
Minority Interest (20% of Rs. 84,000) 716,300

3 {1 BT FHRISH
(Adjustment of Other Items)
AED B | YA 3790

(Preference Shares in Subsidiary Company)

e AER—S HFIA < A 372l &1 W T o A1 © A1 Al 5] 91 F99 3HBT TR Bl
B | WD HFI & T A ¥ I == Sl 7 ©Rle I 8 A1 3% = HH & &g &
FHRT el H AR & wu A fS@man 11 8 91 Weke HRAl & g @ S uet | 3 goll dived &
=TT e T B | Afe e e gTRT $ 3iel 1 Uad Hed UR I fha1 11 § A1 Wiigd g1 a9
HHY 72 AT BN FIBR AFHR 5 DR (ST STRAT Afhe 71 37201 BT I o §71db Uad Jod I A= B
TR 3R &1 MR A1 Al YOIl §ad § ARAfeld &R ol SIRA @ Fra—=a w9l & fg 3 fafmn
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Gl BT Y 3R WIS B & g H yad Yol R PR & SR | Al Aed HFA1 & AT 37 goia:
I8l STETRAT §RT TRV Y S & 1 ST e Hod d1ed IRERAT & f8a H Sirs Qa1 S 8 | Aesd
HE D JAH 37 7 91T AfFTA B I BH R =16 H7+1 &1 1 SIWId 99 & MR 0
TR B foram ST & den ey aafddal &1 R ot d eyl & faa § Sirs fear Siar © |
A M R IHAT AT

(Arrears of Preferences Shares Dividend)

HERI® HFIAI & AfTA 372 TR IHIAT A DI R DI A/ dTe] a9 & A1 § H HH B A1 SR |
AT &Y 39 R F FRa=rd ¥ &1 21 FAfdd o (Consolidated Profit) § SIS faam SR dem 91l
JIETRAT BT 2w $9a ’d @1 fd § s feam SR |

IS AT

(Unpaid Dividend)

IS FEIH B F AT BN b & oifdhet 31l T IHbT YA T8l (b1 T § 1 98 HSTId Bl
& forg d TR vet 1 AR 37a<T o9iel & wd H QW g3l il € | =i Bl gRT 9 o9 ¥ 3o
o=y @Y <Ifd @Y oroH forg § TRy uel @Y IR UTK AT & wU H TS A A & v rerar fafay
TSR 1 e grar ® | wafdd gl 99 999 e 7 @ @R B 3= B! a8 AH$R 8l
e <ran & o 9rer siwenlRal & wwfya fd Sqe fRa § s &) o 21

PESIIGCACIR K

(Proposed Dividend)

ST HFI] AT YT Rl & A1 ATH—8T e W1 a1 Sfde den y=arfad ST [ sise &
ST & | IRATfd o979 1 X111 BFal & g § S1R¥cd el &1 IR fo@rll 9l & | 3 A8d ova=i = i
TRATfad fhar g a1 g9 NI SO g & Siicd el # @il i 8l | a8fhd forgT a9 a9y ‘gdiad
ST &1 AT D1 AT a4 & ™I H g &1 SR QA $Hd YT ol Bl Maeddh TSI BT SR |
IIRA AT

(Interim Dividend)

IS ABTID B GRT <] aY & ATl H I A=TRA AL DT Y (AT AT 2 AT AIRA ATHIL D A
DI AT Y b A H STSHR 94 IdY T FRATTAR Aaed TS SR o/ Sl & | IaRA A 4§
I 11 o= = ¥ BT AT & S SS9 o H I B B ST STRIFT T 918 STenRay &f faxr
S fod @ f 7 | "er faar S |

3791 JAfEREY | qd & ol § | A

(Dividend out of Pre-acquisition Profits)

e AERI® BRI 3720 ALV F Yd & ¥l § A AWIe =9iivd fban g a1 e ¥+l g1 39 o™ie
DI 37U AT W H ST T8I BT ST & IR FEFH HH11 & 3720 H AN @’ 1 s
ST 2 Al e d#d=l =1 oTTer @ IR Bl 39 M—aT @i | Hise dR &A1 § a1 Taiga gl a9
T S AT B R BT =1 ¥ & o9 H | =T {7 SI1an 8 9o 9ERd HF & :7en 7 fafm
QT BT hfee B AT & AT BT $F B A1 TIar g | 3791 g & fAfYy &1 Jere s &1
TG DA ST DR Y I AT Bl IR BT TS & UL Y A BT & ARG [T S ¢ |

WER—P H¥ gRT a9 39 fRifg &=

(Issue of Bonus Shares by Subsidiary Company)

IfS FERIS BT 999 370 BT T el ® a1 $9@1 FHfbd fag § w@fa a1 =01 & AR (Cost of
Control) @1 XT3 TR UHTG TS AT 7181, Jg 910 IR R o= & & -
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(a) U 7N BT T 3791 h & IRIG A T’j P A (Pre-acquisition Profits) H ¥ fvar B, etera
(b) Tz e g @ IRG © 91 aTel Al (Post-acquisition Profits) H 9 v T B

gor RIfa # w1fa 1 IR 4 BIg uRacs T8l 8 Rifd = ¥l & 7Y I ¥ Yd & o™ Joiird
A A S & AR ST 499 {2 AT §IRT FERIe B¥I YoildhRoT HRell & Al ReIfd § hig uRad del
&I |

facia Rerfdr 9 w=rfa &1 ¥ A uRac o SR Hifd 3% 3 & 918 & Fed S & o =
BT @ T ST ¥ & 3R 3d1 YOIdbRYT BIF I WA AT =AU & ART 1 AR H BT 311 SR |

HEIDH HHN B g DA (Net Worth) S0 B AHI UG IARYSH BT 199 370 A 9 gd @ M3 ot
ST AMEY T 499G AR D1 IR DT AR AT AT 9 H SIedR g dAd H Areaferd fhar S
RV | WERH H¥A1 § =1 &7 & f2d &1 A1 9199 3% & YT Bl BSThR S1d BT ST a1fey |
Ilustration 18.

The subscribed capital of S Ltd. consists of 6,000 shares of Rs. 100 each out of which H Ltd. has acquired 4,800
shares at a price of Rs. 7,60,000. The profits of S Ltd. at the time of purchase were Rs. 2,40,000. S Ltd. issues one
bonus share of Rs. 100 each fully paid for every three shares held out of these profits. Calculate the amount of cost
of control for H Ltd. before the issue of bonus shares and after the issue of bonus shares.

¥ fafics @ aiffed 4ol § 100 To arel 6,000 3% A¥ferd & o4 & wa fofics 7 7,60,000 To Jed WR
4,800 3% TR 2| T B ARG BT TE IS & o 2,40,000 Fo & | T ffics ud® 14 39 gRoT
A B dqel 39 Ml H W 100 To ATl b Yol Yad 99 % 1 e el & | g forfics & forg are«
3 TR 9 gd den 9199 37T R & gearq eI @l Rt =i BT |

Solution :

() 99 37 R 9§ qd FRH0T @1 ST (Cost of Control) 3feral TR @1 11 39 YHR TG B STRA -
Net Worth = Share Capital Rs. 6,00,000 + Profit Rs. 2,40,000 = Rs. 8,40,000
H Ltd.’s Share in Net Worth (80%) = Rs. 6,72,000
Hence, Cost of Control = Rs. 7,60,000 — Rs. 6,72,000 = Rs. 88,000.
(i) I 3 FRAE & uvEnq R &1 AT T @aifa a1 sRifeiRad IR S @ SR
Net Worth = Share Capital Rs. 8,00,000 (including bonus shares) + Profit Rs. 40,000 = Rs. 8,40,000
H Ltd.’s Shares in Net Worth (80%) = Rs. 6,72,000
Hence, Cost of Control = Rs. 7,60,000 — Rs. 6,72,000 = Rs. 88,000
A T W YA D AT H F I (T BT IR B W 0T B ARG IR By YAE T8l IS |
Illustration 19.
The following are the balance sheets of H Ltd and S Ltd.
(T Rifts ok 7o RS & et g 3
Balance Sheet

H Ltd. S Ltd. H Ltd. S Ltd.

Rs. Rs. Rs. Rs.

Share Capital (Re.l ) 40,000 8,000 Assets 41,000 12,800

Reserves 8,000 2,000 6,000 Shares in S Ltd. 12,000 —
Profits 5,000 2,800

53,000 12,800 53,000 12,800
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At the time of acquisition of shares by H Ltd. there was a credit balance of Rs. 2,000 in the Reserves of S Ltd. who
capitalises Rs, 2,000 out of post-acquisition profits of Rs. 2,800 by the issue of one fully paid bonus share for every
four shares held. Calculate the amount of goodwill before and after the bonus issue. Also prepare consolidate
Balanced Sheet after the issue of bonus shares.

(Tg fafics R el & %9 & |GAg U9 fofics @ 99 @rd # 2,000 To &1 HiSe AN o7 | HF & Udrd &
2,800 %0 & o™i H ¥ UH e 2,000 $o BT GOl HRAl § AR IS IR 3 IR HRA & dacl d
qoi—yed 999 37e fEIfAG el & | 9 e 9 qd RiR a1g @) @ifa @ af¥n Sid Bifoig | e 87 @
e & gearq &1 FAfed fagn | TR BT )
Solution :
() 9 oY A o gd =i #1 AR 59 UBR Sd B SIRA

Net Worth = Share Capital Rs. 8,000 + Reserves Rs. 2,000 = Rs. 10,000

H Ltd.’s Share in Net worth (75% of Rs. 10,000) = Rs. 7,500

Goodwill = Rs. 12,000 — Rs. 7,500 = Rs. 4,500.
(i) 9 3 FRAE & ygErq @i @ AR 39 ISR A1 B SR

Net Worth = Share Capital Rs. 10,000 (including bonus) + Reserves Rs. 2,000 = Rs. 12,000

H Ltd.’s Share in Net Worth (75% of Rs. 12,000) = Rs. 9,000

Goodwill = Rs. 12,000 — Rs. 9,000 = Rs. 3,000.
A ug W ® & afe I+ o 99 o A 9 i {6 o € S e SRl gRT o9 ®Rie @t
IR & UL Held BHAl 4 BRI ¢ d =01 &1 AR H 3R IR |

Consolidated Balance Sheet

Rs. Rs. Rs. Rs.
Share Capital (Re.l ) 40,000 Assets :
Reserves 8,000 HLtd. 41,000
S Ltd. 12.800
Profits: 53,800
HLtd. 5,000 Goodwill 3,000
S Ltd. (75% of Rs. 800) 600
5,600
Minority Interest:
25% of Rs. 12,000
Net Worth 3,000
25% of Rs. 800 Profit 200
3,200
56,800 | 56.800
Hlustration 20.

A Ltd. acquired 12,000 Equity Shares in B Ltd. for Rs. 1,70,000 on 1st April, 1988. The balance sheets of the two
companies as at 31st December, 1988 were as follows:

T forfics 9 &1 farfics & 12,000 WA 379 1 30, 1988 @1 1,70,000 Bo H wRIS | 31 fawwR, 1988 @1 g1
S @ g 9 R 9
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Balance Sheets

ALtd. B Ltd. ALtd. B Ltd.

Rs. Rs. Rs. Rs.

Equity Shares of Goodwill 3,00,000 70,000
Rs. 10 each fully Land & Buildings 4,00,000 1,00,000
paid up 10,00,000 | 3,00,000 Plant & Machinery 5,00,000 | 1,00,000
General Reserve 4,20,000 50,000 Stock 2,00,000 40,000
Profit & Loss A/c 2,60,000 85,000 Debtors 3,00,000 | 1,35,000
Creditors 2,40,000 42.000 Investments 1,70,000 —
Bills Payable 80,000 60,000 Bills Receivable 50,000 30,000
Cash at Bank 80,000 62,000

20,00,000 [ 5,37,000 20,00,000 | 5,37,000

Note : There is a contingent liability for bills discounted for Rs. 45,000 in case of A Ltd. The following information
is also given :

@)

(ii)

(iii)

On January 1, 1988 the Profit & Loss Account of B Ltd. showed a credit balance of Rs. 40,000 out of which
a dividend of 15% on the then capital was paid in June, 1988.

In June, 1988 a bonus issue of one equity share fully paid for every two equity shares held was also made by
B Ltd. out of General Reserve.

Bills Payable of B Ltd. represent bills issued in favour of A Ltd. Out of these Bills, A Ltd. had already
discounted bills of Rs. 20,000.

(iv) The entire stock of B Ltd. represents goods supplied by A Ltd. at cost plus 25%.

(v)  ALtd. and B Ltd. agreed that for services rendered, A Ltd. should charge Rs. 500 per month from B Ltd. with
effect from April 1, 1988. Entries for this had not been made in the books of both the companies.
Prepare the consolidated Balance Sheet.

fr=ferRaa ammd ft & 7 2 -

() 15, 1988 1 &1 fAaffice &1 arv—a1i™ @aT 40,000 To Bl HIST Y qaarar o1 o | 39 q9
DI 37 Goll R 15% IR BT S, 1988 H YA farm 1 o |

(i) S, 1988 H AWM Fad H W YRM QI gfdac] 372l & oy Usp 4= gfdad] orer qof yew 41 fafiics gri
forifaa faar |

iy & forfice & wva <v e U fofics & ver % feifag fasd gu €1 59 el 3 91 ¢ farfies =1 20,000 To
@ faa Y1 I 2 |

Gv) & fafies &1 99 e 39 71 &1 ufafafecd oxar g o fb v fafies gR1 ora # 25% Sirear 9=
T A7 |

(v) U fafies ok @) fafies 7 9 fear f& e ifdd &7 & 9o ¥, U fofics ) fofaes 9 184,

1988 | 500 o Uf AIE It BN | S oY QMI SR & Y] ¥ yfdftedr T8 &1 g © |

JHfda forgr TR I |
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Solution :
Consolidated Balance Sheet as at 31st December, 1988
Rs. Rs.
Equity Shares of Rs. 10 Goodwill 2,94,750
each fully paid up 10,00,000 Land & Buildings 5,00,000
General Reserve 4,20,000 Plant & Machinery 6,00,000
Consolidated Profit 2,72,750 Stock 2,35,200
Minority Interest 1,72,200 Debtors 4,35,000
Creditors 2,82,000 Bills Receivable 40,000
Bills payable 1,00,000 Cash at Bank 1,42,000
22,46,950 | 22,46,950
Note : There is contingent liability for Rs. 25,000.
Working Notes :
i) & fafics ¥ v fafics & fRa o W sufalRed yaR sd &1 718 © -
Share capital of B Ltd. on 31.12.1988 3,00,000
Less : Issue of Bonus Shares (1/3 of Rs. 3,00,000) 1,00,000
Share capital before bonus issue 2,00,000
Number of Equity Shares before bonus issue 20,000
And Number of Shares held by A Ltd. 12,000
%,000
.. Interest of A Ltd. in B Ltd. = X 100%
,000
= 60%
(i) 9 fafAcs &1 9y 1988 BT g o9 7 TSR A1 fHa1 T 2
Profit & Loss Appropriation Account
Rs. Rs.
To Dividend A/c 30,000 By Opening Balance 40,000
(15% on Rs. 2,00,000)
To Closing Balance 85,000 By Net Profit for the year 75,000
1,15,000 1,15,000
iy 9 fafcs &1 1310d, 1988 BT g HIFA DI IO - Rs.
Share Capital on 1.1.1988 2,00,000
General Reserve (Rs. 50,000 + Rs. 1,00,000) 1,50,000
P. & L. Account balance on 1.1.1988 (Rs. 40,000 — Rs. 30,000) 10,000
Net Profit from 1.1.1988 to 31.3.1988 18,750

Net Worth

3,78,750
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(iv)

v)

(vi)

(vii)

(viii)

goihTa = &) IR 91 geR S1d @) T ©

Share in Net Worth of B Ltd. (60% of Rs. 3,78,750)

Less : Cost of Investments in shares of B Ltd.

Purchase Price

Less : Dividend out of Pre-acquisition

Profits R ﬁgo,ooomsL
rofits Rs. 100

Capital Reserve

I fafes & o9 gy & 918 & oY

Rs.
1,70,000

18,000

361

Rs.
2,27,250

1.52.000
75.250

=56,2502 | 39 oY § ¥ U forfics gr1 Jari

YT B & gael H 1370, 1988 W 31 fEHHR, 1988 TH 9 B &1 UIRHAMAD (500 Fo x 9 AIE) = 4,500 Fo
I ThT STRAT | 3791 JAAUEY & d1& & o™ 56,250 %0 H A U foffice & uiRsif¥e @l 1M1 4,500 Bo
YT & U Y o™ 51,750 Fo 91 & T+ 60 Ufrerd 9 U fafics &1 e 40 Ufcrera W Jieqq d

STTRAT BT 2 |
JTHd IR & f2d P 0T 39 UhR P TS = -
Share in Net Worth of B Ltd. (40% of Rs. 3,78,750>ﬁ,000x11§k

Share in Post-acquisition Profits (40% of Rs. 51,750)

Minority Interest

@ forfics & wie 3§ |affaferd 9 a9 g4 ™ &1 701 191 TR &1 TR/ B

Value of Closing Stock

Profit included in closing stock

Unrealised Profit (60% of Rs. 8,000)
B AT &Y IO

P. & L. Account balance of A Ltd.

Less : Dividend received from B Ltd. out of Pre-acquisition Profits

Add : Remuneration for services to B Ltd.

Add : Share in Post-acquistioin Profit of B Ltd. (60% of Rs. 51,750)

Less : Unrealised Profit in Stock Value
Consolidated Profit

Rs.
1,51,500
20.700
1.72.200

Rs.
2,60,000
18.000
2,42,000
4,500
2,46,500
31.050
2,77,550
4,800

2,72,750
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(ix) wHfhd g A fier T8 = & IR 79 yeR 9| &1 =™ 2
(Rs. 3,00,000 + Rs. 70,000 — Rs. 75,200 (Capital Reserve) = Rs. 2,94,750
(x) Tld Pl 0f3 = Rs. 2,00,000 + Rs. 40,000 — Rs. 4,800 = Rs. 2,35,200
xi) g faefl @ <Ifdr = Rs. 50,000 + Rs. 30,000 — Rs. 40,000 = Rs. 40,000
(xii) T f3ali & fdr = Rs. 80,000 + Rs. 60,000 — Rs. 40,000 = Rs. 1,00,000
(xii) AT IR BT AR 45,000 Bo H 20,000 Fo &HH B SIRAT &ifd 20,000 B FHibd &g 3§ araifd®
TR & wY ¥ e f&ar 2|
IH: I g wenfia e
(Gradual Establishment of Control)
PH—H T B GAY HFIA & 3721 B U A1 &1 a1 G H B ] PR Uil & oy b a8 39
FA W = w@nfig R 99 iR @ = He 9 99 | R Rafd § gom e SR R
& M B B T T Fehl 2 | A Ry § a7y S Bt @ % wnfa @1 qedied fed yeR fae
SIRAT? U R G Swi gRT SISl oI 1 SRR 9 GoiTd H fadre ST %9 | fbar S
=12V ST P9 H 7R 1 A fBI1 71 2 | IS 72 BT 987 ATSI—2ATS! W& H H fhar T g a1 glaen
% SICPIV A AT 37 & HI DI ARG DI HA DI ARG AT S FhHl € |
Illustration 21.
H Ltd. acquires shares in S Ltd. as per the following table :

(Ta fafics fr=ifaRed AR & ogaR va fafics & ofell &1 59 &l 2 1) -

Date Number of Shares Price in Rs.
January 1, 1986 2,000 3,00,000
January 1, 1987 1,000 1,75,000
January 1, 1988 1,000 2,00,000

The issued capital of S Ltd. was Rs. 5,00,000 in shares of Rs. 100 each and on January 1, 1986 the company had a
balance of Rs. 2,00,000 to the credit of its Profit and Loss Account. The annual profits of the company may be
assumed at Rs. 1,00,000.

Calculate the Cost of Control

¥ fafies @1 FRfAa goil 100 o atel &7=1i # 5,00,000 Fo 2ff iR 1 SR, 1986 DI HH & AH—2I T
& Bfsc § 2,00,000 Fo BT AT AT - B dI¥d ¥ 1,00,000 o T ST Thd & |

=01 @1 arTa S ST |
Solution :
Statement Showing Cost of Control
Acquisition Total
Jan. 1 Jan. 1 Jan. 1
1986 1987 1988
Rs. Rs. Rs. Rs.
Cost of Shares 3,00,000 1,75,000 2,00,000 | 6,75,000
Less Paid up Value of Shares 2,00,000 1,00,000 1,00,000 | 4,00,000
1,00,000 75,000 1,00,000 | 1,75,000
Less Share in pre-acquisition profits 80,000 60,000 80,000 | 2,20,000
Cost of Control 20,000 15,000 20,000 55,000
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fewoll : g 4 qd & a4l A F=d SH BT BT 39 UBR Aid b 11 @

Jan 1, 1986 Jan 1, 1987 Jan 1, 1988
Total Pre-acquisition Profits Rs. 2,00,000 Rs. 3,00,000 Rs. 4,00,000
H Ltd.’s Share in S Ltd.’s Capital 40% 20% Additional 20% Additional
Share in pre-acquisition profits Rs. 80,000 Rs. 60,000 Rs. 80,000

(Partial Sale of Shares by Holding Company)

IS PRI HFA §RT H8IS B & Bo 7% 99 & S| & 1 Gl I8l TaR axd w9y Fefalad

PHH O™ TS

() fIopd g 3 A 99 T IR BT AN GSTHR A AT B S BR o+l A1y | AT o1 garr ol g9
Investment Fluctuation Fund 1 $fSc &xa THfbd g & <1 el W fe@mn ST Adbar g srrar s
IR & wfa (@1 =T @ AnTd) @ R @1 BF B S adar € 1 3 g9 # w@rfa & afdy
30 e faar S|

() fIpg & 9€ FU=e HF & TER-IE HFA H S 379 AN 99 T 7, 39D G H T8 S0 {haT S
IRy fh S99 AT BT WEIGT AT A T4 TG ql =01 3 aArd F41 Bl g SIS wnfd
®1 39 g A faman SIRAT | afe arfl o7l A 927 UR o143l & 3R I o &l &1 & oI H HH
PR eI 11§ A1 I8 "el gl Yo 8 g A fawrn iR | gwe fAuia afe onfl el & 99 W)
B g3 B I S 1A &1 IR 4§ Sire & SR iR 919 98 961 g8 i &1 g o faxars SRl |

(i) FHDHT B ARG BT AP JUNRAT BT f2d IHT ©9 H 3 ddb 39 g 7 fezar fear s
=112Y |

Hlustration 22.

The following are the balance sheets of H Ltd. and S Ltd. as on 31 st December, 1988 :
31 fleamR, 1988 &1 Ta fafics iR w1 fafice & f=feRaa fag €

H Ltd. S Ltd. H Ltd. S Ltd.
Rs. Rs. Rs. Rs.
Share Capital (Rs. 10) 2,00,000 40,000 Assets 1.68.000 64.000
Proift and Loss Account 12,000 14,400 3,200 Shares in S Ltd.
Profit for 1988 4,000 9,600 @ Rs. 15 (Cost) 48,000
2,16,000 64,000 2,16,000 64,000

H Ltd. sells 800 shares of S Ltd. at a price of Rs. 22.50 each on 31 st December, 1988 after the preparation of these
balance sheets. At the time of acquisition of shares of S Ltd., there was a credit balance of Rs. 8,800 inits P & L A/c.
The profit on sale is transferred to Investment Fluctuation Reserve. Prepare Consolidated Balance Sheet after giving
effect to the sale of shares.

34 ISl @ a9 @ uvanq 31 =R, 1988 &1 Ud faifics 1 g9 faffics @ 800 37T 22.50 Bo UM 379 &I &
R 99 Y | 79 foIfics @ ol &) ©¥ie & 999 SHa oM—8lH @I H 8,800 Fo &1 wise oy o7 | fam o
A4 DI AR IAR—AeE Fog H RFRIRG $R SI1 ST 8 | 3720 & (9 $I U¥1E o & uedrq Hida

fergr IR B |
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Solution :

Preliminary Calculations :

() 39 I AP W AT DY T 3H YR DI SR o
800 37T &1 22.50 Bo UfT 3% & fFAE & Iy qeo 18,000
Tersy : 800 3= Bl 15 To Ul 372 Bl & F ARTd 12,000
800 372l @Y fazh TR a 6,000

(i) Y 2,400 37N & T H TIIA DY TOMET 9 IHR B ST —
Net Worth = Share Capital Rs. 40,000 + Profit Rs. 8,800 = Rs. 48,800
H Ltd ‘s Share = =Rs. 29,280

Goodwill = Rs. 36,000 — Rs. 29,280 = Rs. 6,720
(i) Minority Interest g YbIR =T BT TR —

Present Net Worth Rs.
Share Capital 40,000
Add Balance of P & L A/c 14,400
Add Profit for 1988 9,600
Present Net Worth m

o 600 ﬁﬂ Rs, 48,80%
Share of Minority Shareholders 000 X Rs B Q8L = Rs. 25,

Consolidated Balance Sheet

Rs. Rs.
Share Capital (Rs. 10) 2,00,000 Assets :
Investment Fluctuation reserve 6,000 HLtd. Rs.
Minority Interest 25,600 Previous 1,68,000
Profit and Loss Account Cash from Sale of
Previous Balance 12,000 800 shares 18,000
Profit for 1988 4,000 S Ltd. 64.000
Share from S Ltd. 9.120 2,50,000
25,120 Goodwill 6,720
2,56,720 2,56,720

feugoft :
@) e P Il TR 6,000 o & M P IS Investment Fluctuation Reserve § fSe &1 fhar Sram a

I B ] BT 6,720 %0 H W HH fhaT ST AddT o1 | 99 TG B AR dad 720 Fo AHfbd g #
fexgrt oIl |

(i) THfPT fIg ¥ Wegd ¥ & T ¥l H o= - & Ry Bl 8 R S 2 | 31 I8
IR} 9,120 o T UHR ST & T &
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o fIfACS & del oW = 14,400 %0 + 9,600 %o = 24,000 Bo
YeTgU—I—HI P ARRG qP & = 8,800 %0
IR & YA BRI TR AT AT = 15,200 %o

N . _ 400
M= HHAT BT S0 (2T 000 < RS- 15,200,1 =9,120 %o

HER—®S S Bt AR BT JAHcATDA

(Revaluation of Assets and Liabilities of Subsidiary Company)

HH—HH FAIRT HHIA §RT FERID BT & 372N DI 9F oI S BRA D (ol FERID B bl [l q=afy
BT YHATH DRI IaTID B I & 39 ReAfd # I Aersd H-1 & Reyfd—fdarer § gy &1 QR 4
B 9d 8l & Al GHfhd Refa—fdaror § F=ferRad fafd | smaegs warRieH 6y 9 © ¢

@) @ qou ¥ afg TN R— 59 GRS B DI FHRT BT o ITb JRIGII I I A&dh T
ST & 9 FRfba Rerfd—fdearer § =y o 9¢ gY 4od W gl =nfey 3R 39 9¢ gU 4o R A1
A fafd & JeI—8N @ HH @ STUIfae W A ST d f2d # wHl dR &) ol B |
() wfea Rafa—fderor § w=Ry @ 9¢ gU 9o R fA@er T =a1fey 3R 39 9¢ 8Y 4od W 401
M A 3 Jeu—er T @12y SR 9 SIfIRe Jed—8r™ bl AHfdhd AM—al™ @l d 90
fegr =2y |

Gi)y ORI & o § afg & IguIfaes W A sreqiedd siwiRal & fRa # ft afg o @ o ®
3R IfaRad Jea—a™ &) IHH & JAFUIIS 9T A feuderd fRd § FH o &) ol 2 |

@ vt @ g9 d 0 @9 wR—39 Rufd 4 wfea Rufd—fewo 4 frefalRea o fafd smers
ST B |
() FHfdhd Reafd—fdaro § ¥R & Jod B $H TR TG ST 8 3R 39 Bl & Jod—a ™

D TR & g ¥ Sfde o &1 S iR |Hfda aM—s8I @ & Hise w- faar S |
U1 safery fava S & o afe Fw=afky &1 Jou Yl W &9 BIA1 @ A1 3a-1 Hod 8% BH ol |

(i) TR W AT H BH & HoI—8N ARG BRD ATAID IARETRAT & 2q 7 A1 sruriarsd
HHI BRI ST |

Hlustration 23.

In the books of S Ltd. Building stands at a figure of Rs. 1,00,000. For the purpose of fixing the price of the shares
purchased by H Ltd it was revalued at Rs. 1,50,000. S Ltd. has written off depreciation @ 10% on the book value of
Rs. 1,00,000.

State the amount at which Building will appear in the consolidated Balance Sheet.

Solution :
Cost of Building as per books
Cost of Buildings as per books 1,00,000
Less Depreciation written off 10.000
90,000
Add Excess valuation over book value 50,000
Less Depreciation on this Excess 5.000 45.000

Buildings to be shown in the Consolidaed Balance Sheet 1.35.000
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Working Notes :
() SIART JI—8N B IBA 5,000 o FHIBA ATH—BIN @I ¥ fSIATg ST | 37 59 IBA H FHihd
M B B SIS |

(i)  oTURIEAS ARAT H1 f2d 50,000 To (AHRT & Hed ¥ afg) # S71a sruTfas 2 9 9q1 & s
3R 5,000 %0 & eI BN I 3@ (2R H Ui HHI HR &l ST 37207 50,000 — 5,000 = 45,000 To
H SeudEd JAREIRAT Bl Sl AJUIAD HFT B SH Xbd I 39 f8d H afg 81 g |
Ilustration 23.

In the books of S Ltd. Plant and Machinery stands at a figure of Rs. 20,000. For the purpose of fixing the price of the
shares purchased by H Ltd. it was revalued at Rs. 30,000. S Ltd. has written off depreciation at 10% on the book
value of Rs. 20,000.

State the amount at which plant and machinery will appear in the consolidated Balance Sheet after one year.

o fafiics @ @i # wire iR 7R 20,000 o @t IR R e g8 7 | va fafics gr1 %9 f5 ™
3R BT Hou MEiRd &R & oY $9aT 30,000 $o UR eI fBa1 -1 8 | U faIffics o 20,000 Bo &
IKId g W 10% B &R W eI—89 ufeilRad far 2 |

I8 R 93y O R FHfded g 7 16 99 uedrq wire d 799 &I fQars Simgn |

Solution :

Cost of Plant and Machinery as per books 20,000
Less : Depreciation written off 2.000
18,000
Add : Excess Valuation over book value 10,000
Less : Depreciation on this excess 1.000 9.000
Plant and Machinery to be shown in Consolidated Balance Sheet at 27.000
fewfor :

() AAfBT o™ H F 1,000 %o H B A6l [T SIRAT A AHfdbd o 39 11 3 B9 81 SIIQ |

(i) e TR BT f&d 10,000 Fo (FHRT & oI ¥ afg) H S AJuIlad BRI A 91 f&ar SR
3R 1,000 Fo & HI—TH H I ATUICTS BT DI HH PR ST ST | JAATT 9,000 Bo H JqHd
JTRAT BT i U fod 8, S f&d # dfg Hx <1 S |

Illustration 25.

X Ltd. acquired 75% of Equity Shares and Preferences Shares in Y Ltd. On 1st July, 1988. The Balance Sheets of
both the Companies as at 31st December, 1988 are given below:

1 TS 1988 1 Ve fatfAcs o arg fAIfAcs & 75% sfdac! aier a2 e o7 ford | gl e+l & forg
31 fewR 1988 ®1 3HIfhd B |

X Ltd. Y Ltd. X Ltd. Y Ltd.

Rs. Rs. Rs. Rs.

Equity Shares of Land and Building 2,60,000 95,000

Rs. 100 each 5,50,000 |1,00,000 Plant & Machinery 1,40,000 76,000

6% Preference Shares Stock 1,10,000 77 ,000

of Rs. 100 each — 50,000 Debtors 1,20,000 26,000
General Reserves 1,75,000 60,000 Investments (in shares

Profit & Loss A/c 90,000 46,000 of Y Ltd.) 2,00,000 —

Creditors 85,000 44,000 Cash at Bank 70,000 26,000

9,00,000 | 3,00,000 9,00,000 | 3,00,000
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Other Information :

@)

(ii)

(i)

(iv)
v)

Profit and Loss Account of X Ltd. includes dividend at 3 per cent from Y Ltd. The dividend was paid for the
year ended 31st December 1987.

The balance of profit and loss account of Y Ltd. as on 1st January 1988 was Rs. 20,000 out of which dividend
at the rate of 3 per cent was paid on Equity Shares. The Dividend on Preference Shares for the year 1988 is still
payable.

Creditors of X Ltd include Rs. 12,000 for purchases from Y Ltd. On which the later company made a profit
of Rs. 2,000.

Stock of X Ltd. includes Rs. 6,000 stock at cost purchased from Y Ltd. (Part of Rs. 12,000 purchases).

On the date of acquisition of shares, Land and Buildings of Y Ltd. was valued t Rs. 1,15,000 and Plant and
Machinery Rs. 70,000 for which no effect has been given. The Land & Building and Plant & Machinery of Y
Ltd. have been depreciated at 5% per annum.

Draw up the consolidated Balance Sheet.

I LI

@)

(ii)

(i)

(iv)

v)

TRy forfies & a—eIfY @ # a15 fofies 9 urd 3 ufaerd omier enfie ©, <mren 31 faawR 1987
P FHTC B9 dil 94 & forv feam o |

1 STHa), 1988 1 aTs foIfies & aM—=aIfY W &1 A 20,000 To o7 FIH I 3 Uferd &l <% | | dn
SR} BT T e AT o | AfE rwenRAl B 1988 9§ BT AT ) 4T ®,

TR fIfcs & MRl H 12,000 %o dTs foIfics & $a & I 8, 59 IR 91 drell H7=1 5 2,000 Bo
BT Y BT B |

v forfics & e H 6,000 Fo & ARG WX ATl Wf¥et & O arg ferfics 4 o fan wam o (S
12,000 Fo T BT 11T ) |

39 AU A1 A BT g fofics & 4 T waa &1 7 1,15,000 Bo TAT VS g HHT BT Hd
70,000 To AT AT 5 e foY Drg oRkal w81 fha1 M1 2| a8 & 9 g 9a= qA1 <o g HiH W
5% gfarerd ¥ &% | Jed—8N PIel 141 ¢ |

qafha frgr TR BT |

Solution :

Consolidated Balance Sheet as on 31st December, 1988

Rs. Rs.

Equity Shares of Rs. 100 each Goodwill 9,500
fully paid 5,50,000 Land & Building 3,72,129
General Reserve 1,75,000 Plant & Machinery 2,08,256
Consolidated Profit 97,781 Stock 1,86,250
Minority Interest 66,344 Debtors 1,34,000
Creditors 1,17,000 Cash at Bank 96,000
10,06,125 [ 10,06,125
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Working Notes :
i) 198874 & arg fefies & oy & oM :

Rs Rs
Balance of P& L Account 46,000
Less : Balance of Profit on 1-1-1988 20,000
Less : Dividend on Equity Shares Rs.
@ 3% for 1987 3,000
Dividend on Preference Shares @ 6% for 1987 3.000 6.000 14.000
Profit for 1988 32,000
Less: Arrears of Preference Shares Dividend for 1988 @ 6% 3.000
Profit after Preference Shares Dividend 29.000
(i) M T waa § alg T
Rs.
Value on 1-7-1988 1,15,000
Less : Written Down Value on 1-7-1988 (Rs. 1,00,000 — Rs. 2,500) 97.500
Increase 17.500
(i) 'mue 9 7 | B B MoET
Rs.
Value on 1-7-1988 70,000
Less : Written Down Value on 1-7-1988 (Rs. 80,000 — Rs. 2,000) 78.000
Decrease 8.000
(v) a8 fafics & gg Joa o oM
Rs.
Equity Shares Capital 1,00,000
6% Preference Share Capital 50,000
General Reserve on 1-1-1988 60,000
Pre-acquisition Profit (Rs. 14,000 + Rs. 14,500) 28,500
Increase in Land & Building 17.500
2,56,000
Less : Decrease in Plant & Machinery 8,000
Net Worth 2.48.000
(v) <1 & Mo
Rs.
Cost of Investments in Y Ltd. 2,00,000
Less : Dividend received out of Pre-acquisition Profits on:
Equity Shares Rs. 2,250
Preference Shares @ 6% Rs. 2.250 4,500
1,95,500
Less : Share in Net Worth of Y Ltd. (75% of Rs. 2,48,000) 1.86.000

Goodwill 9.500
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(vi)

(vii)

(viii)

(ix)

)

3191 ALY B I Pl @D $ A9 B MM :

Profit for 1988 after preference share dividend

Less : Pre-acquisition Profit

Balance
Less : Additional Depreciation on Land and Building Rs.
Depreciation on Rs. 1,15,000 @ 5% for 6 months 2,875
Deduct Depreciation already provided 2.500
Add : Excess depreciation provided on Plant & Machinery Rs.
Depreciation already provided 2,000
Deduct Depreciation on Rs. 70,000 @ 5% for 6 months 1.750

Post-acquisition Profit

IreuHd IJeERAT & f{a ot o

Shares in Net Worth of Y Ltd. (25% of Rs, 2,48,000)
Add : Share in Post-acquisition Profit of Y Ltd. (25% of Rs. 14,375)
Add : Preference Shares Dividend for 1988 (25% of Rs. 3,000)

Minority Interest

wip 4 aftaford @ aqa gu oW &1 o -

Value on Stock

o ﬁooow,oool‘
Profit-included 12.000

Unreleased Profit 75% Rs. 1,000
TAfdd 19 P UM :

Balance of Profit of X Ltd.
Less : Dividend received from Y Ltd

Add : Share in Post-acquisition profits of Y Ltd. (75% of Rs. 14,375)
Dividend on Preference Shares of Y Ltd. for 1988 (75% of Rs. 3,000)

Less : Unreleased Profit
Consolidated Profit

wfhda fag & forg i 9 waa @&t wom -

Land and Building of Y Ltd. on 1-1-1988

Less : Depreciation for 6 months

369

375
14,125

I\
(N
]

N
N
S

Rs.
90,000
4.500
85,500
10,781
2.250
98,531

Rs.
1,15,000
2.875
1.12,125
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Land and Buildings of X Ltd. 2,60,000
Total 3.72.125

(i) wAfPa fag & fog wve 7 7T A o
Plant & Machinery of Y Ltd. on 1-7-1988 70,000
Less : Depreciation for 6 months 1.750
68.250
Plant & Machinery of X Ltd. 1,40,000
Total 2.08.250

(xii) Tfd ®I AR : Rs. 1,10,000 + Rs. 77,000 — Rs 750 = Rs. 1,86,250
(xiii) TGRI B AFI : Rs. 85,000 + Rs. 44,000 — Rs 12,000 = Rs. 1,17,000
(xiv) SFGRI @I AR ¢ Rs. 1,20,000 + Rs. 26,000 — Rs 12,000 = Rs. 1,34,250

wHfdd v g1 @
(Consolidated Profit & Loss Account)
FHBA o™ B @1l 9910 99 AR ST Ud AeRId SRRl & ARETd i Td g1 do1 JIRETd
ST U4 ATl 1 AT foRan ST & | UR=] U1 3”1 & oI S7aedids FHrioi W1 631 USd © | FHidhd a4
g @ 7 = oy R o ©

() I 31N, FAT Ud BT & A= H SFI HH 8 o |
(i) FEIH BN D A H | ITHd IANETRAT B HTT BT ol ¢

Consolidatd Profit & Loss Account

To Minority Shareolders Account
BN &1 <2 ¥ e g9 fawdia = o g
Minority Shareholders Account
To Consolidated Profit & Loss Account

(i) I BN 7 AN HHN B A W AT 991 § AR I8 ATl FHIbd o BT Eral 99 @ fafy w®
lh | A € A1 39 e H o & 91 & forg 99 orar fhan SR |

Consolidated Profit & Loss Account

To Stock Reserve Account

(iv) I BN 1 A BN BT A W AT 991 & AR I8 ATl FHIbd o 81 @ral 99 @ fafr w®
rh | A © A1 39 e H o & 91 & forg 99 orar fhan SR |

Consolidated Profit & Loss Account

To Capital Reserve Account

(v) IR H 5 A 31 GERe SR @ 379 Y Al 3 S99 Y4 IfafY B HE-hd ST Bl
B &1 AR H A IR HFIAI D BT DT AR H F IR BRI Bl 81 & 9T & oy {7191 e
B

Capital Reserve Account

To Consolidated Profit & Loss Account
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(vi) IS IR HFIAI S FATAD DI BO TRSHD Aerddh HHi I W1 HeAdl g iR I FareTsd 59 qiRsIHs
B1 YAYR] HAUN BT 0T PR ol & dl 599 R DI I Fol TIRHAAD 1 1130 7 el fagqn 5iren & oy
FIRT BHN b AAAD I FHE DI T4 HHIIAT I YTl B o |

(vii) URATAT SR BT @ —3AfE URATAd oAT¥Tel & oY F8RId S dl JIddi | oIl R ford T 8 iR
AR BT B GRAD] H W 3 Y B AU FR DI iee R faan 731 & 1 Fhfbd a9 g1 @rd
A 39 el fora ST | s9a1 guTe fores # feam T 1l W &9 R e SR | gEes) S
PRI FEE HH | el T FAfBA AW 819 @R & &Ml UEl 9 el 3y S Ay |

(viii) I8 S B oIy vl |rae o)l S b QM1 Sl GEER! S §RT oy TR J8™d HHl
P FEOTIH] TR SUTRIT AT 3TE<T ST & ol BRal © | TS 15T Bl FAfbd ¥ BT Wal & ardi
Uell ¥ 39 AMI T BT o1 AMMBY S8l O V4T TSl LR SRl A e Il o |

(ix) AT HFIA BT 9 U B AT TN A 372 W AT IHRT A 8T 2 Al AedAd IRAT §RT
T T IO 3TeN R IHTIT A 39 UBR oididg [hdT SIe:

Consolidated Profit & Loss Account

To Minority Interest Account
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Ilustration 26.

Arjun Ltd. holds 60,000 Equity shares of Re. 1 each in Kishan Ltd. The Share Capital of Kishan Ltd. consists of
20,000 6% Cumulative Preference Share of Re. 1 each and 80,000 Equity Shares of Re. 1 each. Kishan Ltd. has 6%
Debentures of Rs. 40,000 out of which Rs. 20,000 were issued to Arjun Ltd. and Rs. 20,000 tooutsiders. The
following are the summarised Profit and Loss Account of the two companies for the year ended 31st December,
1993.

Arjun Ltd. | Kishan Ltd. Arjun Ltd. | Kishan Ltd.
Rs. Rs. Rs. Rs.
To Adjusted Purchases 3,00,000 1,20,000 | By Sales 3,80,000 3,00,000
To Manufacturing Expenses — 80,000
To Gross Profit cld 80,000 1,00,000
3,80,000 3,00,000 3,80,000 3,00,000
To Sundry Expenses 30,000 40,000 | By Gross Profit b/d 80,000 1,00,000
To Debenture Interest — 2,400 | By Debenture Interest 1,200
To Profit ¢/d 59,600 57,600 [ By Interim Dividend 8,400
89,600 1,00,000 89,600 1,00,000
To Income Taxes 28,000 24,000 [ By Profitb/d 59,600 57,600
To Preference Dividends — 1,200
To Interim Dividends — 11,200
To Proposed Dividends 20,000 16,800
To Balance c/d 11,600 4,400
59,600 57,600 59,600 57,600
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The following additional information is supplied:
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(1)  Arjun Ltd. had acquired the shares on 1st April, 1993, while the debentures were purchases on 1st January,

1993.

(i) Kishan Ltd. was registerd on 1st January, 1993.

(i) Tax deducted from dividends and interest was 30%.

(iv) During 1993, goods costing Rs. 80,000 were sold by Kishan Ltd. to Arjun Ltd. for Rs. 1,20,000 One-fourth of
these goods was still in the closing stok on 31st December, 1993.

(v)  Arjun Ltd. values goods at cost for purpose of its closing stock.

Prepare Consolidated Profit & Loss Account.

