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Alteration of Share Capital

g

1 | 2013 - Nov [7] (b)

‘ Practical

0]
(ii)
(iii)

Pass journal entries for the following transactions:

Conversion of 2 lakh fully paid equity shares of ¥ 10 each into stock of
¥ 1,00,000 ang balance has 12% fully convertible Debenture.
Consolidation 6f 40 lakh fully paid equity shares of ¥ 2.50 each into 10

lakh fully paid equity share of 10 each.

Sub-division of 10 lakh fully paid 11% preference shares of ¥ 50 each
into 50 lakh fully paid 11% preference shares of ¥ 10 each.
(8 marks) [IPCC Gr. I]

(Being 10 lakh 11% Preference shares of

T 50 each converted into Preference Shares)

Answer :
Journal Entries
Sl. Particulars LF Dr. ) Cr.(})
No.
1. |Equity Share Capital A/c Dr. 20,00,000
To Equity Stock A/c 1,00,000
To 12% Fully Convertible Debenture A/c 19,00,000
(Being equity shares of ¥ 10 converted into
stock) .
2. |Equity Share Capital A/c Dr. 1,00,00,000
To Equity Share Capital A/c 1,00,00,000
(Being 40 lakh shares of Face Value
Converted into equity shares of face value
? 10 each)
3. [11% Preference Share Capital A/c Dr. 5,00,00,000
To Preference Share Capital A/c 5,00,00,000

—— Space to write important points for revision

—

Variation of Shareholders Riﬂ'

.2.1 [ 2013 - Nov [7] (b) (iv) | Practical

(B

Conversion of 12% preference shares of ¥ 5,00,000 into 14% prefergnce
shares ¥ 3,00,000 and remaining balance as 12% Non-cumulative
preference shares. (1 mark) [IPCC Gr. I]

Answer:
Journal Entries
Sl Particulars LF Dr. (3) Cr.(?)
No.
1. |12% Preference Share Capital A/c Dr. 5,00,000

To 14% Preference Share Capital A/c
To 12% Non- Cumulative Preference
Share Capital A/c
(Being 12% Preference share capital of
4 5,00.000 converted into 14% preference
shares of ¥ 3,00,000 and remaining into 12%
Non - cumulative preference shares.)

3,00,000

2,00,000

—— Space to write important points for revision

Entries in Case of Internal Reconstruction

Q.3.1

2014 - Nov [4], RTP Practical

The Balance Sheet of X Ltd. as at 31 March, 2014 was as follows:
X Limited
Balance Sheet as at 31.03.2014

I Equity and Liabilities

Particulars Amount )

1 Shareholders’ Funds




(a) 40000 equity shares of ¥ 100 each fully paid 40,00,000
(b) 20000, 10% preference shares of ¥ 100 each fully  20,00,000
paid
Reserve & Surplus 5
(a) Securities Premium Account 1,50,000
(b) Profit & Loss Account (23,00,000)
2 Non Current Liabilities
Long Term Borrowings .
7% Debentures of ¥ 100 each 4,00,000
3 Current Liabilities
Other Current Liabilities
(@) Creditors ' 10,00,000|
(b) Loan from Director 2,00,000
Total Liabilities 54,50,000
i Assets
1 Non Current Assets .
Elggerty Plant and Equipment and Intangible Assets
(a) Land & Building 20,00,000 N
(b) Plant & Machinery 12,00,000 32,00,000
* Intangible Assets
| Goodwill 4,00,000
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Share Capital

2

Current Assets

(a) Debtors 12,00,000
(b) Stock 5,00,000
(c) Cash at Bank 1,50,000 18,50,000
Total Assets 54,50,000

®
(i)

(iii)

o (iv)

v)

(vi)

(vii)

No Dividend on Preference Shares has been paid for last 5 years.
The following scheme of reorganisation was duly approved by the Court:

Each equity share to be reduced to ¥ 25.

Each existing Preference Share to be reduced to ¥ 75 and then
exchanged for one new 13% Preference Share of ¥ 50 each and
one Equity Share of ¥ 25 each.