Solution :

Consolidated Profit and Loss Account
for the year ended 31st December 1993

Rs. Rs. Rs. Rs.
To Adjusted Purchases 4,20,000 By Sales 6,80,000
Less : unsold goods in stock 30.000 | 3,90,000 Less Unsold Stock 30,000 6,50,000
To Manufacturing Expnses 80,000
To Gross Profit c/d 1,80,000
6,50,000 6,50,000
To Salary Expense 70,000 By Gross Profit bld 1,80,000
To Debentures Interest 2,400
Less to Arjun Ltd. 1,200 1,200
To Income Tax 52,000
To Preference Dividend 1,200
To Interim Dividend 11,200
Less to Arjun Ltd. ~8.400 2,800
To Proposed Dividend 36,800
Less to Arjun Ltd. 12.600 24,200
To Capital Profits 6,080
To Reserve against Unsold Stock 7,500
To Share of outside shareholder
(1/4 of Rs. 4,400) 1,1,00
To Balance c¢/d 13,920
1,80,000 1,80,000
Working Notes:
@) Calculation of Capital Profits: Rs.
Profit for the year 57,600
Less Income tax Rs. 24,000 + Preference divident Rs. 1,200 25.200
Profit for 3 months (upto 1st April) 32.400

Capital Reserve is 75% of Rs. 8,100
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(i) Reserve for Unsold Goods: Rs.
Total Profit was Rs. 1,20,000 — Rs. 80,000 40,000
For 1/4 unsold stock the unrealised profit is 10,000
For Arjun Ltd.’s share (75% of Rs. 10,000) 7,500
Hlustration 22.

The following are the Profit & Loss Accounts of H Ltd. and S Ltd for the year ended 31 st Decemebr 1992.

H. Ltd. S.Ltd H.Ltd S.Ltd

Rs. Rs. Rs. Rs.

To Opening Stock 1,00,000 — By Sales 8,00,000 6,50,000

To Purchases 5,00,000 (4,00,000 By Closing Stock 1,50,000 1,00,000
To Productive Wages 1,50,000 1,00,000
To Gross Profit ¢/d 2,00,000 (2,50,000

9,50,000 {7,50,000 9,50,000 | 7,50,000

To Sundry Expenses 75,000 1,00,000 By Gross Profit b/d 2,00,000 2,50,000

To Debenture Interest — 6,000 By Debenture Interst 3,000 —
To Provision for Taxation 60,000 70,000
To Profit c/d 68,000 74,000

2,03,000 [2,50,000 2,03,000 | 2,50,000

To Preference Dividend — 3,000 By Profit b/d 68,000 74,000
To Propsed Dividend 20,000 20,000
To Balance c¢/d 48,000 51,000

68,000 74,000 68,000 74,000

You are also given the following additional information:

1. H Ltd. hold 1,500 Equity Shares of Rs. 100 each in S. Ltd whose capital consists of 2,000 Equity Shares of Rs.
100 each and 6% 500 Cumulative Preference Shares of Rs. 10 each. S Ltd. has also issued 6% Debentures of
Rs. 1,00,000 out of which H Ltd. holds Rs. 50,000

2. The shares in S. Ltd. were acquired by H Ltd. on 1st April, 1990 but the edebentures were acquired on Ist
January, 1990. S. Ltd. was incorporated on 1st January 1990.

3. During the year S. Ltd. Sold to H. Ltd. goods costing Rs. 50,000 at the selling price of Rs. 75,000 One fourth
of the goods remained unsold on 31 st December, 1992. The goods were valued at cost to the holding
company for closing stock purposed.

Prepare a consolidated Profit and Loss Account.
Solution :

Consolidated Profit and Loss Account of H Ltd. and its subsidiary S Ltd. for the year ended 31st December 1992.
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To Opening Stock (H. Ltd.)
To Purchases:

HLtd.

S. Ltd.

Less : Inter-Co. purchases
To Producitve wages
HLtd.
S Ltd.
To Gross Profit c/d

To Sundry Expenses
HLtd.
S Ltd.
To Debentures Interest
Less Inter co-Transaction
To provison for Taxation
HLd.
S Ltd.
To Stock Reserve

To Profit ¢/d

To Proposed Dividend
HLtd.
S Ltd

Less Dividend of S due
to H Ltd.

To Preference Dividend

To Capital Reserve

To Share of Minority

(Interest 1/4 of 51,000)

To Balance c¢/d

5,00,000
4.00.000
9,00,000

75.000

1,50,000
1.00.000

75,000
1.00.000
6,000
3.000

60,000
70.000

20,000
20,000

Rs.
1,00,000

8,25,000

2,50,000
4.50.000
16.25.000

3,000

1,30,000

4,688
137312
4.50.000

40,000

25,000
3,000
13,313

12,750
83.249
1.37.312

By Sales
H Ltd.
S Ltd.

Less Inter Co. Sales

By Closing Stock

H Ltd.
S Ltd.

By Gross Profit b/d

By Debentures Interest

Less Inter-co tansactions

By Profit b/d

8,00,000
8,00,000
6.50.000
14,50,000
75.000

1,50,000
1,00,000

3,000
3,000

Rs.

13,75,000

2,50,000

16.25.000
4,50,000

4.50.000
1.37.312

1.37.312
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Working Notes:
1. Capital Reserve has been arrived at as follows:

Profit of S Ltd. after Preference Divident = Rs. (74,000 — 3,000) = Rs. 71,000

... Pre-acquisition Profit, i.e. Profit upto 1st April 1990 = i x Rs. 71,000 = 17,750
H Ltd.’s Share of Pre-acquisition Profits = 3/4 * 17,750 = Rs. 13,313

2. Stock Reserve has been arrived at as follows:
Total profits made by S. Ltd. on goods sold to H Ltd. = Rs. (75,000 — 50,000) = Rs. 25,000
1/4th of the goods remained unsold. Hence, profits on 1/4th goods
1/4 x Rs. 25,000 = Rs. 6,250
H Ltd.’s share of unrealised profits
3/4 x Rs. 6,250 = Rs. 4,688

3. Debenture Interests paid by S Ltd. and received by H Ltd. amounting to Rs. 3,000 has been eliminated from
both sides.

4. Out of the proposed dividend of S. Ltd. 3/4th of Rs. 20,000 i.e. Rs. 15,000 belong to H Ltd. and as such the
same has been eliminated.
Ilustration 27.

From the following two Balance Sheet of H Ltd. & S Ltd. prepare a Consolidated Balance Sheet. The interests of the
minority shareholders of S Ltd. are to be shown as a separate item:

Balance Sheet of H Limited

Liabilities Rs. Assets Rs.
Share Capital : Buildings at cost 72,000
Authorised & Issued 12,000 share Plant and Machinery
of Rs. 10 each 1,20,000 Cost 40,000
Creditors 15,000 Less: Depreciation 10,000 30,000
General Reserve 25,000 Share in S Ltd. 25,000
Profit and Loss Account 12,000 2,500 shares of Rs. 10 each
Stock 18,000
Debtors 22,000
Bank 5,000
1,72,000 1,72,000
Balance Sheet of S Limited
Liabilities Rs. Assets Rs.
Share Capital: Buildings 25,000
Authorised & Issued Plant and Machinery
3,000 share of Rs. 10 each 30,000 Cost 15,000
Creditors 5,000 Less: Depreciation 5.000 10,000
General Reserve 6,000
Profit and Loss Account 9,000 Stock 3,000
Debtors 7,000
Bank 5,000

50,000 50,000
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When H Ltd. acquired 2,000 shares in S Ltd. the latter company had undistributed profits and reserves amounting to
Rs. 5,000 none of which has been distributed since then. [B.Com.Delhi]

Solution
Consolidated Balance Sheet of H Limited
and its subsidiary company S limited
as ate.....c.......

Liabilities Rs. Assets Rs.
Authorised & Issued Capital Goodwill (i) Rs. 1,60
12,000 shares of Rs. 10/- each 1,20,000 Buildings
General Reserve 25,000 H 72,000
Profit and Loss Account Rs. S 25.000 97,000

H 12,000 Plant and Machinary

S Ltd. 6,667(ii) | 18,667 H 30,000
Creditors S 10.000 40,000

H 15,000 Stock

S 5.000 | 20,000 H 18,000
Minority Interest of Share- S 3.000 21,000

holders of S Ltd. (iii) 15,000 Debtors

H 22,000
S 7,000 29,000
Bank
5,000
S 5.000 10,000
1,98,667 1,98,667

Working Notes:

(i)  Calculation of the amount of Goodwill or cost of Control in S Ltd.

Amount paid for the shares in S Ltd. 25,000
Less Rs.
(i)  Face Value of its 2,000 shares held by H Ltd. 20,000
and H Ltd.’s Share of Capital Profits or Pre-acquisition profits of S Ltd. 3,333 23,333
Goodwill 1,667

The Capital Profits or Pre-acquisition profits are Rs. 5,000 (as given)
and H Ltd.’s share in it is 2/3rd i.e. 5,000 x 2/5 or Rs. 3,333.

(iii)  Calculation of revenue profits:

General Pre- Reserve Post- Profit & Loss Total
acquired acquired Account
Balance Given 5,000 1,000 9,000 15,000
Holding Co’s Share 3,333 667 6,000 10,000

S Co’s Share 1,667 383 3,000 5,000
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H Company Ltd.’s Share of Revenue Profits is Rs. 6,667 excluding pre-aquisition share of Rs. 3,333 as
computed above

(i) Calculation of Minority Interest:
Face value of shares held by them (1/3 of total) 10,000
Add 1/3rd of Capital Profiles 1,667
1/3rd of Revenue Profits 3,333
15,000
Illustration 28.
The following are the Balance Sheets of X Ltd. and Y Ltd. as on 31 st December, 1984
X Y X y
Equity Shares of 4,00,000 [ 1,00,000 Equipments 2,50,000 95,000
Rs. 10 each
Profit & Loss Account 50,000 20,000 Investments: 9000 shares in
Y Ltd. on 1-1-84 1,40,000
Extemal Liabilities 7,50,000 | 4,80,000 Othes Assets 8,10,000 | 5,05,000
12,00,000 | 6,00,000 12,00,000 | 6,00,000

On January 1, 1984 Profits and Loss account of Y Ltd. showed a credit Balance of Rs. 8,000 and Equipments of Y
Ltd. were revalued by X Ltd. at 20% above its book value of Rs. 1,00,000 (but no such adjustment affected in the

books of Y Ltd.)

Prepare the Consolidated Balance Sheet as on 31st December, 1984

Solution
Capital Profits Revenue Profits
Profit & Loss Account(Cr.) 8,000 Profit earned during the 12,000
year (20,000-8,000)
Equipments revaluaiton Gain 20,000 Less Depreciation on Equipments
@ 5% on additional Rs. 20,0001,000
28,000 [ 11,000
Minority Interest Holding Company’s Share in
1000 shares of 10 each 10,000 Capital Profit 9/10 of 28,000 i.e. 25,200
1/10 of Capital Profit 2,800 & Revenue Profit 9/10 of 11,000 i.e. 9,900
1/10 of Revenue Profit 13,900
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Calculation of Cost of Control/Goodwill
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Purchase Price of Shares. 1,40,000
Less face value of 9,000 shares ~90.000
50,000
Less Capital Profits 25,200
Cost of Control m
Consolidated Balance Sheet
as on 31st December, 1984
Liabilities Rs. Assets Rs.
40,000 Equity shares of Rs. 10 each 4,00,000 Equipments:
Profit & Loss Account: X 2,50,000
X Ltd. 50,000 Y 1.14.000 | 3,64,000
Y Ltd. 9.900 59,900 Others Assets:
External liabilities: X 8,10,000
X Ltd. 7,50,000 Y 5.05.000 | 13,15,000
Y Ltd. 4.80.000 | 12,30,000
Minority Interest 13,900
17,03,800 [ 17,03,800
Hlustration 25
The Balance Sheet of H Ltd. and its subsidiary S Ltd. as on 31st December,1986 were as follows:
H S. H S
Rs. Rs. Rs. Rs.
Share Capital (Share of Re. 1 each) | 10,000 6,000 [ Sundry Assets 16,000 16,000
General Reserve 4,000 — | Investments: 4,000 shares in S 4,000 —
Profit & Loss Account 4,000 1,800
Creditors 2,000 2,200
20,000 10,000 20,000 | 10,000

The Shares were purchased by H Ltd. in S Ltd. on 30th June 1986

On January 1, 1986, the P & L Account of S Ltd. showed a loss of Rs. 3,000 which was writen of from out of the
profits of the current year. Profits are earned uniformly over the year 1986.

Prepare a Consolidated Balance Sheet of H Ltd. and S Ltd. as on 31 st December, 1986 giving all working.

Solution.
Capital Profits
Profit.& Loss Account 1,1.86 (-)
Add 1/2 of the current year’s profits
(172 of 4,800)

Rs.
3,000

2,400

(-) 609

Revenue Profits

1/2 of Current Year’s profile

Rs. 2,000

2,400
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H Ltd. (=) = 600 x 6:008 = Loss Rs. 400 HLtd. = % =Rs. 1,600
Minority Interst () 600 x = Loss Rs. 200 Minority Interest = % = Rs. 800
Minority Interest
2,000 shares of Re. 1 each Rs. 2,000
Capital Profits (- 200
Revenue Profits (+) 800
Rs. 2,600
Calculation of Cost of Control (Or Goodwill) -
Purchase price Rs. 4,000
Less Face Value of 4,000 shares 4,000
NIL
Less Capital Profits (-) Rs. 400
Good will Rs. 400
Consolidated Balance Sheet
as on 31st December, 1986
Rs. Rs.
10,000 shares of Re.l each 10,000 Goodwill 400
General Reserve 4,000 Sundry Assets-
Profit & Loss Account 2,000
H 4,000 6000 g 16,000
S 1.600 5,600 S 10.000 26,000
Creditors:
H 2,000
S 2.200 4,200
Minority Interest 2,600
26,400 26,400
Ilustration 30
Prepare a consolidated Balance Sheet from the following Balance Sheet of two companies:
Balance Sheet of H & S Co.
As on 31st December, 1993
Liabilities H S| Assets H S
Rs. Rs. Rs. Rs.
Share Capital Sundry Assets 8,000 1,200
Equity Shares of Rs. 10/- 10,000 2,000 | Stock 6,100 2,400
Profit & Loss Account 4,000 1,200 Debtors 1,300 1,700
Reserve Fund 1,000 600 Bill Receivable 100 —
Creditors 2,000 1,200 Shares in’S’ 150 at cost 1,500 —
Bill Payable — 300
17,000 5,300 17,000 5,300
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Following other additional informations are also given:

@)

(i1)
(i)
(iv)
)

Company S has earned all the profits only since the above 150 shares were acquired by H
On the date of acquisition of these 150 shares by H Co. S had got reserves of Rs. 600
The Bills Payable of S are in favour of Co. H which had discounted Rs. 200 of them.
Sundry Assets of S are undervalued by Rs. 200

Stock of H includes goods of Rs. 500 purchased from S at a profit to company S of 25% on cost.

Solution :

Consolidated Balance Sheet of H & S
As on 31st December, 1993

Liabilities Rs. Assets Rs.
Share Capital Sundry Assets
Equity Shares of 10/- 10,000 H 8,000
Capital Reserve 600 S 1,400 9,400
Reserve Fund 1,000 9,400
Bills Payable S 300 Stock
Less held by ‘H’ 100? 200 H 6,100
Creditors S 2,400
H 2,000 8,500
S _1,200 3,200 Less Unearned profit (25/125 x 500 100 8,400
Profit & Loss Account? 4,800 Debtors
Minority Interest* 1,000 H 1,300
% x1, 20§k 1,700 3,000
20,800 20,800
Working Notes :
(1) Calculation of Capital Reserve or Cost of Control : Rs.
Face Value of 150 shares @ Rs. 10 each 1,500
Add : of Rs. 600 Reserves of ‘S’ 450
Add : 150 of increase in value of Sundry Assets of ‘S’ or 150 x 200 150
200 200
,100
Less Amount laid by H for acquiring 150 shares of ‘S’ 1,500
... Capital Reserves earned by H are 600
(2) Bills payable actually remaining payable now are, only those discounted by H i.e., for Rs. 200
(3) Profit & Loss Account balance is calculated as under:
H’s profits 4,000
Add : ‘S’ profits %XSOOL 900
4,900
Less Unearned profits 100
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(4)  Minority Interest is calculated as under Rs.
Face Value of 50 shares held by outsiders 500
Add of 600 Reserves 150
Add 25—000 of 200 Increase in value of Sundry Assets of ‘S’ 50
Add 0 of 1,200 Profits of S 300
200
1,000
Ilustration 31.
The following are given two Balance Sheets of H Ltd. and its subsidiary H Ltd. on 31-12-1993.
Liabilities HLtd. S Ltd. Assets HLtd. S Ltd.
Rs. Rs. Rs. Rs.
Share Capital Land & Buildings at Cost 3,10,000 1,60,000
10% Preference Share of Rs. 100 each — | 1,00,000 | Machinery Cost
Equity Shares of Rs. 100 each 10,00,000 | 4,00,000 Less 10% Depreciation 2,70,000 1,35,000
General Reserve 1,00,000 50,000 | 3,000 Sharesin S Ltd. 4,50,000 —
Profit & Loss Account 2,40,000 | 1,10,000 | Stock at Cost 2,20,000 1,50,000
Creditors 1,50,000 70,000 4 0Debtors 1,55,000 90,000
1pdank 85,000 1,95,000
14,90,000 | 7,30,000 14,90,000 7,30,000

The following other information are given :
@) Profit of H Ltd. for the year 1993 have been Rs. 2,00,000
(i)  Profits of S Ltd. for the year 1993 have been Rs. 80,000

@iii)) The 3,000 shares in S Ltd. were acquired by H Ltd. on 30-06-1993 when the values of Land & Buildings and

Machinery of S Ltd. were estimated to be Rs. 1,50,000 and Rs. 1,92,500 respectively.

Prepare their Consolidated Balance Sheet.

Solution
Consolidated Balance Sheet of H Ltd.
And its subsidiary S Ltd.
As on 31 st December, 1993
Liabilities Rs. | Assets Rs.
Share Capital: Goodwill! 33,750°
10,000 Shares of Rs. 100 each 10,00,000 | Land & Buildings (Cost) Rs.
General Reserves 1,00,000 | HLtd. 3,10,000
Profit & Loss Account Rs. S Ltd. 1.50,0002 4.,60,000
HLtd. 2,40,000 Machinery
S Ltd. 24.375° | 2,64,375 | HLtd. 3,00,000




382 EaeRINCICICE]
Creditors Less Depreciation 30,000 2,70,000
H Ltd. 1,50,000 | S Ltd. 2,00,000°
S Ltd. 70,000 [ Less Depreciation 17.5004 1,82,500
Minority Interest 2,56,875
Stock
H Ltd. 2,20,000
S Ltd. 1,50,000
Debtors
H Ltd. 1,55,000
S Ltd. 90,000
Bank
H Ltd. 85,000
S Ltd. 1,95,000
18.41,250 | 18.41,250
Working Notes :
(1)  Calculation of Goodwill or Cost of Control Rs.
Amount paid for Shares acquired 4,50,000
Less (i) Face Value of Shares 3,00,000
(i1) Capital Profits or Profits of Pre-acquisition period i.e.
before 1-7-1993 (H Co.’s Share) 1.16,250 4,16.250
Goodwill = 33,750
(2)  Value of Land & Buildings of S Ltd. is taken according to its market value
(3) Calculation of Values of Machinery of S Ltd. as
Depreciated value of Machienry as on 31-12-1993 1,35,000 (Given)
Book Value on 1-1-1993 F-'\PS,OOO X % 1,50,000
Less Depreciation for 1/2 year upto 30-06-1993 7.500
1,42,500
Increased Estimated Value on 30-06-1993 was 1.92.500 (Given)
Hence, Increase Estimated value should be Rs. 50,000
Block Value on Increased Basis on 31-12-1993 should be Rs. 1,50,000
+ Rs. 50,000
i.e. Rs. 2,00,000
Calculation of depreciation o Rs.
(4) Depreciation on Rs. 1,50,000 for 1/2 year upto 30-06-1993 7,500
Depreciation on Rs. 2,00,000 for later 1/2 year upto 31-12-1993 on enhanced value 10,000
Total Depreciation (That should have been) 17,500
(5) Revenue Pofits of S Ltd. have been calculated as
Profits for later 1/2 year 40,000
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Less Preference Dividend for this 1/2 year @ 10% 5.000
35,000
Less Additional depreciation on Rs. 50,000 the enhancement
in the value of machinery Rs 50,000 x 2.500
Adjusted Revenue Profits after 30-6-1993 32.500
H Co.’s Share in it 3/4th of 32,500 24,375
S Coo0’s Share in it 1/4th of 32,500 8,125
(6) Minority Interest is calculated as
10% Preference Share Capital 1,00,000
Add 10% Preference Dividend 10.000 1,00,000
Equity Share Capital (1/4) 1,00,000
1/4th of Capital Profits or Profit before 1-7-93 38,750
1/4th of Revenue Profits or Profit after 1-7-93 8.125 1.46.875
2,56,875
(7)  Capital Profit or Profits before 1-7-93 of S Ltd. are calculated as: -
Rs.
General Reserves 50,000 (Given)
Profit & Loss Account balance on 1-1-1993 30,000 (Given)
Profits upto 30-6-1993 after Preference Dividend 35,000
Add : Capital Profits because of Increase in Value of Machinery 50,000
10 1
100 X 5 1,65,000
Less Reduction in Value of Land & Buildings 10,000
1,55,000
H Co.’s Share (3/4 is Rs. 1,16,250)
S Coo’s Share (1/4 is Rs. 38,750)
Ilustration 32.
The following are the Balance Sheet of R Ltd. and S Itd. as at 31 st December, 1992.
Liabilities R Ltd. S Ltd. | Assets R Ltd. S Ltd.
Rs. Rs. Rs. Rs.
Share Capital: Fixed Assets 5,00,000 2,40,000
Equity Shares of Rs. 10 each Investment in 15,000
fully paid up 4,00,000 | 1,50,000 | Equity Shares in S Ltd.
13% Preference Share of on January 1, 1992 2,00,000 —
Rs. 100 each fully paid up — 1 1,00,000 | Current Assets (including
General Reserve 50,000 40,000 | Rs. 10,000 stock-in-trade
Profit and Loss Account purchased from R Ltd.) 3,00,000 2,60,000
(beofre appropriation 30,000 25,000
for dividends)
12% Debentures 2,00,000 —
3,20,000 | 1,85,000
10,00,000 [ 5,00,000 10,00,000 5,00,000
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Prepare the Consolidated Balance Sheet as at 31st December, 1992, assuming that (a) S Ltd.”s Genral Reserve and
Profit and Loss Account (after appropriation for dividends) stood at Rs. 25,000 and Rs. 10,000 respectively on
January 1, 1992 and (b) R Ltd. sells goods at a profit of 25% on cost.

Solution :

Consolidated Balance Sheet or R Limited and S Limited
As at 31 st December 1992

Rs. Rs. Rs. Rs.
Share Capital Fixed Assets
Equity Share of Rs. 10 each R Ltd. 5,00,000
fully paid up 4,00,000 S Ltd. 2,40,000 7,40,000
Minority Interest Current Assets
(13% Preference Shares of Rs. 100 R Ltd. 3,00,000
each fully paid up of S Ltd.) 1,00,000 S Ltd. 2,60,000
General Reserve 50,000 5,60,000
Profit & Loss Account
R Ltd. 30,000 Less Unearned Profit in
S Ltd. 30,000 Stocks of S Ltd. 2,000
60,000
Less Unearned Profit of R Ltd. 2,000 58,000
12% Debentures 2,00,000
Current Liabilities & Provisions
R Ltd. 3,20,000
S Ltd. 1,85,000 | 5,05,000
13,13,000 13,13,000
Working Notes :

(1)  Unrealised Profit of R Ltd :
Unsold Stock with S Ltd. Rs. 10,000
Unrealised Profits thereon @ 25% on Cost or 20% on sale price Rs. 2,000

Rs. 2,000 is deducted from the profits of the selling company i.e. R Ltd. from the Stock value of S Ltd. in the
Consolidated Balance Sheet.

(2) Calculation of Goodwill or cost of Control 25,000
General Reserves of S Ltd. 10.000
Profit & Loss Account Balance of S Ltd. 35,00
Paid Up value of shares 1.50.000

1,85,000
Price Paid for Shares by R Ltd. 2.00.000
Goodwill or Cost or Control 15,000

(3) Holding Company’s share in Revenue Profits of S Ltd. for 1992 is calculated as under
Profits of S Ltd. on 31-12-1992 25,000
+ Profits transferred to Reserves during 1992 15.000

40,000
— Profits as on 1-1-1992 10.000

30,000
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Ilustration 33. A Ltd. acquired 12,000 Equity of B Ld. of the face value of Rs. 10 each at a price of Rs. 1,70,000

on 1st October, 1992. The Balance Sheets of the two companies as at 31st March, 1993 were as follows:

ALtd. B Ltd.
Rs. Rs.
Equity Shares of Rs. 10 each 10,00,000 | 2,00,000 | Goodwill
General Reserve (1st April, 1993) 420,000 | 1,00,000 | Land & Buildings
Profit & Loss Account (1 st April, 1993) 1,70,000 | 45,000 | Plant & Machinery
Creditors 240,000 | 92,000 | Stock
Bills Payable 80,000 | 60,000 [ Debtors
Investments
Bills Receivable
Bank
Cash

20,00,000 | 5,37,000

ALtd. B Ltd.
Rs. Rs.
3,00,000 70,000
4,00,000 1,00,000
5,00,000 1,00,000
2,00,000 40,500
3,00,000 1,34,500
2,00,000 —
20,000 30,000
60,000 50,000
20,000 12,000
20,00,000 5,37,000

Out of the debtors receivable of A Ltd., Rs. 50,000 and Rs. 16,000 respectively represents those due from B Ltd. The
stock in the hands of B Ltd. includes goods purchased from A Ltd. at Rs. 20,000 which includes profit charged by
the latter company at 25% on cost.

Prepare a consolidated balance sheet as at 31st March, 1993. Show your working in detail.

Solution :
Working Notes:

@)

(ii)

(iii)

(iv)

Computation of Net Worth of B Ltd. as on October 1, 1992
Paid up Capital

General Reserve

Balance of Profit & Loss Account

Profit from 1-4-92 to 30-9-92 (1/2 of Rs. 45,000)

Net Worth

Computation of Goodwill or Capital Reserve

Share of A Ltd. in Net worth of B Ltd. (60% of Rs. 3,62,500)
Less Cost price of shares

Capital Reserve

Computation of Minority Interest

Share of external shareholders in Net Worth (40% of Rs. 3,62,500)
Add Share in post acquisition profits (40% of Rs. 22,500)
Minority Interest

Computation of un realised profit in the stock of B Ltd.

Profit in Rs. 20,000 at 20% on cost price ﬁ ZO’OOOX%

Share of A Ltd. (60% of Rs. 4,000)

Other Calculations (in outline) for Consolidated Balance Sheet

(1)  Stock = Rs. (2,00,000 + 40,500 — 2,400)

(ii)) Debtors = Rs. (3,00,000 + 1,34,500 — 56,000)

(iii)) Investment = Rs. (2,00,000 — 1,70,000)

(iv) Bills Receivable = Rs. (20,000 + 30,000 — 16,000)

(v)  Consolidated Profit = Rs. (90,000 + 1,70,000 + 60% or 22,500 — 2,400)
(vi) Creditors = Rs. (2,40,000 + 92,000 — 50,000)

(vii) Bills Payable = Rs. (80,000 + 60,000 — 16,000)

(viii) Goodwill = Rs. (3,00,000 + 70,000 — 47,500 Capital Reseve)

Rs.
2,00,000
1,00,000

40,000
22,500

3,62,500

Rs.
2,17,500
1,70,000

47,500

Rs.
1,45,000
9,000

1,54,000

Rs.

4,000

2,400

Rs.
2,38,100
3,84,500

30,000
34,000
2,71,000
2,82,000
1,24,000
3,22,500
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Consolidated Balance Sheet
as at 31 st March, 1993

P ARG

Rs. Rs.

Equity Share (Rs. 10 Each) 10,00,000 Goodwill 3,22,500

General Reserve 4,20,000 Land & Buildings (Rs. 4,00,000 + 5,00,000
Consolidated Profit 2,71,000 Rs. 1,00,000)

Minority Interest 1,54,000 Plant Machinery (Rs. 5,00,000 + 6,00,000
Creditors 2,82,000 Rs. 1,00,000)

Bills Payable 1,24,000 Investments 30,000

Stock 2,38,100

Debtors 3,84,500

Bills Receivable 34,000

Bank (Rs. 60,000 + Rs. 50,000) 1,10,000

Cash (Rs. 20,000 + Rs. 12,000) 32,000

22,51,100 22,51,100

Ilustration 32. The Balance Sheets of Saboo Ltd. and Ramoo Ltd. as at 1st December 1993 are as follows:
Balance Sheet

Saboo Ramoo Saboo Ramoo

Ltd. Ltd. Ltd. Ltd.

Rs. Rs. Rs. Rs.

Equity Shares 60,000 40,000| Goodwill — 2,000

6% Preference Shares — 10,000| Fixed Assets 35,000 25,000

General Reserve 16,000 8,000 Investments 36,000 9,000

Profit & Loss Account 13,000 12,000| Stock 22,000 36,000

Bills Payable 2,000 2,500| Debtors 21,000 25,000

Creditors 23,000 28,500 Bills Receivable 4,000 3,500

Proposed Dividend 6,000 4,000] Cash 2,000 4,500

1,20,000 |1,05,000 1,20,000 | 1,05,000

Saboo Ltd. purchased controlling interest in Ramoo Ltd. by acquiring its 3/4th of equity share capital at a premium of
20% on 1st January, 1993. Prepare a consolidated balance sheet in the books of Saboo Ltd. as at 31st December
1993. The following further information is tobe taken in to account :

(a)  Profit and Loss Account of Ramoo Ltd. includes an amount of Rs. 2,000 brought forward from the year 1992.

(b)  Creditors of Saboo Ltd. include an amount of Rs. 1,200 for purchases from Ramoo Ltd. which are still unsold.
Ramoo Ltd. sells goods at 20% above cost.

(c) Ramoo Ltd. remitted a cheque for Rs. 1,000 on 30th December, 1993 which was received by Saboo Ltd. in

the month of January, 1994

(d) Bills Receivable work Rs. 2,000 out of total bills receiyable of Rs. 2,500 received from Ramoo Ltd. were
discounted by Saboo Ltd., and Ramoo Ltd. had endorsed to its creditors all the bills receivable received from
Saboo Ltd. amounting to Rs. 1,500

(e)  The directors of Saboo Ltd. and Ramoo Ltd. have proposed a dividend of 10% on equity share capital for the

year 1993.
Solution
Working Notes (In brief)

(i)  Profit of Ramoo Ltd. for 1993 = Rs. (12,000 + 4,000 — 2,000)

14,000
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(i)  Profits for Equity Shareholders = Rs. 14,000 — Rs. 600 (Preference Dividend) 13,400
(i) Net Worth of Ramoo Ltd. as on st January 1993 = Rs. (40,000 + 8,000 + 2,000) 50,000
(iv) Capital Reserve = 75% of Rs. 50,000 — Rs. 36,000 1,500
(v)  Minority Interest = Rs. 10,000 (Pref. Capital) + 600 (Pref. Div.)

+ 25% of Rs. 50,000 + 25% of Rs. 13,400 26,450
(vi) Unrealised Profit in Stock of Saboo Ltd. = 20/120 of Rs. 1,200 200
(vi)) Unrealised Profit attributable to Holding Co. = 75% of Rs 200 150
(viii) Consolidated Profit = Rs. (13,000 + 75% of 13,400 — 150) 22,900
(ix) Goodwill = Rs. 2,000 — Capital Reserve Rs. 1,500 500

Consolidated Balance Sheet
As at 31 st December, 1993

Rs. Rs.

Equity Shares 60,000 Goodwill 500

General Reserve 16,000 Fixed Assets 60,000

Consolidated Profit 22,900 Investments 9,000

Minority Interest 26,450 Stock Rs. (22,000 + 36,000 — 150) 57,850

Creditors 50,300 Debtors Rs. (21,000 + 25,000 — 43,800

Rs. (23,000 + 28,500 — 1,200) 1,200 — 1,000)

Bills Payable (Rs. (2,000 + 2,500 — 500) Bills Receivable 7,000
Proposed Dividend 6,000 Rs. (4,00 + 3,500 — 500)

Cash in transit 1,000

Cash 6,500

1,85,650 [ 1,85,650

@) Tﬂj\%ﬁ@@' ERT HST 71T 1,000 9 dh Consolidated Balance Sheet § Cash in transit & w9 # fagran S
3R 39 IR & 91 faffcs & AR &4 81 SIRIA |

(i1) Consolidated Balance Sheet H 1,2OOW BT Common Debt. TG HR& SHGRI d oMaR] @I IR 34
RPHH A HH BR & SR |

(iii) TREIRS YTy To1 <7 el # 500 9 (311 2,500 — 2,000 T0) & a1 VA 2 el =1 a1 g=mam T
2 AR 7 SO fHa w2 o 9 fofics & Refd faver § a8 w39 o el & onfia 21 59 &1
Common Item THTE &R Consolidated Balance Sheet § UT<l 3l @7 IR 500 39 W &H B & SIRIT |

Ilustration 35. The following are the balance Sheet of A Ltd. B Ltd. and C Ltd. as on 31st December, 1993 :
Balance Sheet

A Ltd. B Ltd. C Ltd.

Rs. Rs. Rs.

Equity Shares of Rs. 10 each 2,00,000 1,50,000 1,00,000
Genral Reserve 40,000 30,000 20,000
Profit & Loss Account 30,000 10,000 7,500
Proposed Divident for the year 1993 20,000 10,000 2,500
Creditors 30,000 40,000 10,000
3,20,000 2,40,000 1,40,000
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Goodwill 20,000 8,000
Fixed Assets 1,00,000 1,20,000 80,000

Investments purchased on 1-1-1993
1,20,000 shares in B Ltd.

60,000 shares in C Ltd. 1,50,000 80,000

Stock 30,000 22,000 20,000

Debtors 15,000 6,000 30,000

Cash 5,000 4,000 10,000
3,20,000 2,40,000 1,40,000

The following further information is provided:

(a)  On l1st January, 1993 the balance in the Profit and Loss Account of the three companies were as follows:
A Ltd. Rs. 20,000, B Ltd. Rs. 10,000, and C Ltd. Rs 5,000

(b)  Debtors of B Limited included an amount of Rs. 200 owing by C Limited for which C Limited and a cheque on
31st December, 1993 which was received by B Limited in January, 1994.

(c) Dividends have been proposed by B Limited and C Limited for the year 1993 out of the Profits of this year.
You are required to prepar a consolidated Balance Sheet in the books of teh holding company. Show your
working separately.

Solution.

Working Notes:

(i)  Computation of Net Worth of C Ltd. as on Ist January, 1993:

(Capital Rs. 1,00,000 + Gen. Reserve Rs. 20,000 + Profit Rs. 5,000) = Rs. 1,25,000)

(i)  Goodwill of C Ltd. for the Consolidated Balance Sheet: Rs.
Cost Price of Shares 80,000
Less Share of B Ltd. in Net Work (60% of Rs. 1,25,000) 75,000

Goodwill 5,000

@ii)) Net Worth of B Ltd. as on Ist January, 1993:

(Capital Rs. 1,50,000 + Gen. Reserve Rs. 30,000 + Profit Rs. 10,000) 1,90,000

(iv) Goodwill or Capital Reserve of B Ltd. for Consolidated Balance Sheet:

Share of A Ltd. in Net Worth of B Ltd. for Consolidated Balance Sheet:
Share of A Ltd. in Net Worth of B Ltd. (80% of Rs. 1,90,000) 1,52,000
Less Cost Price of Shares 1,50,000
Capital Reserve 2,000
(v)  Total Goodwill for Consolidated Balance Sheet:
Rs. (20,000 + 8,000 + 5,000 - Capital Reserve 2,000) = Rs. 31,000
(vi) Consolidated Profit:
Profit of A. Ltd. 30,000
Add 80% of Rs. 10,000 (post acquisition profit B Ltd.) 8,000
Add 80% of 60% of Rs. 5,000 (post acquisition profit of C Ltd.) 2,400
40,400
(vii) Minority Interest:
(a) InCLtd:
40% of Net Worth Rs. 1,25,000 50,000
Add 52% of Post-acquisition Profits Rs. 5,000 2,600 52,600
(b) InBLtd.
20% of Net Worth Rs. 1,90,000 38,000
Add 20% of Post-acquisition Profits Rs. 10,000 2,000 40,000

Minority Interest 92,600
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Consolidated Balance Sheet
as at 31st December, 1993

Rs. Rs.

Equity Shares of Rs. 10 each 2,00,000 Goodwill 31,000
General Reserve 40,000 Fixed Assets 3,00,000
Consolidated Profit 40,400 Stock 72,000
Minority Interest 80,600 Debtors Rs. (51,000 — 200 cash in transit) 200
Proposed Dividend for 1993 20,000 Cash in transit 200
Cash 19,000

4,73,000 4,73,000

Ilustration 36. The following are the Balance Sheets of H Ltd. and S Ltd. as at 31 st Decemeber, 1992

H Ltd. S Ltd. H Ltd. S Ltd.

Rs. Rs. Rs. Rs.

Share Capital in shares of Rs. 5,00,000 | 2,00,000 Goodwill 40,000 30,000

100 each

General Reserve on 1-1-1992 1,00,000 60,000 Land and Buildings 2,00,000 1,30,000

Profit and Loss Account 1,40,000 90,000 Plant & Machinery 1,60,000 90,000
Bills Payable — 40,000 Investment (1,500 Shares

Creditors 80,000 50,000 in S Ltd. at cost) 2,40,000

Stock in Trade 1,00,000 90,000

Debtos 20,000 75,000

Cash at Bank 60,000 25,000

8,20,000 | 4,40,000 8,20,000 4,40,000

The Profit and Loss Account of S Ltd. showed a credit balance of Rs. 50,000 on 1st January 1992. A
dividend of 15 per cent was paid in October 1992 for the year 1991. This dividend was credited to profit
and Loss Account by H Ltd. H Ltd. acquired the shares in S Ltd. on 1st July 1992. The bills payable of
S Ltd. were all issued in favour of H Ltd. which company got the bills discounted.

Included in the creditors of S Ltd. is Rs. 20,000 for goods supplied by H Ltd. Included in the stock S
Ltd. are goods to the value of Rs. 8,000 which were supplied by S Ltd. at a profit of 33-1/3 per cent on
cost 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 31 st December, 1992.
Solution :
Consolidated Balance Sheet of H Ltd. and its subsidiary S Ltd.
as at 31 st December, 1992

Rs. Rs.

Share Capital in Shares of
Rs. 100 each fully paid 5,00,000 Goodwill 17,500
General Reserve 1,00,000 Land & Buildings 3,30,000
Profit & Loss Account 1,42,250 Plant & Machinery 2,95,000
Bills Payable 40,000 Stock in Trade 1,88,500
Creditors 1,10,000 Debtors 75,000
Minority Interest in Subsidiary Company 98,750 Cash at Bank 85,000
9,91,000 [ 9,91,000
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Working Notes:

ey

2)

3)

“)

5)

Calculation of Goodwill:

Nominal Value of shares acquired

Profit & Loss Account on 1-1-1992(3/4th)
General Reserve on 1-1-1992 (3/4th)

Profit for 6 months from 1-1-1992 to 30-6-1992
being three-fourths of one-half of S. 70,000

Less Cost of acquisition of shares in S Ltd.

Add : Increase in the book value of Plant and Machinery
(3/4th of Rs. 5,000)

Less : Adjustment on account of 10% depreciation (3/4th of
Rs. 5,000) Capital Reserve
Goodwill of H Ltd.
S Ltd.

Less Capital Reserve as calculated above
Goodwill for consolidated Balance Sheet
Calculation of Plant and Machinery:

HLtd.

S Ltd. as revalued

Less Depreciation of Plant and Machinery of S Ltd. at 10%

1,50,000
37,500
45,000
26,250

40,000
30,000

P ARG

2,58,750
2,40,000
18,750

3,750
56,500
3,790
52,500

70,000
52,500
17,500

1,60,000
1,50,000
3,10,000

15,000
2,95,000

The Plant and Machinery of S Ltd. on 1-1-1992 was Rs. 1,00,000 and on 31-12-1992 it was Rs. 90,000 and
there has been no change in the assets in 1992. Therefore, it has been depreciated at 10%.

Calculation of Stock in Trade

The unrealised profit included in the Stock of S Ltd., so far as H Ltd. is concerned, is three forth of Rs. 2,000
= Rs. 1,500. Therefore, the stock of S Ltd., after deducting this Rs. 1,500, is Rs. 88,500

Calculation of Debtors:

S Ltd. is a debtor of H Ltd. for Rs. 20,000 goods supplied. Therefore, in the consolidated Balance Sheet, Rs.

20,000 will be deducted form both debtors and creditors.
Calculation of Profit and Loss Account:
H Ltd.

Less : Dividend received from S Ltd. out of pre-acquisition profits of 1991

Less : Unrealised profit included in the Stock of S Ltd. S Ltd.
S Ltd.
Add Dividend pam (15% On Rs. 2,00,000)

Less Balance 1-1-1992.

1,40,000
22,500

1,17,500

1,500

90,000

30,000

1,20,000

50,000

1,16000



fro=rd 19 98d HUHEl & o 391

Profit for the year 1992 70,000
Less Profit for the first six months of 1992 35,000
35,000
Three-fourths of this amount 26,250
142,250
(4) Calculation of Minority Interest:
Nominal value of shares held 50,000
General Reserve (1/4) 15,000
Profit & Loss Account (One-fourth of Rs. 90,000) 22,500
87,500
Add Increase in the value of Plant and Machinery
(One-fourth of Rs. 50,000) 12,500
1,00,000
Less Depreciation on the increased vlaue of Plant and Machinery
(One-fourth of Rs 5,000) 1,250
98,750
Questions
1. Define Holding and Subsidiary Company. What is the rationale of Holding Company.
2. What is a Holding Company? What information relating to subsidiary companies is to be separately
disclosed in the Balance Sheet and Profit and Loss Account of the Holding Company.
3. What is meant by a ‘Holding Company’? Explain in brief the method of preparing consolidated balance
sheet.
4. Give a brief description of inter-company elimination of items in the preparation of Consolidated Balance
Sheet.
5. What is meant by consolidated Balance Sheet? How is it prepared?
6. What is meant by Minority Interest? How is it calculated?
7. Explain the following terms:
(a) Cost of Control, (b) Minority interest, (c) Pre-acquisition profit, (d) Capital Reserve
8. Explain the Following items in the context of preparing of Consolidated Balance Sheet:
(a) Pre-acquisition and Post-acquisition profits. (b) Cost of Control (c) Revaluation of Assets (d) Interowings.
9. Explain the following items in the context ofprepaing consolidated balance sheet:
(i) Cost of Control, (ii) Inter-owings, (iii) Payment of Dividend out of pre and post acquisition profits
(iv) Minority interest.
10.  What are the advantages of consolidation of Final Statement of accounts of a Holding Company and its

subsidiary companies?
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Exercises
1. Consolidate the following Balance Sheet

H S H S
Rs. Rs. Rs. Rs.
Capital (Re. 1 share) 14,000 10,000 9,000 Shares in S at Cost 12,000 —
Creditors — 5,000 Sundry Assets 2,000 18,000

Profit & Loss Account — 3000
14,000 18,000 14,000 18,000

When H Ltd. purchased shares in S Ltd. the Profits and Loss Account of the latter has a credit balance of Rs.

2,000.

Ans. Total of B.S. R.s 21,200: Minority Interest Rs. 1,300 and Goodwill Rs. 1,200.

2. Consolidate the following Balance Sheet.

H S H S
Rs. Rs. Rs. Rs:
Capital (RS. 10 each) 7,200 4,800 384 shares in S Ltd. 3,000 —
Creditors — 900 Sundry Assets 4,200 5,850
Profit & Loss Account — 150
7,200 5.850 7,200 5.850
On the date of purchase of Shares S Ltd. had a debit balance of Rs. 300 on Profit and Loss Account.
Ans. Total of B.S. Rs. 10,050: Capital Reserve Rs. 600 and Minority Interest Rs. 990.
3. Consolidate the following Balance Sheet.
H S H S
Rs. Rs. Rs. Rs.
Capital (Re. 10 per share) 28,000 20,000
Creditors 7,000 3,800 Sundry Assets 17,700 30,200
Profit & Loss Account 5,200 6,400 Shares in S Ltd.
(shares at Cost 18,000) 22,500 —
40,200 30,200 40,200 30,200

On the date of acquisition of shares by H Ltd. in S Ltd. the credit balance on latters Profit and Loss Account
was Rs 4,400. No dividends have been declared since that date.

Ans. Total of B.S. Rs. 48,440: Goodwill Rs. 540 and Minority Interest Rs. 2,640.
4. The following are the Balance Seets of A Ltd. and its subsidiary B Ltd. as on 31st December, 1993: Balance

Sheet

Share Capital Fully paid up
(Re. 1 each)

General Reserve

Creditors

Profits

A Ltd. B Ltd.
Rs. Rs.
30,000 18,000
12,000 —
6,000 6,600
12,000 5,400
60,000 30,000

Assets

12,000 Shares in S Ltd.

ALtd. B Ltd.
Rs. Rs.

48,000 30,000

12,000

60,000 30,000
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On June 30, 1993 A Ltd. had purchased Shares in B Ltd. on 1st January, 1993 a loss of Rs. 9,000 appeared in
the Balance Sheet of B Ltd. This was written off out of the Profits ended during 1993. Prepare Consolidated
Balance Sheet.

Ans. Total of Balance Sheet Rs. 79,200; Minority Interest Rs. 7,800. Holding Co.’s share out of pre-acquisition
profits Rs. 1,200 and post-acquisition profits Rs. 4,800

5. A Ltd. acquired all the shares in B Ltd. on 1st January, 1993 and the Balance Sheet of the two companies on
31st Decemebr, 1993, were as follows:

A Ltd. B Ltd. A Ltd. B Ltd.

Rs. Rs. Rs. Rs.

Share Capital 5,000 3,000 Sundry Assets 6,500 7,000

Reserve Account as on 1-1-93 2,000 1,500 Share in S Ltd. at cost 5,000 -
Profit and Loss Account 2,500 1,000
Creditors 2,000 1,500

11,500 7,000 11,500 7,000

The Profit & Loss Account of B Ltd. had a credit balance of Rs. 300 on 1st January 1993. Prepare the
consolidated Balance Sheet on 31st December, 1993.
Ans. Total of Balance Sheet Rs. 13,700; Goodwill Rs. 200

6. X Ltd. acquired all the shares in Y Ltd. on 1st October 1993 and the Balance sheet of the two companies on
31st December 1993 were as follows

X Ltd. Y Ltd. X Ltd. Y Ltd.
Rs. Rs. Rs. Rs.
Share Capital 5,000 3,000 Sundry Assets 6,500 7,000
Reserve Account 1-1-93 2,000 1,500 Shares in P Ltd. at cost 5,000
Profit & Loss Account 2,500 1,000
Creditors 2,000 1,500
11,500 7,000 11,500 7,000

The Profit and Loss Account of Y Ltd. had a credit balance of Rs. 300 on 1st January 1993. The 1993 profits
of Y Ltd. accrued evenly throughout the year.

Prepare the Consolidated Balance Sheet as on 31st December 1993.
Ans. Total of Balance Sheet Rs. 13,500; Capital Reserve Rs. 325
7. The Balance Sheet of H Ltd. and S Ltd. are
Balance Sheet
as at 31 st October, 1993

Liabilities H Ltd. S Ltd. Assets H Ltd. S Ltd.
Rs. Rs. Rs Rs.
Share Capital (Rs. 10 fully paid) 20,000 5,000 || Sundry Assets 20,000 13,000
Creditors 10,000 3,000 Shares in S Ltd. (Cost) 23,000
Reserve 3,000 1,000
Profit & Loss Account Balance b/f 6,000 3,000
Profit for the year 4,000 1,000
43,000 13,000 43,000 13,000

H Ltd. has 80% interest in S Ltd. acquired half way through the financial year. Included in Sundry Assets of H Ltd.
is Rs. 3,000 loan to Subsidiary Company. (Shown in the latter’s Balance Sheet as Creditors) Prepare Consolidated
Balance Sheet.
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Ans. Cost of Control or Goodwill 15,400 (viz 23,000 — 4,000 — 3,600). Minority interest 2,00 (viz. 1,000 + 900 +
100). Profit and Loss Account Balance (C.R.) 10,400 (Creditors 10,000 Assets 30,000 and Balance Sheet total

45,400).

8. From the Balance Sheet given below, prepare a Consolidated Balance Sheet of A Ltd. and its subsidiary B Ltd.
the interest of minority shareholders in B Ltd. is to be shown as a separate item in the Consolidated Balance

Sheet.
Balance Sheet of A Ltd.
as on 30th June, 1993
Rs. Rs.
Share Capital: Freehold Buildings at cost 72,000
Authorised and Issued: Plant and Machinery at cost
12,000 Shares of Rs. 10 each 1,20,000 (Rs. 40,000) less Depreciation
General Reserve 25,000 Share in Subsidiary Company at cost
(2,000 Shares of Rs. 10 each) 25,000
Profit & Loss Account 12,000 Stock at Cost 18,000
Trade Creditors 15,000 Trade Debtors 22,000
Bank Balance 5,000
1,72,000 | 1,72,000
Balance Sheet of B Ltd.
as on 30th June, 1993
Rs. Rs.
Share Capital : Leasehold at Cost (Rs. 30,000)
Authorised and Issued: Less Depreciation 25,000
3,000 Shares of Rs. 10 each 30,000 Plant and Machinery at cost
General Reserve on 1-7-92 6,000 (Rs. 15,000) Less Depreciation 10,000
Profit & Loss Account 9,000 Stock at Cost 3,000
Trade Creditors 5,000 Trade Debtors 7,000
Bank Balance 5,000
50,000 50,000

At the date of acquisition by A Ltd. of its holding of 2,000 shares in B Ltd. the latte company and a credit
balance of Rs. 6,000 in its Profit & Loss Account.

Ans. Total of Balance Sheets of H. Ltd. Rs. 1,98,67]
9. The Balance Sheet of H Ltd on 31st December, 1993 were as under

Share Capital :
Shares of Rs. 100 each
General Reserve

Profit & Loss Account:
Balance 1-1-1993
Profit for 1993
Creditors

Bills Payable

HLtd. S Ltd.
Rs. Rs.
20,000 5,000
3,000 1,000
4,000 2,000
5,000 2,500
5,000 3,000
1,500 —
38,500 13,500

H Ltd. S Ltd.

Rs. Rs.

Land and Buildings 6,000 —
Plant & Machinery 20,000 —
Stock 4,000 8,500
Sundry Debtors 1,000 3,000
Cash & Bank Balance 1,000 1,000
30 Shares in S Ltd. at cost 6,500 —
Bill Receivable — 1,000
38,500 13,500
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Shares were acquired by H Ltd. on 1st July, 1993; Bills Receivable held by S Ltd. were all accepted By H Ltd.
Included in the Debtors of S Ltd. is Rs. 600 owing by H Ltd. in respect of goods supplied.

Prepare the Consolidated Balance Sheet.
Consolidated Balance Sheet Total Rs.44,850; Minority Interest Rs. 4,200

Ans.

10. The Balance Sheets H Ltd. and its subsidiary S Ltd. on 31st March, 1991 were as under:
Liabilities H Ltd. S Ltd. Assets H Ltd. S Ltd.
Rs. Rs. Rs. Rs.
Share Capital: Land and Buildings 6,00,000 —
Equity Shares of Rs. 10 each,
fully paid 20,00,000 | 5,00,000 || Plant & Machinery 20,00,000 —
General Reserve 3,00,000 | 1,00,000 Furniture and Fixtures 90,000 1,00,000
P & L Account: 30,0000 Shares in S Ltd.
at cost 6,50,000 —
Balance on 1 st April, 1990 4,00,000 | 2,00,000 Stock 4,00,000 7,50,000
Profit for the year ended Debtors 1,00,000 2,80,000
31st March, 1991 5,00,000 | 2,50,000 || Cashin hand 10,000 15,000
Bills Payable 1,50,000 — Cash at Dena Bank — 1,05,000
Creditors 3,00,000 | 3,00,000 Bills Receivable — 1,00,000
Canara Bank-Overdraft 2,00,000 —
38,50,000 |13,50,000 38,50,000 | 13,50,000

All the 30,000 shares in S Ltd. were acquired by H Ltd. on 1st October, 1990. Bills receivable held by S Ltd.
are all accepted by H Ltd. Included in debtors of S Ltd. is a sum of Rs. 60,000 owing by H Ltd. in respect of
goods supplied by S Ltd.

You are required to prepare a Consolidated Balance Sheet of H Ltd. and its subsidiary S Ltd. as at 31st March,

1991. Give all your working notes clearly.
Ans. Balance Sheet (Total) Rs. 44,85,000
Hind. Cost of Control Rs. 95,000; Minority Interest Rs. 4,20,000

11.  The following are the balance sheet of H Ltd. and its subsidiary S Ltd. as at 31st March, 1990;
Liabilities H Ltd. S Ltd. Assets H Ltd. S Ltd.
Rs. Rs. Rs. Rs.
Fully paid equity shares of 10 each| 6,00,000 | 2,00,000 Machinery 3,90,000 | 1,35,000
General Reserve 3,40,000 80,000 Furniture 80,000 40,000
Profit and Loss Account 1,00,000 60,000 80% shares in S Ltd. at cost | 3,40,000 —
Creditors 70,000 | 35,000 || Stock 1,80,000 | 1,20,000
Debtors 50,000 30,000
Cast at Bank 70,000 50,000
11,10,000 | 3,75,000 11,10,000 | 3,75,000

@)

(i)
(iii)

Ans.

The following additional information is provided to you:

Profit and Loss Account of S Ltd. stood at Rs. 30,000 on Ist April, 1989 whereas General Reserve has
remained unchanged since that date.

H Ltd. acquired 80% shares in S Ltd. on 1st October, 1989 for Rs. 3,40,000 as mentioned above.

Included in Debtors of S Ltd. is a sum of Rs. 10,000 due from H Ltd. for goods sold at a profit of 25% on cost
price. Till 31 st March, 1990 only one half of the goods had been sold while the remaining goods were lying in
the god owns of H Ltd. as on that date.

You are-required to prepare consolidated balance sheet as at 31st March, 1.990. Show all calculations clearly.

Balance Sheet Total Rs. 12,14,000
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Hints : Minority Interest Rs. 68,000 Cost of Control Rs. 80,000
12.  OnJuly Ist, 1993, The Mighty Co. Ltd. bought 550 shares of Rs. 10 each, fully paid in the Meekly Co. for Rs.
20 each. At that time it was estimated that the tangible assets and liabilities of the Meekly Co. might be taken at
book valuation accept the Buildings which were undervalued by Rs. 2,700.
Each company prepare a Balance Sheets as on 31 st December, 1993 which can be considered as follows:
Mighty | Meekly Mighty Meekly
Co. Co. Co. Co.
Rs. Rs. Rs. Rs.
Share Capital 20,000 6,000 [ | Buildings 15,000 6,500
General Reserve 5,000 600 Sundry Assets 5,000 1,100
Creditors 1,500 1,000 Debtors 2,000 1,500
P & L Balance 1-1-93 2,500 300 Share in Meekly Co. 11,000 —
Profit for the year 4,000 1,200
33,000 9,100 33,500 9,100

Ans.

The debtors of the Mighty Co. included Rs. 500 due from Meekly Co. Prepare the Consolidated Balance Sheet
with workings.

Cost of Control or Goodwill 6,600, Profit & Loss 7,050 (2,500 + 4,000 + 550), Minority interest 1/12) 450,
balance sheet total 34,500.

13. Balance Sheet of H. Ltd. and S Ltd. (which is a subsidiary of H Ltd.) as on 31st December, 1993
H. Ltd. S. Ltd. H. Ltd. S. Ltd.
Rs. Rs. Rs. Rs.
Share Capital Sundry Assts 7,90,000 2,50,000
Rs. 100 each share 5,00,000 | 1,00,000 Share in S Ltd. 800
General Reserve 2,00,000 75,000 at Rs. 200 per share 1,60,000
P & L Balance A/c 1,00,000 25,000
Creditors 1,50,000 50,000
9,50,000 | 2,50,000 9,50,000 2,50,000
(1) At the time of acquisition of shares in the subsidiary company, the Reserve and Profit and Loss Account of

S Ltd. amounted to Rs. 25,000 and Rs. 15,000 respectively.

(i) Machinery (Book value Rs. 1,00,000) and Furniture (Book value Rs. 20,000) of S were revalued at Rs.
1,50,000 and Rs. 15,000 respectively for the purpose of fixing he price of its shares; book value of the assets
remaining unchanged. Prepare the Consolidated Balance Sheet of H Ltd. as at 31st December, 1993.

Ans. Total of Balance Sheet Rs. 10,92,750; Goodwill Rs. 12,000 and Minority Interest Rs. 48,150

14.  Prepare consolidated balance Sheet in the books of H Ltd. from the following Balance Sheet of H Co and S

Co. and given information:
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Balance Sheet
as on 31st March. 1996

Liabilities 1995 1996 | | Assets 1995 1996
Rs. Rs. Rs. Rs.
Pref. Share Capital 1,00,000 40,000 | [ Goodwill 20,000 10,000
Eq. Share Capital 11,00,000 [2,00,000 | | Machinery 6,00,000 1,80,000
(Rs. 100 per share) Furniture 6,00,000 1,80,000
Reserves 4,00,000 [1,50,000 Investment 1,600
Profit and Loss A/c 2,00,000 50,000 shares in S Co. 3,20,000 —
Creditors 3,00,000 [1,00,000 | | Other Assets 10,60,000 3,46,000
Proposed Dividend — 40,000 | [ Discount on issue
of shares — 10,000
21,00,000 |5,80,000 21,00,000 5,80,000
Information:

(1)  On the date of acquisition of shares by H Co., Reserves and Profit and Loss Account of S Company stood at
Rs. 50,000 and Rs. 30,000 respectively.

(i)  Machinery (Book Value Rs. 2,00,000 of S Co. was revalued at Rs. 30,000 by H Co.
(ii))  Furniture (Book Value Rs. 40,000) of S. Co. was revalued at Rs. 30,000 by H Co.

(iv) S.Co. made a bonus issue during the year out of pre-acquisition profits for Rs. 40,000 not recorded in the
books.

(v)  Included in the Creditors of S. Co. is Rs. 20,000 for goods supplied by H Co. Also included in the stock of
S Ltd. are goods of the value of Rs. 8,000 which were supplied by H Co. at a profit of 25% on sales.

Ans. Consolidated B/S Total Rs. 24,41,500; Minority Interest Rs. 1,02,300; Cost of Control Rs. 32,000 Pre-
acquisition Profits Rs. 1,60,000; Post-acquisition Profits Rs. 1,51,500]

Hint : P&L A/c Rs. 3,19,200
15. The following balance sheets are presented to you.
Balance Sheet
as on 31st March. 1996

Liabilities H Ltd. S Ltd. Assets H Ltd. S Ltd.
Rs. Rs. Rs. Rs.
Share Capital: Machinery 60,00,000 2,40,000
Shares of Rs. 100 each, Furniture 1,00,000 60,000

fully paid up 10,00,000 [4,00,000 3,000 Shares in
General Reserve 2,00,000 — S Ltd @ Rs. 80 2,40,000 —
Profit and Loss A/c 1,60,000 — acquired at par 1,20,000 —
12% Debentures — [2,00,000 | | Stock 1,80,000 80,000
Sundry Creditors 1,50,000 90,000 Debtors 1,20,000 60,000
Cast at Bank 1,50,000 50,000
Profit and Loss — 2,00,000

Account

15,10,000 16,90,000 15,00,000 6,90,000
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H Ltd. acquired the shares in S Ltd. on 1st May,1988. The Profit and Loss Account of S Ltd. showed a debit
balance of Rs. 3,00,000 onlst January, 1988. During March, 1988, goods costing Rs. 12,000 belonging to
S Ltd. were destroyed against which the insurance company paid only Rs. 4,000. Trade creditors of S Ltd.
include Rs. 40,000 for goods supplied by H Ltd. on which H Ltd. made a profit of Rs. 4,000. Half of the goods
were still in stock on 31st December, 1988. [B.Com. (Hons.) Delhi, 1989]

Ans. Balance Sheet Total Rs. 17,42,000

16. The summaries Balance Sheets of P Ltd. S Ltd. on 31st December, 1987 were as follows:

P Ltd. S Ltd. P Ltd. S Ltd.

Rs. Rs. Rs. Rs.

Share Capital: Fixed Assets 1,50,000 1,44,700

3,00 shares of Rs. 100 each 3,00,000 — Investments in 1,70,000 —
S Ltd. at cost

10.000 shares of Rs. 10 each — 11,00,000 Stock 40,000 20,000

Capital Reserve — 55,000 Loan to P Ltd. — 2,000

General Reserve 30,000 5,000 Bills Receivable

Profit and Loss Account 38,200 18,000 (including Rs. 200

Loan from S Ltd. 2,100 — from S Ltd.) 1,200 —

Bills Payable (including Debtors and

Rs. 500 to P Ltd.) — 1,700 | | Cash Balance 27,000 20,000

Creditors 17,900 7,000

3,88,200 [1,86,700 3,88,200 1,86,700
There is a contingent liability of Rs. 1,000 for bills discounted given by way of a note to Balance Sheet of
P Ltd.
P Ltd. acquired 8,000 shares of Rs. 10 each in S Ltd., on 31st December, 1987.
You are given the following additional information:

(1) S Ltd. make a bonus issue on 31st December, 1987 of one share for every who shares held, reducing Capital
Reserve by an equivalent amount, but the transaction in not shown in the Balance Sheet.

(ii))  Interest received amounting to Rs. 100 in respect ofloan due by P Ltd. has not been credited in the accounts
of S Ltd.

(i) The directors decided that the fixed assets of S Ltd. were overvalued and should be written down by
Rs. 5,000. Prepare a consolidated balance sheet of the two companies on 31st December, 1987 giving all
workings.

Ans. Balance Sheet Total Rs. 4,29,220

Hints (i) Minority Interest Rs. 34,620; Cost of control 31,520

17.  The Balance Sheets of Hari Ltd. and its subsidiary Suri Ltd. as at 31 st March, 1992 are as follows:
Liabilties Hari Ltd. | Suri Ltd. Assets Hari Ltd. Suri Ltd.
Rs. Rs. Rs. Rs.
Share Capital: Plant and Machinery 4,80,000 90,000
Equity Share of Rs. 10 Furniture 15,000 27,000
each fully paid 4,00,000 | 1,00,000 Investments 2,00,000 -
General Reserve on 1-1-91 2,80,000 34,000 Stock 95,000 42,000
Profit and Loss Account 1,70,000 42,000 Debtors 60,000 32,000
Creditors 70,000 35,000 Cash at Bank 70,000 20,000
9,20,000 |2,11,000 9,20,000 2,11,000
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The following information is also given to you:

(1)  Hari Ltd. acquired 8,000 equity shares in Suri Ltd. as at 1st July, 1991 at a cost of Rs. 2,00,000.

(i)  Stock of Hari Ltd. includes Rs. 6,000 relating to stock purchased from Suri Ltd. which follows the practice of
charging 25% extra on the cost for determining the sale price. (iii) Creditors of Hair Ltd. Include .Rs. 10,000
on account of purchases from Suri Ltd. (iv) Profit and Loss Account of Hari Ltd. includes dividend at 10% for
the year 1991-92 received from Suri Ltd. which declared and paid it after 1st July, 1992 (v) Balance of Suri
Ltd.’s Profit and Loss Account on 1st April, 1991 was Rs. 26,000. Dividend @ 10% for the year 1990-91 was
declared out this balance after 1st July, 1991. (vi) Profits during the year 1991-92 have been earned on
uniform basis throughout the year.

Prepare a consolidated balance sheet of Hari Ltd. and its subsidiary Suri Ltd. as at 31 st March, 1992 Submit
all your working notes neatly.

Ans. B/S (Total) Rs. 9,86,000

Hint. Minority Interest 35,200; Goodwill 66,800 Consolidated P & L. Account 1,76,400.

18.  On 31st March, 1996 the balance sheet of H Ltd. and its subsidiary S Ltd. stood as follows:

Liabilities HLtd. S Ltd. | | Assets H Ltd. S Ltd.

Rs. Rs. Rs. Rs.

Equity Share Capital 8,00,000 [2,00,000 Fixed Assets 5,50,000 1,00,000

General Reserve 1,50,000 70,000 75% Shares in Steb. 2,80,000 -

Profit & Loss Alc 90,000 55,000 (at cost)

Creditors 1,20,000 80,000 | | Stock 1,05,000 1,77,000

Other Current Assets 2,25,000 1,28,000

11,60,000 [4,05,000 11,60,000 4,05,000

Draw a consolidated balance sheet as on 31st March 1996 after taking into consideration the following
information.

(1)  HLtd. acquired the shares on 31st July, 1995 (ii) S Ltd. earned a profit of Rs. 45,000 for the year ended 31st
March, 1996 (iii) In January, 1996 S Ltd. sold to H Ltd. goods costing Rs. 15,000 for Rs. 20,000. On 31 st
March, 1996 half of there goods were lying as unsold in the godown of H Ltd.

Give your working notes.

Ans. B/s Total Rs. 13,41,875; Goodwil158,750; Minority Interest Rs. 81,250; Capital Profits Rs, 95,000; Revenue
Profits Rs. 7,500; Unrealised Profit Rs. 1,875.

19.  The following are the Balance Sheets of Ping Ltd. and its subsidiary Pong Ltd.

Balante Sheet
as on 31st March, 1993
Ping Ltd. [ Pong Ltd. Ping Ltd. | Pong Ltd.
Rs. Rs. Rs. Rs.

Share Capital (Rs. 10 each) 10,00,000 | 4,00,000 | | Goodwill 60,000 20,000

General Reserve 1,50,000 — Machinery 7,00,000 2,70,000

Profit & Loss Account 1,42,000 60,000 Stock 1,80,000 90,000

Sundry Creditors 1,20,000 80,000 Sundry Debtors 2,60,000 1,20,000

Bills Payable 20,000 — Cash at Bank 40,000 22,000

Investment (24,000
Shares of Pong Ltd.
at Cost) 1,92,000 —
Bills Receivable — 15,000
14,32,000 | 5,40,000 14,32,000 5,40;000
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Prepare a Consolidated Balance Sheet after taking the following information into consideration.

(a) PingLtd. acquired the Shares in Pong Ltd. on 1st October, 1992. Profit and Loss Account in the books of Pong
Ltd. showed a debit balance of Rs. 20,000 on 1st April 1992. (b) The bills payable in Ping Ltd. represented Bill
issued in favour of Pong Ltd. which company got Bills of Rs. 5,000 discounted. (c) Included in the stocks of
Pong Ltd. are goods of the value of Rs. 20,000 which were supplied by Ping Ltd. at cost plus 25%.

Ans. Total Balance Sheet Rs. 17,41,000; Capital Reserve Rs. 40,000; Minority interest (40%) Rs. 8,000

20. A Ltd. acquired the whole of the share in B Ltd. as at 1st July 1993 at a total cost of Rs. 5,60,000. The Balance
Sheet at 31st December, 1993. when accounts of both the companies were prepared and audited were as

follows:

Balance Sheet of A Ltd.

as at 31st December. 1993
Rs. Rs.
Share Capital: Land and Buildings 5,15,000
Share of Rs. 50 each 7,50,000 Plant and Machinery 1,50,000
General Reserve 4,75,000 Investments 5,60,000
Profit & Loss Account 4,00,000 Debtors 1,40,000
Creditors( x) 75,000 Stock (y) 1,70,000
Cash at Bank 1,65,000
17,00,000 [ 17,00,000

(x)  Includes Rs. 30,000 for purchases from B Ltd. on which the latter company made a profit of Rs. 7,500
(y) Includes Rs. 15,000 stock purchased from B Ltd. part of Rs. 30,000 purchases.

(z) Includes Interim Dividend at the rate of 8% from B Ltd.

Rs. Rs.

Share Capital:
Share of Rs. 5 each 2,50,000 Land and Buildings 1,50,000
General Reserve as at 1-1-93 10,000 Plant and Machinery 1,35,500
Profit and Loss Account 1,80,000 Stock 1,01,000
Creditors 80,500 Debtors 79,000
Cash at Bank 55,000
5,20,500 [ 5,20,500

Note. The Balance on Profit and Loss Account at 1st January, 1993 was Rs. 1,40,000
Make the necessary adjustments and show a Consolidated Balance Sheet as at 31st December, 1993.
Ans. [Total of Balance Sheet Rs. 17,56,750]

21.  On 31 st December, 1993, A Ltd. acquired 1,600 Equity Shares of Rs. 100 each in B Ltd. The summarised
Balance Sheets of A Ltd. and B Ltd as on that date were as under:
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A Ltd. B Ltd. ALt B Ltd
Rs. Rs. Rs. Rs.
Capital : Land and Buildings 1,50,000 1,80,000
5,000 Equity Shares of Plant and Machinery 2,40,000 1,0.9,000
Rs. 100 each 5,00,000 — Investments in B Ltd.
2,000 Equity Shares of at cost 3,40,000 —
Rs. 100 Each 2,00,000 Investments in B Ltd.
Capital Reserve — 11,20,000 at cost 3,40,000 —
General Reserve 2,40,000 — Stock 1,20,000 36,000
Profit and Loss Account 57,200 36,000 Sundry Debtors 44,000 40,000
Bank overdraft 80,000 — Cash and Bank Balances 14,500 8,000
Bills Payable including Bills Receivable including
Rs. 4,000 to A Ltd. — 8,400 | | Rs. 3,000 from B Ltd. 15,800 —
Creditors 47,100 9,000
9,24,300 | 3,73,400 9,24,300 3,73,400

You are supplied the following information:

@)

(ii)

B Ltd. had made a bonus issue on 31st December, 1993 of one Equity share for every two shares half by its
shareholders. Effect has yet to be given in the account for this issue.

The directors are advised that Land and Buildings of B Ltd. are undervalued by Rs. 20,000 and its Plant and
Machinery are overvalued by Rs. 10,000.

@iii))  Sundry Creditors of A Ltd. include Rs. 12,000 due to B Ltd.
You ae required to prepare the consolidated Balance sheet as on 31st December, 1991 together with the
adjustment worksheet.
Ans. Total of Balance Sheet Rs. 9,99,000; Goodwill Rs. 47,200; Minority Interest Rs. 73,200]
22.  Prepare Consolidated Balance Sheet in the books of H. Co. Ltd. from the following Balance sheets of H Co. and
S Co. and gives information:
Balance Sheet
as on 31st Mach 1995
Liabilities H Co. S. Co Assets H. Co. S. Co.
Rs. Rs. Rs. Rs.
Pref. Share Capital 2,00,000 40,000 Goodwill 80,000 60,000
Eq. Share Capial of Rs.100 Land and Building 4,00,000 2,60,000
each 8,00,000 | 4,00,000 Plant and Machinery 3,20,000 1,80,000
General Reserve as on Debtors 40,000 1,50,000
1-4-94 2,00,000 [ 1,20,000 | | Stock 2,00,000 1,80,000
Profits and Loss Account 2,80,000 | 1,80,000 3,000 shares in S Co.
Creditors 1,60,000 | 1,00,000 purchased on 30-9-94 4,80,000
Bills Payable — 40,000 Cash at Bank 1,20,000 40,000
Pre-Expenses — 10,000
16,40,000 | 8,80,000 16,40,000 8,80,000
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Information

(1)  Profit and Loss A/c of S Co. showed a credit balance of Rs. 1,00,000 on 1st April, 1994.

(2) A Dividend of 15% was paid by S Co. in October 1994 for the year ended 31st March 1994 which was
credited to Profit and Loss A/c of H Co.

(3) Included in creditors of s Co. s. 40,000 for goods supplied by H Co. Also included in the stock of S Co. are
goods to the value of Rs. 16,000 which were supplied by H Co. at a profit of 25% on sales.

(4) Plant and Machinery were revalued at Rs. 3,00,000 which stood in the books at Rs. 2,00,000 in the beginning.

(5) There is contingent liability of Rs. 2,000 for a pending suit in the court in the books of H Co.

Ans. Consolidated B/S Total Rs. 20,82,000; Cost of Control (Capital Reserve) Rs. 1,03,125; Minority Interest
Rs. 1,96,250

23.  The Balance Sheets of H Co. Ltd. and its subsidiary S Co. Ltd. as on 31st March 1993 are as follows:

Liabilities H Co. S Co. Assets H Co. S Co.

Rs. Rs. Rs. Rs.

Pref. Share Capital 1,00,000 — Land 3,56,000 70,000

Equity Share Capital Rs. 100 Properties 3,76,000 40,000

fully paid 5,00,000 | 1,50,000 Plant and Machines 1,40,000 91,300

General Reserve 3,40,000 6,000 Investments in 1200 Shares

Profit and Loss Account 3,60,000 | 1,08,000 of S Co. on 1-4-1992 1,80,000 -

Creditors 1,00,000 44,150 | [ Stock 1,36,000 50,600

Bills Payable — 24,150 Debtors and Cash 2.12,000 80,400

14,00,000 | 3,32,300 14,00,000 3,32,300
The other informations given are :

(a)  Profit and Loss Account of H Co. includes an interim dividend of 10% received from S Co.

(b)  On 1-4-1992 Profit and Loss Account of S Co. stood at Rs. 77,500 and General Reserve at Rs. 3,000. Also H
Co. revalued Plant and Machinery of S co. at the time of purchase of shares by Rs. 20,000 more than its book
value.

(¢) Stock of H Co. includes Rs.8,000 of stock at cost purchased from S Co. Further Debtors of S Co. includes
Rs. 24,000 for sales to H Co. on which S Co. at the time of purchase of shares by Rs. 20,000 more than its
book value.

(d) S Co. made a bonus issue during the year out of Pre-acquisition Profits for Rs. 60,000 not recorded in the
books.

Prepare Consolidated Balance Sheet.

Ans. Consolidated Balance Sheet (Total) Rs. 15,46,300; Pre-acquisition Profit Rs. 1,00,500 Post-acquisition Profit
Rs. 33,500; Minority Interest Rs. 56,800 Capital Reserve Rs. 20,400

24.  The following are the balance sheet of RM Ltd. and its subsidiary GM Ltd. as at 31 st March, 1991:
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Liabilities RMLtd. |GMLtd. | Assets RM Ltd. | GM Ltd.
Rs. Rs. Rs. Rs.

Fully paid equity shares Machinery 3,90,000 | 1,35,000
of Rs. 10 each 6,00,000 |2,00,000 | Furniture 80,000 | 40,000
General Reserve 3,40,000 | 80,000 80% Shares of GM Ltd. at cost | 3,40,000 -
Profit and Loss Account 1,00,000 [ 60,000 Stock 1,80,000 | 1,20,000
Creditors 70,000 [ 35,000 Debtors 50,000 | 30,000
Cash at Bank 70,000 | 50,000

11,10,000 |3,75,000 11,10,000 | 3,75,000

The following additional information is provided to you :

(1)  Profit and Loss Account of GM Ltd. stood at Rs. 30,000 on 1st April, 1989 whereas General Reserve be
remained unchanged since that date.
(i) RM Ltd. acquired 80% shares in GM Ltd. on 1st October 1989 for Rs. 3,40,000 as mentioned above
@ii)) Included in Debtors of GM Ltd. is a sum of Rs. 10,000 due from RM Ltd. for goods sold at a profit of 25%
on cost price. Till 31st March, 1990 only one half of the goods had been sold while the remaining goods were
lying in the godows of RM Ltd. as on that date.
Prepare Consolidated Balance Sheet as at 31st March, 1990. Show all calculations clearly.
Ans. Consolidated Balance Sheet (Total) Rs. 12,14,000; Minority Interest Rs. 68,000; Cost of Rs. 80,000; Pre
acquisition Profits Rs. 1,25,000 and Post-acquisition Profits Rs. 15,000
25. From the following data prepare the consolidated balance sheet of a group of companies.
Balance Sheet
as on 31st December. 1993
X Ltd. YLtd. | ZLtd X Ltd. Y Ltd. | ZLtd.
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 7,000 Investment (at cost)
Profit and Loss Share in Y Ltd. 85,000 — —
Account 16,000 2,000 5,100 Shares in Z Ltd. 18,000 — —
Z 1td. Balance 3,300 — — Share in Z Ltd. — 53,000 —
Sundry Creditors 7,000 5,000 — Stock in trade 12,000 — —
X Ltd. Balance — 7,000 — Y Ltd. Balance 8,000 — —
Sundry Debtors 18,300 16,000 (31,500
X-Ltd. Balance — — —
1,69,300 | 1,24,000 | 72,300 1,69,300 | 1,24,000 |72,300

Notes regaining X Ltd. and subsidiaries of X Ltd.
The Shares Capital of all companies is dividend into shares of Rs. 100 each (2) X Ltd. held 750 shares of Y

@)

Ltd. (3) X Ltd. held 150 shares of Z Ltd. (4) Y Ltd. held 400 shares of Z Ltd. (5) All the investment ere made

on 30-6-1993.
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(6)  On the date of purchase of shares in subsidiary Companies the position was as follows:
Y Ltd. 7 1td.
Reserve Fund Rs. 9,000 6,000
Profit and Loss Account Rs. 1,000 840
(7) Dividends have not been declared by any company during the year ended 31-12-1993 and neither are any
proposed.
(8) The whole of the Stock in trade of Y Ltd. as on 30-6-93 (Rs. 4,000) was later sold to X Ltd. for Rs. 4,400 and
remained unsold as on 31-12-1993.
(9) Included in the Current Account of Y Ltd. is an amount of Rs. 320 being interest credited to X Ltd.
Ans. Total of Balance Sheets Rs. 2,09,573; Goodwill Rs. 10,573; Minority Interest Y Ltd. Rs. 30,050 and Z Ltd.
Rs. 6,025
26. The following are the summarised balance sheets of H Ltd and S Ltd as on 31st March 1993.
Liabilites H Ltd. S Ltd. || Assets HLtd S Ltd.
Rs. Rs. Rs. Rs.
Authorised and issued Fixed Assets (Net) 5,50,000 | 4,40,000
Share Capital: 15,000 Equity Shares
Equity Share of Rs. 10 each 6,00,000 {2,00,000 of S Ltd. at cost 3,30,00 —
7% Pref. Shares of 1,20,000 Preference Shares
Rs. 100 each —{1,60,000 of S Ltd. at Cost 1,20,000 —
General Reserves 1,00,000 | 80,000 Rs. 10,000 6% Debentures
Profit and Loss Account 1,97,000 | 88,800 of S Ltd. at Cost 10,000 —
6% Debentures — | 40,000 Current Assets 2,91,000 | 2,886,800
Proposed Dividends:
On Equity Shares 60,000 [ 20,000
On Preference Shares — | 11,200
Debentures interest accrued — 2,400
Creditors 2,94,000 | 1,24,400
Total 12,51,000 |7,26,800 12,51,000 | 7,26,800
The following particulars are available:
(a) The general reserve of S Ltd. as on 31-3-92 was Rs. 80,000
(b) H Ltd. acquired the shares cum dividend in S Ltd. on 31-3-93
(c)  The balance of Profit and Loss Account of S Ltd. is made up as follows:
Balance as on 31-3-92 56,000
Net Profit-year ending 31-3-93 64,000
1,20,000
Less : Provision for proposed dividends 31,200
88,800
(d) The balance of Profit and Loss Account of S Ltd. as on 31st March, 1992, is after providing for the preference
dividend of Rs. 11,200 and proposed equity dividend of Rs. 10,000 both of which were subsequently paid but
credited to Profit and Loss Account of H Ltd.
(e) No entries ahve been made in the books of H Ltd. for debentures interest due from of proposed dividend of

S Ltd. for the year-ended 31st-March, 1993.
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(f) S Ltd. has issued fully paid bonus shares of Rs. 40,000 on 31 st March, 1992 among the existing shareholders
by drawing upon the general reserve. The transaction has not been given effect to in the books of S Ltd. You
are required to prepare a consolidated balance sheet of H Ltd. and its subsidiary company S Ltd. as on 31st

March 1993.

27.  On 1stJuly, 1993 Bag Ltd. acquired 3,000 shares of Rs. 10 each of Tara Ltd. at Rs. 75,000 No balance sheet
was prepared at the date of acquisition. The Balance Sheets on 31st December, 1993 were as follows:

Bag Ltd.
Rs. Rs. Rs.
Authorised issued and Subscribed Land and Buildings 1,00,000
2,000 shares of Rs. 100 each Capital 2,00,000 || Less : Depreciation 10,000 90,000
General Reserve 30,000 || Plant and Machinery 2,50,000
Profit and Loss Account Less : Depreciation 80.000 | 1,70,000
Balance on 1-1-93 40,000 Stock in Trade 10,000
Profit for 1993 50.000 Investment in shares of
90,000 || Tara Ltd. at cost 75,000
Sundry Creditors 45,000 || Sundry Debtors 10,000
Cash and Bank Balances 10,000
Total |3,65,000 Total [3,65,000
TaraLtd.
Rs. Rs.
Authorised issued and Subscribed Sundry Debtors 60,000
Capital 2,000 shares of Rs. 10 each 50,000 || Stock in trade 40,000
General Reserve 20,000 || Cash and Bank Balances 15,000
Profit and Loss Account: Rs.
Balance on 1-1-93 10,000
Profit for 1993 25.000 35,000
Sundry Creditors 10 000
Total | 1,15,000 Total | 1,15,000

Prepare a consolidated balance sheet as on 31st December, 1993, showing the details of capital profit, current

profit, minority interest and goodwill.[I.C.W.A.]
28.  The following are the Balance Sheet of two Cigarette Co. as at 1st March, 1993.

Balance Sheets

Union Ltd.

Rs.

Capital (2) 1,00,000
General Reserve 24,00,000
Profit and Loss Account @) 12,90,000
Bills Payable 1,50,000
Sundry Greditors ) 33,50,000

1,71,90,000

(2)
(h)
@

—

Hind Ltd.
Rs.
30,00,000
5,00,000
4,40,000
8,00,000
47",40,000
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Goodwill 20,00,000 4,40,000
Land and Buildings 24,00,000 10,00,000
Plant and Machinery 52,00,000 (b) 19,00,000
Investment (a) 28,80,000
Stock (c) 14,00,000 5,00,000
Debtors (d) 24,00,000 5,60,000
Bills Receivable — () 1,00,000
Cash and Bank Balance 9,10,000 (t) 2,40,000
1,71,90,000 47,40,000
Prepare a Consolidated Balance Sheet taking into account the following particulars, detailed working being
shown therein or on a separate statement.
(a)  The investment consist of 2,40,000 Shares of Rs. 10 each fully paid in Hind Ltd. which were acquired to
Rs. 11,60,000 and Rs. 20,40,000 respectively which should be taken in the consolidated balance sheet.
(¢)  Stocks include goods which cost Union Ltd. Rs. 4,80,000 but which were received from Hind Ltd. its cost
being Rs. 4,41,600.
(d) Debtors include: (I) Loan of Rs. 60,000 to Hind Ltd. and (ii) Dividend of Rs. 24,0,000 form Hind Ltd.
(e) Bills Receivable, all accepted by Union Ltd. were for Rs. 1,50,000 of which Bills for Rs. 50,000 had been
discounted, but not yet matured.
(f)  Cash and Bank balances of Rs. 2,40,000 were .arrived at after sending a cheque for Rs. 60,000 is repay the
loan of Union Ltd. which however, had not been received by 31 st March, 1994.
(g) Capital of Union Ltd. consists of 20,000 6% Preference Shares of Rs. 100 each and 8,00,000 Equity Shares of
Rs. 10 each; capital of Hind Ltd. consists of 3,00,000 Equity Shares of Rs. 10 each.
(h)  General Reserve of Hind Ltd. was Rs. 4,00,000 on 1st April, 1993.
(i)  Details of Profit and Loss Account are:
Union Ltd. Hind Ltd.
Rs. Rs.
st April, 1993 1,60,000 1,20,000
9,50,000 3,20,000
11,10,000 4,40,000
Dividend Receivable from Hind Ltd. 2,40,000 —
13,50,000 4,40,000
Less : Interim Dividend on Preference Shares — 60,000
12.90.000 __4.40.000
(1)  Sundry Creditors include Rs. 3,20,000 due to Hind Ltd. for goods supplies.

Hind Dividend.Rs. 3,00,000 should be treated as Rs. 75;000 from Pre-quisition profits and Rs; 2,25,000 from
Post-acquisition profits.
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29. The following are the Balances in the Books of three companies as on 31st December, 1992.
Red White Blue Red White Blue
Ltd. Ltd. Ltd. Ltd. Ltd Ltd.
Credit Balance: Rs. Rs. Rs. Debit Balance: Rs. Rs. Rs.
Trading Profit 60,000 20,000 12,000 Directors Fees 4,000 3,000 2,000
Equity Share Interim Equity
Capital (Rs. 10) 3,00,000 1,20,000 60,000 Dividend paid 15,000 — 3,000
9% Preference Preference Dividend
Share Capital (Rs.10) — — 40,000 for 1992 paid — — 3,600
Profit & Loss A/c Investment in White Ltd.
(b/f) 12,000 14,200 6,200 (at Cost) 1,00,000. — —
Share Premium — 30,000 — Investment in Blue Ltd.
General Reserve 40,000 18,000 30,000 (at Cost) — 60,000 —
Creditors 28,000 17,800 15,800 Other Assets 3,21,000 1,57,000 1,55,400
4,40,000 2,20,000 | 1,64,000 4,40,000 | 2,20,000 | 1,64,000
Proposed Final Proposed Final
Dividend 10% 12% 8% Dividend 10% 12% 8%

White Ltd. was formed in 1989, Red Ltd. and Blue Ltd. subscribing at par for two-third and one-third
respectively of the issued share capital.

In June, 1992 these two companies took up additional shares in white Ltd. in the same proportion at a Premium
of Rs. 10 per share, ranking pari-passu with the existing shares, to provide. White Ltd. with the exact amount
of funds to acquire, as on 1st July 1992 the whole of the issued equity share capital of the Blue Ltd. ex-1992.
Interim Dividend, no part of the preference capital was acquired.

Blue Ltd.’s interim equity dividend of Rs. 3,000 was paid out of the pre-acquisition profits.

You are required to prepare the Consolidated Balance Sheet of Red Ltd. as on 31 st December 1992 (Show
Workings)

Ans. Total of Balance Sheet Rs. 6,33,400; Minority Interest Rs. 1,19600; Capital Reserve Rs. 31,050
30. On 1-1-1993 Beta Ltd. purchased 2,500 shares of Gama Ltd. on 31-12-1993. Alpha Ltd. purchased from
outside share dealers (other than Beta Ltd.) 2,500 of Gama Ltd. on the same date Alpha Ltd. purchased all the
shares of Beta Ltd. The Balance Sheet of the three companies as on 31-12-1993 were as follows:
Liabilities Alpha Beta | Gama | Assets Alpha Beta | Gama
Ltd Ltd Ltd Ltd Ltd Ltd
Rs. Rs. Rs. Rs. Rs. Rs.
Share Capital Investment:
(Rs. 10 per share) 1,50,000 |1,00,000 [ 75,000 Shares of Beta Ltd. 1,25,000 — —
P & L Account 1-1-93 10,000 8,000 | 5,000 Shares of Gamma Ltd. 38,000 42,000 —
Profit for 1993 20,000 16,000 | 10,000 [ Sundry Assets 32,000 92,000 | 9,000
Creditors 15,000 10,000 | 9,000
1,95,000 |1,34,000 | 99,000 1,95,000 (1,34,000 | 99,000
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Alpha Ltd.’s creditors include Rs. 4,000 due to Beta Ltd. and Gamma Ltd.’s Debtors include Rs. 2,000 due
form Beta Ltd.

Prepare Consolidated Balance Sheets as on 31-12-1993
Ans. [Rs. 2,38,000]

Hind (i) Minority Interest Rs. 30,000; Goodwill Rs. 21,000; Consolidated P & L Rs. 30,000
31. The Balance Sheets of H & Co. and S & Co. Ltd. as on 31 st December, 1992 were under

Liabilities H & Co. S & Co. Assets H & Co. S & Co

Ltd Ltd Ltd Ltd

Rs. Rs. Rs. Rs.

Paid up capital in shares of Goodwill 1,00,000 20,000

Rs. 10 each fully paid 5,00,000 |2,00,000 Fixed Assets 4,50,000 1,10,000

Reserves 1,50,000 — Current Assets 5,00,000 1,90,000

Profit and Loss P & L App. Account — 80,000
Appropriation A/c 1,70,000 —
Long term Liabilities 80,000 —
Current Liabilities 1,50,000 ]2,00,000

10,50,000  {4,00,000 10,50,000 | 4,00,000

On Ist January, 1993 H & Co. Ltd. purchased 75% of the shares of S & Co. Ltd. for the sum of Rs. 50,000 on Feb
I, 1993 H & Co. Ltd. paid a dividend at the rat of 10 per cent per annum for its preceding year. On 31st March,1 993.
S & Co. Ltd. issued debentures of the amount of Rs. 1,00,000 carrying interest @ 6% per annum payable half yearly.
H & Co. Ltd. subscribed for one-half of this issue. The results of the two companies for the year ended 31 st
December, 1993. were as follows, both companies having brought to account the accrued interest on debentures.

H & Co. Ltd. S & Co. Ltd.
Rs. Rs.
Gross Profit 3,20,000 1,00,000
Other Income 7,750
Income from Subsidiary 2,2,50
3,30,000 1,00,000
Expenses 2,00,000 1,20,000
Net Profit/Loss 1,30,000 (=) 20,000
The respective Balance Sheet as at 31 st December, 1993 were as follows:
Liabilities H Ltd. S Ltd. Assets H Ltd. S Ltd.
Rs. Rs. Rs. Rs.
Paid up Capital: Current Assets 4,89,250 1,65,000
(10 rupee shares) 5,00,000 | 2,00,000 Shares & Interest in
Reserves 1,50,000 — S & Co. Ltd 1,00,750 —
P & L App. Account 2,50,000 — Goodwill 1,00,000 20,000
Long term Liabilties 70,000 1,00,000 P & L. Account — 1,00,000
Current Liabilties 1,50,000 80,000
1T,20,000 | 3,80,000 11,20,000 | 3,80,000
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Ans.

You are required to prepare consolidated appropriation of profits accounts are consolidated Balance Sheet of
the two companies.

(1) Profit of H Ltd. Rs. 1,30,000; (ii) Loss of S Ltd. Rs. 20,000; (iii) Dividend paid by H Ltd Rs. 50,000 and
balance c/d Rs. 80,000; (iv) Consolidated Balance Sheet (Total) Rs. 12, 59,250; (v) Minority Interest
Rs. 25,000; Goodwill Rs. 80,000; Profit & Loss Account Rs 2,35,000.

a
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(2) Calculation of Pruchase Consideration

Shares in B Ltd. held by outsiders 4,500
Total number of shares to be issued in A Ltd. 63,000
(14 x 4,500)
Less Shares already held by them 40,000
Shares to be issued 23,000
Value of Shares (23,000 x Rs. 5) 1,15,000
(3) Calculation of Capital Reserve
Value of net assets taken over 8,30,000
Less Liabilities 6,00,000
2,30,000
Less Purshase 1,15,000
1,15,000
Less Cancellation of Shares (500) 42,857
Capital Profit 72,143
Less Loss on revaluation of Shares in B Ltd. 7,143
65,000
Balance Sheet of A Ltd.
as on 31.12.1990
Liabilities Rs. Assets Rs.
Share Capital B
Issued, Subscribed & Paid-up Capital Factory Shed 5,00,000

shares of Rs. 5 each fully

paid (of 3,00,000 the above 23,000 shares) Machinery 30,000
have been issued 50,000 Furniture 50,000
for consideration other than cash) 11,15,000 | Investments 70,000
2,500 Pref. shares of Rs. 100 each 2,50,000

Ilustration 5. (Amalgamation in the nature of Purchase)

X Ltd. goes into liquidation on 31st December, 1995 having assets appearing in the books as follows :

Works and Properties Rs. 45,000. Liquid Assets Rs. 5,000. Its liabilities are Rs. 10,000 and its capital (paid up)
Rs. 50,000. The assets are sold to a new company for Rs. 36,000 of which Rs. 25,000 paybale in shares of new
company of Rs. 10 each credited with Rs. 8 per share paid up and Rs. 11,000 in cash which were just suffice to pay
the liabilities and the cost of liquidation.

Make Journal Entries in the books of both companies.

X Ltd. &7 31 f3I%R, 1995 &7 999+ 81 17 o9 999 I9a Uiy 7 gwaRpr ofi—
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JH TAT I FHRMET 45,000 o TRel FHRTAT 5,000 o, FHDB! a=1aTRAT 10,000 o TAT Febell Goil 50,000
To ofl | FHREAT T g ¥ & 36,000 Bo H 99 &1 fF7H A 25,000 To 10 To & 6 To Febell 2T H oIl
11,000 o Tha H Sl SAGIRAT T FHO FY & Y & oy waie o |

ST BRIl @ geddi H§ gfafted! a9y |

[M.D.U.B. Com., 1980; K.U.K. B. Com. II April, 1996;
M.D.U.B. Com. IT April 1997 (modified) Kanpur M. Com. 1981]

Solution : Uo7 # faghar S#= &1 forgT 81 a1 71 & 31 Wi §91+ 1 ufaftedl &k | gd gt
FERIT ST | g &7 31X Asset side &1 30R BT &1 AT (P & L A/c Dr.) 81 ST fasban &= & 39
mRat & faaRa fear S |

Balance Sheet of X Ltd.
Rs. Rs.
Share Capital 50,000 | Works and Properties 45,000
Sundry Liabilities 10,000 | Liquid Assets 5,000

Profit and Loss A/c

(Balancing figure) 10,000

60,000 60,000

Note : T U9 F b1 wru= &1 frgt 7 e 81 a1 faenfda & gs g &d 999 fasbdr s#u &1 g
FTHR W HE Bl S DRl ARy |

In the Books of X Ltd.
JOURNAL ENTRIES
Rs Rs
Realisation A/c Dr. 50,000
To Works & Properties A/c 45,000
To Liquid Assets A/c 5,000
(Being assets transferred to Realisation A/c
Transferee Co. A/c Dr. 36,000
To Realisation A/c 36,000
(Being purchase consideration settled)
Cash A/c Dr. 11,000
Shares in Transferee Co. A/c Dr. 25,000
To Transferee Co. 36,000
(Being purchase consideration received)
Realisation A/c Dr. 1,000
To Cash A/c 1,000
(Being payment of Cost of winding up)
Shareholders A/c Dr. 15,000
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To Realisation A/c

(Being loss on Realisation transferred to shareholder’s A/c)

Liabilities A/c Dr. 10,000

To Cash A/c
(Being payment of liabilities not taken over by New Company)

Share Capital A/c Dr.

To Shareholder’s A/c
(Being transfer of capital to shareholder’s A/c)

Shareholder’s A/c Dr.

ToP & L Alc
(Being Debit balance of P & L A/c transferred to Shareholder’s A/c)

Shareholder’s A/c Dr.

To Shares in Transferee Co.

(Being the shares distributed to shareholders)

50,000

10,000

25,000

473
15,000

50,000

10,000

25,000

Note : Cash received from transferee Company
Less Liabilities paid
Cash available for cost of winding up
In the Books of New Company
JOURNAL ENTRIES

= Rs. 11,000

= Rs. 10,000

=Rs. 1,000

Business Purchase A/c Dr.

To Liquidator of X Ltd.

(Being purchase consideration payable)

Works & Properties A/c Dr.
Liquid Assets A/c Dr.

To Business Purchase A/c
To Capital Reserve A/c (Balancing figure)

(Being assets of X Ltd. taken over by new company)

Liquidator of X Ltd. Dr.

To Cash A/c
To Share Capital A/c
(Being purchase consideration paid in the form of cash and shares in new

company)

36,000

45,000
5,000

36,000

36,000

36,000
14,000

11,000
25,000

Ilustration 6. (Amalgamation in the nature of merger)

R. Ltd. having a capital of Rs. 2,25,000 divided into 4,500 shares of Rs. 50 each (Rs. 40 paid up) and Reserve Fund
of Rs. 45,000 was absorbed by S Ltd. having a capital of Rs. 6,00,000 divided into 20,000 shres o Rs. 30 each (Rs. 25
paid up) and Reserve Fund of Rs. 1,00,000 on the term that for every three shares in the absorbed company, the
absorbing company was to give five shares partly paid at its orginal cost. Give Journal Entries in the books of

absorbing company and prepare its. Balance-sheet after absorption.
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R. Ltd. BT HISTIT S Ltd. §RT fhAT 7T : R Ltd. BT Yoil 2,25,000 To AT T 50 Bo dTel 4,500 3720 ¥ fawed
off, Ui 3T 40 o FHId o | T B FaT BIY 45,000 o AT | S Ltd. BT 372 Yoil 6,00,000 To BT il I b
30 o drel 20,000 3721 H fawa off | Ul 37T 25 Bo FebTd U | A B FaI BN 1,00,000 To AT | HIISAIT Bl
o I8 ol b o1 Bl o1 AfAeTa= §aT & SFD I 372 & dael H hall Dl bl U 3P YA §Y
5 37 Hel AN WR &1 USH | AT BIFT dlel ¥ bl GRIbl H STiel oI BHIfSTY Td Hfdera & ggare bl

BT 3w fagr a98v |

Solution : %3 UfA%Hd (Purchase consideration) @1 0T f74 UBR | &1 SIY |

(D 3 Shares of R Ltd. = 5 shares of S Ltd.
For 3 Shares of R Ltd., Ltd. will give 5 Shares
therefore, for 4,500 Shares of R Ltd., S Ltd. will give

= M x 4500 = 7500 Shares of S Ltd.

Purchase Consideration = 7,500 Shares x Rs. 25 Per Share

= 1,87,500 (1)
In the Books of S Ltd.
JOURNAL ENTRIES
Rs. Rs.
Business Purchase A/c Dr. 1,87,500
To Liquidator of R Ltd. 1,87,500
(Being purchase consideration payable)
Sundry Assets Alc Dr. 2,25,000
To Business Purchase A/c 1,87,500 (1)
To Reserve Fund A/c (Balancing figures) 37,500
(Being the purchase of business of R Ltd. for Rs. 1,87,500 and Capital Reserve
being the balancing figure)
Liquidator of R Ltd. Dr. 1,87,500
To Share Capital A/c 1,87,500

(Being the payment of purchase Consideration in the form of Shares)

Note : It is a case of amalgamation in the nature of merger because the assets of transfer company are being
recorded at book values in the books of Transferee company and purchase consideration is being discharged by the

transferee company wholly by the issue of shares.

Balance Sheet of S Ltd.
Rs. Rs.
Share Capital :
Authorised and Issued Sundry Assets
27,500 Shares of Rs. 30 each 8,25,000 | (2,25,000 + 6,00,000) 8,25,000 (2)

Subscribed & Paid up
27,500 Shares of Rs. 30
each S. 25 paid up
including 7,500 Shares 6,887,500
For consideration other
than cash
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Reserve Fund 1,37,500

8,25,000 8,25,000

Note : 2 Finding out the amount of Sundry Assets by preparing Balance-Sheet.

Liabilities RLtd.[ S.Ltd. Assets R. Ltd. S. Ltd.
Paid up Capital 1,80,000| 5,00,000 Sundry Assets 2,25,000 6,00,00
Reserve Fund 45,000( 1,00,000 (Balancing figure)

2,25,000| 6,00,000 2,25,000 | 6,00,000

Note : Authorised, Subscribed and Issued Capital of S Ltd.
= 20,000 Shares + 7,500 Shares (Issued to R Ltd.)

= 27,500 Shares

JMT<IR® G401
(Internal Reconstruction)

T4 Ueh BT DI AT YR DI AT BISATSAT I ATHAT BT BIcll 3, Al U TR 31 Hepel I a4
TR B LT I B FFA B ARG GAFANT B aIHAl TSl B | HH-FH Tl HEft ff R i
FRON F AT GAFAI TR Fahdll & A1 ST 1 Fars wU | Feadl 2 |

Bl HFIl & GIRT U1 MGGl § B AT afg B & Yol TRa1 H gREc AT RS Bl ] 91/d 93,
3TTRAT oIl ofFaxi & 2 JRI& &, M<IRd YA HeaArdl 2 |

IR YA H UDHIHROl, Hderg= qAT a1ed GAFHAI BI Wi~ S BT 7 o FH9 fBg1 S 8 iR
9 € 99D FaA Pl [l 3 HHN D gRT I b1 ST & | A<IRep YA § A1 ¥ B AT<IRD
Rerfd @1 g7 AT #R1 3g ST B feIgSll § &1, I Yol H uRadH, sRERal & f¥eRl d gRad+
T BRI DY 3 Yol & gt fe F fHy S 2

Internal Reconstruction implies reorganisation of Capital structure of company which involves
Alteration of Share capital and reduction of Capital. Unlike amalgamation, absorption and external
Reconstruction there is no liquidation of any company nor does it involve the purchase of business
of a company by a new company or existing company. It is an attempt to improve the internal

structure of the company by resorting to alteration and reduction of share capital.
BRI BT ATIRD GAHOT @Il &1 el A fbar S 2 |
(i) 371 goil # gREd (Alteration of Share Capital)
(ii) 3T%T E[\Gﬁ H B (Reduction of Capital)

@ 391 E'Lﬁﬂﬁqﬁ?ﬁh (Alteration of Share Capital) : e m@ﬁﬁaﬁrs‘%ﬁm I I E‘RTST@@_CI
BM WR 37U UiE WHAE & Yol arad @l erdl 3 aRads SR Al B 9 {59 @awel g Bl
T 3T AR AT H U1 UT B foram ' [T T, 1956 ® 9RT 94]

(i) T Q\Trﬁ ¥ afg (Increase in Share Capital)

TGThT FI8R (Accounting Treatment)

37%T Yol H dfg B TR BRI D] GRID] H dgl ufaftedi 8l S 3@ &1 e 8 R $1 S g |
(i) 37 Yol T YehlehRYT (Consolidation of Shares)
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AR HH SATIH 1956 Bl G1RT 94 & AR HFA U HH o dTel =N DI 3feb oI drel 3720 4
UHATBRY] B Fhdll © | U] UDIBRU & UL AT & FFI H 7 A (Paid up amount) TAT &< T
(Unpaid amount) &1 34T A &1 =112 |

The only precaution to be taken is in respect of partly paid shares in which case the proportion between the paid up
and unpaid amount must be same after consolidation :

Ilustration. A company with a share capital of Rs. 2,50,00 dividend into 5,000 shares of Rs. 50 each on which Rs.
35 per share paid up decides to consolidate 10 equity shares of Rs. 50 each in to the equity share of Rs. 500 each.

Solution : After the consolidation, the company shall have the some capital of Rs. 2,50,000 divided in to 500 equity
shares of Rs. 500 each (Rs. 50 x 10) on which Rs. 350 (Rs. x 10) per share are paid up.

Accounting treatment : 9 @ Ufdfte 79 JHR BT ST |

Equity Share Capital (Rs. 50) Account Dr. 1,75,000

To Equity share Capital (Rs. 500) Account 1,75,000
(Being the consolidation of 5,000 shares of Rs. 50 each with Rs. 35 paid up with 500 equity shares Rs. 350 paid up
as per shareholders resolution in the general meeting held on .............. )
Share Capital (Old) A/c Dr.

To Share Capital (New) A/c
(iii) 3721 goll Bl fAHTRTT HRAT (Sub-Division of Shares)
Tdh HF I TS oI aTel 3R Bl HH Jod § fawifora axa o791 gon § gRad+ &R ol © |

The Sub-division of shares is just the opposite of consolidation of shares. The net effect of the Sub-
division is that a share holder becomes entitled to a proportionately larger number of shares of
smaller value in exchange for less number of shares of higher value.

Hlustration. A company with a share capital of Rs. 25,00,000 dividend into 10,000 shares of Rs. 50 each on which

Rs. 40 paid decides to split up one equity share of Rs. 50 each in to 5 equity shares of Rs. 10 each on which Rs. 8
per share are paid up.

Solution : After the sub-division of shares the company shall have the same capital of Rs. 5,00,000 divided into

(1,000 x 2) i.e. 5,000 shares of Rs. 10 each (50 + 5) on which Rs. 8 (40 + 5) per share are paid up. Accounting
Treatment (ARITHY FIER)

Accounting treatment :

Equity Share Capital (Rs. 50) Account Dr. 4,00,000

To Equity share Capital (Rs. 10) 4,00,000
(Being sub-division of 10,000 equity shares of Rs. 50 each, Rs. 40 per share paid into 50,000 equity shares of Rs. 10
each with Rs. 8 per share paid up as per shareholders resolution passed in the general meeting held on .............. )
Share Capital (Old) A/c Dr.

To Share Capital (New) A/c

(iv) QUIGTT 37211 B ICTd H YR BT AT T DI QUG H YR BT (Conversion of Fully paid up shares
in to stock and reconversion of stock in to fully paid shares)

Accounting treatment : (i) Conversion of fully paid shares in to stock
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Equity Share Capital A/c Dr.
To Equity Capital Stock A/c
(ii) For reconversion of Stock in to fully paid shares
Stock A/c Dr.
To Share Capital A/c

(v) 3 A 32 BT I BRD (Cancellation or Decrease of Unissued Capital)

T HFIAI AR HFIAT ST, 1956 B 94 UTGLTHl & 3T AT 372 Bl RE PHRep AU A Yoil H
FH B FH T |

Accounting treatment : 3I-IAT 3 B EIHIV A HHIN DI &< Yoil YHIAT TEN BIeil 7l H¥I PI YT
H @] Py gldfte & &I TG |

(I) 3re1 goft § &t (Reduction of Share Capital) : T 91 &#I-1 gRT (U1 371 Yofl H o o & forg
AR HFO1 ST, 1956 & aRT 100 9 105 # AU Ur@em=ii &1 ured &) 3fcdw Maad & | ol
feraforRaa 2 |

(i) 37 Ioft # & B & forg Hwue & sl # gaRen gF =1fRY |

(i) P D {ET ¥ U (IR Udd Ui fha S @Ry |

(iii) BFIN §RT UIRT ARy U1d &1 <A1 §IRT JIBRYN a1 S A2y |

39 Yol § S BT B = fafen §—

(i) 3T&< 3T Yol & IMAT B FAATH HIAT AT HH HIAT—

(Reducing the Liability in respect of uncalled or unpaid amounts)

=1 R # 37%1 goll WA & A R BIS Y9G 21 TS | Hael SETRAT §RT 31T Yoll Bl STIcd FHATG B
ST |

Accounting Treatment :

Share Capital (Old Partly paid up) A/c Dr. (with the paid up)
To Share Capital (New) A/c value of shares)
Note : In such a case paid up capital of the company will remain unchanged.
(ii) SMTTTIDT | 3AfAB 39T Yol TerenRal Hi arfdd w1
(Refund of excess Capital to Share holders)

T4 HFAl B U (T BT MBHR BIST B W AT HFIAT B AT 71 817 UR) 3MIeIdHhall A 37eH Yol &8l
STl & A1 SR STaeIehd] W 31edh Yol JETRAT B a1ty BRe AU Fobal Yol H HHI PR Adhhl o |

Accounting Treatment :

(a)  Share Capital (old) A/c Dr. (with total capital)

To Share holders A/c (with the amount to be refunded)

To Share Capital (New) A/c (with the balance of Capital after refund)
(b)  Shareholders A/c Dr. (with the amount to be refunded)

To Bank A/c
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(iii) Febell oIt BT FG |FT T AT
(Cancellation of such part of paid up capital which is not represented by Assets)

A & goll & U 91 B el gfaiifec SRkl gR1 981 81 RE BRI Yol § HHI R
Fah | Fifes Vi Reifay § et & oiell &1 arafds Hou 3t & <ifdhd Hoa A w9 &1 9rar 8 | v e
HRON | BT B |

() fuse a9t § AR 819 & R oY 1Y @ § sfde 99 81 9 |

(ii) JFARITIH FHARTT STH YRS Y, A, HHIRH, FOT031 Td R R B, a4 g @ &l sfde
Y IS BT AT A & HRYT 3faferRad 7 B |

(iii) FHIRMIT W T 8 7 @ © BRI GREIRRT Bl YIdd Jed (Book Value) 3d dRIfdd Hed I 3f0d
BIAT?

IS B |/ 9l A B B FHIEAT 2 A1 BRIl SO R & aR<Ifde Hed WR Q@ der o7l Bl

RIS oI UR A & ol Fobell Yoil H PR Fabell © 3R Yol Bl Bl DI R BT YA g=1ac] FHREAT Bl
JUfTREIT B & oIy Tl o= FRIRRI & 3ffdd Hed & IMuferRad a3+ & forg fha e |

AHTP IIER (Accounting Treatment)
(i) 5T 372l 1 3ifdbd g wer faar oy |

(When the face value of shares is changed)

Share Capital (Old) Account Dr. (Paid up value of old shares)
To share Capital (New) Account (Paid up value of new shares)
To Capital Redction A/c (With the difference)
OR

To Reconstruction A/c

(ii) ST9 372N T 3ifdhd Hed 9 TS Y |
(When the Face value of shares on reduction is not canged)
Share Capital A/c Dr.
To Capital Redction A/c
OR

To Reconstruction A/c

(iii) 1§ FGRI Ud FoTa=emRAl &1 Aeafd | S99 q1dl § HHI BT |

(Sacrifice made by creditors and Debenture holders towards capital reduction or Reconstruction)

Creditors A/c Dr.
Debentures A/c Dr.
To Capital Reduction A/c

(iv) QR ZROT031 B &l §U UTA DI SIRT BReb A Yol H HH HRA1—
(Issue of New debentures in excange for old debentures)
9% Debenturs A/c Dr. (Paid amount of old debentures)
To 10% Debentures A/c (Paid amount of new debentures)

To Capital Reduction A/c (With the difference)
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W) TRy B WTEFT (Revaluation of Assets)
TRl & qea H 9fg 89 W (Increase or Appreciation in the Value of Assets)

Assets A/c Dr. (with appreciation in the value of Assets)
To Capital Reduction A/c
OR
To Reconstruction A/c
(vi) BIFRIT T P FrafRrdl &1 SufeRad wra1—
(To write of Accumulates tosses and Fictitious Assets)
Capital Reduction A/c Dr.
To Profit and Loss A/c
To Discount on issue of Shares & Debentures A/c
To Preliminary expenses A/c
To Trade Marks A/c
To Patents A/c
To Goodwill A/c
To Assets A/c (excess of book value over real value)
(vii) AHTe SR 1 gaell BHR1—
(Provision for Contingent Liability)
Capital Reduction A/c Dr.
To Contingent Liability A/c
To Unsecurded Liability A/c
(viii) GOl Berdl W & U9 Bl (I D13 2) Yol Fad @ § eArRd & |
Transfer the balance of Capital Reduction A/c (if any) to Capital Reserve Account)
(ix) Capital Reduction A/c Dr.
To Capital Reserve A/c
Note : (i) Capital Reduction A/c is called Reconstruction Account or Reorganisation Account.
(i1) The Words “And Reduced” should be added to the name of the company, if the court so directs.
(iii) The total amount to be written off should not exceed the amount credited to Capital Reduction Account.

(iv) The amount written off in respect of fixed Assets under a scheme of internal reconstruction must be shown in
the Balance-Sheet for five years.

Ilustration 7. The following is the Balance-Sheet of Door Ltd. as on 31 st December 1995.

Rs. Rs.

Land 10,000

1,000 equity shares of Rs. 10 each 1,00,000 | Machinery 23,000
Furniture 6,800

Sundry Creditors 17,300 Stock 15,000
Debtors 7,000

Cash 500

Profit and Loss A/c 55,000

1,17,300 1,17,300

Following scheme was approved by the Court :

(a) The equity shars to be reduced to Rs. 40 per share.
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(b) Machinery to be written down to Rs. 15,000.

(¢) The Provision for Doubtful debts to be created Rs. 100.
(d) Land to be revalued at Rs. 14,200.

P ARG

Pass Journal Entries to give effect to the above arangement and prepare. Capital Reduction Account or Reconstruction

Account.

TITAT gRT =1 T Tfpa 3 TE—

(31) AT 37T BT 40 Bo Th HH B Gl |

@) 7T B TeTHR 15,000 To HR fIAT ST
() dferer IRl @ foTg 100 o B IRT 1T R |
(2) Y% BT T 14,200 To T AT & |

SWIFd @i & oy Siat ufaftcal 9915y do Yol [rar s1eran Ao @rdm - sy—
[B. Com IT K.U.K. Sept. 1996]

Solution : JOURNAL ENTRIES
Rs. Rs.
1995 Equity share capital (Rs. 100 each) Account Dr. 1,00,000
Dec. 31 To Equity Share Capital (s. 40) Account 40,000
To Capital Reduction Account 60,000
(Being reduction of equity share capital by Rs. 60,000 as per
scheme of reconstruction P & L and A/c)
Dec. 31 Land A/c Dr. 4,200
To Capital Redction A/c 4,200
(Being appreciation into the value of L and on revalution)
Dec. 31.  Capital Reduction A/c Dr. 64,200
To Plant and Machinery A/c 8,000
To Provision for Doubtful A/c 100
To Profit and Loss A/c 55,000
To Capital Reserve A/c 1,100
(Being amounts written off as per scheme of reconstruction and
balance of capital reduction A/c transferred to Capital Reserve A/c)
Capital Reduction Account
Dr. Cr.
Rs. Rs.
1995 | To plant and Machinery 8,000 [ 1995 | By Equity Share Capital A/c 60,000
Dec. 31 | To Provision for Doubtful A/c 100 | Dec. By Land A/c 4,200
To Profit and Loss A/c 55,000
To Capital Reserve A/c 11,00
64.200 [ 64.200




BT BT IRTHI 481

Ilustration 8. The following is the summarised Balance-Sheet of X Ltd. as on 31st March, 1997.

Rs. Rs.

2500 10% Comulative Pref. Goodwill 30,000
Shares of Rs. 100 each 2,50,000 Land and Building 2,70,000
50,000 Equity of Rs. 10 each 5,00,000 Plant and Machinery 2,00,000
Bills Payable 27,500 Stock 35,000
Debtors 65,000

Creditors 1,50,000 Cash at bank 17,500
Arrears of Preference Dividend Preliminary Expenses 10,000
Rs. 50,000 Profit and Loss A/c 3,00,000
9,27,500 9,27,500

The following scheme of reduction of capital was approved by the court and was given effect to :

(a) The existing 10% cumulative preference shares of Rs. 100 each are to be converted in to 14% redeemable
preference shares of Rs. 60 each.

(b) Arrears of Preference dividend are to be cancelled.
(c) The equity shares are to be reduced to Rs. 5 per share.
(d) Plant is to be written down by Rs. 10,000.

You are reqired to give journal entries to give effect to the above arrangement and to draw up the revised Balance-
Sheet.

RITAT F Yoll DI BHI & Axg H F=faRad s o Al 1, S AR & Tg—

(37) 100 To dTel TTHAM 10% FaT YAIHR 3 & 60 To dTel 14% fdwraeiia qaifder afe 3 uRafkia
HAT B |

(@) gaifeR AT @ 9HTan AR Bl I HIAT B |

() ATHRT 3TN B 5 %0 Th HH HIAT 2 |

(&) 9 BT 10,000 Fo TP 3ATIRIT BT & |

SR FIT AN B & 17 Maedd STel ufafteai oIy den \enfad forgt 913y |

Solution : JOURNAL ENTRIES
1997 Rs. Rs.
Mar. 31 Equity Share Capital (Rs. 10 each) A/c Dr. 5,00,000
To Equity Share Capital (Rs. 5 each) A/c 2,50,000
To Capital Reduction A/c 2,50,000

(Being Conversion of 50,000 equity shares of Rs. 10 each in

to 50,000 equity shares of Rs. 5 each as per the scheme of

reconstruction)

Mar. 31 10% Cumulative Preference Share Capital A/c Dr. 2,50,000

(Rs. 100 each)
To 14% redeemable Pref. Share Capital A/c 1,50,000
(Rs. 60 each)
To Capital Reduction A/c 1,00,000
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(Being Conversion of 2,500 10% Cummulative Pref. Shares of
Rs. 100 each in to 250014 % redeemable Preference shares of
Rs. 60 each as per scheme of reconstruction)

Mar. 31 Capital Reduction A/c Dr. 3,50,000
To Goodwill A/c 30,000
To Plant and Machinery A/c 10,000
To Preliminary Expenses A/c 10,000
To Profit and Loss A/c 3,00,000

(Being amount written off as per scheme of reconstruction)

Balance Sheet of X Ltd.
As on 31st march, 1997

Share Capital: Rs. | Fixed Assets : Rs.
Authorised : — Goodwill 30,000
Issued and Subsribed Less written off
250014% Redeemable Pref. Under Scheme of
Shares of Rs. 60 each fully paid up 1,50,000 | Reconstruction 30.000 Nil
50,000 equity shares of Rs. Land and Building 2,70,000
5 each, fully paid up 2,50,000 | Plant and Machiney 2,00,000

Less written of _10.000 1,90,000
Current Liabilities & Provision Current Assets, Loans and Advances:
Bills Payable 27,500 Stock 35,000
Creditors 1,50,000 Debtors 65,000

Cash at Bank 17,500

5,77,500 [ 5,77.500

QUESTIONS
1. AT Ud QIR0 H AR T BINIY | ThIhR0T B FaRel H fIsbal HFl & JRIdhi H Dld—bi Al
gfafted! &1 S 87

Distinguish between absorption and amalgamation. What Journal Entries are passed in the books of Vendor company
in the event of amalgamation?

2. FHFRT & THIpRY], AT Td GAFHE 3 Y a1 F9eRk] 87 $79H 1 AR 87 70 I Ied
EIN

What do you understand by Amalgamation, Absorption and Reconstruction? Distinguish between them, point out
their main objects.

3. GAHIOT | 3770 T FHSI ©° MR Yd dred GAFHI 3§ <R T DI | I§ Hd 3MaID Bl 87

What do you understand from reconstruction. Distinguish between internal and external reconstruction. When it is
necessary.
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4. TEH YT 14 B FFAR 5707 B UPA BT THIBROT TAT BT B THid BT THIDHROT B SR H HH1AT
& 99 $a gfihe &1 MU fow geRY fGar S1ar 2 | SSTERl Sa) FHEsy |

How is the purchase consideration determined between companies in case of amalgamation in the nature of purchase
and in the nature of merger as per Accounting Standard-14 ? Explain with examples.

5. QA | 3MTUBT AT 3T 87 THDI Hell—Hifd AASY AR AT B arell HF B KD DI a1
&R B U SHe @ gfaftedr siforg |

What do you mean by Absorption ? Explain fully and given Journal Entries to close the books of absorbed
company.

6. A HHMIT & UDHIHRV AT A o1 TR & 2 S H 1 A=<R 8 ? 39 & el B aui
P |

What do you mean by Amalgamation and Absorption of Companies? What is the difference betwee the two? Point
out their main objects.

7. f=feRea w fewforan fafag (Write short notes on the following)
(1) hy PIRLT| (Purchase Consideration)
(ii) IM<IR® Eﬁﬁ"ﬁw (Internal Reconstruction)

(iii) 3I=: H¥AT G (Inter Company Holdings)

@iv) Ao &) Wﬁf BT TDHIHIU (Amalgamation in the nature of merger)

(v) =g P Hcgpl?l BT THIHRT (Amalgamation in the nature of pruchase)
8. e udIexvl fafey qo e fafd § sxAaRer o arell Bl Bl gadl H @i ufaftedl g9y |

Give Journal Entries in the books of transferee company under the following conditions:

(i) The pooling of interest method,
(i1) The purchase Method.

PROBLEMS

(Amalgamation in the Nature of Merger and Purchase)

TRl

Q. 1. X Ltd. and Y Ltd. agree to amalgamate and form a new Company Z Ltd. which will take over all the assets and
liabilities of the two existing companies.

In the case of X Ltd. the assets and liabilities are to be taken over at book-value and allotment of five shares in Z Ltd.
of Rs. 10. at a premium of 10% for every 4 share in X Ltd.

In the case of Y Ltd :—

(i) The Debentures of Y Ltd. would be paid off by issue of an equal number of debentures in Z Ltd. at a discount of
10%.

(i1) The holders of 6% preference-shres of Y Ltd. would be allotted 4 (four) 7% preferece shars in Z Ltd. for every
5 (five) preference shares held in Y Ltd.

(iii) The equity share holders would be allotted sufficient shares to cover the balance on their accounts after adjusting
assets values by reducing plant and Macinery by 10% and providing 5% on Sundry debtors. Equity shares to Y Ltd.
were also issue at 10% premium.
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X Ltd. 3R Y Ltd. UHIBRUT B T2l ZLtd. & A9 H 8 B P RAT91 & T I8dd 81 8 | T8 s S
S I R @ TR U9 Sl b @Ne |

X Ltd. @1 Rgfa #, W=l vd <1fdc gae god W oy S 8k X Ltd. & (AR) 43720 & g Z Lid. &
10 o el (4ra) FHAT 10 Ufrerd Wifed W arafed fdg S |

Y Lid. & Rerfa 4 :

(i) Y Ltd. @ OS] &1 YA Z Ld. § aRER B T & 10% ROUAT 10% B R 99T & gR1 b
ST |

(ii) Y Ltd. & 6% & YaIOBR 37 & IARETRAT P YD (U79) 5370 & d8f ZLtd. B (AR) 4.7% YATEBR 372
gfed fpy SR |

(iii) T TERAT BT 9 A9 R & forv gafed T <79 dfed foy SR o1 f wwuikml 9§ 9 wive v
T D 10% A HH B @ 916 a1 fafde THERI W 5% &1 M IW- & 916 37l 8 Y Ltd. BT W

JAAT 372 10% WHTH R QU IR THIbror & fafd 1 X Lid. 3R Y Lid. & wferg fog 91 9eR 8—

(To Summarised Balance-Sheet of X Ltd. and Y Ltd. on the date of merger were as follows)

Liabilities X Ltd. Y Ltd. Assets X Ltd. Y Ltd.

Rs. Rs. Rs. Rs.

Eqity shares of Rs. 10 each 2,00,000 | 2,50,000 | Plant and Machinery 4,00,000 4,00,000

6% preference shares of Rs — | 1,50,000 | Stock 32,500 30,000

100 each

4% Debentures — | 1,00,000 | Sundry Debtors 47,500 25,000

Profit and Loss A/c 2,50,000 Cash and Bank balance 32,500 20,000

Contingency Reserve 25,000 Profit and Loss A/c — 70,000
Sundry creditors 37,500 45,000

5,12,500 | 5,45,000 5,12,500 5,45,000

Show the Entries in the books of X Ltd. and Y Ltd. and Z Ltd. in respect of the merger.

Ans : Purchase consideration: X Ltd. Rs. 2,75,000 Y Ltd. Rs. 2,88,750 Loss on Realisation 41,250. (X Ltd.) Balance
of Profit and Loss A/c of X Ltd after adjustment Rs, 1,75,000. Loss on Realisation Rs. 2,00,000 (Y Ltd.)

Q. 2. A Ltd. and B Ltd. agreed to amalgamate by transferring their undertakings to a new company A B Ltd. formed
for that purpose. On the date of transfer Balance-Sheet of two companies were as under:

A Ltd 77 B Ltd. THIHRY & foIU IgHd B T8 3R 31U ATUR Bl A B Lid. BT 99 fear | 59 fafY &1 g1
HA b g 9 TR §—

Liabilities A Ltd. B Ltd. Assets A Ltd. B Ltd.

Rs. Rs. Rs. Rs.

Authorised & Issued capital Sundry Assets 60,000 35,000
equity Sares of Rs. 10 each 75,000 25,000 | Freehold Property 3,000 —
5% Debetures — 3,000 | Debtors 18,000 1,000
Statutory Reserve — 2,000 | Investments 13,000 3,000
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Mortgage Loan Secured
on Freehold Property 5,000 — | Bank 10,000 2,000
Sundry creditors 4,000 10,000
Profit and Loss A/c 20,000 1,000
1,04,000 41,000 1,04,000 41,000

The Purchase consideration consisted of :

(i) The assumption of the Assets and Liabilities of both companies:

(i1) The discharge of the Debetures in B. Ltd. by issue of Rs. 3,500 6% debetures in A B Ltd.
(iii) The issue at a premium of Rs. 5 per Share of Equity Shars of s. 10 each in A B Ltd.

For the purpose of the transfer the assets are to be revalued as under:

A Ltd. B Ltd.

Rs. Rs.

Sundry Assets 65,000 35,000
Freeold Property 5,000 —
Debtors 17,100 4,500
Invstments 14,900 5,000
Goodwill 11,000 4,000

Write up the Realisation Account, the Shareholder’s Account and the Accounts of A B Ltd. in the books of A Ltd.

and B Ltd, to give effect to the above transactions and set out the Journal Entries necessary to open the books of A
B Ltd.

%I gfawa # = nfiaer an—

(i) QI HHAT @ FEORRT T IR DT TE0T HRAT |

(ii) B Ltd. & U931 & 951 A B Ltd. @ 3,500 $o dTel F0Tas T |
(iii) A B Ltd. & 10 %o dTel T 37 URY 37 5 Fo MfHH W FRIfAd & |
(iv) FHRTIT &1 SRR IR & oy ST 7 gaeaia fhar n—

A Ltd. B Ltd.

%o R o)

fafdy =R 65,000 35,000
higles TR 5,000 —
TR 17,100 4,500
faferamT 14,900 5,000
LI 11,000 4,000

A Ltd. T B Ltd. @1 G&IDHI H IIell T, IETRAT BT WA q2A A B Ltd. BT ST I8¢ TAT A B Ltd. B
gl H R gfdfed Hifor |
Ans : Purchase consideration: A Ltd. Rs. 1,14,000 Payable in 7600 shares of Rs. 15 each. B Ltd. Rs. 37,500 payable

in (2500 Shares of Rs. 15 each) Realisation Profit, A Ltd. Rs. 19,000, B Ltd, 9,500 Amalgamated Adjustment A/c
(Dr.) Rs. 2,000 Goodwill in the books of A B Ltd. Rs. 15,500.

(Amalgamation in the nature of-purchase)

Q. 3. The following are the Balance-Sheets of P Ltd. and Q Ltd. as at 31st December, 1997. These companies decide
to amalgamate and form a new company called as R Ltd.
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Liabilities P Ltd. Q Ltd. Assets P Ltd. Q Ltd.

Rs. Rs. Rs. Rs.

Equity Sares of Rs. 100 each Goodwill 37,500 12,500

Fully paid 1,00,000 | 1,25,000 | Buildings 45,000 40,000

Profit and Loss Account 40,000 Machinery 25,000 20,000

Buildings Fund 35,000 Patents 7,500 2,500
Accident Fund 5,000 Investments 32,500

Stock 27,500 35,000

Loan 10,000 35,000 | Debtors 32,000 61,500

Creditros 30,000 45,000 | Cash 13,000 1,000

Profit and Loss Account 32,500

2,20,000 | 2,05,000 2,20,000 2,05,000

The Scheme of amalgamation is as under :

(1) R Ltd. Shall take over all assets and liabilties (exclusing loan) of P Ltd. and the agreed value of Goodwill is
Rs. 50,000.

(ii) P Ltd. shall receive from R Ltd. as payment of purchase consideration, Rs. 10,500 in cash and the balance in fully
paid equity Shares in R Ltd.

(iii) P Ltd. Shall pay off its loan together with accured interest of Rs. 500;

(iv) All the liabilities and assets (excluding buildngs of Q Ltd. shall be taken overby R Ltd. for Rs. 37,500 to be paid
in fully paid equity Shares in R Ltd.

(v) Goodwill of Q Ltd. sall be treated as worthless for the purpose of amalgamation. Q. Ltd. realised building at a
profit of 25%.

You are required to show necessary ledger accounts to close the books of P Ltd. and Q Ltd.

UBHIBRYT BT IS 4 TR 8—

(i) R Ltd. P Ltd. &1 \ewd Wil gd SRl 1 (301 Bl BledR) @RI @AM Bl Jedid 50,000 ¥o TR
farar T B |

(i) P Ltd. R Ltd. ¥ %7 Uhd 39 UHR YT BN | 10,500 To he qAql Y Af¥ & oIy R Lid. H Y FHAT
37er (guies |

(iii) P Ltd. 319+ &1 G IF WR 500 To &b AfSid TSl Bl YA BHR Sl |

(iv) Q Ltd. @ A%< FHfrai iR SIf@ (Was &1 Bisax) 37,500 Bo H R Ltd. RT @I forg Simewt foraa
YA R Ltd. § U1 Febal {20 gIRT fbar g |

(V) TBIARYT & BT & foly Q Ltd. BT AR Hed B9 Tl ST | Q Ltd. = 9as Bl 25% A9 UR 9T | Y]
P Ltd. 3R Q Ltd. 1 Y& &< PRI & oY AP Wil fa@r & |

Ans : Purchase consideration: P Ltd. Rs. 2,02,500 (Cash Rs. 10,500; Share Capital Rs. 1,92,000) Q Ltd. Rs.
37,5000 given in gestion.)

Profit on Realisation P Ltd. Rs. 12,000; Q Ltd. Loss on Realisation Rs. 5,000.
Note: Q Ltd. & Hd= B R Ltd. §RT &I WIGT 7T & | 31 SHBI Wil e | @ g iR S9! s w=
10,000 To & M BT Ha+ WA A aell W (Realisation A/c) H RIFTIRT BT |

Q. 4. Balance sheet of R Ltd. and S Ltd. are as follows :
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Liabilities R Ltd. S Ltd. Assets R Ltd. S Ltd.
Rs. Rs. Rs. Rs.
Satres Rs. 10 each 1,25,000 75,000 | Building 37,500
250 8% Debentures of 25,000 — | Machinery 1,37,500 62,500
Rs. 100 each — | Stock 20,000 10,000
Statutory Reverse 10,000
Reserve Fund 32,500 — | Sundry Debtors 17,500 11,250
Dividend Equalisation Fund 5,000 —
Staff Providet Fund 3,750 — | Cash 3,750 1,250
Sundry Creditors 12,500 10,000
Profit and Loss A/c 2,500
2,16,250 85,000 2,16,250 85,000

It was decided to amalgamate the two companies and S R Ltd. to take over assets and liabilities of two companies.
Assets of R Ltd. (except building which was accepted at book-value) were valued at 10% less their book-values.
Both companies shall receive 5% of the net assets for goodwill. Total purchase consideration shall be paid by
S R Ltd. in Rs. 10 fully paid up Shares. For debentures of R Ltd. new debentures of similar amount were issued by
S R Ltd. Pass necessary Journal Entries to close the book of both companies and prepare the opening balance-sheet
of S R Ltd.

Authorised Capital of S R Ltd. was Rs. 12,50,000 which was divided into Shares of Rs. 10 each.

QI BT BT YDHIDHRYT B UR F1eed fbar 11| SR Ltd. 51 Q91 ST & STl Td ARl Bl of
o | w9 @1 BredR Sl b JR® eI W & WHR AT T o1, R Ltd. B FRRET 10% HH R Jedifdbd
DI TS | SFI AT BT ITD! Y& TR BT 5% AT S wU H 3T SN | TR B oI BT A
SR Ltd. RT 10 %o dTel Yulaxd 372l H fHA1 GG | R Ltd. & FOUAT H 98l S R Ltd. §RT I AR &
o frifAe fbg SITg | SHT SRl @l D] Bl g B @ oY Sid @ AP ol BIfTg Ud SR
Ltd. &1 YRS g ¥ 99187 | S R Ltd. @1 f&Ha 4ol 12,50,000 To off FI 10 To dTel 3720 H fawa off |

Ans : Purchase consideration : R Ltd. Rs. 1,65,375 S Ltd. Rs. 78,750.
Total of Balance Sheet of S R Ltd. 3,05,375.
Loss in Realisation R Ltd. Rs. 9625, S Ltd. Profit an Realisation Rs. 3,750; Amalgamated Adjustment A/c Rs. 10,000.

Q. 5. On Jan, 1986, X Ltd. and y Ltd. were amalgamated in to Z Ltd. as the basis of following Balance Sheets and
informations :

Liabilities X Ltd. Y Ltd. Assets X Ltd. Y Ltd.

Rs. Rs. Rs. Rs.

Authorised Captial : Goodwill 40,000 16,000

Ordinery Shares of Rs. 10 1,20,000 | 1,00,000 | Premises 25,000 30,000
each

Paid up Capital 1,12,000 87,500 | Plant 20,500 5,000

Creditors 2,500 3,000 | Stock 21,000 16,500

Reserve 4,000 6,000 | Debtors 11,500 20,000

Profit for 1985 5,500 2,000 | Cash 6,000 11,000

1,24,000 98,500 1,24,000 98,500
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It was agreed that in respect of both the comapnies 10% should be written off premises and 5% should be provided
for doubtful debts. Goodwill was to be valued at three year’s purchase of the last two year’s average annual profits
(the profits during 1984 were Rs. 6,500 for X Ltd. and Rs. 3,000 for Y Ltd.) Pass the necessary Journal Entries in
the books of Z Ltd. and prepare its opening Balance-Sheet.

e fRed fear wa fé aF1 > & a1 § 10% 89 fBa1 S1g | arened kol & oy 5% Fo a9
ST | I BT qediehb &1 gu1 & 3MAd A1¥ D A9 [ B R IR AP ok DIy a2 Rerfer faavor
ERIE [B. Com II M.D.V. 1987 Modified]

Ans : Purchase consideration for X Ltd. Rs. 96,425 and for Y Ltd. Rs. 83,000. Goodwill X Ltd. Rs. 18,000 and
Y Ltd. Rs. 75,000 Loss on Realisation X Ltd. Rs. 25,075 Y Ltd. Rs. 12,500. Total of Balance-Sheet of Z Ltd.
Rs. 1,84,925.

Q. 6. The following are the Balance-Sheet of P Ltd. and Q Ltd. as at the date of amalgamation:

Liabilities P Ltd. Q Ltd. Assets P Ltd. Q Ltd.
Equity Shares of 3,00,000 78,000 | Goodwill 20,000 20,000
Rs. 10 each Freehold Property 90,000 26,000
Share Premium 300 — | Plant and Machinery 70,000 22,000
General Reserve 20,000 — | Stock 1,36,552 30,400

Debtors 51,700 19,000

Profit and Loss A/c 33,730 — | Cash at Bank 67,348 —

8% Debenture 70,000 Profit and Loss A/c — 27,200
10% Debentures 14,000
Bank overdraft — 1,200
Creditors 11,570 51,400

4,35,600 | 1,44,600 4,35,600 1,44,600

The two companies decided to amalgamate and form a new company ‘R Ltd’. with an authorised Share capital of
Rs. 5,00,000 divdied in to equity shares of Rs. 10 each. The following terms were agreed pon:

In Case of P Ltd. :
(i) The new company of take over all assets and liabilities at book-values;

(ii) The new Company to issue 6 equity Shares of Rs. 10 each fully paid for every 5 Shares in P Ltd. and to pay
Rs. 2,000 in cash, and.

(iii) The debenture-holders were to be allotted such 7% debetures in the new company as would bring the same
amount of interest to them.

In Case of Q Ltd. :
(i) The New Company to takeover all assets and liabilities at book values;

(i1) The New Company to issue on equity Share of Rs. 10 each fully paid for every 3 Shares in Q Ltd. and to Pay Rs.
1,000 in cash; and.

(ii1) Thd debeture holders were to be allotted such 7% debentures in the company as would bring the same amount
of interest to them. Calculate the purchase consideration payable to P Ltd. and Q Ltd. and prepare necessary
accounts in the books of these companies. Also draw up the balance-sheet of new company.

QI HHRT & YhIbRY BT F07g o 3R R Ltd. & M A U 715 ST Bl A7 fban f[Sraa! tfdred
ISl 5,00,000 Fo 10 Bo dTel 37201 H A9 811 | Upia_vT & |weg 3 JrufeiRad el a9 83 |




T BT URFATI 489
P. Ltd. &t Reafa 4 :

(i) TS H¥N AR TR d 1@l B gRId Jod IR e |

(ii) 8 BN PLtd. & AP 53T & oY 10 o aTel 6 Yoiad 37 AT BN T21 2,000 To Tha Il -
3R

(iii) FEOraE eTRAT BT T HHAT H 3 AR B 7% FogH srEfed fhy S0 9 S92 g drell &
T |

QLtd. & Raafa # :

(i) 5 HF [T TR T1 SR JRId o UR ot |

(i) TS H¥N Q Ltd. & U 3 32 & Y 10 Bo aTell Yeb Yol Fabell 3720 AT Bl dorm 1,000 Bo g
|

(iii) OIS eRAT DI 70% =TT Tl VF Foras QU SR fh S Ugel oIl =TS UTd &1 I |

P Ltd. 3R QLtd. BT T HI—UfIha B! AU DI AT 71 Gl BRI Bl YTl ¥ T Wl I8¢ |

75 1 BT g Ff IR I |

Ans : Purchase Consideration : P Ltd. Rs. 3,62,000 Q Ltd. Rs. 27,000 Profit on Realisation to P Ltd. Rs. 7,970;
loss on Realisation to Q Ltd. Rs. 23,800. Total of Balance-Sheet of R Ltd. Rs. 5,48,970 (after payment of Bank-over
draft)

Note : It is an amalgamation in the nature of purchase because the debentures of the transferor company are being
recorded at revised values in the books of transfere compay. (3)

8
(i)  Debentures interest in case of P Ltd. 70,000 x 100 = Rs. 5600

600
Amount of New 7% Debetures in order to maintain the same amount of interest = = x 100 = Rs. 80,000

10
(i)  Debetures interest in case of Q Ltd. = 14,000 x 100 = 1400

Amount of new Debentures = 0 x 100 = Rs. 20,000

(2) Purchase consideration

P Ltd. Q Ltd.

Rs. Rs.

Share Capital g x 30,000 x 10 3,60,000 % x 7,800 x 10 26,000
Cash 2,000 1,000
Total purchase consideration m 27,000

Problem 7. X Ltd sells its business of Y Ltd. as on March 31 st, 1982 on which date its Balance-Sheet was an
under :

Rs. Rs.
Paid up Capital Goodwill 30,000
1,200 shares of Rs. 100 each 1,20,000
Investment Allowance Reserve 10,000 Building 90,000
Reserve Fund 20,000 Furniture 49,800
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Profit and Loss A/c 12,000 Stock 21,000
Debentures 60,000 Bill Receivable 2,700
Sundry Debtors 16,500

Sundry Creditors 18,000 Cash at Bank 30,000
2,40,000 [ 2,40,000

Y Ltd. agreed to take over the assets (exclusive of cash and goodwill) at 10% less then the book-values, to pay
Rs. 45,000 for goodwill and to take over the debentures, trade liabilities. The purchase consideration was to be
discharged by the allotment to X Ltd. of 900 shares of Rs. 100 each at a premium of Rs. 10 per share and the balance
in cash. The cost of liquidation amounted to Rs. 1,800. Show the necessary accounts in the books of X Ltd. and pass
entries recording the transactions in the books of Y Ltd.

Y Ltd. 1 9 FHRET Bl (RIS Ud =M BT BledR) YD Jod A 10% $H W o Bl AT 45,000 o
@I & oIy q1 FoaAl JT ARG 1@ DI of - BT FHSIdT (BT | a1 Ufdhel &l I X Lid.
DI 100 o dTel 10% WNATH TR 900 A3 3MM&fET B B MR Y Tehea YIA B | FHAUT I 1,800 Bo
gaTl

Ans. Purchase consideration Rs. 1,29,000 in shares Rs. 99,000 and in cash Rs. 30,000 Amalgamated Adjustment A/c
Rs. 10,000 Loss an Realisation Rs. 4,800 Goodwill in the books of Y Ltd. Rs. 45,000.

Note : (i) It has been assumed that liquidation expenses are borne by X Ltd.
(i1) Bank balance is not be transferred to Realisation A/c as this asset has not been taken over by Y Ltd.
(iii) It is the case of amalgamation in the nature of purchase.

Problem 8. Amalgamation in the nature of purchase the position of P Ltd. And Q Ltd is as follows:

Liabilities P Ltd. Q Ltd. Assets P Ltd. Q Ltd.
Rs. Rs. Rs. Rs.
Nominal capital Fixed assets 6,00,000 10,00,000
shares of Rs. 10 each 10,00,000 ]20,00,000 | Debtors 3,00,000 1,80,000
Issued Capital : Stock 4,00,000 3,20,000
Shares of Rs. 10 each
fully paid 10,00,000 | 14,00,000
Statutory Reserve 12,500 Goodwill 2,00,000 3,50,000
5% Debentures 3,00,000 — | Cash at Bank — 2,50,000
Creditors 5,00,000 | 4,00,000 [ Profit and Loss A/c 3,12,500
Profit and Loss A/c — | 3,00,000
18,12,500 (21,00,000 18,12,500 21,00,000

Q Ltd. agreed to absorb P Ltd. on the following terms :

(i) The shares in P Ltd. are to be considered as worth Rs. 850 and the shares in Q Ltd. worth Rs. 12.50.
1

(i1) The purchase consideration as in (i) above to be paid gth in cash and the balance in shares in Q Ltd.

(iii) The debenture holders in P Ltd. agreed to take Rs. 98 of 7% Debentures of Q Ltd. for every Rs. 100 of 5%
Debentures in P Ltd.
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(iv) Q Ltd. to pay the cost of winding up Rs. 8,500 show necessary entries in the Journal of both the companies and
also the Balance-sheet of Q Ltd. after absorption.

QLtd., P Ltd. ®1 fr=ifeiRaa el wR Afders &= & foy wead gg—

(i) PLtd. & 372 8.50 Fo Hed & HAM MU AR Q Ltd. & 37 BT A 12.50 To AT W |

(i) SRIF (i) 4 = %y ufdwd &1 Y 1/5 Tha 9 T 29 Q Ltd. & 3720 gRT fham Sy |

(iv) 8,500 Bo FHYF AT BT YT Q Ltd. §RT Al QT | SHI ST B YIhi § AaegDh IS
gfaftea Sy den Afderis & g Q Lid. &1 fagr Wl 9913y |

Ans. Purchase consideration for P Ltd. : Rs. 8,50,000

Payable in shares Rs. 6,80,000; cash Rs. 1,70,000 Profit on Realisation Rs. 1,50,000; Amalgamated Adjustment A/c
Rs. 12,500, No. of shares given 54,400 i.e. Rs. 6,80,000 + 12.50, share premium 5,4400 x 250 = Rs. 1,36,000.

(Amalgamation in the nature of merger)

Problem 9. R Ltd. has on 30th June, 1997 an issued capital of 40,000 shares of Rs. 100 each Rs. 60 paid. Its
reserves amount to Rs. 2,400,000. S Ltd. takes over the business of R Ltd. on 30th June, 1997 on the basis of
allotment of one share in S Ltd. for every 3 shares in R Ltd. The share capital of S Ltd. Consists of 1,20,000 shares
of Rs. 100 each, Rs. 70 paid up. The shares are quoted at 270 in the market. The Reserves of S Ltd. were
Rs. 60,00,000.

On 31st December, 1997 the shareholders of the S Ltd. were paid dividend for the whole of the year, 1997 at the rate
of Rs. 40 per share. Journalise the entries in the books of S Ltd. assuming that fraction of shaer was paid in cash to
the liquidator of R Ltd. for purchase consideration.

30 S, 1997 ®I R Ltd. &1 FRIFAT Yol 100 Bo dTel 40,000 3720 3 fawad off i U= 60 Bo Ul 3721 bl o |
9 Al B BN 24,00,000 %0 B A | 30 T, 1997 BT R Ltd. & GEI BT S Lid. T TRIG 5741 3R R Ltd.
& 337 B qgel W S Ltd. 7 1379 27| S Ltd. B SI=gST 1,20,000 3791 o S 100 o arer (R W 70 o
a1 1) N | fAIford off | IR | $7 3Rl &1 Jod 270 Bo URY 37 AT| S Ltd. & B 60,00,000 To o |

31 fawR, 1997 BT S Ltd. & IARETRAT BT 40 Fo Ul W &I &R A Y q¥ P A0 AT AT | S Litd. DI
IDT H T @ oI BIFIY, T8 A gU b 3 & BRI & Ty R Lid. & FRAORS D1 I I H SIIedHR
T} Bl foar |

Ans. Purchase Consideration: Rs. 9,33,400

4 1
Hints : m= 13,333  Shares
Rs.
Shares capital 13,333 shares x 70 9,33,310
1
Cash 3 x 270 (Market value) 90
9,33,400
Note :
Calculation of balance of Reserves (verifications)
Rs.
Purchase consideration (570 Ufithel) 9,33,400

Less share capital of R Ltd. 24,00,000
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RLtd. @ Gl DY : 24,00,000 + 14,66,000 14,66,600

= 38,606,600 o
(Amalgamation in the nature of Purchase)
Problem 10. Alfa Ltd. goes into liquidation on 31st March, 1998, having assets apprearing in the books as follows :

Works and other properties Rs. 54,000; Liquid Assets Rs. 6,000. Its liabilities are Rs. 12,000 and its capital (paid up)
Rs. 60,000. The assets are sold to a new company for Rs. 43,200, Rs. 30,000 payable in shares of the company for
Rs. one each credited with 75 paisa per share paid up and Rs. 13,200 in cash, which later just suffices to pay the
liabilities and cost of liquidation. Close the books of the company in liquidation.

AlfaLtd. T 31 ATE, 1998 B1 HHIUA 81 Sl &, 39 (Al D1 gD Yeae! § =1 grafm offi—

qRl UG I FHERIT 54,000 %o; TR FHRMI 6,000 o | $HH IR 12,000 o & IR Febal Yoil
60,000 To & | TR Y =8 HHAI DI 43,200 %0 H 9 &1 7[5, RTAH A 30,000 379 A (UH 39 1 o
o1 8, Forad I ufdsier 75 U1 gepal 2) 3R 13,200 To e e, Siifd TRl o JErd i 1 YIrar
DR Bl G S | FAIA BT dlell HHl Bl JKiD q13¢ |

Ans. Purchase consideration Rs. 43,200; Loss an Realisation Rs. 18,000; The Dr. balance of P&L A/c Rs. 12,000.
[B. Com. M.D.U. 1997; B. Com. M.D.D. 2000 modified]
Hints : The Dr. Balance of P & L A/c is calculated as below:
Balance-sheet of Alfa Ltd.

Rs. Rs.

Share Capital 60,000 Works & Properties 54,000
Sundry ueasietied 12,000 | Liquid Assets 6,000
P & L A/c (Balancing figure) 12,000

72,000 [ 72,000

(Amalgamation in the nature of merger)

Problem 11. Hero Ltd. having a capital of Rs. 4,50,000 divided into 9,000 shares of Rs. 50 each (Rs. 40 paid up and
reserve fund of Rs. 90,000 was absorbed by the Zero Ltd. having a capital of Rs. 12,00,000 divided into 40,000
shares of Rs. 30 each (Rs. 25 paid up) and reserve fund of Rs. 2,00,000 on the term that for every three shares in the
absorbed company, the absorbing company was to give five shares partly paid at its original cost.

Give Journal Entries in the books of absorbing company and prepare its balance-sheet after the absorption.

Hero Ltd. &1 |fAedT Zero Ltd. §RT f&AT 7T | Hero Ltd. &1 Yol 4,50,000 o ff ST 50 Bo dTel 9,000 3= H
e ot Tfcy =1 40 Bo Fava 1 | SHBT Fed DY 90,000 Fo ofT | Zero Ltd. BT ol 12,00,000 To &1 off HIfh
30 To dTel 40,000 3 H favad off | Ui 372 25 To Fabdl &1 | FHBT AT BN 2,00,000 To A | Afderad a1
o I8 oAl f 57 el o1 e 8o 8 SAS A9 37201 & 9&ol § sl BN DI AU b I3 53720
S AN WR & TS | HiAerdd 81 dTell HFA1 &l YDl H SiHel ol BIFIY gd Afeas & U HHs!
®1 37 g1 a8y |

Ans. Purchase consideration Rs. 3,75,000; Loss an Realisation Rs. 75,000; Total of Balance-sheet of Zero Ltd.
Rs. 16,50,000; Reserves in the books of Zero Ltd. Rs. 75,000.

Note : It is a case of amalgamation in the nature of merger because the assets of transferor company are being
recorded book values in the books of transferee company. Purchase consideration has also been discharged by the
transferee company wholly by the issue of Shares.
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I<IR®b Hﬂ'ﬁ"lTUT (Internal Reconstruction)
Problem 12. The balance-sheet of X Ltd. as at 31st March, 1998 was as follows :
Rs. Rs.
Share Capital %
1200 6% Preference Shares of Rs. 100 Plant and Machinery 1,80,000
each. 1,20,000 Buildings 1,20,000
Goodwill at Cost 9,000
2,400 equity shares of Rs. 100 each 2,40,000 Stock 30,000
8% Mortgage Debentures 60,000 | Debtors 24,000
Bank-overdraft 30,000 Profit and Loss A/c 1,47,000
Creditors 60,000
5,10,000 5,10,000

The company got the following scheme of Capital reduction approved by the court :

(i) The Equity shares to be reduced to Rs. 37.50 and preference shares to Rs. 75 per share fully paid up.

(i1) Buildings to be depreciated by 50%.

(iii) The value of Plant and Machinery to be increased by Rs. 30,000

(iv) The Debenture holders took over the stock and the debtors in full satisfaction of the amount due to them.

Give Journal Entries for the above and prepare the revised Balance-sheet.

FH A FferRea Ao & Wiefa =T | ofi—

(i) T 37 B AR TSHR 37.50 o oA YAIfIBR 3727 Pl AR TSy 75 Bo I8 WY AR 78 Yol gabal

AT ST |
(i) Y9 TR 50% BRI AT ST |

(iii) ©ITe Td FeI- &1 7T 30,000 To H ISTIT TG |

(iv) FOTIFETRAT =1 37U+l R & Yol YA H FIHh Yd SAaRI B M Bl o forn |

STHel gfafedr SISy don d¥ &1 e gt sy |

Ans. Total balance-sheet—Rs. 2,70,000

Problem 13. The Balance-sheet of P Ltd. as on 31 st December, 1997 was as follows :

Share capital :

Authorised, issued and subscribed:

1
7200 35 % Preference shaers of Rs.

100 each
1,30,000 equity shares of Rs. 10 each

Share Premium

Creditors

Rs.

7,20,000
13,20,000

1,92,000
1,92,000

24,24,000

Goodwill at cost

Machinery

Buildings

Stock

Debtors

Preliminary expenses
Profit and Loss A/c

Rs.

1,44,000

11,40,000
1,68,000
1,08,000

60,000
4,20,000

24,24,000
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Dividend as preference shares is in arrear from 1 Jan, 1995.

The following schares of Reconstruction was approved.

(1) Preference shaers to be reduced to Rs. 80 each and equity shares to Rs. 5 each fully paid.

(2) One Rs. 5 equity share to be issued for each Rs. 10 of gross preference dividend in arrears.

(3) Goodwill, Preliminary expenses, Debit balance of Profit and Loss A/c and Share premium A/c to be written off.
(4) Buildings to be written down by Rs. 2,52,000.

(5) The authorised share capital to be restored to its original figure.

Give Journal Entries to implement the above scheme and give balance-sheet after it.

QATfE®R 3T UR 1 SR, 1995 A AT FbAT & | GAMHIOT Bl ASHT & Si=cfiid 771 2 a1 1 T8—
(1) qaTfeR 3R BT 80 Bo UfT 3791 iR FHAT 372 HI 5o UMY 37 Yoied R HH &1 2 |

(2) EIf®R 372l W Uit 10 $o IHTAT A TG 5o B T T 379 FRIfHd &l 2 |

(3) T, URMS <, d9 81 @ &1 Sfde 2 iR oie NHTH W[ @1 sufalad &= 2 |

(4) ARG Gofl BT IAD! J AR TR AT 2 |

SR AT Pl AN R & oIy 3Maegs ufafica 98¢ den SHa ygarq &1 anfie frgt a8y |
Ans. Total of balance-sheet of P Ltd. : Rs. 15,48,000.

Problem 14. On the reconstruction of a company, the following terms were agreed upon :

(a) The shareholders to receive in lieu of their present holding viz., 50,000 shares of Rs. 10 each, the following :

2
(i) Fully paid ordinary shares equal to gth of their holding.

1
(1) 5% preference shares fully paid, to the extent of gth of the above new ordinary shares.

(>iii) Rs. 60,000 6% second debentuers.

(b) An issue of Rs. 50,000 5% first debentures was made and allotted, payment for the same having been received
in cash.

(¢) The Goodwill, which stood at Rs. 3,00,000 was written down to Rs. 1,50,000.
(d) The Plant and machinery which stood at Rs. 1,00,000 was written down to Rs. 75,000.
(e) Premises written down from Rs. 1,75,000 to Rs. 1,50,000.

Pass Journal Entries in the books of the company for the above reconstruction.

Th HFO & e gAY doer Wiefa @ TS 8-
(i) ST 37T 50,000 37 & It (IAH 10 To areln) 71 U HdT—

(a)aﬁwmﬁmwﬁ%?%nqﬁmwﬂl

(@) SWRIad Y FER 372N B éﬂg& @ IRER 5% YUigdhd aierdrR 379 |

(&) 60,000 %o & 6% fgeia Forgs |
(i) 50,000 B0 & 5% A FoTaH FHIHAT by T &R 3@ Uit qoi Fea Y= 1 T |
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(iii) AT ST 3,00,000 F. TR YIIhi H oI, IH 3fufeiRad WR 1,50,000 Fo UR AT 1T |

(iv) WIe Ud HRRI S g&Il H§ 1,00,000 %, WR oI, IW IUIRIT HR 75,000 %. UR AT T |
(v) W& Sl gDl | 1,75,000 2. T, JAUFARIT HR 1,50,000 3. IR AT TRT |

SWRIFd GAATT & oIy arawad S-idd ufaftean 918y |

Ans. Capital Reduction Account Utilised to write off various amounts Rs. 2,00,000.
Problem 15. The following is the balance-sheet of X Ltd. as at 31 March, 1997.

Rs. Rs.
Share Capital :
6,0006% preference shares of Rs. 100 Good Will 72,000
each 6,00,000 Land and Buildings 90,000
6000 equity shares of Rs. 100 each 6,00,000 Plant and Machinery 1,32,000
12,00,000 Patents 30,000
Stock 96,000
Issued and subscribed capital 2400 6% Debtors 72,000
preference shares of Rs. 100 each 2.,40,000 Cash at Bank 4,800
3,600 equity shars Rs. 100 each 3,60,000 Preliminary expenses 12,000
Profit prior to incorporation 18,000 Profit and Loss A/c 4,63,200
5% Debentures 1,20,000
Creditors 1,80,000
Provision for tax 54,000
9,72,000 [ 9,72,000

Note : Preference share dividend. is in arrears for Rs. 21,600.

It is hoped that the worst time is over and the company would start Earning profits after reconstruction. For this
purpose revaluation of assets reveals the following:

Land and buildings—Rs. 1,20,000; Plant and machinery—Rs. 96,000;
Patents Rs. 6,000; Stock Rs. 78,000; debtors—Rs. 66,000.

The following scheme is prepared and approved by the court :

(i) The 6% preference shares to be reduced to Rs. 30 each fully paid, the rate of dividend being increased to 7%%.

(i1) The arrears of preference dividend be cancelled.
(iii) The equity shares be reduced to Rs. 5 each fully paid.

(iv) The creditors be given the option to either accept 50% of their claims in cash or to convert their claims into
equity shares of Rs. each.

(v) The revaluation of assets be adopted.

One third (in value) of the creditors accepted equaty shares of their claims. The rest were paid cash which was raised
by issuing 20,400 fully paid equity shares to the existing equity shareholders. All shares were-then consolidated or
sub-divided in to shares of Rs: 10 each.

Assuming that the re-construction scheme was duly carried our Journalise the above transactions and give the
revised Balance-sheet.
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The provision for tax may be utilised if necessary.

I8 I B SR & b TRIG T9Y @i 81 AT 8 3R AT HFIA GAFHI S GG AT BAMT YRF BR < |
39 FE & oy sl & gaeied fFreforiRad Rerfd aard g—

1 g 9a 1,20,000 %.; T Yd 7RI 96,000 %.; USTH 6,000%. TTH 78,000%. TR 66,000 . Fr=tferRad
AT BT AT H TNPid U ga—

(i) 6% QAR 3720 BT 30 . (W)wwwﬁmm;ﬁﬁwmwaﬁa?6%afﬁwﬁﬁrm

(i) YAIfBR @rer &1 gahrar Af & I HR A oY |

(iii) FHAT AT BT 5%, AP Tl a1 WY |

(iv) TFERT BT fddwed f&ar S & I a1 a1 3791 Sl &1 50% AHa H UTa 6 of 1T 370+ Urdi Bl 5%, aref
FHAT 3 H uRads aR o |

(v) TR & GTHeIid Bl YR AT |

%ﬁﬂﬂﬁﬁ&ﬁﬂ‘cﬁ@%‘;’%ﬁdl%(ﬂ“@ﬁﬁﬁ({l 9Ih] TFERI B Adha YA (hdT 1| 59 BRI & forg

20,000 YUTET FHAT 372 o SRRl o R fhy Ty | daoagend 9+ &7eii & 9 103, dTel 3l
THIHROT I Iufeuriord far w2 |

g AT §U YA AT DI Hraff~ad R a1 731, SR dRarA & forg Sia ufaftedr Sy den
Farfaa gt sy | Af} Jmawad B Al BR B fory S & | SUART a5 AhdT 2 |

0
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Bank’s Balance Sheet
As at 30th June, 2000
(If A becomes insolvent on 30th April, 2000)

Rs.
Loans 3,49,440
Particulars : Rs.
Debts considered good & fully
secured 3,49,440
Debts good and secured by personal
security of the Debtor 1,00,000
3,49,440
Bank’s Balance Sheet
As on 30th June, 2000
(If both become insolvent on 30th A)
Rs.
Loans 4,49,440*
Particulars : Rs.
Debts considered good & fully secured
securerd 3,49,440
Bad Debts 95,760
4,45,200
*4,45,200 x % = Rs. 24,000; Rs. (4,00,000 + 24,000) = Rs. 4,24,000
*4,24,000 x % X % = Rs. 21,000 Interest has been calculated for 10 months because both of them became

insolvent on 30th April, 2000. From 1st July, 1998, upto 30th April, 2000 there are 10 months.

3afd 3 gd YR N Al w® PR

(Rebate on Bills Discounted or Unexpired Discount)

& 3O UTEd] & [AUF] Bl FHAfABICT TR ITDh] T B © | 9 et AR TR FHYOT fafe B Bl
PIC T & offchd o] I¥ H &b A &1 Bl B BRI & FTH® Fwee =1e] 99 B | 3fd: el Bl IhH
®1 98 9T 1 37Tl 99 | FHid g RIfd fdaror 9 o sy’ ofive & oria e S & «ifds a8
g4 9T FHER AT AT Herdl g |

9 9= H 991 §RT 91 o 9911 91 © ¢
T9 Y W et § W G ol 3l & qe § uRudd B @ -

Bills Discounted Account Dr. (full value)

To Discount Account (discounted value)
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To Discount Account (discount amount actually earned)

To Rebate on Bills Discount (unexpired discount)

AT 94 & URW H 4= gl 99711 ST ©

Rebate on Bills discounted Account Dr.

To Discount Account

Ilustration 3.
Rs. Rs.
31.3.99 | Bills Discounted Account Dr. 25,00,000
To Customer’s Account 24,50,000
To Discount Account 30,000
To Rebate on Bills discounted Account 20,000
(Being bills discounted)
1.4.99 Rebate on Bills Discounted Account Dr. 20,000
To Discount Account 20,000
(Being transferring Rebate on Bills Discounted Account to Discount
Account)
Ilustration 4.
The following is an extract from Trial Balance of Overseas Bank Ltd. as at 31 st March, 2000
Rs. Rs.
Bill discounted 12,64,000
Rebate on bills discounted note due on March 31st, 1999 22,160
Discount received 1,05,708
An analysis of the bills discounted is as follows :
Amoun Due Date Rate of Discount
Rs. 2000 (%)
) 1,40,000 June 5 14
(i) 4,36,000 June 12 14
(i) 2,82,000 June 25 14
@iv) 4,06,000 June 6 16

Calculate Rebate on Bills Discounted as on 31.3.2000 and show necessary journal entries.
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Solution.

In order to detennine the amount to be credited to the Profit and Loss Account it is necessary to first as certain the
amount attributable to the unexpired portion of the period of the respective bills. The workings are as given below:

@) The bill is due on 5th June, hence the number of days after March 31st, is 66. The discount on Rs. 1,40,000
for 66 day @ 14% per annum will be 14/100 x 66/365 x 1,40,000 = Rs. 3,544.

(i) number of days in the unexpired portion of the bill is 73 : discount of Rs. 4,36,000 for 73 days @ 14% per
annum will be Rs. 12,208.

(iii) number of days in the unexpired portion of the period 8 bill is 86 : discount on Rs. 2,82,000 for 86 days @ 14%
per annum will be Rs. 9,302.

(iv) number of days in the unexpired portion of the period of the bill is 97 : discount on Rs. 4,06,000 for 97 days
@ 16% p.a. will be Rs. 17,263.

The total discount attributable to the period not yet expired will be Rs. 42,317, the total of the four amounts
mentioned above.

The amount of discount to be credited to the Profit and Loss Account will be :

Rs.
Transfer from Rebate on bills discounted as on 31.3.99 22,160
Add : Discount received during the year ended 31.3.2000 1,05,708
1,27,868
Less : Rebate on the bills discounted as on 31.3.2000 (see above) 42,317
85,551
The Journal entries will be as follows :
Rs Rs
Rebate on Bills Discounted Account Dr. 22.160
To Discount on Bills Account 22,160
(Being the transfer of Rebate on Bills Discounted on 31.3.1999
to Discount on Bills Account)
Discount on Bills Account Dr. 42,317
To Rebate on Bills Discounted Account 42,317
(Being the transfer of rebate on bills discounted required on 31.3 .2000
from Discount on Bills Account)
Discount on Bills Account Dr. 85,551
To Profit and Loss Account 85,551
Being the amount of discount on Bills transferred to Profit and
Loss Account)
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Illustration 5.

The following particulars are extracted from the (Trial Balance) Books of Sound Bank Ltd. for the year ended
31st March, 1999.

Rs.
1. Interest and Discounts 19,66,240
2. Rebate on Bills discounted (balance on 1.4.98) 6,504
3. Bills Discounted and Purchased 6,74,540

It is ascertained that proportionate discount not yet earned on the Bills discounted which will mature during next year
amounted to Rs. 9,276.

Pass the necessary journal entries adjusting the above and show :

(a) Rebate on Bills Discounted Account; and (b) Interest and Discount in the Ledger of the Bank.

Solution.
1999 Rs. Rs.
March 31 | Rebate on Bills Discount Account Dr. 6,504
To Interest & Discount Account 6,504
(The amount of provision for unexpired discount brought forward
from the previous year, credited to Interest & Discount Account)
Interest & Discount Account Dr. 9,276
To Rebate on Bills Discounted 9,276
(Provision for unexpired discount required at the end of current year)
REBATE ON BILL DISCOUNTED ACCOUNT
1999 Rs. 1999 Rs.
March 31 | To Interest & Discount Accoun | 6,504 | April 1 By Balance b/d 6,504
To Balance c/d 9,276 By Interest & Discount Account
(rebate required) 9,276
15,780 15,780
1999
April1l | By Balance b/d 9,276
INTEREST & DISCOUNT ACCOUNT
1999 Rs.
March 31| To Rebate on Bills discounted 9,276 | March 31| By Cash & Sundries 19,66,240
To Profit & Loss Account By Rebate on Bills discounted
(transfer) 19,63,468
19,72,744 [ 19.72.744
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3.

Jgeit & forg f3a (Bills for Collection)—<Td 1 TURT I UTEHI DI ATA 99T © Al AHRIA: I W
U et foran Srem & dor I & A1 LC/RR 37T TS 59 A UR Aol S @ [ b S9! el bR
o1 | U9 fda 9% gRT OBC (Outstanding Bills for Collection) AT St & ST oy & U urdh IfvoRex
A B | 59 A DI 9 ageh & folg omar 8 a1 SHHT oikdl 39 IoRex § IR foran S 2|

TED Pl AR A Rﬂ‘cp‘%m Ud 99 (Customer’s Acceptance, Endorsement and other Obligations)—33
Me F 4 el BT IBH RGeS S & S 9% 1 31U UTEDT Bl IR A WeR fhy & a1 9919 by
2| facel R 9 ERIar SR arel @i § I8 B MfSE BT 8 | $H XhH Dl 9d & Rerfa—faavor H
<A1 uet H fegem irar § ofR awufRy uel § ) @y SIran ® | <udl uet | g9 g¥foly faar ST
2 i I PI 3HDT YA PR 8 AR AR vl § 39 il fe@mn S & wifd S gl |
T8 IHH IG DI o g s forg 3 Wil €1 T 7

Jra1 A3 (Money at Call and Short Notice)—3 I¥® # 9 1 IRRIT &1 Ifia &=d & S AW
R R A STl 8 | 519 b §eb Dl Aedald & oy gRed 0T DI MMaTIehdl Bl & ol 98 O db A
I oIl B | F 0T 319k 31139 & B Ahd ® | 9Ha: 3 3 e & U awrg & forw €1 Oy € |
S ATl 9% DI AU TR & ©9 H @1 € 39 B H S STl Bl Hard ol Sl & | F i
{3 Harsl & g 1/2% HHIRM SH1 3R ¥ o 8 | 39 0 W ANl Bl &% 9ga 3MedH & ¢ |
- I8 T 30-35% AP @I 7S © |

Illustration 6.

From the following information, prepare Profit and Loss Acocunt of Modern Bank Ltd. as on 31.3.2000.

‘000 Rs.  Items ‘000 Rs.
1998-99 1999-2000
14,27 Interest and Discount 20,45
1,14 Income from Investments 1,12
1,55 Interest on Balances with RBI 1,77
7,22 Commission, Exchange and Brokerage 7,12
12 Profit on sale of investments 1,22
6,12 Interest on Deposit 8,22
1,27 Interest on RBI 1,47
7,27 Payment to and Provision for Employees 8,55
1,58 Rent, Taxes and Lighting 1,79
1,47 Printing and Stationery 2,12
1,12 Advertisement and Publicity 98
98 Depreciation 98
1,48 Director’s Fees 2,12
1,10 Auditor’s Fees 1,10
50 Law Charges 1,52
48 Postage, Telegrams and Telephones 62
42 Insurance 52
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57 Repair & Maintenance 66
Also give necessary Schedules
Other Information :
(1)  The following items are already adjusted with Interest and Discount (Cr.)
Tax Provision (‘000 Rs.) 1,48
Provision for Doubtful Debts (‘000 Rs.) 92
Loss on sale of investments (‘000 Rs.) 12
Rebate on Bills Discounted (‘000 Rs.) 55
(i)  Appropriaiton :
20% of profit is transferred to Statutory Reserves
5% of profit is transferred to Revenue Reserve.
Solution.
Modern Bank Ltd.
Profit and Loss Account
for the year ended 31.3.2000
(‘000 omitted)
Schedule Year Year
No. Ended Ended
31.3.2000 31.3.1999
1. Income
Interest Earned 13 26,41 16,96
Other Income 14 8,22 7,34
Total 34,63 24,30
II. Expenditure
Interest Expended 15 9,69 7,39
Operating Expenses 16 20,96 16,97
Provision and Contingencies 2,95
Total 33,60 24,36
III. Profit/Loss
Net Profit/Loss (—) for the year 1,30 (6)
Profit/Loss (-) brought forward (6)
Total 97 6)
IV. Appropriations
Transfer to Statutory Reserve 20,60
Transfer to Other Reserve, Proposed Dividend 5,15
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Balance carned over to Balance Sheet

Total

7,125

97,00

537

Schedule 13 - Interest Earned

(‘000 omitted)

Year Year
Ended Ended
31.3.2000 31.3.1999
I. Interest/Discount 23,52 14,27
II. Income on Investments 1,12 1,14
III. Interest on Balances with RBI and other inter-bank fund 1,77 1,55
IV. Others — —
Total 26,41 16,96
Schedule 14 - Other Income

1. Commission, Exchange and Brokerage 7,12 7,22

II. Profit on Sale of Investments 1,22
Less: Loss on Sale of Investments 12 1,10 12
Total 8,22 7,34

Schedule 15 - Interest Expended
I. Interest on Deposits 8,22 6,12
II. Interest on RBI/inter-Bank borrowings 1,47 1,27
Total 9,69 7,39
Schedule 16 - Operating Expenses

I. Payments to and provision for employees 8,55 7,27
II. Rent, Taxes and Lighting 1,79 1,58
III.  Printing and Stationery 2,12 1,47
IV. Advertisement and Publicity 98 1,12
V. Depreciation on the Bank’s Property 98 98
VL Director’s fees, allowances and expenses 2,12 1,48
VII.  Auditor’s fees and expenses (including branch auditors) 1,10 1,10
VIII. Law Charges 1,52 50
IX.  Postage, Telegrams, Telephortes etc. 62 48
X. Repairs and Maintenance 66 57
XI.  Insurance 52 42
XII.  Other Expenditure — —
Total 20,96 16,97
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Illustration 7.

From the following information, prepare profit and loss account of South Indian Bank Ltd. as on 31st March, 2000

‘000 Rs.
Interest and discount 30,45
Income from investments 1,15
Interest on balances with R.B.1. 1,80
Commission, exchange and brokerage 8,20
Profit on sale of investments 1,10
Interest on deposits 12,25
Interest to R.B.I. 1,61
Payment to and provision for employees 10,44
Rent, taxes and lighting 2,10
Printing and stationery 1,80
Advertisement and publicity 95
Depreciaiton 92
Director’s fees 2,20
Auditor’s fees 1,20
Law charges 2,30
Postage, telegrams and telephone 70
Insurance 56
Repairs and maintenance 48
Other Information :
(i) Interest and discount mentioned above is after adjustment for the following:
‘000 Rs.

Tax provision for the year 2,20

Provision during the year for doubtful debts 1,02

Loss on sale of investments 12

Rebate on bills discounted 58
(i)  20% of profit is transferred to statutory reserves

5% of profit is transferred to revenue reserve

Profit brought forward from last year 16,000

[C.A. Inter]
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Solution :

South India Bank Ltd.

Profit and Loss Account

for the year ended 31st March, 2000

539

(‘000 omitted)

Schedule Year Year
No. Ended Ended
31.3.93 31.3.92
1. Income
Interest earned 13 37,32
Other Income 14 9,18
Total | 46,50
2. Expenditure
Interest expended 15 13,86
Operating expenses 16 23,65
Provision for contingencies [Rs. 200 + Rs. 102 + Rs. 58] 3,80
Total T,?)l
3. Profit/Loss
Net Profit for the year 5,19
Profit brought forward 16
Total | 535
4. Appropriaitons
Transfer to statutory reserve 1,04
Transfer to other Reserve, proposed dividend 26
Balance carried to balance sheet 4,05
Total | 535
Schedule 13 - Interest Earned
1. Interest/Discount 34,37
2. Income on Investment 1,15
3. Interest on Balance with R.B.I. and other inter-bank fund 1,80
4. Others —
Total [ 3732
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Schedule 14 - Other Income

P ARG

1. Commission, Exchange and Brokerage 8,20
2. Profit on Sale of investments 1,10
Less: Loss on sale of investments 12
98
9,18
Schedule 15 - Interest expended
1. Interest on Deposits 12,25
2. Interest on RBI/Inter bank borrowings 1,6
1336
Schedule 16 - Operating expenses
1. Payments to and provision for employees 10,44
2. Rent, taxes and lighting 2,10
3. Printing and stationery 1,80
4. Advertisement and publicity 95
5. Depreciation on bank’s property 92
6. Director’s fees, allowances and expenses 2,20
7. Auditor’s fee and expenses (including branch auditors) 1,20
8. Law charges 2,30
9. Postage, telegram, telephones etc. 70
10. Repairs and maintenance 48
11. Insurance 56
12. Other expenditure —
2,365
Illustration 2.
The following are the figures extracted from the books of Corporation Bank as on 31-3-1990.
Rs.
Intesest and Discunt received 37,05,738
Interest Paid on Deposits 20,37,452
Issued and Subscribed Capital 10,00,000
Salaries and Allowances 2,00,000
Director’s Fees and Allowances 30,000
Rent and Taxes Paid 90,000
Postage and Telegram 60,228
Statutory Reserve Fund 8,00,000
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Commission, Exchange and Brokerage 1,90,000
Rent Received 65,000
Profit on Sale of investments 2,00,000
Depreciation on Bank’s properties 30,000
Stationery Expenses 40,000
Preliminary Expenses 25,000
Auditor’s Fees 5,000

The following further information is given :

(A) A custmor to whom a sum of Rs. 10 lakh has been advanced, has become insolvent and it is expected only 59%
can be recovered from his estate.

(B) There were also other debts for which a provision of Rs. 1,50,000 was found necessary by the auditors.
(C) Rebate on Bill discounted on 31-3-89 was Rs. 12,000 and on 31-3-90 was Rs. 16,000.

(D) Provide Rs. 6,50,000 for income tax.

(E) The directors desire to declare 10% dividend.

Prepare the Profit and Loss Account of Corporation Bank for the year ended 31-3-90.

(37) T TrESd o1 10 Rg To &1 ol a1 71 2, fRarforan 81 M & 3R SHS! FRIRT A 50% 9T I B!
SN

@) 3 FON & T H F®Hed gRT 1,50,000 To BT YTGET SMILADH AT 7 |

() 31-3-1989 B! YR 8T Il TR SR Bl 12,000 Fo off AT 31-3-900 BT 16,000 To o |
(%) MR & fTY 6,50,000 Fo T BT |

(@) FATAD 10% HR T A AT G HAT a2 & |

31-3-1990 1 FHATK BIF dTel a4 & forg HTURTA deb BT A9 BIF @Il g1y |

Solution :

CORPORATION BANK
PROFIT AND LOSS ACCOUNT

For the Year Ended 31-3-90

Schedule Year Ended

No 31-3-90
INCOME Rs.
Interest Earned 37,01,738
Other income 13 4,55,000

TOTAL 14 41,56,338
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I EXPENDITURE 20,37,452
Interest expended 4.80,286
Operating expenses 13,00,000
Provisions and Contingencies 15 38,17,738
TOTAL 16 3,39,000
PROFIT/ LOSS
Net profit for the year
IV APPROPRIATIONS 67,800
Transfer to Statutory Reserves @ 20%
Proposed Dividend @ 10% 1,00,000
Balance carried over to Balance-Sheet 1,71,200
TOTAL [ 339000
SCHEDULE 13 : INTEREST EARNED
Year Ended
31-3-92
Rs.
I Interest/Discount 37,01,738
TOTAL 37,01,738
SCHEDULE 14 : OTHER INCOME
Year Ended
31-3-92
Rs.
I Commission Exchange and Broderage 1,90,000
11 Profit on Sale of Investment 2,00,000
III  Miscellaneous Income (Reng) 65,000
TOTAL 4,55,000
SCHEDULE 15 : INTEREST EXPENDED
Year Ended
31-3-90
Rs.
I Interest on Deposits 20,37,452
TOTAL 20,37,452
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SCHEDULE 16 : OPERATING EXPENSES
Year Ended
31-3-90
Rs.
I Payment to and Provision for Employees 2,00,000
II Rent, Taxes and Lighting 90,000
IIT  Stationery expenses 40,000
IV Depreciation on Bank’s Property 30,000
A% Director’s Feex and Allowances 30,000
VI  Auditor’s Fees 5,000
VII  Postage and Telegrams 60,286
VIII Other expenditure 25,000
(Preliminary expenses)
TOTAL 4,80,286
SCHEDULE 15 : INTEREST EXPENDED
Year Ended
31-3-98
Rs.
I Interest on Deposits ‘000’
724
SCHEDULE 16 : OPERATING EXPENSES
Year Ended
31-3-1998
Rs.
‘000°
I Payments to and provisions for employees Salary and Allowances 300
II Rent, Taxes and Lighting (30 +20 ) 50
IIT  Printing and Statonery 40
IV Advertisement and Publicity —
A" Depreciation on Bank’s Property —
VI Director’s Fees, Allowances and expenses 60
VII  Auditor’s Fees and Expenses 20
VIII Law Charges —
IX  Postage, Telegram and Telephones 20
X Repairs and Maintenance —
XI  Insurance —
XII  Other Expenditure 20
510
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Working Notes :—
1. Interest and Discount :

(Schedule 13)

Interest on Loan

Less : Interest on Dubtful

Debts wrongly Credited to
Interest on Loan A/c

Interest on cash credits

Interest on Temporary overdraft
In current Accounts

Discount on Bills (Gross)

Less : Rebate on Bill Discounted

2. Interest on Deposits

(Schedule 15)

Interest on Savings Bank Accounts

Interest on Fixed Deposits

3. 372N FUT (Bad debts) @I Provisions and Contingencies ECESURAECIDIID

4. Provision for tax is being calculated as under :—

Total Income
Less : Interest expended and operating expenses (724 + 510)
Less : Bad debts written off

Taxable profit
Provision for tax @ 55%

5. Provision and contingencies :—

Bad debts Rs.
80,000
67,100
Provision for tax 1,47,100

P ARG

600

304
60

592
480

60

244
1,376

Rs.
174
550
724

Rs.
‘000°
1436
1234
202
80
122.0

In “000°
80
67.1

wy 000
1

—
~
~
—

7~
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Ilustration 3
From the following balances, prepare the Balance-sheet of Corporation Bank as on 31 st March, 1997.
fr=forRad 2l & wraiRkeE §& &1 31 919 1997 &1 3nfeie facar a9-y |
Rs.
Capital (50 per share called up) 25,00,000
Calls unpaid 4,500
Acceptances on behalf of customers 5,00,000
Bills for collection 75,000
Office furniture 1,70,000
Stamps and Stationery 40,000
Branch Adjustments (Dr.) 1,55,000
Bills Discounted 24,00,000
Investment at Market value Money at call 1,47,74,627
Statutouy Reserve Fund 1,75,000
Profit and Loss Account 25,000
Fixed Deposits 1,56,000
Cash with Banks 1,65,00,000
Current Accounts Bills Payble 15,80,000
Provident Fund 3,28,34,575
Unclaimed Dividend 10,500
Rebate on Bills Discounted 30,400
Cash credit and overdrafts 5,275
Cash in hand 16,148
Reserve Fund 1,37,48,336
Taxation Reserve 40,13,000
Contingency Reserve 5,75,000
Balance with R.B.L. 1,05,000
Loans 20,000
18,17,435
1,30,00,00
Solution :
BALANCE SHEET OF CORPORATION BANK
As on 31st March, 1997
Schedule As. On
No. 31.3.1997
Capital and Liabilities Rs.
Capital 24,95,500
Reserve and Surplus 2 7,56,000
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Deposits 3 4,93,34,575
Borrowing 4 —
Other liabilities and Provision 5 1,87,323

Total 5,27,73,398
Assets : 6 5,83,0,435
Cash and Balance with Reserve Bank of India 7 17,55,000
Balance with Banks and Money at call and short notic 8 1,47,74,627
Investments 9 2,91,48,336
Advances 10 10,70,000
Fixed Assets 11 1,95,500
Other Assets 5,27,73,398
Total 12 5,00,000
Contingent Liabilities 75,000
Bills for collection
SCHEDULE 1: CAPITAL
As on
31-3-1997
Authorised Capital............ Shares of Rs. 100 each Rs.
Issued Capital : 50,000 shares of Rs. 100 each —
Subscribed Capital : 50,000 shares of Rs. 100 each 50,00,000
Called up Capital : 50,000 shares of Rs. 100 each Rs. 50/- per share
Called up 25,00,000
Less calls unpaid 4500
24,95,500
SCHEDULE 2 : RESERVE AND SURPLUS
As on
31-3-1997
Rs.
I Statutory Reserves 25,000
II Reserve Fund 5,75,000
III  Profit and Loss Account 1,56,000
Total 7,56,000
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SCHEDULE 3 : DEPOSITS
As on
31-3-1997
Rs.
I Demand Deposit 3,28,34,575
II Saving Bank Deposits —
Term Deposits 1,65,00,000
Total 4,93,34,575
SCHEDULE : 4 BORROWINGS
As on
31-3-1997
Rs.
Nil
SCHEDULE 5 : OTHER LIABILITIES AND PROVISIONS
As on
31-3-1997
Rs.
I Bill Payble 10,500
II Other (Including provisions)
Provident Fund 30,400
Unclaimed Dividend 5,275
Rebate on Bill Discounted 16,148
Taxation Reserve 1,05,000
Cantingency Reserve 20,000 1,76,823
1,87,323
SCHEDULE 6 : BALANCES WITH R.B.1.
As on
31-3-1997
Rs.
1 Cash in Hand 40,13,000
1I Balance with Reserve Bank of India 18,17,435
Total 58,30435
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SCHEDULE : 7 BALANCES WITH BANKS
AND MONEY AT CALL & SHORT NOTICE
As on
31-3-1997
Rs.
1 Balances with Bank 15,80,000
11 Money at call 1,75,000
Total 17,55,000
SCHEDULE 8 : INVESTMENTS
As on
31-3-1997
Rs.
1 Investments in India 1,47,74,627
II Investments outside India —
Total 1,47,74,627
SCHEDULE 9 : ADVANCES
As on
31-3-1997
Rs.
A. (I) Bill Purchased and Discounted 24,00,000
(IT) Cash credit, overdrafts and loans repayable on demand 1,37,48,336
(IIT) Term Loans 1,30,00,000
Total 2,91,48,336
SCHEDULE 10 : FIXED ASSETS
As on
31-3-1997
Rs.
I Premises —
II Other Fixed Assts —
Office Furniture 10,70,000

Total

10,70,000
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SCHEDULE 11 : OTHER ASSETS
Ason
31-3-1997
Rs.
1 Inter-office Adjustments (Net) 1,55,000
(Branch Adjustments)
II Stationery and Stamps 40,000
Total 1,95,000
SCHEDULE 12 : CONTINGENT LIABILITIES
Ason
31-3-1997
Rs.
1. Acceptances on behalf of Customers 50,000
Total 50,000

Wording Notes: (1) Curent Account Balance PI Schedule 3 H ‘demand deposits’ e # fagrn ™1 2

(2) Fixed Deposits @I Schedule 3 H ‘Term Deposits’ s § feamn g |

(3) It has been assumed that ‘Taxation Reserve’ and Contingency Reserve are respective provisions. Hence these
have been shown under other liabilities and provisions’ (Schedule5);

(4) ‘Loans’ have been shown under ‘Term Loans’ (Schedule 9)

(5) Bill for Collection @1 fa=T1 <] 313?3?(] P Contingent Liabilities ® = forar Siar g 1

Hlustration 4.

From the following balances of Dhan Laxmi Bank Ltd. Delhi as on 31 st March, 1998 Prepare Profit & Loss A/c and

the Balance Sheet as on that date :

Equity Share capital in Rs. 100 per share
Profit and Loss Account as on 1-04-1997
Current Accounts

Savings Bank Accounts

Fixed Deposit Accounts

Interest Paid on Depsoits

Loan, Cash credit and overdrafts
Pension Fund

Reserve Fund

Stamps in hand

Unexpired Insurance

Bills Discounted

Rs.
10,00,000
40,333
34,12,829
25,68,000
38,95,664
4,39,200
70,00,000
50,000
2,00,000
189

437
14,00,520
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Statutory reserve Fund 65,000
Director’s Fees 4,980
Audit Fees 1,000
Furniture cost Rs. 50,000 37,280
Interest and Discount 6,49,423
Commission and Exchange 1,02,000
Branch Adjustment (or) 46,894
Postage and Telegram 1,156
Printing and Stationery 3,390
Rent and Taxes 8,507
Provedent Fund Contribution 10,000
Provident Fund 35,000
Salaries ans Allowances 52,150
Building Cost Rs.3,00,000 2,05,000
Law Charges 1,650
Cash in hand and with R.B.I. 8,16,324
Cash with other banks 12,05,125
Investment at cost 8,78,125

Additional information :—

(D) The Authorises share capital consists of 20,000 equity shares of Rs. 100 each, all of which have been subscribed
but only 50% has been called up.

(II) Provide Depreciation on Buildings Rs. 8,000 and on Furniture Rs. 3,500.
(IIT) Provide for doubtful debts Rs. 1,990.

(IV) Rebate on Bill discounted amounts to Rs. 5,900.

(V) The market value of investments amounted to Rs. 8,50,000.

(VD) The Bank has accepted Rs. 2,00,000 worth of Bills on behalf of the customers, the securities lodged against
which amounts to Rs. 3,00,000.

ﬂﬁﬁ?ﬁ?ﬁﬂﬁ:—

(1) TP 372 Yol 100 To dTel 20,000 FHAT 37201 H fAHIRoTa 2 S Foea i fby < g © R, dhadt 50%
AT TR T |

(II) 999 TR 8,000 Fo 3R HeieR W 3,500 To T T 2 |

(1) 1,990 & Hfewe ol & oy gawen a7l 2 |

(IV) 5,900 $o YT T fIali TR AT FHEk & B |

(V) fafaiT &1 IR T 8,50,000 To 2 |

(VD) 9% =1 A8l & oY 2,00,000 To e & fddd WeR By & e forg 3,00,000 To @1 ufefera &
TS
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DHAN LAXMI BANK LTD.
PROFIT AND LOSS ACCOUNT
For the year ended 31st March, 1998
Schedule Year Edned
No. 31-3-98 Rs.
I INCOME
Interest Earned 13 6,43,523
Other Income 14 73,875
TOTAL 717398
I EXPENDITURE
Interest Expended 15 4,39,200
Operating expense 16 94,333
Provision and Contingencies 1,990
TOTAL [ 535523
III  PROFIT/ LOSS
Net profit for the year 1,81,815
Profit brought forward 40,333
TOTAL [ 222208
IV APPROPRIATIONS :—
Transfer to statutory Reserve 20% of Rs. 1,81,875 36,375
Balance carried over to Balance-sheet 1,85,833
TOTAL 222208
SCHEDULE 13 : INTEREST EARNED
Year Edned
31-3-98
Rs.
Interest and Discount (see note) 6,49,423
Total W
SCHEDULE 14 : OTHER INCOME
Year Edned
31-3-98
Rs.
I Commission Exchange and Brokerage 1,02,000
11 Loss on Investment 18,125

Total

73,875
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SCHEDULE 15 : INTEREST EXPENDED

P ARG

Year Edned
31-3-98
Rs.
Interest on Deposits 4,39,200
Total [ 439200
SCHEDULE 16 : EXPENSES
Year Edned
31-3-98
Rs.
D Payment to and provision for employer’s
(Contribution to P.F.) (52150 +10000) 62,150
In Rent, Taxes and Lighting 8,507
(IIT) ~ Printing and Stationery 3,390
(IV)  Depreciation on Benu’s property (8000 +3500) 11,500
V) Director’s Fees 4,980
(VD)  AuditFees 1,000
(VII) Law charges 1,650
(VIII) Postage and Telegram 1,156
TOTAL | 94333
Working Notes—
(1) Interest and Discount Schedule 13
Rs.
Interest and Discount 6,49,423
Less Rebation Bill Discounted 5,900
Total 649,523
(2) Other income : Schedule 14
Rs.
Commission and Exchange 1,02,000
Loss on Investment (28,125)
Total W

Note :— AT & g 4 g3 81N 1 14 9 TSR QT |
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BALANCE SHEET OF DHAN LAXMI BANK LTD.
As on 31 st March 1998.

Schedule As on
No. 31-3-98
Rs.
Capital & Liabilities :—
Capital 1 10,00,000
Reserve and Surplus 2 4,87,208
Deposits 3 98,76,383
Borrowing 4 —
Other Liabilities and Provisions 5 1,37,794
TOTAL 1,15,01,385
Assets :—
Cash and Balance with R.B.1. 6 8,16,324
Balance with banks and Money at Calls and Short Notice 7 12,05,125
Investments 8 8,50,000
Advances 9 83,98,530
Fixed Assets 10 2,30,780
Other Assets 11 626
TOTAL 1,15,01,385
Contingent Liabilities 12 2,00,000
Bills for collection —
SCHEDULE 1: CAPITAL
As on
31-3-1998
Rs.
Authorised capital 20,000 equity shares of Rs. 100 each. 20,00,000
Issued, Subscribed called up & paid up capital 10,00,000
SCHEDULE 2 : RESERVE AND SURPLUS
Ason
31-3-1998

Rs.
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I Reserve Fund 2,00,000
II Statutory Reserve fund 65,000
Add :—20% of Rs. 1,81,875 36.375 1,01,375
III P&LA/ 1,85,833
TOTAL [ 487208

SCHEDULE 3 : DEPOSITS

As on
31-3-1998
Rs.
I Demand Deposits 34,12,829
II Saving Bank Deposits 25,68,000
IIT  Term Deposits 38,95,554
TOTAL 98,76,383
SCHEDULE 4 : BORROWINGS
As on
31-3-1998
Rs.
Borrowings from banks in India —
SCHEDULE 5 : OTHER LIABILITIES AND PROVISIONS
As on
31-3-1998
Rs.
I Bills payable Nil
II Other liabilities & provisions :—
Providend Fund 35,000
Pension Fund 50,000
Rebate on Bills Discounted 5,9000
Branch Adjustment (or) 46.894 1,37,794
TOTAL . 1,37,794
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SCHEDULE 6 : CASH AND BALANCES WITH R.B.I.
Ason
31-3-1998
Rs.
Cash in hand and R.B.1. 8,16,324
TOTAL 8,16,324
SCHEDULE 7 : BALANCES WITH BANKS AND
MONEY AT CALL & SHORT NOTICES
As on
31-3-1998
Rs.
Cash with other banks 12,05,125
TOTAL 12,05,125
SCHEDULE 8 : INVESTMENTS
Ason
31-3-1998
Rs.
Investments (at market value) 8,50,000
TOTAL 8,50,000
SCHEDULE 9 : ADVANCES
Ason
31-3-1998
Rs.
I Bill Discounted and Purchased 14,00,520
11 Loans, cash credit and overdrafts 6,99,88,010
TOTAL 83,98,530
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SCHEDULE 10 : FIXED ASSETS

P ARG

Ason
31-3-1998
Rs.

1 Building 2,05,000
Less Depreciation 8,000
1I Furniture 37,280

Less Depreciation 3,500
Total

1,97,0000

33,780

2,30,780

SCHEDULE 11 : OTHER ASSETS

As on
31-3-1998
Rs.

I Stamps in hand

II Unexpired Insurance
Total

189
437
626

SCHEDULE 12 : CONTINGENT LIABILITIES

As on
31-3-1998
Rs.

Acceptances, Endorsements and other obligations
Total

2,00,000

2,00,000

SCHEDULE 11 : OTHER ASSETS

As on
31-3-1998
Rs.

1 Interest Accured

11 Silver
Total

24,620
2,000

26,620

SCHEDULE 12 : CONTINGENT LIABILITIES

As on
31-3-1998
Rs.

Acceptances, Endorsements and other obligations
Total

56,500

56,500
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THEORETICAL QUESTIONS

1. ¥ & g &1 T dfd7 A & JIgER Sraa IRE & JMER W) IR |

(Give specimen of Bank’s Balance-Sheet on the bassis of imaginary figures according to Banking Companies
Act.

2. 3T wEE @ w@rdl & SR | ifed 79 9HsIEy
() IR §fe e () aqet & forg faus (1) Wipfaai, 9= don 3 SR, (IV) Y18 1Y faai
TR SRIATR el |

Explain the following terms in connection with banking company accounts :

(I) Non-Banking Assets; (II) Bills for collection; (III) Acceptances, Endorsements and other obligations;
(IV) Rebate on Bill Discounted.

3. 9% qraered @1 Reld ugld ®1 W BIfY | ugfd & o7 <19 @1 8?2 U db H SHd] BRI YOIl Pl
oI HIFTY |

Explain the slip system of Bank-book keeping. What are its advantages and disadvantages? Describe in brief its
working in a bank.

4. JfHT AT 1949 B =rd faf =T den M & T § R—aar faaror fewman S 87 gwfRud
aferdT T91SY |

What particulars are shown with respect to ‘Investments’ and “Advances’ under Banking Regulation Act
19497 Prepare relative schedule

5. IUIEHT TR W /T WY 27 TG FHRET IR AT 3T BT 9b fhd YR &I
RIT—SIGT BRA &2 g BHIFY |

What are Non-Preforming Assets? How is income accrued in respect of Non-performing Assets dealt with by
the Banks? Explain.

6. = 931 &1 e § W HINT g 9arsy [k U 9fhT B & arfie @idl | s el 3R DY
e e 2 |

(I) TRIT ARG (1) MMHRAS S (I0) IraT Td 3fcd gaaT R F AR (IV) The A
(V) 9ITd A (VI) SUATac=d TR IR (VI URTfad i |

Discuss in brief the following terms and explain where and how these items are shown in the annual accounts
of a Banking Commpany.

() Branch Adjustments (II) Contingent liabilities (III) Money at call and Short Notice (VI) Cash credit
(V) Statutory Reserve (VI) Non-Performing Assets (VII) Proposed Devidend.

7. UP §fHT O & amM—sIF @ 9 enfdie faes &1 T ureu STy |

Give a new proforma of Profit and Loss A/c and Balance-Sheet of a banking company.
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PRACTICAL QUESTIONS

Unexpired Discount! Rebate on Bills Discounted

Q. L. Following bills were discounted from Punjab National Bank up to 31st March, 1998.

31919 1998 A U T deb o fer fael Y=g Y 9—

Date of Bill Term of Bill Rate of Discount Amount
(Months) @%p.a. Rs.
January 17 4 17 1,82,500
Fibrary 7 3 18 3,65,000
March 9 3 17.5 91,000

You are required to calculate the Rebate on Bills discounted. Also show the vecessary journal entry for the rebate.

T Bl B IO HITY TAT AdIIH ST+l Ufdfe g9187 |
Ans. Rebate on Bills Discounted Rs. 14,635

Q. 2. The following particulars are extracted from the Trial Balance of Vaish Bank Ltd. For year ending 31st
march 1997.

Rs.
(1) Interest and Discount 49,15,600
(2) Rebate on Bills Discounted (1.4.96) 16,260
(3) Bills Discounted and Purchased 16,86,350

It is as Certained that proportionate discount not yet earned on the Bills Discounted which will mature 1997-98
amounted to Rs. 23,190

Pass the necessary journal entries adjusting the akove and show:
(A) Rebate on Bills Discounted Account.

(B) Interest and Discount Account in the ledger of the Banks.

99 9% o & gxadl | 31 A& 1997 DI FHG Bl dTel a¥ & fory fr=iferRaa fdaror forg 1w 2 |

o
(1) 1S 3R BE 49,15,600
(2) 9T BU fdeli R e (1.4.96) 16,260
(3) YT gV 3IR Y by fad 16,86,350

g 919 83T 6 I Y1Y gU el R Uil 8 S a¥ 1997-98 § TF B 23,190 To & | IWIG Pl
TSI BRA §Y Sl ¥ JMaId ol HIfoTg AR FfeiRad @ 9918y |

(31) 97T 8¢ fIai R g @l
(@) =aret 3R 9 FHrd F@rar |

Ans. Balance of Interest and Discount Account Rs. 49,08,670

Note : Bill Discounted and Purchased wiil be shown in assetside of Balance sheet.
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Q. 3. The following figures are extracted from the books of Punjab National Bank as on 31.3.1998.

Rs.
Interest paid on Deposits 4,00,000
Salaries and Allowances 44,000
Rent and Taxes paid 16,000
Interest and Discount received 7,00,000
Issued Subscribed and paid up capital 2,00,000
Director’s Fees and Allowances 5,000
Postage and telegrams 8,000
Balance of Profit for last year 16,000
Auditor’s Fees 800
Preliminary expenses 3,200
Printing and stationery 6,000
Depreciation on Bank’s Property 4,000
Profit on sale of Investment 30,000
Rent received 12,000
Commission, Exchange and Brokerage 36,000
Statutory Reserve fund 1,40,000

Additional Information :
1. Rebate on Bills Discounted was Rs. 2,000 on 31-3-1997 and Rebate on Bills Discounted was Rs. 2,800 on 31.3.98.
2. Write off Preliminary expenses.

3. A customer to whom a sum of Rs. 2,00,000 had been advanced has become insolvent and it is expected that only
50% can be be recovered from his estate.

4. Provide Rs. 1,20,000 for Income Tax.

5. There were also other debts for which a provision of Rs. 30,000 was found necessary by the Auditors.
srfaRea gammg:—

1.31 9719 1997 Bl YT U 4l TR JFGATK Bkl 2,000 o o AR 31 A& 1998 Bl YR MY Il W
AT BNl 2,800 o o |

2. YRS Y IuferRad PHITT |
3.T% UTed T 2,00,000 Fo BT 0T fear 7= o1, fearferar g1 T iR S9! TH R | dd 5% YT 81 AH T |

4.3 B P foIU 1,20,000 o BT UG BT 2 |

5.3 R W & 59 forU 30,000 B FdRAT HRAT JBeTh] 1 AATIDH qHST |
6.31 AT 1998 BT THIK B dlcl I8 & folU UG F9Fel 9 BT AH—8I Wl 9918V |
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PREPARATION OF BALANCE-SHEET

Q. 4. The balance extracted from the books ofthe Vaish Bank Ltd as on 31st March, 1997 were as follow:

Rs. Rs.
Paid up Capital 15,00,000 Fixed Deposits 30,00,000
Locale Bills Discounted 13,50,000 Profit and Loss credit balance 1,65,000
Reserve fund 5,77,500 Stamp and Stationery 7,500
Cash credit and overdraft 21,00,000 Cash in hand 3,75,000
Unclaimed Divdend 7,500 Cash at bank 9,75,000
Loans 34,50,000 Investment at Cost 7,12,500
Current and Saving Deposits 37,50,000
Furniture 30,000

Out of the total Debts Rs. 4,27,500 were considered doubtful, and the balance was considered good. Out of the debts
considered good, debts amounting to Rs. 36,00,000 were fully secured and for debts amounting to Rs. 6,00,000
(including Rs. 1,72,500 due by a director) the Bank held personal securities of one or more persons over and above
the personal securities of the debtors and for the balance the bank held no other security that the personal security of
the debitors.

The directors requir the Banks Investments to be shown in the Balance-Sheet at market value on 31st March 1997
which is Rs. 7,87,500

The Bank has Rs. 75,000 Bills for collection and has accepted Bills for customers Rs. 6,00,000.

Prepare the Balance-sheet as on 31-3-1997 in the form prescribed under the Banking Companies Act.

F SARIRAT H I 4,27,500 To BT A Aa1RAT off 3R AY 6] A1 Y | Sl AFa1RAT 36! /i Y
ITH ¥ 36,00,000 Bo BT AIaTRAT goi FrIEa off 3R 6,00,000 To B AIRAT (FATAD §RT 3T 1,72,500 Fo
afed) & forg 9o & 9 PR & Afeda SEEd & IfaRed ta a1 ta I e aafaqat @ afeda
S ol IR dTd! B oHaTRAT @ foy vl @ AT FAFd & SARTRE = Big W ufofaa =181 off |

TaTeA® dTed © fob S9ab [AFR—N f&res 3 31 9/@ 1997 B 96TR o 7,87,500 %o f3=aTy Sy |

% & URT 75,000 o & FIUEV fAuF & & qAT 6,00,000 Bo & UEH! & fov faat Wapd fay 2 |

R dfba Bro JRfH @ Wiepfd & Agwu 3191 1997 & Q7 & 31 e fres) IR SIS |
(B.com. Agra University; ICWA Modified)

Ans. Balance-Sheet Total Rs. 90,75,000
Q. 5. The Trial Balance ofCanara Bank as on 31st March 1998 stook as follow:

Rs.
Loans (against repledgement of Customers Securities) 6,00,000
Paid up Capital 10,00,000
Local Bills Discounted 9,00,000
Reserves 3,85,000
Cash credit and overdrafts 14,00,000
Unclaimed Divdends 5,000

Loans 23,00,000
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Current account 15,00,000
Savings Bank Account 4,00,000
Fixed Deposits 20,00,000
Furniture 20,000
Profit and Loss A/c (Credit) 1,10,000
Stamps and Stationery 5,000
Circular Notes 25,000
Letter of Credit 20,000
Telegraphic Transfers 40,000
Cash in hand 2,50,000
Cash at Bank 6,50,000
Branch Adjustment (debit) 85,000
Investments (at cost) 4,75,000

Out of loans, cash credit and overdraft the Bank holds securities for debts amounting to Rs. 26,00,000.

The rebate on Local Bills discounted amounted to Rs. 5050. Credit has been taken for Rs. 19,950 as interest on
doubtful debts. Bank’s accptances on behalf of customers were Rs. 3,25,000.

The Directors require the Bank’s investments to be shown in the Balance-Sheet at Market value as on 31st March.
1998 which is Rs. 5,25,000.

Pripare Balance-Sheet of the Bank as on 31 st March, 1998 in the form proscribed under the Banking Regulation Act
after making necessart adjustments.

FUl, e ARG a1 AAfIEd @ IREN H F % & 9N 26,00,000 To & Fo & fog ufferai § A ¢
R el TR A el TR 5,050 To & | Fietg 0 R &1 & ol 19,950 Bo wise fHd T |
YIED] B AR A b BT WIH 3,25,000 %o B |

HATeld 9 & AFER 31 41€ 1998 & fIes IR o WR @ ared & i1 fb 5,25,000 %o & |

ATILID TG DR & UL §lhT A & UIRey & AR 31 7719 1998 Bl f2rea1 a1y |
Ans. (Total of Balance-Sheet Rs. 61,35,000)
Hint : Circular Notes, Letter of Credit and Telegraphic Transfers will be shown under Bills (Payable.)
(K.U.K. B. Com II, 1992 Modified)
Preparation of Profit and Loss Account and Balance-Sheet
Q. 6. Following are the balances from the books of Punjab National Bank as on 31st March, 1997.

Rs.
Current Deposits 2,27,50,000
Saving Accounts 82,60,000
Fixed and Time Deposits 1,75,90,000
Compulsory deposits of I, Tax Payeers 10,00,000
Sundry creditors 2,27,500
Debts due to Banks (Secured) 61,00,000
Bills Recivables 90,50,000
Customer’s liability for acceptances 74,84.,000
Rebate on Bills Discounted 7,500

Branch Adjustment (Cr.) 22.77,500
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Reserve Fund 62,50,000
Capital (paid up 1,00,000 Shares of Rs. 50 each) 50,00,000
Interest and discount received 29,00,000
Exchange and Commission received 8,77,500
Profit and Loss Account :

Balance as on 1.4.96 4,26,000
Cash in hand 6,53,500
Cash at Bank 30,00,000
Bills for collection 90,50,000
Labilities for customer’s acceptances 75,84,000
Investments :

Government scurities . 1,70,00,000
Shares 79,50,00,000
Interest accrued on Investments 4,37,500
Loans 2,08,50,000
Bills Purchased and Discounted 1,77,50,000
Furniture, fixtures and Office equipments 2,50,000
Depreciation on assets 2,50,000
Interest Paid 6,00,000
Exchagne and Commission Paid 50,000
Salaries 12,00,000
Director’s Fees 50,000
Stationery, Postage etc. 2,00,000
Misc. Expenses 1,50,00,000
Land and Building 15,00,000
Money at call 7,50,000
Non Banking Assets 25,000

Prepare the Profit and Loss Account for the year ending March, 31, 1997 and the Balance-Sheet as at that date after
taking note of the following:

Provision needed for Taxation Rs. 5,00,000

Current Account includes Rs. 42,50,000 debit bakance being overdraft. One of the Accounts Rs. 50,000 (including
interest Rs. 5,000) is doubtful. During the year a property was acquired in satisfaction of a claim amounting to
Rs. 25,000 and was sold for Rs. 18,000. The loss resulting therefrom, remained unadjusted in the books.

ffeRRad 1 &g ¥ @ gU 3| 1997 BT HIG B dTel 99 & o o9 811+ @rar a=msy e S fafy
1 forear 918y |

JMIHR & forw uraem HIRTT 5,00,000 o
7], @I B 9B J 42,00,000 To a5 rfAfamy w1 Affaferd 2 |
TEH @I BT 50,000 Fo (&S & 5,000 Fo AfAferd T gY) Al 7 |
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9§ H TP Id B YA H 25,000 Bo B FHRT 3MH B! T8 T | I§ FHRT 18,000 To H 99 & g | SHA
TR B Il H AR T8l B g 6 | (C.A. Inter)

Ans. Net profit after provision for tax Rs. 7,20,500; Transfer to Statutory Reserve Rs. 1,44,100; Total of balance-
sheet Rs. 7,44,09,000

Note : Bills for collection and compulsory Deposits of Income Tax Payers will not be in the total of Balance-Sheet as
per new financial year.

O
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3eAT-13

91 Bl B ™

(Accounts of Insurance Companies)

G qA AGAIRID Siad § 3 YPR & SR B & | 9191 B &I Ieed 39 SIRgAl & [dog
(SeTERv—gHeT AT fhHl oy BRI A HG TR H AR B S A B, AT A WX Y] S8 & S Sl
H B anfd) GRem US SR BT © |

William Pick & 3TAR, 41 ey Hifad YIRS & Uihel § AU ATSD] BI AR A SRIAT Bl A+

BN W gHEd BT g 1

[The business of an insurance company consists of carrying on behalf of clients in consideration of monetary reward.]

39 UBR T BT I ot f aafdd o 8 aren AuiRa s+l & 92 © |
CiL|| 394 (Insurance Contract)

EﬁWWﬁqﬁ$@a€ﬁW3ﬂa—ﬂ (InsuranceContract)Eﬁ &TWWWGW%IE@WU&? (_SﬁTITEF‘:CFﬁ
7 ST et Insurer) iﬂ% et (@Wmlsured)zﬁwww YT (Periodical Payment)ﬁﬂ#mﬁﬂq
(Premium) 68 8, ® Hfdhdl H fbdl fa¥Iy g1 & gfed 81 R (7 89 W A1 Yo [Af¥ed 3y & a18) U
e I <= &1 a1 {6 [y g1 & gfed 8 4 (SR ARI A7 1T o1 S B4 dTell 81 @ gid &=
1 arga] Rl B | F57 R b1 A1 BRI ST 8, S 1 /IR BEd © | 6 Told W S B ! (S
A R, YA D1 3rafe, NH B1 AR A1) BT oot BT 2, SW 1 UIfoRT HEd © | 911 diferdl IE
qTet Ffad B (§1H1 915) BT Policy Holder 1 &84 & |

91 FERIRAT b RIgrd R NMIRd B | U Afdd &) 81 89 A9 Afdadl § g Sl 8, = 191 o1
BT Bl @ |

91 B UPR

(Types of Insurance)
fafr~1 gpR & SIRIAT & MR R A1 9 UBR BT B Foball © |
CII! (Insurance)
|
| |

ICERCICI] BIGIEECIC
(Life Insurance) (General Insurance)
|
[ [ [ |
s S ) ) A e G a1
(Fire Insurance) (Marine Insurance) (Accidental (Other Insurance)

Insurance)
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1. Sftas d¥1 (Life Insurance)—Siiae dH1 &1 a8 U VAT e o, (o794 91 B9 Tab (e
W & Jc] BRI aTd B Ag W A2AT U Mf¥ed oy uTa 8F W S Ugt 8, Vs MifRed ey &
PIAH I AT ITS §RT 59 I & ol AMifdhd (Nominated) fHl 31 @fad &1 ifd IR <71 &1 a2
CRIRS

Sitaq 991 & SRCRCH H gRET TAT faferam (Protection and Investment) I B d<d U] S © | Siae e H
GReT Td g4l & b arbrel weg B WR 73N fdaai @l dar &1 gof [0 g1l 81 St € den fafam
F1 T<d 39 BRI § FI(P Sifdd Y81 W NHIA S FU H FHls 1% SH AT Aled 1o e Sl 2 |
W@W@WAswranceWWW?ﬂmm%l

19 SR, 1950 Bl RA WRGR A Sia- 1 G BT AIERIBRI] B IR Sitad §1 99 (Life
Insurance Corporation) &1 AU HI | TAN < H AT G 319 Sila 941 7 gIRT &1 b 2 |

Siad 191 & R H§ 97 0 B YBR Pl BIAl 8—
(i) 31TSiia= 91 93 (Whole Life Policy)

(ii) ST 9T U (Endowment Policy)

(iii) Felr™ €141 U= (With Profit Policy)

(iv) el &1 U= (Without Profit Policy)

W) qifey T arferi (Annuity Policy)

(vi) @gad 1 aiferdl (Joint Life Policy)

(vii) @i & forg ff¥aa e/@afe &1 9141 (Children Endowment Policy)

(viii) Money Back Policy

2. A= 9 (General Insurance)—m=g §1H7 3 AU Shae 9191 & AfaRa o= 9l UdpR & 1 |9
2| 39 YPR Al g &1 SIRgH Bl BIgHR A= SIRGH] S Ybw, qre, AR, TgEl gee, g1 al
ffcrafte afe & fog i 41 811 8, S A M1 $Ed © | AT M1 H dae JReT Bl awd Bl g,
fafrirT o< &l e |

AEFI 41 3D 9 H fawad fhan S gedn 8 | o) 1 i, ws) 95, g i aen fafdy e
(STTEREN—HIeR ST &1 941, fafma SiRed d1, SHarT afagfd o1 91, AR s 91, B d,
fagra i e )

(i) 3rf+ Cikll (Fire Insurance)—37f 1 SINCACH H 91 0 v [Af¥ed ufawa (Premium)iﬁ ool H I
UTS (Insured) BT GNAT IXG H AN & S A BF arell I DI F¥Ed AH1 T QR B 1 a9 <l |

(ii)?Tﬂ'cﬁ Gk | (Marine Insurance)—?ﬂ'ﬂ_cﬁ T B =T HT HHY 6 fAf¥ad Mg P gl 91 9T Bl
g SIREAT F BF dTell 131 1 Ueb AR M1 T YR PR+ T LM all © | $9 491 Bl e a1
TS Bl 3D UBR & G SIRGAl & [dg FR&T IS AT & |

(iii) gEiE?T Cikll (Accident Insurance)—3d §IHT ¥ 99 ¥ b Af¥Ea ufdwe (Eﬁﬁ'ﬂ'q) P gGcl H G
TS BI B e (S HIex | gEeAT 3Mf]) & URIMRIwY 84 arell @ gfd &1 g+ <l © |

(iv) fafag Eika)| (Miscellaneous Insurance)—37fi4, ﬂﬂ—cﬁ I g’ifE:ﬂ I & faRad = 91 @1 fafag
@ ST AfFAferd foham ST B |

AT T AT BT MBI 13 78, 1971 B B & 7 @R 3@ Rd § AT §1° &1 Bl dad
I G R gen sﬂdrg\l IR AER—H Bl (United India Insurance Ltd., Oriental insurance Ltd., New
India Insurance Ltd. G2 National Insurance Ltd.) P gRT & fHar S 81 8@ YRA WRPGR A Insurance
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Regulatory Authority &1 7841 f&aT €, d1fds <91 # <11 sga9rg den ol & & H=ufal gR1 fhar o 9@ |
faceh srafr Y =1 &= & yaw & fv g R @ 2 |

=1 fAfFH 1938 (Insurance Act, 1938)

AN S H 911 99 & e & forg i sifefm, 1938 wiRd favan i | I8 srfefees 1 9, 1939 9
RINGSIN 98 91 il & gade (Promotion), Y9+¢] (Management) <T=iT SHD @ral A (Accounts)ﬂ‘%lﬁﬁ
fRaTa wree AU 8Y € | AHI—99g WR 39 AT H e ey 1 fhy g § |
auie Td WEke YD
(Statutory and Subsidiary Books)

1 wrafl gR1 A denfe qeae aen e §—
(1) Register of Policies ]
(2) Register of Claims Statutory Books

(3) Register of Insurance Agents

(4) Register of Proposals —— (ﬁ%‘lﬁ?ﬁ W)
(5) Premium Cash Book

(6) Renewal Premium Cash Book

(7) Claims Cash Book —
IR T ¥ Sffaq 91 a9y 319 Sfiaq o g1 € fhar ST 7
Sitas 491 & FRg H 91 99 6y IR BT Bl o—

(i) 3TToiia= 91 93 (Whole Life Policy)

(ii) ERACEIRCI IR E (Endowement Policy)

(iii) g9 dTF1 IS (With Profit Policy)

(iv) 3TeT¥ &1 U3 (Without Porfit Policy)

) IR EARCIR ISR (Annuity Policy)

(vi) @gad 1 diferdl (Joint Life Policy)

(vii) =@t & forg fAf¥=aa emafer &1 191 (Children Endowment Policy)
(viii) Money Back Policy

2. = 9 (General Insurance)

A 9 1T S 1 @ sifaRed o it UER @ 1 9 2| 39 UBR Afda Siiad @t
SIRIH PI BISPR 31 SRIHA ST b+ 16 3114, A geeT, Jn A1 sffcafte anfe & forg S i gram
g, I AT 1 BB © | AMERI 11 H dHacl JRefl b dd Bl g, AT aw T8 8|

AMR SH1 3 9 A favad fhan S Adan 8 | o 1 i1, sl W, gee e den fafdy
(STTERENS—HIeR ! &1 4, fafa 91, wHan afdgfd &1 dmn, anier Jes I, wEd 99, e
1, amfe )
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AT ST B ﬁﬁqﬂ'ﬂ;‘ (Characteristics of General Insurance)

(1) I 191 9T T a9 ) Srafy & forg fham Sirdm B

) I S # N 3 ¥ Sikew R axd 2

(3) AT 41 BT G SeIY &fayfe] HRAT BT B | $AH GReET d<d dl 8, W= fAfran < T8 |

(4) AT 1 # urferft &1 FwdYT Hou & B |

(5) AT A1 W (@17 Td S 919 ST SiRed & fofg Herg 9T B © |

941 aErg o fafRrear 9 uRfEd 8 & oy 9 ardl iR Aeerigds AR fear S e @ ¢

()

(2)

3)

C))

T (Claims)—3Tai ¥ 39 QI AR BT G1e BIAT & S G147 Bl AT fdd bl Uifordl & Ya &g
T B W Tl B | Sl 1 g # arfersdl 31 I3 Ue fAfdw safd o weif uvarg urferft &
aRYEd B TR A1 A @fdd @1 7y 811 UR < Bicll © | olfh AR 1 B S90 H A1 81 Sa
B9 7 ST S~ 89 IR < Bl ® |

el ol 171 =aE & I @ 4TI Hal H I8 ¥ HEdYUl A8 Bl 3 IR 39 3H W & Sfde |
feran e 8 | U8l I8 Seoi@ 1 & b 39 @rd H fodl o @ § goprd T araifde arai & ARy
BT Ieeld e AT ST AR qrdi Bl q=gol IR BT G ST & | I8 9999 8 (6 §o a1d G 8l
Ia Bl AR Wpd W Y S gd 81 ol 30 TP BRI 1 T 81 Said B a9 A7 Jrod o (B
T 8 Wl Wipd T <Y T8I BY € | 11 <1a1 1 aRcad H gbIH1 € IS 37 bl e qrd A o
AT B | qTal B g <F AR T B FHI DI 4 UBR @i § fran S @

Claims Dr.
To Claims intimated and accepted, but not paid Account with the amount payable

To Claims intimated, but not accepted and paid Account

|HYUT [ (Surender Value)—FAYY e B W) Uiferdl &1 acae g Il & I8 dddl oilad 4
TR AR B & | IS fondl diforNleRes &1 o9 &) snawaddr 81 $iR a8 ufforl & fAfde oaf & qd &
U &1 91U =Tedl 8 Al SHD! I8 AR & b a8 =il difordl &1 Fauvl g arfisy of dab Sl
fAfdse av A Morar Siar 8 | Sias 41 diforf) &8 4 &4 &1 aife NfeE & Yaae @ ggard 8
FAYY He SCT Ul 8 | FHU0 oI & wU H ghls g M St I Faard & oY ga Agwayul
= g R oW @ & <fde # fwamn S 2

g difereft (Paid-up Policy)—d8 Al @adl Silgs §9 9 qwfd & Ife @Ig diferiiuRs vfds 4§
WNATH <7 ¥ g9 & O SUD! I8 fdhed ura 8 b g8 7ol diferf &1 Febal BT T | R SHDI
3T Wi 81 <1 8RT 3R URYTad IR I A1 IHS A1MHT Afdd Bl g Fabal A1 71+ MR R
T < SRt

No. of Premiums paid
Total No. of Premiums Payable

Paid up Value = sum assured x

Al g diferdl @ Rerfdl § &R 1 UifoRfl &1 yRYFdr T Ueilel B! s Q! UifoRf &1 gl
R ST9 T 191 B §RT 81 FepT &1 STl $4 rdi | 1 SIreT S |

s aft (Annuity)—38 1 &9 Sia= 49 ¥ &1 F=T 2 | Annuity refers to fixed annual payment

made by L.I.C. to the anmitant till his death or till he attains a specified, in consideration of a lump sum of
money. ATfYe &I AR GRP DI T AY 7Y TAT A &N TS &R Bl & H IGHR T D ST
g | AIY®! BT YA G G BT Vb R FY & O I Wl & sfae § fe@mr S g |
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)

(6)

(7

®)

9)

(10)

CZaRINCECICE]
Wipa aififesal & fog ura ufiwea (Consideration for Annuities Granted)—J8 I Siiad a9 4

Ed 2 | It refers to the lumpsum amount paid to the insurer by the annitants as consideration ¥ YdY
TS Gfeithel SHE1 H¥I D1 3T DT Yeb AT AT ST & AT 5 MH Wi & hiSe ¥ e Sirr ¢ |

A9 (Bonus)—IE 7E W SNa= 191 ard I & ARR0d g | arferdl R®T 1 adrd & ¥l § 91T
I &1 JABR fEar SIrar B | Siiad §91 Jaara BT o4 SRl don SHeRS & 9 die faan
SITT B | ITEIIHROT & UeATd lHl Bl 95% 9T UifelRil &IR®I B AT ST & VAT 9199 §1H91 IRBT Bl
= el o faar S daar g -

(31) RrBs 99 (Bonus in Cash)—VAT &2 3 G199 &I R GINON & JR= ULad e © &l Sl 2 |
9 YA A M WAl sfae fhar S 2 |

(@) Rawd= 9999 (Reversionary Bonus)— €IVl & R 918 4999 1 IR0 R b b W©IH WR
gRuaad & FHa g qiferll @t I & A1r gat far SIam 2 | O=A 91 *ifdrpierd: @ ¥ 2 |
Ul 9 B AR BT 7@l B IR H S &3 S 2

(@) WRATE $ FRI A arel A (Bonus in reduction of Premium)—8T90T & AT 999 DI
I S @ I R VA a9 9 ST A @ I gers o dadl 7 | 39 AW 9 e
T fan ST ®

Bonus in Reduction of Premium Account

To Premiums Account

IeeRgHIT B fh 3T @i g9 a9g g8 ]I | IR fewg SR afe defue 99M 9 gl
P! @Il § FARNSG 9 &R & T e |

I I (Interim Bonus)—3Jg8 I Had Siad 99 | & FHRd 9¢ 8 (It refers to the bonus paid
to policy holders for a period the profit has not yet been determined) =<1 &1 J&T (T gral | i @
ST B

g-: Cikal| (Re-insurance)—gsid PTs dHFT BT TTferAl B ETC([UT SR W & 89 H-1 @ ot IR
ET Bl A1 98 D] MR w9 | g 191 HHAT A g T BT <l B | (This arrangement between
the two insures is called “Reinsurance™) YT Rerfcr Hol PRIl Hﬁiﬂﬁﬁ b AT AT AR drTaRdl
qIGTATIER f57e forg et el ured WATE &1 Ueb 91T 91 <71 | Sid Ui arferedt aRuer 819 &l &7 &l
R SFE AR 41 &1 SH1HRI & 41 gt SR | SR W1l 991 J9Y g7 SAThR 9 a9d 8%
CEECIININ Byl T S 9 9 =3 SN dfds Net amount of claims payable b1 feriRor fhan <1 9 |

3 Al UBR YA IR DI Geblg g IR0 AN WIAT & hiee H U WHIH BT AR A "eril
SRR If g W a8 9 |

Rﬂgﬁl g4 MW w® FHIE (Commission on Reinsurance Accepted)—Y: ™ & I H g
JHTHR U< BT I & oI 441 T & FFI Bl BB BHIRE <l © | T8 HHITA bl I8 dHDR
® foTT “Commission on re-insurance accepted” DIl = 'GLLI% Sad v I8 th Iqrel g o 3@
Revenue Account @ Sfae # fagmr S g1

U< g N ® HHvE (Commission on Reinsurance Coded)—Y: 9 T IR 91 T B BT
Bl YT HHIE BT 3T “Commission on Reinsurance Coded” daatcll & T I Y @A & Hise 4
e Sirar B
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(1)

(12)

Sitas 191 BN (Life Insurance Fund)—Jg S §191 FJaar | qHrd & 1 et srex arferRmal &
g @ ¥ e & ol 9911 Sl € 519 dd 941 Jfad Uil & S1Rcd &1 IO 981 81 SRl
SiaeT 11 IGArg & Tl DI 1A 81 [hal ST Fadl 8 | “A life business is said to have earned profit only
if its life Insurance Fund exceeds its net liability on all outstanding policies.” Ig U NS 91 © oI |4l
3re< difelRil & Yg <RI &1 01 b Sifed RN ufshar & S faeve € &R U & | wRa™
S 1 1 UR% |1 99 U=ET IO BRI 8 3Td: Sila 4T d Bl A Ud 99 S el
foan <11 A 2|

I WTd JIR R THI Life Insurance Fund T TRMATS Y 50 WA & i d R@rar TR 3R
I H I @ BT ol 91 99 2 S g & < § fe=grar SR |

I Sifaw %g Py (Reserve for Unexpired Risks)—dg HATHT I P 7E T S S Ui W
IAA BF drel B ff weifad S 9 o & fag <@n Sar § S onf 9HIa T8l 8% ©
(unexpired STQ'TF[ outstanding)a'é B TG 9= | Jf AR S difiRi sreddtforss diferdl il 8
S dacl U AT Tkl § offb I Ui a=qul gy SIRY 1 Il 2 | 31 I8 98 |/ §49d © fdb ay
B FART TR e difeRial srerdid 8 9 5 W 9f9sy 3 a1 3o @1 81 9ol © 39 Rafa 4
fAueq & forg @rdl # wragr g9 ST ARy | A dE aRug @ srRieRe afifa | fafe
IAR] & oy gg N & 711 *Ea gferd & A & &) RAHiRe & 6

1) TITﬂ'f?EE @1 (Marine Insurance)—[& WHAIH 3 BT 100% |

(i) o AWM (Any other business)—Y& UIFIH AT B 40% (I JAR—HR ATHR 50% B
AT HI WHiT ad 2 )

T Q1T 9991 T8y, U ROTd a1 U6 13 e 3 iR fawrs Sl & o a9 & of | muferd
IoTd X031 SfAe @Y 3R | The excess reserve over the minimum limit is called the “Additional Reserve” 59
arfaRad Rord &1 Mt SWRIgd Red &1 a_e & i@ orar 2 |

(Annual Accounts of General Insuance Companies)

AT §F1 HHHET @ aIf¥e Td Q18T i@l UG (Double Entry System) & 3MIR UR (IR fhy A 2 |
11 ARAFTIH 1938 ® ATAR U AT 4T HFAl & @i a¥ & 37 § 11 W TIR PR 81 56—

(1) ATTH YWIdTl (Revenue Account)

) AH—gIA @rar (Profit and Loss Account)

3) A—aI e @ (Profit and Loss Appropriation Account)

(4) 3 ® ST (Balance Sheet)
g W@rdi BT fHAT Chartered Accountant ERT Thf&d @ AT HRaTAT ST M2 |

(1) M YWIdl (Revenue Account)

YD MR G BT Bl Db a¥ @ A H (TTH—8T S Bq) U AN Tl (Revenue Account)
TIR AT BIAT B | A PIS AMRI I S Py UHR & a9 Faqrd @, v, w9ge) a9 a fafay
1) FHRAT B, Al TS AIAT & oIy GUH—Ud W WAl JIR a1 ST @12y | TR & &l UTed
i1 ST 1938 @1 TR AT (M7 -2) W fAT FORM “F’ & S1J9IR 81 <12 Wil 39 UhR 5—
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A 99T PHURAT B AW :

FORMF

Msc. Insurance business.

Fire (or Marine or Miscellaneous) Insurance Revenue Account

P ARG

Form of Revenue Account Applicable to Fire Insurance Business, Marine Insurance business and

for the year ended 31st December..........
Rs. Rs.
1. [ Claims under Policies Less : Balance of Account at the
R Einsurances : Paid during beginning of the year: Reserve
the year for Unexpired Risks.
Add : Total estimated liability Additional Reserve
in respect of outstanding
claims at the end of the year
whether due or intimated.
Less : Outstanding Claims at
the end of the previous year
Add : Medical and Legal
expenses re-claims.
2. | Commission on Direct Premiums less Reinsurances
Business Commission on
Reinsurances Accepted.
3. | Expenses Management Interest, Dividends and Rents :
Gross
Less : Income tax there on
4. | Bad Debts Commission on Reinsurances
5. | Foreign Taxes & Indian Other Income e.g. Double
Taxes Income Tax Refund
6. | Other Expenditure (to be Loss transferred to Profit and
specified), e.g., Depreciation Loss Account
7. | Profit transferred to Profit
and Loss Account
8. | Balance of Account at the
end of the year as shown in
the Balance Sheet :
Reserve for Unexpired Risks
being—% of the Premium
income of the year.
Additional Reserve (if any)
9. | Claims paid to Claimants in Premiums derived from

India

business effected in India




1 U B oY 571

10. 8. | Premiums derived from
business effected outside

India.

Claims paid to Claimants
outside India

frforRaa gwmn o3 +ff Yo @rd & e & Smar 8-

As required by section 40C (2) of the Insurance Act 1938, we certify that, to the best of our knowledge and belief,
all expenses of management wherever incurred, whether directly or indirectly or in respect of Fire (or Marine or
Miscellaneous Insurance business have been fully debited in the fire (or Marine or Miscellaneous) Insurance Revenue
Account as expenses.

....................... Chairman

(Charted Accountants) (General Manager) Directors .....cccceeeeeeeeeenn.

At : (1) HId: Y9 @I H To d By W&l &l WART &l fhar Siran 2 |

(2) I8 G@rdr Ud ArHATA (Normal Account) Al = 3?1'65 debit P 3R T T MR Credit P 3R T AT
®I forgr T g |

3T WTd Pl HSl DI TR

(Explanation of items of Revenue Account)
A Sfde 9&1 It 9E (Items of Debit Side)

1. T (Claims)—Rr SRaA & o1y €11 =13 STl &, 9 SiIRgA & 81 81 91 9= 19T (Insured) ST
B! (Insure) TR qrafad g1 @ cIﬁ"f P foIv grar aHRar ©, 3?# 91 93 B T qra (Claims Under
Policies) BB T |

T HFAT LD S Tl & U U GTdi 1 11T BT YA B 2 |

QI (Claims)—<Id bl ﬂ%c_d'qm'”f A B9 @ BRI T 9T (Revenue Account)ﬂ% Sfdc uel 31 3R Ul WA
R e S g | faenfiay o ara & S | A 91a) B e § e anfeu—

(1) @7}, a9 (Current Year) & SR YA fhg 7Y grai a1 1 3 =7e] ad | wHIfra 941 g9 fawamg o 2,
=S DT YA B AT =1 7 3feral e |

()T & 3T H U &1 DI IHH, Sl Wi PR oy Y 2, fbg fS7eap1 Y &1 g3l (Outstanding Claims
at the end or year) 8 ®I YT fHY 7Y ST@T B IHH H SIS ol & 3R g9 AN I d¥ & YR™ H f&d a1
1 M (Outstanding Claims at the beginning of the year) If& & B A1 S S & IHH H F ST < § |

(3)111%%39_@7?[3[ SRIH @ EE‘J“FTWW’RTW foram & (Reinsurance)?‘ﬁ S SIRgH & B 81 ™
&Td PI XBH B HGH 9H YT IE & ITia gasl S SR H YTl 841, 5 Reinsurance Claims or
RecoveriesﬁT\_rl'lﬂT%IW?ﬁﬁwmwaﬁaﬁwfiﬁwwmml

(4)11% a1 DI 3 BT R dxA § a1 Aues § ﬁs‘ EIv"ITfﬁ Y (Legal Expenses) Il fafdca g (Medical
Expenses)miﬁﬂﬁsﬂ?ﬂaiﬁﬁﬁmﬁﬂﬁql

(5) T &) IRAfAD T B NG W & Sfde uel § fewrE Sl S9a! 7o 9741 UahR B8Rl |

Claims paid during theyear .



572 EaeRINCICICE]
Add Outstanding Claims at the end of the year

Add Legal and Medical exp. regarding
Less Outstanding Claims at the beginning of theyear ...
Less Reinsurance and Recoveries
Amount to be shown on the debit side of

Revenue Account

IS BB Al B YA IR D qTER BT T 7, A 39 A Wil S SIS Y& H Inner Column H 37T
fegran S =nfey |

2. HHTA (Commission)—dTHT HFIHT U FTARI JEIIT: Yol & HIIH A B! & 3R §5 39 PR &
fore S FHree feam Siran 8, 98 1 & @ fIT @ (Expenditure) BIAT & | $9 A€ P13 @0 & SfAC
geT P SR e € |

HHIE BT S YT § fAved sxa fearar S g |

(i) Y98 gaqdar g ® G (Commission on Direct Business)—s3 Su—3fvs § 9 HHIYE @ fe@rn
ST B, ST ST B §RT USTvel Bl §HT g o= & forg fam S 2 |

(ii) g‘l‘eﬁ'q'l R HHYH (Commission on Re-insurance)—Ud HAT §RT {\’:I'\Pf T HEA A IS AT B
B 9N BT GH: BRI IR HHIEA BT A AT TR BHIR Healdl o |

3 HHITE %I Commission on Re-insurance & IU—3NN® § g1 SI1dT 8 |

WRA 9 MR & d18) A B S drell BHIRE DI RT3 —3Tel 3H &N (Revenue Account) &
Inner Column H ﬁ@l’l‘s; ST ﬂ'ﬁ%(’ [

3.994 & I (Expenses of Management)—S3 MF & 3T ST HHAT & T AR AT B Eayl RIR

DI T ST 2 | U9 & Gl D] UAG—UAH el [a@ ] A1y | Jav Tl @ 1 1 @1 wnfie e
SITdT %—(Printing and stationary, Salary, Postage and Telephone, Rent, Lighting etc.)

4. GEd U1/ T (Bad debts)—59 WS & A<Id U 2R0T Bl 113 g Al 8, 91 §d Sl © a2l
S ST B |

5. %% (Taxes)—dHl HFT gRT <2 dorl faqel &Rl & Y™ & 349 s # fewmd 2

6.3 T (Other expenditure)—SWRIFT A1 & AfARFT H1 HA! IfT PIS 3T AT Bl 8, dl VA
T 1 IR Bl 59 ¥NNe & Sriid foral ST ® |

7.4 (Profits)—3d e # 9191 HFI & g o™ DI o Sl & | I 91 S & M @Il H Hise
Ue BT AT A IS B A1 Y& o9 BN R 14 B W H SRATIRT B &A1 g |

8. (a) AT Wi & ferw g (Reserve for Unexpired Risks)—3dTHT Elkill 3JdY (Insurance Contract)
UTg: U Ay B Fafd & forg fby I € | I8 91 e au H el 1 ffY R b S | 2 | 39 UBR
WD qY B < H BB AJIH U B & (O] ST Bl dE 3FTel faxig av # || il § | U4l
SIREH S 91 H¥a0 & 1 WA IR B d fafd T FATa 81 81T AT SIRaA (Unexpired Risk)
HEATA ¢ |

1 HE gRT R 99 B NFFH W1 R 999 €1 o foram Sl 8 | $9 YR 41 9F (Insurance Policy)
@ g H U<l WATH &1 HB AN d1e], a9 (Cuurent Year) A T BT 8 AT B AN AT fa<ii au
(Next Financial Year) & SIHIf*yd 81 8 | N9 &1 I8 GHHCIT%'CE I SN ST SITRIH (Unexpired Risk)g_g
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Tt a9 & forw ?j?fﬁ\‘l—d IGT ST 8, S NAT SiIRgH & forw =’ (Reserve for Unexpired Risk) Bzl
S 2 |

Y $ 3 H AEI 4 BRI B G o™ (Net profit) H1 7011 & forg fa<ia v 7 g 9 Wi (Net
Insurance Premium) &1 U& ¥ ufaerd s o # gar<aRd fdhar SITdr ® | I8 Uierd T —8TelT YhR &
AT T a9 & foTy Srer—arer fRaffRa fovar mm B

AT WIRIAT & %I'Q o BT GfAerd =T 4T BT &1 ga=y gfafa (Executive Committee of General
Insurance Council) §RT GRS a1 a1 5 | 59 Ul &1 R SR AfAFTH 1961 B yord ST ®
fRm 6EH 1 g 2| s SiRew & oy dey A 41 FaArd (Marine Insurance Business) § s
WM (Net Premium) &1 100% T2 319 wd 31 fafdy i1 sqa=mal #§ g€ W &1 50% a1 =2y |

IS goq § SURIIT Ao 99 & oI HIS ufaerd = a1 81 S SIRIe 9f9rd & SMeR WR 8 Wod &l i
AT AMRY | A = IS Uferd faur &1 dl S & MURA WR AT P aRAT BT AMMRY |

Tag 949141 A B, =18 U3 § Hel T 8 AT el |
IHTE SiRg™ & forv 9o &1 d™ih+

(Accounting Treatment of Reserve for Unexpired Risk)

MUTEND U Bl B B FHI 7 1l BT &1 X@T dATfRu—

@) Jf& ‘Reserve for unexipred Risk’ T URME oY (Opening Balance) dcfUc (Trial Balance) H fear 8, @ s9
I W & HfSe U (Credit Side) H g™ B |

(ii) Jf¢ ‘Reserve for unexpired Risk’ T SIS L (Closing Balance) defUc (Trial Balance) H faur 21, a1 s9
%da fIg (Balance Sheet) & ST UeT (Liability Side) # a1 B |

(iii) Jf¢ ‘Reserve for unexpired Risk’ THRITSH (Adjustments)ff faar &1, @1 99 UH R 3MTH T P Sfde uet
H 3R g R forg & I uel ¥ =g g |

(b) IR F=T (Additional Reserve) AT AT HF1 AT SIIRGA & fory S g1 MaiRa ufiera &
AP T B Al © | T 1 BRI oA faxig Refd &1 doiqd &= & forg el 2 |

S R FuiRa Saa 9 oifde o & s Siked & forg sifaRed d=g @ed 2 |

Ig Ao Uod BT 1 39 99 Pl ddd d¥l 91 S Afe U H Ig 99 b U PE T 8|
rfaRad Ferg o1 S gfererd W =rar Se i ued & fear e |

Accounting Treatment of Additional Reserve

@) If¢ Additional Reserve BT RG99 (Opening Balance) TefU<c (Trial balance) H e 81 a1 S I &
@ HIST e B AR @ 2 |

(ii)?fl'f%(r Additional Reserve &1 31f<Tq 919 (Opening Balance) defUc (Trial balance)f[ faor 81 1 39 A fog &
<RI Ul (Liability Side) % 21 fa@m 2 |

(iii) IS IfARFT F=T (Additional Reserve) THATIST (Adjustments) H &1 81, A S o IR AN QI &
ST uel (Debit Side) H IR THI IR =I5 (Balance Sheet) & TR Uel 3 @M & |

hfSc yel &t 42 (Items of Credit Side)

1. (a) TTHT Sifeay & fero q (Reserve for unexpired Risk)—3T-THTI SRIT & fore 9T TG 99 B
HAA B ATe] a9 (Current Year) & 3IH WA & HISC YT § AIH Ul W R fI@mn S 2 |




574 P ARG

(b) 3rTAT SIfw & forg SifiRew |= (Additional Reserve for Unexpired Risk)—3Tddy H SRTATG SIIRGA
& fOIg 91T Y H T =16 a¥ & INTH TN & hiee Uel H 3RIAG SIIRgH & fog §9 g’ & - fa@nd 2 |

2. WA (Premium)—NHIH ST S BT I &1 Y Aew@qol S © | 41 FFN B 41 T &
Uil & WU § T IR B WHTH Bed 8 | 3 W & hisc Ul | g NHgH a1 i &1 foran S
2| Mm@ EaSl IR H A ﬂ?‘sﬁtﬂ (Re-insurence Premium) M &1 gel faar Srar 8 den sed Wit
(Outstanding Premium) &1 03 Pl Sire a1 SIaT 2 | 39 bR NHIY &1 ST iy 3 ©, 98 s FlERE]
(Net Premium) 1 1131 BIil 2 | T2 & 31X AT S & d18” YISl UITHIH &I M WA H 9dh—ud faxam
ST B |

Net Premium =

Premium Received during theyear ...
Add Premium Outstanding at the end of theyear ..
Less Premium Outstanding at the beginning of theyear ...

Less Re-insurance Premium paid during theyear .

3. <Tol, Tl AT BRI (Interest, Dividend and Rent)—dTHT ¥ &1 @7¢] 99 H 01 UAT (Debentures)
T fAfIRT (Investments) TR SIS G STHIYT H B dTell 31T 6l MH WA & bfsc e & 3R fa@man St
21 s YR 91 HHT BT U AHRIAT BT BRI IR ISR R & w9 H B4 arell 3 Bl Y 30
e H forar SITar 8 | <ITS1, AT @ fhR | UTe 8 § | $9 UR 31aT fhU T ISR (Income Tax) Bl
HTT o AMRY | 39 YR U<l Y& 3MMF Bl W & mhisc uel d fa@m =1y |

4. Jfota gﬁ‘sﬂ'q'l R HHYHE (Commission on Re-insurance Coded)—U® 1 A g C'&HQ\I ClEIRcaE]
U FGARI Bl I BRI UR Sl BHIL UK BIAT 8, I HHIRH Pl AfSId JAdH IR HHIL bedd © | 39
HHITE BT 9T HFIAT B T | M ST & JAT ITH WA B hisc el bl 3R forar Sirar 2

39 AT (Other Income)—d AT BT BT YT 814 dTell 1T BT 39 MNP & I folaT ST © | 317 I
P IRl 4 B—

@1)X aﬁg\r?ﬁ Y[ (Registration Fees)

(i1) 3 BRSIGEY g[edh (Assignment Fees)

(ii1) I Y[k (Endorsement Fees)

(iv) BRI Y[eh (Transfer Fees)

(v) 3RIBR b1 qIol (Refund of Tax)

(vi) amferRaa g T (Outstanding Claims written back)

(vii) araferfRad 3T STHT BT AT (Old Outstanding and unclaimed deposits written back)

(viii) faf T va o= SRRl & 999 W B aTelT oY (Profit on sale of investments and other Assets)

T (Loss)—3dfe 39 Wid & Sfdc U8l & 9ei &1 AT e Ul & AT A HH 8ial & a1 g 3T <
ST B oI B BId 81 39 oW @ § evdidiRd &) a1 Srar 2

dre—afe 41 B < qA1 faQw SN A & Ul I bRl g, A S U {B Hal ol WfHgH,
(Premium), T (Claims), 3UcIel <Y TG TS, A2l GaNE) (Other Expenses Interest, Dividend and Rent) E2ll
MR & 3I=Id (Within India) § ST€®R MH WA @ ‘Inner Column’ H ST B |
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qran {1 (Margin of Safety)—<q™=g §#1 7 @ HRIBR AAfT (Executive Committee of General
Insurance Corporation) §IR1 FuiRd ol @& d U A 9T &9 &) ARl & qi@l W)
AT HH—A—HH 5 ARG 2. 3] Yg WATH BT 10% (S 9 Al 81) B =12V | 39 AR BT &) Grel
A PE 2 |

Tat o fSdaH WA (Maximum amount for Expenses of Insurance Companies)—TAT=I d1¥T H#I1 D
Tl P AfHad A B FEiRa fear /=1 2| 99 goiel & 7T 1Y HHRE & AfaRed | 9
Hrft frafaRad & SuTeT Wd F81 B Adhdi—

(a) In case of Marine Business

Gross Premium Rs. Maximum Unit for Expenses
on First 5,00,000 25% of Premium

on next 5,00,000 22.5% Premium

on next 5,00,000 20% of Premium

on next 7,50,000 17.5% of Premium

on Balance of Premium 15% of Premium

(b) In case of other Insurance Companies

Gross Premium Rs. % of premium allowed as expenses
on First 10,00,000 35% of the premium

on next 5,00,000 32.5% of the premium

on next 5,00,000 30.0% of the premium

on next 7,50,000 27.5% of the premium

on next 7,50,000 25.0% of the premium

on next 10,00,000 22.5% of the premium

on Balance 20.0% of the premium

Note: If any company spends more than the limits mentioned above, it has to take approval from controller of
Insurance.

These limits are applicable to only insurance companies and not to General Insurance Corporation.

HHIIHE @1 IAfSpad (Maximum Limit on Commission)—

Nature of insurance Maximum % of Commission payable to agents
In case of Fire and Marine Insurance 5% of policy premium
In case of other insurance 10% of policy premium

Note: In case of Insurance effected by Principal Agent Maximum % of Commission in case of Fire and Marine
Insurance of 20% and in case of other insurance it is 15%.

M| 4 9 gerer 999 (Bonus in Reduction of Premium)—Im™¥= 191 AHFITAT U qYy P JET B
foq fovan ST © 1 U a¥ & uvEnd §9d! g TAIBRYT (Renewal) BRAT TSl @ | IS S9M0F (Insured) 59
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TP I &f 3[afd & ST=<vid fhsdl W) &1 (Claims) 1 #FT HRAT A1 S91 HF=, §1H91 915 &1 U HuiRd <) 9
YT (Rebate) a1 8, O a9 W) B8l ST 2| 39 GE AT 9199 BI YT T BHN b 7 BRD el
NATT 9wl & 9§ AHR>IRTT B ol © | mﬁ'ﬂqﬁ?ﬁ@w’&:&ﬁ ‘Bonus in Reduction of Premium’
E

39 "geTs T IR &1 9 e o fhan ST g—

Bonus in reduction of Premium A/c Dr.

To Premium A/c
e : AEEIR® U3 g BRd 99y faenfdfal @1 A= & 3R sa= 291 =anfde—

(l)ﬂﬁ ‘Bonus in reduction of Premium’ defde § a1 gl g, O 39 $dd Udh IR IMH WA & Sfac TeT di
AR e 2|

) Ife go= § doue (Trial balance) &l f&a 8 @ ‘Bonus in Reduction of Premium’ &7 3TFTH W & Sfdc gef
q Hfee ud a1 MR B w7 |

(3)?1ﬁ ‘Bonus in reduction of Premium’ TS (Adjustment)ﬁ faar 81, @1 39 Us IR MW 9 & Sfde
gel @1 IR foredl T g R 3 W (Revenue Account) @1 HfST T @1 AR Premium H S
feamai |

GRS RIS
(Profit and Loss Account)
T M 91 Bl AT bR BT M1 Faarg HRal & | (S i §ir, gl di4n, geie 9 anfe)
41 HFIAT 37U AT UHR & FaARIT & oY AT—AT AN W IR 8 | IR X GA-™I & ol Bl
P S B foIu o I gran (Profit and Loss Account) ST SITdT T | M W | 1d & iR 81 &

39 WA H BTIRGT B Q7 ST 8 | 39 SffaRad 3T 7o & & U 7€ (Items) ST fdl faRy auasarg
I T T8 B dr e oM |rd § FE1 faaran M §, 59 ov 81 @rd # forar S B

™ BN T W FEiRa urReu 3§ q9 T I B | ST UiRed 9IRS T B ffeRm 1938 @ gE)
! H From B & 31T {31 gl & Sl 7191 UK 5—

Form B

PROFIT AND LOSS ACCOUNT

for the year ended 31st December

Rs. Rs.

1. Income tax (not applicable to any Interest, Dividends and Rents (not
particular Revenue account) applicable to any particular Revenue
Account)—Gross

2. Expenses of management (not Profit on Sale of Investments (not
applicable to any particular Revenue credited to Reserve or to any particular
account) e.g., expenses of management account)

of share department, gratuity to staff
etc.
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3. Loss on sale of investments (not Appreciation of Investments not
charged to Reserves or to any particular credited to Reserves or to any
account) particular account.

4. Depreciation of investment (not Profit transferred from Revenue
charged to Reserves of to any particular Accounts
account)

5. | Loss transferred from Revenue Transfer and other Fees.

Accounts.

6. Other Expenses (to be specified) e.g., Other income (to be specified, e.g.,
Depreciation, Provision for Taxation, Profit on sale of furniture)
etc.

7. Balance carried to P. & L. Balance being loss for the year carried
Appropriation Account. to Appropriation Account.

AM—2IN & ST UTHY I W 2 b g8 I G I B I Hal DI foRkdl SIIAT 8 i1 Arr=g d1491 Bt
& [T ORIy 11 g (S &1 14, gl 41 1f) | ARIiad 7 8ld) av JR Iadr | AR
B & | §ON Tl H, 3 9 I B I Hal DI SR Sl § S fhdl By A1 Wi I gEd T8l e |

AN @ & Sfde et § 991 Ul & fe@man S g—

(1) I TN S A R D IRBR I AT S a1l HR 1 fod ®19 a1 @a | Fwa 7 8|
Q)99 B FI S fhdl By 1 W GG T 8

(3) A &) agel R 1 o {6l e, @Iy a1 @1 9 5 81 1 T 8 |

4) RafFarm R g9 57 5 o, o9 a1 @ § 7 o ST T 8

(5)afe MM @ | B & A1 99 B B fJaRe & e |

(6) 3 B3 I fAaRoT & 1Y |

M-I Wd & isc u&l # 149 #a1 & @ Sar 8—

(1) ST, TR AT fhRII I U1 31 W11 bl Iy a7 Wi o FHf=ad = 81 | I 59 g R Hx f3ar 1
g d1 S el o1 ARy |

(2) RAfEr &) agel w® oW 591 ol S99, o1y a1 @rd # W T far T ey

(3) fafrmli @) geia W gen o SR fhell 9, oy a1 @ | 9 fhan T En
(4) 3T W ¥ BRIIRGT AT gan o9 fdeRor & 1oy |

(5) TEITIRYT Yo |

(6) 3T BI3 fAaRo & A1 |

TAM—BI W & Sfac den »fse uell &1 O &= =iy | afe Sfie uer &1 I/ o1 IR ®fse uet &1 I
I BT 1 T8 IR 9 BT 3R 3 Sfac uel # forgdx o 81f o @Ta # swar<iRd & <d © | 3fe
Hfee et BT A HH B AR Sfde get I 1fdras 21 a1 I8 3o =1 uefid &val & 39 Bfse et # forgax
ATI—T( ATSTAT dTel W H BXATIRA PR o © |

GILESIEREUINERCIGL
(Profit and Loss Appropriation Account)

ATHT IHT ¥ Dl ATH—BT TS WTar ¥ 9991 gl © | 39 aW—_8If W §RT Ui am—earfy &1
fegran S 8 don oW 9 ¥ By S arel S (appropriations) 1 fa@man Siar g | Sfd e &
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U U g9 g AW Bl g H swiaRd fhar S g | AM—si s @ran @ RgiRd greg | g9
ST 2 | 39P] UIRey d141 1SR, 1938 B G-I el § Form C & 31=Tid a1 g1 2 Sl 1 8—

Form C
PROFIT AND LOSS APPROPRIATION ACCOUNT
for the year ended 31st March........

Rs. Rs.

1. Balance being loss brought forward Balance brought forward from last year
from last year Less: Dividends since paid in respect of
last year (if free of tax, to be so stated)

2. Balance being loss for the year brought Balance for the year brought from
from Profit and Loss Account. Profit and Loss Account.

3. Dividends paid during the year on Balance being Loss at the end of the
account of the current year (if free of year as shown in the Balance Sheet.

tax, to be so stated.)

4. Trasnfer to Reserves e.g., Exchange
Reserve.
5. Balance at the end of the year as shown

in the Balance Sheet.

Sua Uy ¥ W B b a1 fFEee | @ Sfde v 7 1 w9 ford) ot §—

() o 9§ @ &1l It a1 =

(2) AH—ETM @RI §RT Y&RId =Te] a9 &l gIi;

(3)T¥ & IRM YA BT 71 AT {59 96 BT g AT 81 IAD] Soaid AT A1y | A AT IR
qad Bl Al SABI W Iooikd BT MDY

@) D a9y o1y a1 W H EAFaRd R AR & @1y | dv B e @ @ sbfse ue H A 18
fordY el &—

(1) sl a8 & o9 &1 Y, IS DTS 81| 39 ¥ § I IfQ AT H A fban 731 81 41 9 =el o

1R | f5RT a9 &1 & AT B IHDT Sooixd D] MY | Tl S9N HR Jadl 81 Al SHDT W Ieeld bRl
a1fey |

(2) AM—BTM W §RT USRI dTe] a¥ b1 AH—8I FRISH @Td & Hhise U&l &1 ar Jfa Sfae uet & A
J IffSp BaT B A1 39 99 Bl Sfdc uel # forg o anfdfe fug § sxdialRa o= e oren ® | 59 A afe
Sfac Ut &1 I 39 HiST Ue & AT A 1fSF BI1 8 1 39 Y P shfse UeT § forgax g § swaaRd
P A B |

ﬁl@'l (Balance-Sheet)

I HF B A fafrs IRl vd iRl @ emaR wR anfdfe frgt TAR wReAn BT B 1 S @1 ured
AR T HH A, 1938 (Insurance Act, 1938) 1 UM @ & Form A & 3= a1 /=41 2|
T T HHFTT B1 gt S Uy H 991 BT € 918 98 oilad 1 J9ar $Rdl © A1 AT G
qEr | 39 g & FHRT &R IR ve W (99 Y69 & WM §—Ugell Siiad 41 Faard & fold Rl
AT T eI & fore den IRIRT <91 @ A @ forg | ifd ore gAR < H Siiad 91 IaN ddd
Strge d1 fm g1 qen = i BRafeE gIRT 8 fahar ST B
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g @1 ueu 91 UaR 7
Ae—(STa= 991 eI T A 9T a9 ]l & forg g &1 I8! ursa 8)
fag @1 ey
Form A
BALANCE SHEET OF 19
R NCIRNE) D2 3)
Rs. | Rs. | Rs. Rs.|Rs.| Rs.
1.| Shareholder’ Capital 1. | Loans:
(each class to be stated On Mortgages of property
separately) On Security of municipal and
Authorised......shares of other public rates
Rs....each On Stocks and shares
Subscribed....shares of On Insurers’ Policies within
Rs....each their surrender value
Called up...shares of On personal security to
Rs.....each subsidiary Companies
Less: Unpaid calls [other than reversionary (1)]

2.| Reserves or Contingency A/c (a) Reversions and Life Interests

Investmnts Reserve Reserve purchased
Account Profit & Loss Loans on Reversions and Life
Appropriation Account interests

Debenture Stocks of
Subsidiary reversionary
Companies (f) Ordinary stocks
and shares of Subsidiary
Reversionary companies (f)
Loans to Subsidiary
Reversionary Companies (f)




Balance of Funds and
Accounts :

Life Insurance Fund

(i) Business in India

(i1) Business outside India Fire
Insurance Business Account
Marine Insurance Business
Account

Miscellaneous Insurance
business Account (m)
Other Account, if any be
specified (I)

Pension or Superannuation
Account (b)

Investments :

Deposits with the Reserve
Bank of India (Securities to be
specified)

Indian Government Securities
State Government Securities
British Colonial and British
dominion. Govt Securities.
Foreign Government
Securities

Indian Municipal Securities
British and Colonal Securities
Foreign Securities, Bonds,
Debentures, Stocks and other
Securities whereon interest is
guaranteed by Indian Govt. or
a State Govt.

P ARG

Debenture Stock

Bonds, Debentures, Stock and
other Securities whereon
Interest is guaranteed by the
British or any Colonial Govt.

Loans & Advances (c¢)
Bills Payable (c)

Estimated Liability in respect

of outstanding claims whether
due or intimated (d) Annuities

due and unpaid (d)

Outstanding Dividends Amounts
due to other Persons or Bodies
canying on Insurance business (c)
Sundry Creditors including
outstanding expenses and taxes (c)
Other sums owing by the Insurer
(particulars to be given) (c)

Bonds Debentures, Stock and
other Securities whereon Interest
is guaranteed by any foreign Govt.
Debentures of any railway in
India.

Debentures of any railway out

of India.

Preference or Guaranteed

Shares of any railway in India
Preference of Guaranteed

Shares of any railway out of
India

Railway Ordinary Stocks (i) in
India (ii) out of India

Contingent Liabilities to be
specified (e)

Other guaranteed and
Preference stock and shares of
companies incorporated (i) in
India, (ii) out of India

Other ordinary Stocks &
Shares of Companies
incorporated. (i) in India (ii) But
of India Holdings in Subsidiary
Companies (f) House Property
(i) in India

(i1) out of India
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Freehold and Leasehold
ground rents and rent charges
3. | Agents’ Balances
outstanding

4. | Outstanding Premiums (g)
(d)

5. | Interest, Dividends and
Rents outstanding (d)

6. | Interest, Dividends and Rents
accruing but not due (d)

7. | Amounts due from other
Persons or bodies carrying
on Insurance Business (h)
8. | Sundry debtors (i)

9. | Bills Receivable

10.| Cash

At Bankers on Deposit A/c

At bankers on Current A/c and
in hand

At call on short notice G)

11.| Other Accounts to be
specified (k)

ﬁl@ &1 Afdd w9 (Summarised Balance Sheet)—ﬁl? P &Y ®Y § 9 THR ugd frar S Ao B |
FIBIR® U9 &1 Hxd a9y faenfeial o1 fog & 39 Iferd §9 &1 9 w1 arftu—
FormA

(Summarised Balance-Sheet)

«eeeee. INSURANCE CO.LTD.

Balance Sheet as at 31st March........

Liabilities Rs. Rs.

1. [ Shareholders’ Capital (giving the same 1. | Loans

On mortage of Property within India
On mortgage of property outside India
On Stocks and Shares

Loans to Subsidiary Companies

details as in the case of other companies)

Reserve or contingency Accounts :
General Reserve Investment Reserve

Balance of Funds and Accounts

Debenture Stock

Investment (including Freehold and
Leasehold Property)

Agents and Branch Balances

Premiums Oputstanding (either to be
shown net after decucting commission
thereon or commission thereon to be
provided for the liability)
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5.

(a)
(b)

(©)
(d)

(e)

()

Loans and Advances (stating the
amount and nature of security, if any)

Bills Payable

Estimated Liability in respect of
outstanding declaims whether due or
intimated

Unclaimed Dividends

Amounts due to other insurers
(stating the amount and nature of
security, if any)

Sundry, Creditors (including
commission and other expenses
owing and taxes)

Other Items due :
Amount due to Subsidiary
Companies (in total only)

Staff Provident Fund or Gratuity
Account

Advance premium received
Provision for Taxation

Reserves. hold on account of
reinsurances cdded by the company.

Contingent Liabilities—Iliability for
partly paid shaers in a subsidiary
company to be separately stated.

10.

11.

Interest, Dividends and Rents
Outstanding (to be shown net
deduction of income tax thereon)

Interest, Dividends and Rents
accruing (to be shown net deduction
of income tax thereon)

Amounts due from other insurers
Amounts due from subsidiary
companies

Sundry debtors (amounts due from
directors and officers to be stated
separately)

Bills Receivable

Cash Balances:
In hand

On deposit account with banks
On current with banks

Other Accounts.

P ARG

Note: The previous year’s figures must be given for all items.

A.

anffes fag @t Ael BT W TPRUI

(Explanation of Items of Balance Sheet)

S 9&l (Liability Side)

1. 3rerenRAT @t Yol (Shareholder’s Capital)—S% ¥¥e & 3r=id A= UBHR BT A Yoil—arergp R,

I Td &< Yol DI AT—AeT @RI S & |

2. 99d 31fAq MHRAF Wi (Reserve or Contingency Accounts)—dHT HF & F9 THR & Aad—ATHY,
faRry qenn ameRA® @1 39 Wd & orid e oI 2 |

3. PN 91 Wrdi b1 A9 (Balance of funds and Accounts)—sﬂff arfi, ﬂﬂﬁ g‘ﬁ?:ﬂ g1 = I AT B
T SIRaHT & folv a9 T e den ifdRax el & S1f<aH (closing) 28T &1 @ i 8 | 3=
INYF & =TT T WAl oI U AT R T T e bl W fexaram e g |

4. o193 ¥<Th (Debentures Stock)—dHT &+ §RT A eora=i & fd a8l o) Sl 7

5.7%01 T4 IAfAH (Loans and Advances)—ATH= §HT HFIA HFIAT gRT ford T o de 1f3ET &l 03 &l
TEl fagmar S 21 Al ol S @ MER R o T § @ S Hed T UBA DI AR WL Al
A2 |
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6.29 fda (Bills Payable)

7.3 <@l ® TR | GlaqTﬁ?l T (Estimated Liability in respect of outstanding claims, whether due or
estimated)—s9 MNYP & ST AT 9T BT & TH SA1 DI A fe@rh S & 1 affe @ daR
PR DI I T 9T A1 81 S 2 fobegg, [S1epT 1) Y77eT <781 gaf BIall © |

8. 39 fd=g ore™ maf™Al (Annuity due and unpaid)—$9 H& BT T MR G191 HHAET A T8 Bl © |
ara: enfdfe forg o 9 BIeT S el R |

9. 3G AT (Outstanding Dividends)—d8 T4 Sl ¥ §RT €A 81 bl &; fobwg A1 arfiep @
dUR BT DI A T Y= 1 BIar S Fgl fa@ran i 2 |

10. 91 TTE™ B drel I Afdadl AT GRAI Bl 2 Af3 (Amounts due to other persons or bodies
carrying on Insurance Business)—3% Mde & g a8 Y fordl ot & R 991 &7 @l
JIATT BRI dTel 3T AfFTAT T RN BT = Bl B |

11. fafay A9ER (Sundry Creditors)—3J8 & W@ W © | I8 &I G 12T b e 3 a2 &1 a1 f
3 wg # affafera fdar S 2

12. i1 Pt 2 39 AT (Other sums owing by Insurer)—dH HFHT GIRT <g =N R ot onft a@
T fe@mn M1 & 9% 39 MYe & I=id fawnd € |

13. 3w R¥® A (Contingent Liabilities)—afd B3 MHRAR IRI@ & @ S Al & ®U H fa@mn
ST R |

B. 99 e (Assets Side)

1. 3&0T (Loans)—THTRI §191 HF1 & A¥RT U&T § I U8l AH R HH1 gIRT fbd T o & feaman
ST 2 | = R & ol &1 faavor od gy fawmn =nfey |

2. faff@RT (Investments)—39 ¥f¥e® & srvid A= YR & fAFRIRT @ HAgAR gl f[davor <d g¢
QG 111 21 99 @ SR AT ¥ & AR By W AR 31 v fiErn S © |

3.@"&* ® 99 (Agents’ Balances)—\_rﬁ f3y Qﬁﬂa I g B B © S EXS MYF & g @
ST B |

4. 3 NfATw (Outstanding Premium)—Gle@i_CE fag & 99 @) AfY T <1 NfaE < 8 9 B ﬁﬁ urq
T8 BN S I8 fawman S g

5. 31S< <TSl, ATHTe de b= (Outstanding Interest, Dividends and Rents)—&IT4, AT de R @) 98
<11 el fordl el @ S fag @ fafY e <3 @ 81 oIl @ g ured el 8 |

6. SUIfola =aTot, omwrer den fdrn <t 27 9 &8 (Interest, Dividends and Rents accrued but not due)—s4d
A & STl =TS, Tl qorl fBRy @) g8 JIf3 fe@rl Sl & S =neg 9y | wEfd g, fbeg Sl @]
Y H <Y 7 BIPR 3Tel gY < BN AT UK B | Sarexone, Al |1 HEAT 1 SARER, 1998 Pl DIg AT
12,000 o qT¥H fARR TR <1 2 @1 31 fAAwR, 1998 BT FHIW B9 dTel ay & fofy ST fagT 99 SRR S
3,000 %o (91 ATE 1 fH=1a) 39 ¥¥e & =TI A SR Fifd I8 fh_ran Surferd a1 81 gl © g
TE Tl Y < TAT YT &I |

7. 91 T BRA dT I AfdAAl AT AR A T afd (Amounts due from other Persons of Bodies
carrying on Insurance Business)—dTH] a1 B Tl 3T Gl AT FRARA | 1T HHAT DI S M
gTed Bl & S I8l el € |

8. fafdy I eR (Sundry debtors)
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9.9 faa (Bill Receivable)

10. APBS (Cash)—Fag # Jdps @ 791 9 Su—Ndi 7 favad wxa e Sirar 8—

() §o1 & I @[ # 9H AdS;

(i) 1 & FTel WA H ST TAT THI Adg;

(iii) AT TAT T LA WR U IHS |

ACCOUNTS OF GENERAL INSURANCE

Illustration 3.

Revenue Account

P ARG

The following are the balances extracted from the Books of Loyad Insurance company Ltd. for the fire and Marine

department as on 31 st March, 1996 :

Claims Paid

Commission Paid (Direct business)
Expenses of management
Commission on re-insurance accepted
Commission on re-insurance ceded
Outstanding Premium 31.3.1996
Reserve for unexpired Risk

Additional Reserve

Premium received less reinsurance

Claims outstanding 1,4,95

Adjustments to be taken in consideration :

Fire
(Rs.)
1,12,000
1,09,00
69,200
8,000
4,000
40,600
1,30,200
1,42,000
3,30,600
3,800

Marine
(Rs.)
1,07,000
89,400
26,400
5,000
3,000
33,600
2,44,000
15,000
2,23,600
200

(a) Estimated liability in respect of claims outstanding on 31,3,1996 was fix Rs. 600 and marine Rs. 13,400.

(b) Provide Rs. 20,000 for survey expenses (Marine) and Rs. 16,240 for Sundry expenses (Fire).

(c) Provide increase of Fire insurance for Additional Reserve at 10% of the net premium in addition to the opening

balance.

Prepare Fire and Marine Insurance Revenue Accounts.

REVENUE ACCOUNT OF LOYAD INSURANCE COMPANY
For the year ending 31st March, 1996

Particulars Fire Marine Particulars Fire Marine
Rs. Rs. Rs. Rs.
Claims 1,08,800 1,20,600 Balance of Account at the | 1,30,200 2,44,000
beginning of the year
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Commission on Direct 1,09,000 89,400 Reserve for unexpired Risk, | 1,42,800 15,000
business Additional Reserve
Commission on 8,000 5,000 Premium less re-insurance 3,71,200 2,57,200
re-insurance accepted
Expenses of Manage ment 69,200 26,400 Commission on reinsurance 4,000 3,000
ceded
Other Expenditure Fire 16,240 20,000
(Sundry exp.)
Marine (Survey exp.)
Profit transferred to Profit Loss transfen-ed to Profit 29,160 14,400
and Loss A/c and Loss A/c
Balance of Account at the
end of the year: Reserve for
unexpired Risk Fire 50% of
Net premium Marine 100%
of Net premium 1,85,600 2,57,200
Additional Reserve
Fire : Opening Balance 15,000
1,42,800
Add 10% of 3,71,200
27,120 1,79,920
6,77,360 5,33,600 6,77,360 5,33,600
Working Notes: 1. Calculation of claims :
Fire Marine
Claims paid aduring the year 1,12,000 1,07,400
Add outstanding claims at the end of 31.3.96 600 13,400
1,12,600 1,20,800
Less outstanding claims as 1.4.95 3,800 200
1,08,800 1,20,600
2. Calculation of Premium :
Fire Marine
Premium less re-insurance 3,30,600 2,23,600
Add outstanding premium on 31.3.1996 40,600 33,600
3,71,200 2,57,200
3. Reserve for unexpired Risk :
Fire 3,71,200 x 1000 = 1,85,600

1
Marine 2,57,200 x 00

1000 = 2,57,200



586 P ARG

R3R: 1615 s S R s | IR L
(Adjustment Entries)

FH—HH 91 F & TeTde (Trial Balance) P DY TfaRad W (Additional Informations) 1 B E,
T TSN (Ajustments) & & | $9 TARIGHRI &1 @l /1 IR {61 ST & 1Uiq 37 ISR
BI QIEXT @l (Double Entry) BT BT 8 | T8 QIENT ol U d1R bl WA & ST # (Debit) T27 Udh aR
BHST (Credit) § BT TSI & | 39 AHRATSH & T H 941 o fby It €—

l.iﬂﬁaﬁ(OutstandingClaims)—@E‘I%IWWW@W@GI'IT‘ﬁ%\' (ﬂﬁmﬁﬁw
fpar &1 a1 71 a1 81) I gl 4 dF & forg /1 o fovan i & |

Claims A/c Dr.

To outstanding claims A/c

(outstanding claims brought into account)

Note—3Te< &Tal (outstanding claims) P IR FHRISH § fu SIM W 3% U IR AN W (Revenue
Account) ®1 SIE (debit) ¥ gl § Gﬁ(ﬁ' T 8 3R {\’:Iﬁ AR anfefew fag (Balance sheet) P TR TeT (liability
side) # fa=amdt 2 |

2, g‘l’sﬁ'ﬁl'l g (Re-insurance claims or claims covered under re-insurance)—=cdcidc @ A Elfl—Sﬁ'qT TIq dF AT @
S WR = oran fhar ST g

Other Insurance A/c Dr.

To claims under re-insurance A/c

(Being claims covered under re-insurance)

Note—gﬂ_ﬁmmﬁ?ﬁﬂﬁfﬁwwww(RevenueAccount)Eﬁ@ﬁ—dq&[ﬁmﬁaﬁ"ﬂﬁ[ﬁﬁﬂaéﬁ
T ST 9R MY g & JwufRy g § fRwmd € |

3. Wif M Pl "gemaren 9199 (Bonus in reduction of Premium)—WTH &1 YART G199 ®I HH B TR HF
@ gt H = oran fasan e 32—
Bonus in reduction of Premium A/c Dr.
To Premium A/c

(Bring Bonus utilised in reduction of premium)

Note—(i) IS aIf¥d W 91 HR FHI AP AP oAl o1 83l & dl 9 T IR ATH WA (Revenue
Account) P Sfdc uer § 994 (Bonus)ff Gﬁ%’ Td § E;\’:Iﬁ IR I T (Revenue Account)a\? Sfde ue
H Nfm (Premium) H \_rﬁE TAE

(ii) JfE Bonus in reduction of Premium @1 JIf¥ dolUe & <R ol g‘s‘ g 3@ PIA Uh IR H WA
(Revenue Account) P Sfie # fewm 1

4. 3Iq Sﬁﬁ?]'q(Outstanding Premium)—?ﬂ%{ Jre< WY &) If3 JHRSE § <7 © ol 3@ g??rcﬁ HAH &
fore foe1 o=ar foam 2

Outstanding Premium A/c Dr.
To Premium A/c

(Being outstanding premium at the end brought into account)
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5. 3w # ura Nifaaw (Premium received in advance)—m\_ﬂ—r{ H o1 g Mg fiv 9 W), 39 W
H oM & fore forst o farar S 2|

Premium A/c Dr.

To Premium Received in Advance A/c

(Being Premium received in advance brought into account)

Note—313H U1 MR &1 Udh IR 3MNH W1 (Revenue Account) @ wfse ¥ NH # ger <d § do0 ES?@[
IR i fag & IR ueT (Liabilities side) H e € |

6. T &T91 (Interest receivable) (i) 0| U= YT AT (interest due but not received) ST T 1 El bl g
R YT TE1 g3l 2 |

(i1) SUifa =t i orfl < 78 3T (interest accrued but not due) Suita =t Sraar < fafdr et 781
IS © |

S B SeMRI H Bl Bl YID] | 1 olkam BT B,

Accrued interest A/c Dr.

To Interest A/c
(Being accrued or outstanding interest brought into account)
Note—aTHi &1 T3l § ?Rﬁ Udh IR IAH EEI| (Revenue Account) & HfSe el H ‘Interest and Dividend’ & \_rﬁ@'
<d 2 dUT SR IR iY@ g & Ry uel (Asset Side) § @ € |
7.29 ﬁﬁ 3Ed afd (Annuity due but not paid)—
Annuity A/c Dr.
To Annuity outstanding A/c
(outstanding annuity brought into accounts)
Ilustration 6.

The Revenue Account of a Marine Insurance company shows the profit of Rs. 3,00,000 for the year ending
31st December, 1993 before taking in to account the following items :

Rs.
1. Claims/estimated but not admitted 55,000
2. Claims outstanding for ten yeas, now written off 30,000
(10 a9 YR 3f&d Id 319 AUfeTRad o )
3. Re-insurance recoveries (ﬂﬂ'eﬁ‘ﬂ el 23,000
4. Bonus utilised in reduction of premium 10,000
(NATH BT HEr H d1)
5. Interest accrued on securities 5,000
@il w aifsia &)
6. Agents’ commission to be paid 7,500

(TS0 BT HHIYE 71 B)



588 B oTETHA
SWRIF Yl & oY aaeds yfaftca ST 3R IWIFR TR HRA & 916 HF1 BT o Q@S |

Pass the necessary journal entries for the above Commissions and show the net profit of the company after making
the above adjustments.

Solution :

JOURNAL ENTRIES
Rs Rs
(1) Claims Account Dr. 55,000
To outstanding claims Account 55,000
(Being outstanding claims intimated but not admitted)
2) Outstanding claims Account Dr. 30,000
To Revenue Account 30,000
(Being outstanding claims written off)
3) Other Insurance Co. Dr. 23,000
To Claims Account 23,000
(Being claims covered under re-insurance)
(€)) Bonus in Reduction of Premium A/c Dr. 10,000
To Premium A/c 10,000
(Being Bonus utilised in reduction of Premium)
5) Accured Interest Account Dr. 5,000
To Interest Account 5,000
(Being Interest accrued on securities)
(6) Commission Account Dr. 7,500
To Outstanding Commission Account 7,500
(Being Commission Outstanding)
STATEMENT SHOWING EFFECT ON NET PROFIT
S.No.| Account Effected. Dr. Cr.
(Decrease) | (Increase)
Rs. Rs.
Net profit before taking into account the adjustment entries — 3,00,000
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1. Claims A/c 55,000 —
2. Revenue A/c — 30,000
3. Claims A/c — 23,000
4. Bonus is reduction of Premium 10,000 10,000
5. Interest A/c — 5,000
6. Commission A/c 7,500
Net profit after adjustment i.e.3,68,000 — 72,500 = 2,95,500 72,500 3,68,000
2,95,000
3,68,000 3,68,000
Ilustration 8.

31 97, 1998 Pl AT(SeT $RART B! fefo B Yol H A 1 & Feaee 7 fAeferRaa faavor yra gu

On 31st March, 1998 the books of the Ideal Insurance Co. Ltd. contained the following particulars in respect of fire

insurance :

Premium less re-insurance
Reserve for unexpired risk on
1.4.1997

Claims less re-insurance
Claims outstanding as on
(1.4.1997)

Commission on direct business

Commission on re-insurance ceded
Commission on re-insurance accepted
Bad Debts

Foreign Taxes

Rates and Taxes

Establishment charges

Additonal Informations :

sfaRea =T -

(1)  Outstanding claims as on 31.3.98 were Rs. 7,50,000

Rs.
75,00,000

30,00,000
41,25,000

11,24,000
4,50,000

3,00,000
1,50,000
22,500
15,000
1,80,000

7,50,000

(1.4.97 & 31ed <19 7,50,000 To < |)

Audit Fees
Postage and Telegrams
Printing and Stationery

Depreciation

Policy stamps

Share Capital (Equity shares
of Rs. 100 each)

General Reserve

Motor Car, Furniture etc.
Profit and Loss Appropriation
(Balance as on 1.4.1997)
Interest and Dividend recovered
(Net)

Director’s Fees

Minimum Remuneration of
Mannaging Director

Investment Reserve on

(2) Reserve for unexpired risk to be kept at 50% of Premium Income.

Rs.
30,000
22,500
37,500
60,000

7,500

75,00,000

15,00,000

8,40,000

3,00,000
2,25,000

30,000

2,70,000
9,00,000
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(FE NATH & 50% & SRR JFAC SIRGH & [l Ferd g1 6 1)

(3) Market value of Investments as on 31.3.98 was Rs. 42,00,000
(31.3.98 ®I fAFRERT &1 ISR & 42,00,000 To 7 [)

(4) Provision for Taxation is required to be made or Rs 5,85,000.
(@R B U RIS 5,85,000 To PR 2 )

(5) Transfer to General Reserve Rs. 90,000
(M HIY H 90,000 Bo FHITING B & )

(6) Proposed Dividend Rs. 4,00,000.
(SRR ATTeT 4,00,000 %o 2 )

You are required to prepare the Revenue Account, Profit and Loss Appropriation Account for the year ended
31.3.98.

31.3.98 B FHIK &9 dTol 99 & fIU 3IH WrdT doi A—e1f= e W §918¢ |
Solution :
Ideal Insurance Company

FIRE REVENUE ACCOUNT
For the year ended 31. 3. 98

Rs. Rs.

(Calims less re-insurance 41,25,000 Balance of Account at the beginning of
the year:

Add outstanding claims 7.50,000
on 31.3.98 48,75,000 Reserve for Unexpired Risk 30,00,000
Less outstanding claims Premium less Re-insurance
as on 1.4.1997 11.24.000 37,51,000 Interest, Dividend and Rent
Commission on direct business 4,50,000 Less Income Tax 2,25,000
Commission on re-insurance accepted 1,50,000 Commission on Re-insurance ceded 3,00,000
Expenses of Management :
Establishment charges 7,50,000
Audit Fees 30,000
Postage & Telegram 22,500
Printing and Stationery 37,500
Policy Stamps 7.500 8,47,500
Bad Debts 22,500
Foreign Taxes 15,000
Rent, Rates and Taxes 1,880,000
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Director’s Fees 30,000
Managing Director’s Remuneration 2,70,000
Depreciation 60,000
Profit transferred to Profit
and Loss A/c (Balancing figure) 14,99,000
Balance of Account at
the end of the year as
shown in Balance-sheet
Reserve for unexpired risk 37,50,000
1,10,25,000 [ 1,10.25000
Profit And Loss Account
For the year ended on 31.3.1998
Rs. Rs.
Provision for Taxation 5,85,000 Profit for the year 14,99,000
Transfer to Investment Reserve 1,50,000
(37,50,000 + 15,00,000 — 42,00,000 —
9,00,000)
Balance of the profit carried to Profit 7,64,000
and Loss Appropriation A/c
14,99,000 [ 14.99.000
Profit And Loss Appropriation Account
For the year ended on 31.3.1998
Rs. Rs.
General Reserve 90,000 Balance b/d (for last year) 3,00,000
Proposed Dividend 4,00,000 Balance for the year (from P & L A/c) 7,64,000
Balance at the end of the year as shown 5,74,000
in the Balance-sheet
10,64,000 10,64,000

Revenue Account, Profit and Loss Account, Profit and Loss Appropriation Account and Balance-Sheet in

respect of General Insurance.

Ilustration 9.

T 1 fofo @ gdpi A forg 1y Fr=aferRad el | 31 fAwR, 1984 ®1 FHIG 819 dTel 99 BT AN T,
AW—EI @1, av—s1 e @ Refa faavor R $ifsg |

From the following figures extracted from the books of the Agni Bima Ltd. you are required to prepare the Revenue
Account, Profit and Loss Account, Profit and Loss Appropriation Account and a Balance-sheet.
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Fire Fund

General Reserve

Investments

Premiums

Claims Paid

Commission on re-insurance ceded
Commission on direct business
Commission on re-insurance accepted
Outstanding Premium

Claims intimated but not paid (1-1-1984)
Expenses of Management

Audit Fees

Director’s Fees

Rates and Taxes

Rents

Income from Investment

Share Transfer Fees

Loan (Dr.)

Sundry Creditors

Agents Balances (Dr.)

Cash in Hand

Cash at Bank

Share Capital

Additional Reserve

Profit and Loss Account
Re-insurance Premium

Claims recovered under re-insurance

JfafRad JFAATY (Additional Informations)
(1) Income Tax to be provided Rs. 2,50,000

@mMIER & oy ST 2,50,000 Bo)

(2) Transfer to General Reserve Rs. 1,00,000

(AT B § IR 1,00,000 To)
(3) Proposed Dividend 12%
(I TR 12%)

EaeRINCICICE]
Rs.
6,20,000
3,00,000
20,00,000
18,01,022
4,01,877
32,011
1,99,777
40,100
1,99,777
40,000
2,87,965
12,000
12,000
3,869
45,000
1,00,000
2,000
4,00,000
15,000
1,80,000
20,155
1,01,481
6,00,000
2,20,000
50,000
75,017
14,079
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(4) Claims intimated but not paid as on 31st December, 1984 Rs. 60,800
(31 faawR, 1984 @1 GfId 79, TRy YA &l BT T 60,800 To
(5) Reserve for Unexpired Risk to be maintained at 40%
(AT SIRad & oY Fag 40% -1 2 1)
Solution.
Agni Bima Ltd.
FIRE REVENUE ACCOUNT
For the year ended December 31, 1984

Rs. Rs.

Claims less Re-insurance : Balance of Account at the beginning of the
year
Claims paid 3,87,798 Reserve for Unexpired Risk 6,20,000
Add outstanding at the end 60,800 Additional Reserve 2,20,000
of year 44,48,598 Premium less Re-insurance 17,26,005
Less outstanding the beginning of the Commission on Re-insurance ceded 32,011
year 40,000 4,08,598
Commission :
on direct business 1,99,777
on Re-insurance accepted 40,100
Expenses of Management 2,87,965
Profit and Loss Account (balacing figure) 7,51,174
Balance of Account at the end of the year
as shown in Balance-sheet :
Reserve for Unexpired Risk 40% of Rs. 6,90,402
17,26,005
Additional Reserve 2,20,000
25.98.016 [ 25.98.016
Profit And Loss Account
For the year ended December 31, 1984

Rs. Rs.
Audit Fees 12,000 Income from Investments 1,00,000
Directos’ s Fees 12,000 Profit for the year (From Revenue A/c) 7,51,174
Rates and Taxes 3,869 Share Transfer Fees 2,000
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Rents 45,000
Provision for tax 2,50,000
Profit transferred to profit and Loss 5,30,305
Appropriation A/c
8,53,174 8,53,174

Profit And Loss Appropriation Account
For the year ended December 31, 1984

Rs. Rs.
General Reserve 1,00,000 Balance b/d (last year) 50,000
Proposed Dividend @ 12% 72,000 Balance for the year (Profit & Loss A/c) 5,30,305

Balance at the end of the year as shown in 4,08,305
Balance-sheet

5,80,305 5,80,305

BALANCE-SHEET
As on December 31, 1984

Liabilities Rs. | Assets Rs.
Shareholders’ Capital 6,00,000 Loans 4,00,000
Reserves & Surplus Investments 20,00,000
General Reserve 4,00,000 Agent’s Balance 1,80,000
Profit and Loss A/c 4,08,305 Outstanding Premiums 14,865
Balance of Funds : Cash in Hand 20,155
Fire Fund 6,90,402 Cash at Bank 1,01,487
Additional Reserve 2,20,000
Outstanding Claims 60,800
Proposed Dividend 72,000
Sundry Creditors 15,000
Provisions for Tax 2,50,000

27,16,507 27,16,507
Ilustration 9.

From the following details, prepare the Revenue Acount, Profit and Loss Account and the Balance Sheet of
Moonshine Insurance company Ltd., carrying on marine insurance business, for the 15 months ended 31st March,
1999 :

Rs.
Share Capital 15,00,000
Balance of Marine Fumras on 1st April, 1998 7,60,000

Unclaimed Dividends 2,400
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Profit and Loss Account (Cr.) 2,40,000
Sundry Creditors 12,600
Agent’s Balance (Dr.) 1,46,000
Inerest accrued but not due 8,200
Due to Re-insures 60,000
Furniture and Fixture (cost Rs. 12,600) 8,400
Stock of Stationery 2,500
Expenses of Management 2,20,000
Foregin Taxes and Insurances 12,300
Outstanding Premium 21,200
Donations Paid 8,600
Advance income-tax Payments 62,000
Sundry Debtors 9,200
Government of India Securities 9,20,000
Debentures of Public Bodies 1,80,000
Shares in Limited Companies 3,60,000
State Government Securities 8,880,000
Claims less reinsurances 10,60,000
Premium less reinsurances 12,40,000
Commission paid 62,400
Interest and Dividends 2,40,000
Transfer fees received 600
Cash and Bank Balances 94,400

Outstanding claims on 31st March, 1999 were Rs. 1,40,000. Depreciation on furniture to be provided at 20% per
annum.

Solution.
Moonshine Insurance Company Ltd.
Revenue Account
For 15 months ended 31st March, 1999

Rs. Rs.
Claims under policies less Balance of Marine Fund at
Reinsurances : Rs. Beginning of the period 7,60,000
Claims paid 10,60,000 Premium less reinsurances 12,40,000
Add : Outstanding at Interest and dividends 2,40,000

end of the period 1.40.000 12,00,000 | | Loss transferred to profit
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Commission 62,400 and Loss Account 4,94,700
Expenses of Management 2,22,000
Foreign Taxes 12,300
Balance of Fund on 31-3-99
at 100% of Net Premium 12,40,000
27,34,700 [27.34,700
Profit and Loss Account
for 15 months ended 31st March, 1999
Rs. Rs.
To Loss from Revenue Account 4,94,700 By Balance b/f 2,40,000
Depreciation on Furniture at
20% for 15 months 2,100 Transfer fees 600
Donations 8,600 Balance being loss for the year
carried to Appropriation Account 2,64,800
5,05,400 [ 5,05.400
Balance Sheet
As at 31st March, 1999
Liabilities Rs. | Assets Rs.
Shareholders Capital 15,00,000 | Investments at Cost: Rs.
Reserve or Contingency Account — | Government of India Securities 9,20,000
Balance of Funds and Account State Government Securities 8,880,000
Marine Instrance business fund 12,40,000 | Public Bonds 1,80,000
Lons and advances : Shares 3,60,000 | 23,40,000
Estimated Liability regarding Agents’ Balances 1,46,000
claims outstanding 1,40,000 | Outstanding Premium 21,200
Amounts due to re-insurances 60,000 | Interest accrued but not due 8,200
Sundry Creditors 12,600 | Sundry Debtors 9,200
Unclaimed Dividends 2,400 | Advance Income Tax 62,000
Cash and Bank Balances 94,400
Other Accounts :
Furniture at cost Less depreciation 6,300
Stock Stationary 2,500 8,800
Profit and Loss Appropriation A/c 2,64,800
29,55,000 29,55,000
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Ilustration 10.
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Following balances were extracted from the books of Oriented Insurance Company Limited for the year ended at

31st August, 1999 :

Fire Deptt.

Insurance Premium
Claims Paid &. Outstanding
Commission

Management Expenses
Marine Deptt.

Insurance Premium
Claims Paid & Outstanding
Commission

Management Expenses
Share Capital

Forfeited Shares Account

Claims accepted but not paid:

Fire

Marine
Sundry Creditors
Due to reinsurance
Investments
Freehold Buildings
Interest & Dividend (Net)

Rs.

4,20,600
1,40,000
20,800
95,700 11

12,70,800
7,15,000
1,21,500
2,36,800
5,00,000

1,500

70,500
2,42,600
47,800
1,27,000
9,50,000
3,47,000
57,500

Premium received in advance (Fire)
Investment Fluctuation Fund
Depreciation Securities
Organisation Expenses
Furniture
Cash at Bank
Debtors
Fire Fund:

Ist Sept., 1998

Marine Fund :

Ist Sept., 1998

Rs.
13,500
1,32,000
21,000
63,400
34,500
6,34,200
14,700

1,50,000

3,70,000

Prepare final accounts of the Insurance company after taking the following into consideration:

(a) Freehold Premises is revalued at Rs. 4,50,000 and organisation expenses are written off out of this amount.

(b) Interest accrued on investments is Rs. 7,000 and on it income-tax @ 30% is to be deducted.

(c) Reinsurane claims in connection with Marine Insurance is Rs. 76,800.

(d) Transfer 50% of Premium of Fire insurance business reserve for unexpired risk and carry forward the balance of

Marine Insurance Revenue Account for unexpired risk.

Solution.
Fire Revenue Account
For the year ending 31st August, 1999
Rs. Rs.
Claims 1,40,000 Fire Fund: 13,500
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Commission 30,800 Reserve for Unxpired Risks 1,50,000
Expenses of Management 95,700 Premiums less Reinsurance 4,20,600
Profit & Loss Account- 93,800
Reserve for Unexpired Risks 2,10,300
5,70,600 5,70,600
Marine Revenue Account
For the year endine 31st August, 1999
Rs.
Claims 7,15,000 Marine Fund:
Less Reinsurance 76,800 | 6,38,200 Reserve for Unexpired Risks 3,70,000
Commission 1,21,500 Premiums 12,70,800
Management Expenses 2,36,800
Reserve for Unexpired Risks 6,44,300
16,40,800 16,40,800
Profit & Loss Account
For the vear endine 31st Aueust. 1999
Rs. Rs.
Depreciation on Securities 21,000 Interest and Dividends 12,70,800
Balance c/d 1,35,200 Less Income Tax 26,743 62,400
Fire Revenue Account 93,800
1,56,200 1,56,200
Interest and Dividends
%&W: Rs. 82,143; Rs. 82,143 + 7,000 = Rs. 89,143
Tax Rs. 82,143 — 57,500 = Rs. 24,643
—7’(’?88‘30 2,100
26,743
Balance Sheet
as on 31st August, 1999
Rs. Rs.
Capital 5,00,000 Investments 1 9,50,000
Forfeitd Share 1,500 Outstanding Intt. & Dividends 7,000
Investment Fluctuation Fund 1,32,000 Less Income-tax 2,100 4,900
Capital Reserve: Marine Claims Recoverable 76,800
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(4,50,000 - 3,47,000)

Less Organisational Expenses
Profit & Loss Account

Balance of Funds & Account:
Reserve for Unexpired Risks (Fire)
Reserve for Unexpired Risks (Marine)
Loans & Advances

Outstanding Claims

Due to Reinsurance

Creditors

Premium Rect. in Advance

1,03,000
63,400
1,35,200

39,600

2,10,300
6,44,300

3,13,100
1,27,900
47,800
13,500

21,65,200

Debtors
Cash at Bank
Other Accounts:
Freehold Premises
(Original cost Rs. 3,47,000)

Furniture

599
6,34,200

4,50,000

21,65,200

Illustration 11.

The following balances extracted from the Books of Account of Jai Bharat Marine Insurance International Ltd.

Premiums less re-insurance

Commission on direct business

Commission on re-insurance accepted

Commission on re-insurance ceded

Claims (less re-insurance) paid during the year

Depreciation on furniture, car, etc.
Profit on sale of car

Loss on sale of old furniture
Double income Tax refund

Audit fees

Salaries to staff

Printing, Postage, Stationary
Legal charges

Bad Debts

Miscellaneous expenses

As at
31-3-1999
Rs.
45,000
2,250
1,750
4,200
7,625
1,275
600
1,400
1,000
12,500
4,650
500

75
1,550

As at

31-3-2000

Rs.
50,000
3,000
2,500
2,400
14,225
1,575
200
1,700
1,000
13,500
5,750
400
2,220
2,250

(a) Total amounts of estimated liability in respect of outstanding claims as on 31-3-1998, 31-3-1999, and 31-3-2000

were Rs. 3,425, 4,475 and Rs. 5,555 respectively.
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(b) Reserve for unexpired risks as at 31-3-1998 was Rs. 32,000 and additional reserve as on the said data was
Rs. 3,200.

(c) Reserve for unexpired risks was to be provided for at 100% and additional reserve at 10% of the net premium
income for the year ending 31-3-1999 and 31-3-2000.

Solution.
Marine Revenue Account
for the year ending 31st March, 1999
Rs. Rs,
To Claims paid during the year To Balance of Account at the beginning
Less : Reinsurances : 7.625 the year : Rs.
Add : Outstanding at the end Reserve for unexpired risk 32,000
on the year 4,475 Additional Reserve 3,200 35,200
12,100 By Premium Less Reinsuance 45,000
Less : outstanding at the By Commission or Reinsurance Ceded 4,200
end of Previous year 3.425| 8,675
To Commission on Direct business 2,250

To Commission on Reinsurance Accepted | 1,750

To Depreciation on furniture 1,275
To Audit Fees 1,000
To Salaries to Staff 12,500
To Printing, Postage and Stationary 4,650
To Legal Charges 500
To Bad Debts 75
To Miscellaneous Expenses 1,550

To Profit transferred to Profit & Loss A/c 675

To Balance of Account at the end of

the year :
Reserve for Unexpired Risk 45,000
Additional Reserve 4500 149,500

84,400 84,400

Marine Revenue Account
Jor the year ending 31st March, 2000
7 Rs. 7 7 Rs,
To Claims paid during the year By Balance of Account at the beginnipg

Less : Reinsurances : 14,225 of the year: Rs.
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Add: Outstanding at the end 5,555 Reserve for unexpired risk 45,000
18,780 Additional Reserve 4,500 49,500
By Premium Less Reinsurance 50,000
Less : Outstanding at the By Commission on Reinsurance Ceded 2,400
end of Previous year 4,475 15,305 | By loss c/d to Profit & Loss Account 600
To Commission on Direct business 3,000
To Commission on Reinsurance Accepted 2,500
To Depreciation on furniture 1,575
To Audit Fees 1,000
To Salaries to Staff 13,500
To Printing, Postage and Stationary 5,750
To Legal Charges 400
To Bad Debts 2,220
To Miscellaneous Expenses 2,250
To Balance of Account at the end of
the year :
Reserve for Unexpired Risk 50,000
Additional Reserve 5,000 [ 55,000
1,02,500 1,02,500

I FU & aiftfe @l 9 [afta gEad

dH HOA & A @il & Gee § G HREE SR, 1938 @Y gR™ 10, 11, 12, 13, 14, 15, 16, 17 T=IT 19
2| I 39 HHCE & Fay ¥ B N FaRn R 991 AfAfFH J 15 o T8 A a1 39 W HEE
e, 1956 & a9 @r] 8 |

1 B ® AT Wl IR G AFBING] b SRER & AR HH H BH QI AdIid] b T ALeT D
BWIER B A1 | §5 b&Td BRIl ATy |

W 9917 B AR B 6 °18 B I=Id 9IFT R & 9T 39 @il &l 4 yfaferfoar 9o s anfd | =)
@Td @1 3 ufaferfa SRReR & o 9o o 81

ST IR (Security Margin)

A= 41 aRg 31 erieERlt |ffa 7 iR e SR S st & fog R s &
Hag H I © -

(1) TRy 1 SR IR SR HF F HH 5 A B0 3qd] g NHFH & 10 ufderd & S ) 31 &l
A HH &1 BT @AM | (2) d 01 Ol e W EeR 81 & 99 a9 aqdl el [hd T g, T8I Bl a)e
TE A S @I | (3) 1< WAIH AT Yoich & AV IS 31Tl a¥ HI 10 Tas] T U &1 gY Bl al
TR Y TRE A8l 7 S A1y | (4) BTeR, 9 Wbl dof WIRd I b IrRd § i Tl fhar S
R | (5) A @ & forg # wnfie far s awar 21 (6) R 7w & fog aifts 9 gg Mftem o
IR BT 50% AT SIReH & forg Fod fean S =anfey den |qel /1 9 59 & foly 100% o i
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Hlustration 13.

HEET RGBT
IRV | (7) TAD I B o9 ideTd gRT B! A8V 3R S 3(dbferd @i & 9F 9= g1 8F1 a1y
AR 39 IBHIET @l & 1 e & U Ao a1y |

From the following figures taken from the books of New Asia Insurance company Ltd. Doing fire underwriting
business prepare the set of final accounts for the year 1999 :

Fire Fund (as at 1-1-1990)
General Reserve

Investments

Premiums

Claims paid

Share Capital divided into

Equity Shares of Rs. 100 each
Additional Reserve

Profit & Loss Account (Credit)
Reinsurance premium

Claims recovered from reinsurers
Commission on Reinsurance ceded

Advance Income tax paid

Rs.
9,30,000
4,50,000

36,00,000
27,01,533
6,02,815

9,00,000
3,30,000
75,000
1,12,525
21,119
48,016
2,50,000

Commission on Direct Business
Commission on reinsurance accepted
Outstanding Premium

Claims intimated but not paid (1-1-99)
Expenses of Management

Audit Fees

Rates % Taxes

Rent

Income from Investments

Sundry Creditors

Agents Balance (Dr.)

Cash in Hand and Bank Balances

Rs.
2,99,777
60,038
22,300
60,000
4,31,947
36,000
5,804
67,500
1,53,000
22,500
20,000
1,82,462

The following further information may also be noted:

(a) Expenses of management include surety fees and legal expenses of Rs. 36,000 and Rs. 20,000 relating to Claims:.

(b) Claims intimated but not paid on 31st December, 1999 Rs. 1,04,000;

(c) Income tax to be provided at 55%

(d) Transfer of Rs. 2,00,000 to be made from Current Profit to General Reserve.

New Asia Insurance company Ltd. Fire Insurance Revenue Account
For the year ended 3 1st December, 1999

Rs.

Claims under policies 6,02,815 Resever for unexpired Risk at the

Less : Recoveries 21.119 beginning 9,30,000
5,81,696 Add: Additional Res. 3.30.000

Add: Management Expenses 56.000 Premiums 27,01,533
6,67,696 Less : Reinsurance 1.12.525

Add: Ofs 1999 1.04.000 Commission on Reinsurance Ceded
7.41,696

Less : O/s 1998 60.000 |[6,81,696

Commission—

on direct business 2,99,777

12,60,000

25,89,008
48,016
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Reinsurance accepted 60,038 3,59,815
Management Expenses 4,31,947
Less: Claims 56,000 | 3,75,947
Profit transferred to Profit & Loss A/c 11,13,963
Reserve for unexpired risk @ 40%
on net premium 10,35,603
+ Additional 3.30.000 | 13,65,603
Reserve 38,97,024 38,97,024
Profit & Loss Account
for the year ended 31st December, 1999
Rs. Rs.
Rents 67,500 Balance b/d 75,000
Rates & Taxes 5,804 Fire Revenue Account 11,13,963
Audit Fees 36,000 Income from Investments 1,53,000
Provision for Taxs
(55% of 12,66,963 less 1,09,304) 6,36,713
Transfer of Reserve 2,00,000
Balance c/d 3,95,946
13,41,963 13,41,963
New Asia Insurance Company Ltd.
Balance Sheet
as on 31st December, 1999
Liabilities Rs. Assets Rs.
Shareholder’s Capital: Loans:
9,000 Equity shares of Rs. 100 each Investments 36,00,000
fullly paid 9,00,000 Agents Balances 20,000
General Reserve 4,50,000 Outstanding Premium 22,300
Addition 2.00.000 6,50,000 Cash in hand & Balance at Bank 1,82,462

Profit & Loss Account
Balance of Fund

Fire Reserve Account 13,65,603
Claims Outstanding 1,04,000

Provision of Tax 6,36,713
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Less Advance Tax 2,50,000 3,86,713

22,500
38,24,762 38,24,762

Hlustration 14:

From the following details relating to the General Insurance Company Ltd., prepare the revenue account, profit and
loss account for the year ended 31 st March, 1999 and the balance sheet as on that date:

Rs.
Fire Fund (1.4.1998) 3,30,000
General Reserve 4,50,000
Investments 36,00,000
Premium 27,01,533
Salaries Paid 6,02,815
Share Capital 9,00,000
Additional Reserve 3,30,000
Profit and Loss Account (credit) 75,000
Reinsurance Premium 1,12,525
Claims recovered from re-insurers 21,119
Commission on re-insurance ceded 48,016
Advance income tax paid 2,50,000
Commission on direct business 2,99,777
Commission on re-insurance accepted 60,038
Outstanding premium 22,300
Claims intimated, but not paid (1.4.1998) 60,000
Managementexpenses 4,31,947
Audit fees 36,000
Rates and taxes 5,804
Rent 67,500
Income from Investments 1,53,000
Sundry Creditors 22,500
Agents balances (debit) 20,000
Cash at Bank 1,82,462

Additional Information:

(i) Expenses of management include survey fees and legal expenses of Rs. 36,000 and Rs. 20,000 respectively
relating to claims

(i1) Claims intimated but not paid on 31st March, 1999 Rs. 1,04,000.



I FEFRT & o
(iii) Income-tax to be provided @35%.

(iv) Transfer of Rs. 2,00,000 to be made trom current profit to general reserve.

605

(v) Over and above the additional reserve the company maintains a reserve for unexpired @ 40% of net premium.

Solution

General Insurance Company Ltd.

For Revenue Account for the year ended 31st March, 1999

Dr. Cr.
Particulars Rs. Particular Rs.
Claims under policies less Balance of Account at
reinsurance 6,37,696 beginning of the year
Add : Outstanding at Reserve for unexpired
the end of the year 1.04.000 risk 9,30,000
7,14,696 Additional reserve 30.000
Less : Outstanding in the Premium 12,60,000
beginning of the year 60.000 6,81,696 | Less: reinsurance 2,58,9008
Commission on direct business 2,99,777 | Commisssion on 48,016
Commission on reinsurance accepted 60,038 | reinsurance ceded
Expenses of management 3,75,947
Profit transferred to profit
and loss account 11,13,947
Reserve for unexpired risk:
40% of net premium 10,35,603
Additional reserve 3.30.000 | 13,65,603
38,97,024 38,97,024
Profit and Loss Account
for the year ended 31st March, 1999
Dr. Cr.
Particular Rs. Particular Rs.
Rents 67,5000 Balance b/d 75,000
Rates and taxes 5,804 Profit transfer from
Audit Fee 36,000 revenue account 11,13.963
Provision for Taxation 4,05,181 Income from Investments 1,53,963
Transfer to General Reserve 2,00,000
Balance carried to Balance Sheet 6,27,478
13,41,963 13,41,963
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General Insurance Company Ltd.

Balance Sheet as on 31st March, 1999

Liabilities Rs. Assets Rs.
Share Capital 9,00,000 | Investments 36,00,000
Reserves: Agents Balances 20,000
General Reserve 4,50,000 Outstanding premium 22,300
Addition 2.00.000 | 6,50,000 | Cash in hand and
Profit and Loss Account 6,27,478 | Balance at bank 1,82,462
Fire revence account 13,65,603

Other Liabilities

Claims intimated but not paid 1,04,000
Provision for taxation 4,05,181
Less : Advance Tax 2.50.000 1,55,181
Sundary Creditors 1,55,181
22,500
38,24,762 | 38,24,762

Working Notes:

Rs.

(1) Claims paid 6,02,815
Add: Survey fees and legal charges 56.000
6,58,815

Less : Recovered from re-insurer 21.119
6,37,696

(i1) Expenses of Management 4,31,947
Less : Survey fees and legal charges 56.000
(iii) Premium 3,75,947
Less : Re-insurance m
1.12,525

25,89,008

(iv) Provision for taxation Rs. Rs.
Profit from reserve account 11,13,963
Income from investment 1,53,000

12,66,963
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Less: Expenses 67,500
Rent 5,804
Rates and taxes 36.000 1.09.034
Audit fee 11.57.659

4,05,181
Provision for taxation @35%

Ilustration 15. Life Assurance Fund of a company on 31st March, 1999 was Rs. 6,00,00,000. Its net liability on
that date amounted to Rs. 5,70,00,000 as per actuarial valuation. Investments held by the company on that date
amounted to Rs. 4,80,00,000 favour which the investment reserve stood at Rs. 7,50,000. The investments have to be
written down by Rs. 12,00,000. The company declared a reversionary bonus of Rs. 60 per thousand with the option
of cash bonus at the rate of Rs. 24 per thousand. Out of the total of Rs. 8 Crore policies in force, one-fourth of the
policy holders (in value) opted for cash bonus. The company estimated that its liability for income-tax would be Rs.
4,80,000. Draft the journal entries to record the above. Also show the valuation balance sheet at 31st March, 1999.

Solution
Valuation Balance Sheet
as at 31st March, 1999
Rs. Rs.
To Net Liability By Life Insurance Fund
as per Actuary’s valuation 5,70,00,000 | as per balance sheet 6,00,00,000
To Surplus 30,00,00
60,00,00,000 | 6,00,00,000
JOURNAL ENTRIES
Dete | Particulars Dr. (Rs,) Cr. (Rs.)
1999
Mar.31| Life Assurance Fund Dr. 4,50,000
To Investment Reserve A/c 4,50,000

(Increase in Investment Reserve on revaluation of investments)

Investment Reserve A/c Dr. 12,00,000
To Investment A/c 12,00,000
(Transfer of Investment Reserve to Investments Account

To write down the value of investments)

Life Assurance Fund Dr. 4,80,000
To Bonus Payable in Cash 4,80,000

(Bonus in cash payable @ Rs. 24 per Rs. 1,000 on policies
of the value of Rs. 2 crores)
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BALANCE-SHEET

As on 31st August, 1989

Liabilities Rs. Assets Rs.
Capital 5,00,000 | Investments 9,50,000
Forefeited Shares 1,500 | Outstandint Interest and Dividend 7000
Investment Fluctuation Fund 1,32,000 | Less Income tax 2100 4,900
Capital Reserve : Marine claims recoverable 76,800
(Rs. 4,50,000 - Rs.3,47 ,000 = 1,03,000 Debtors 14,700
Less organisational exp. 63.400 39,600 | Cash at Bank 6,34,200
Profit and Loss Account 1,35,200 | Other Accounts :
Balance of Funds & Account: Freehold Premises (Original cost Rs. 4,50,000

3,47,000)
Reserve for Unexpired Risk (Fire) 2,10,300 | Furniture 34,600
Reserve for Unexpired Risk (Marine) 6,44,300
Loans and Advances:
Outstanding claims 3,13,100
Due to Re-insurance 1,27,900
Creditors 47,800
Premium received in advance 13,500
21,65,200 | 21,65,200
Silga dF 1w @ aifte @

(Annual Accounts of Life Insurance Company)

3 Il Bl Wifd G g § W o ugfa @ ameR e ufifte @1 R g1 ¥ Rea &
YR R JGAR & o[BI ST § do aiffies @ IR 6y o1 8 | fbeg 91 g b uepfar o1
AT A il = 819 & SR g9D] AT 3R FY B qal H J Fadrdl bl g1 § DB 3R il
g | SO B L, 91 FaEd H A S B D [ W o el B e e Bl B |

TEIRIO] @ Ual 8RS8 H Silad 91° BT IGArd -1 dlell U 8l AR g—HRA™ Sia= 491 9 |
9 T &1 QI Siiad 41 SIfEfE, 1956 & S=id @1 T8 B | fhg M & anffe @ den sifafs,
1938 @ U@ & AR IR fhd I € | a1ffes @I Y% dolve] 99 & 3 H JIR {6y 9 & der
s =1 afaford B 6—

1. 3 YTl (Revenue Account)

N WA &1 YIRey WIRAId 1491 AfAFH, 1938 &1 Gl YA & From D & =i faam ganm & o s
PR &
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Form D (Third Schedule)
Form of Revenue Account Applicable to Life Insurance Business
Revenue Account of......... For the year ended.......... In respect of......... Business

Busi- | Busi- | Total Busi- | Busi- [Total

ness | ness ness | ness

within [out of within [out of

India | India India | India
Rs. | Rs. | Rs. Rs. | Rs. [ Rs.

(b)

Claims under Policies
(including provison for
claims due or intimated)
Less Re-insurances By
death/By maturity

Annuities, less
reinsurances

Surrender (including
Surrender of Bonus) less
Reinsurance

Bonuses in Cash, less
Re-insurances

Bonuses in Reduction of
Premiums, Less
Reinsurances

Expenses of Management

(i) (a) Commission to
Insurance agents less than
on remsurances

Allowances and
Commission other than
commission included in
sub-item

(i1) Salaries, etc., other
than to agents and those
contained in item No. 1

(iii) Travelling expenses
(iv) Director’s fees

(v) Auditor’s fees

(vi) Law Charges

(viii) Advertisement

Balance of Fund at the
beginning of the year

Premiums, less
Re-insurances

(1) First year’s premiums
where the maximum
paying period is

two years ......

three years ......

four years ......

five years ......

six years ......

seven years ......

eight years ......
nine years ......
ten years ......
eleven years ......

twelve years or over
including throughout life
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10

11

(ix) Printing and Stationery

(x) Other Expenses of
management (accounts to
be specified)

(xi) Rents for officers
belonging to and occupied
by the insurer Rents of
other offices occupied by
the insurer

Bad Debts

United Kingdom, Indian
Dominion and Foreign
Taxes

Other Expenditures (To be
specified)
Profit transferred to Profit

and Loss Account

Balance of Fund at the end
of the year as shown in the
Balance Sheet

(i1) Renewal Premiums

(iii) Single Premiums
Consideration for
Annuities granted, less
Reinsurances, Interest,
Divdend and Rent less
Income Tax thereon
Registration Fees

Other Income (to be
specified)

Loss transferred to Profit
and Loss Account
Transferred from
Appropriation Account

P ARG

3T WTd Pl HSl DI TR

(Explanation of Items of Revenue A/c)

JNTH W BT hise Uel H T Bl HSl BT 97 Sfdc U § I &1 7al dI fegrar S 8 et favad avi|

EXl

®fSc 98 © 9S (Items of Credit Side)
(i) a9 91 BN (Life Assurance Fund)

JhR §—

qY B RF | (St <) PIY BT Y (Balance of Fund at the beginning of the year) d19T T4 & &RT 10
D AR, YD Sia 1 S Bl g 1 I AT TR UIKAT D1 Ueb 37l DY H STl Bidll 2
WWWW(LifeInsuranceFund)ﬁ?f%l\_rﬁaqgﬁ‘ﬂﬁ TR TARd AT Bl 3 Py § 9 fhan
ST 2 | 99 & IR H 39 BIY BT Wil AN Il 8 S 3 W & HiSc YeT § T el AT WR foran S
21 BY B 39 URMS AN # a9 @1 fafa= wiftqal &1 ST (wfee) Siran & den fafv=t <33i &1 gemn (8fde)
SITAT B | 39 YR a8 @ 3 | 39 DIV BT Sil IY g9l & S W Wi H Sfdc vl § Ja9 1fvad e R
forgd 21 39 UBR I FIATl P ANTH Wil S8l o¥ a1l & el 9|1 Fqard | qafdd 3R &ral
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(iv) Transfer to General Reserve Rs. 2,00,000 (HIH =T Y § IR 2,00,000 75)

(v)  Reserve for Unexpired Risk to be kept at 40% of Net Premium
(orrHTa SR & fore o g MATH B140%)

(vi) Proposed Dividend 8%
Prepare Final Accounts
CIRSERCIGACRIFN)

Ans. Profit (revenue Account) Rs. 11,13,963;
Profit carried to Balance-Sheet Rs. 3,95,946
Total of Balance-Sheet Rs. 38,24,762

Note: Provision for Taxation

Rs.

Profit from Revenue Account 11,13,963
Income from Investment 1,53,000

12,66,963
Less Expenses :
Rent 67,500
Rates and Taxes 5804
Audit Fess 36,000 1,09,304 Provision for tax @ 55%

1157,659 = Rs. 6,36,713

LIFE INSURANCE

REVENUE ACCOUNT IN RESPECT OF LIFE INSURANCE

10. Following figures have been extracted from the books of Venus Jeevan Beema Company Ltd. on 31st
March, 1999.

A S 41 BT o, @1 gael | 31 41€, 1999 #1711 offrs ur fbg Q0 8

Rs.
Claims by Death 93,487
Claims by Maturity 48,266
Life Insurance Fund on 1.4.1998 19,25,000
Expenses of Management 27,480
Surrenders 62,390
Annuities 45.270

Premium less Re-insurances 1,48,250