Preference Shareholders have forgone their right for dividend for
four years. One year's dividend at the old rate is however, payable
to them in fully paid equity shares of ¥ 25. . ‘

The Debenture Holders be given the option to either accept 90% of
their claims in cash or to convert their claims in full into new 13%
Preference Shares of ¥ 50 each issued at par. One-fourth {in value)
of the Debenture Holders accepted Preference Shares for their]
claims. The rest were paid in cash.

Contingent Liability of ¥ 2,00,000 is payable which has been created
by wrong action of one Director. He has agreed to compensate this
loss out of the loan given by the Director to the Company.
Goodwill does not have any value in the present. Decrease the
value of Plant & Machinery, Stock and Debtors by ¥ 3,00,000 ;
¥ 1,00,000 and X 2,00,000 respectively. Increase the value of Land
& Building to ¥ 25,00,000.

50,000 new Equity Shares of Z 25 each are to be issued at par
payable in full on application. The issue was underwritten for a
commission of 4%. Shares were fully taken up.

2
7
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(viii) Total expenses incurred by the Company in connection with the (Being one new 13% Preference Share of
Scheme excluding Underwriting Commission amounted to ¥ 20,000. Z 50 each and one Equity Share of Z 25

Pass necessary Journal Entries to record the above transactions. each issued against 10% Preference
(16 marks) Share of ¥ 75 each)
Answer : -
In the books of X Ltd. Capltal Reduction A/c Dr. 2,00,000
Journal Entries To Preference Share Dividend 2,00,000
Particulars L.F.| Amount | Amount Payable A/c
®) ®) (Being arrear of Preference Share
Equity Share Capital (Z 100) A/c Dr. 40,00,000 Dividend payable for one year)
ivi Payabl Dr. 2,00,000
To Equity Share Capital % 25) Alc 10,00,000 Preference Share Dividend Payable A/c Dr
i ital T2 2,00,00
To Capital Reduction A/c 30,00,000 To Equity Share Capital Alc (< 25) 0
- . (Being Equity Shares of ¥ 25 each issued
(Being Equity Shares of ¥ 100 each for arrears of Preference Share Dividend)
reduced to ¥ 25 each and balance .
transferred to Capital Reduction A/c) 7% Debenture A/c Dr. 4,00,000
10% Preference Share Capital (2 100) Dr. 20,00,000 To Debenture Holders A/c 4,00,000
Alc ‘ (Being balance of 7% Debentures
To 10% Preference Share Capital transferred to Debenture Holders A/c)
R 75) Alc 15,00,000|  |Debenture Holders A/c Dr. 4,00,000
To Capital Reduction A/c 5,00,000 . To 13% Preference Share Capital A/c 1,00,000
(Being Preference Shares of ¥ 100 each To Bank A/c 2,70,000
reduced to ¥ 75 each and balance ‘ To Capital Reduction A/ 30,000

transferred to Capital Reduction A/c)

(Being 25% of Debenture Holders opted

10% Preference Share Capital (X 75) A/c Dr. 15,00,000 to take 13% Preference Shares at par
To 13% Preference Share Capital and remaining took 90% cash payment
(X 50) A/lc 10,00,000 for their claims)
To Equity Share Capital A/lc ; 5,00,000 Loan from Director Dr. 2,00,000

To Provision for Contingent Liability A/c 2,00,000
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(Being contingent liability of ¥ 2,00,000 is

Siusted insth ; To Debtors A/c 2,00,000
ed agains
payable and adjus g oan trom To Profit & Loss A/c 23,00,000
pirector A/C) . 20,000
To Expenses on Reconstruction A/c :
Bank Alc ~ Dr. 12,50,000 : o o 50,000
: inati : To Underwriting Commission A/c )
To Equity Share Application & ) 4.60.000
Allotment A/c 12,50,000 To Capital Reserve A/c ,60,
(Being application money received on (Being various Ios'ses written off and
50,000 Equity Shares @ X 25 each) : balance of Cagutal Reduction Alc
- —— Al . transferred to Capital Reserve A/c)
Equity Share Application e mtede Dr. 12,50,000 —— Spagce 1o write important points for revision —
To Equity Share Capital A/c 12,50,000
(Being application money transferred to C Q3.2 l 2014 - Nov [4] (a) Practical
Capital A/c on allotment) -
- st - .
.|Underwriting Commission A/c Dr. 50,000 The Balance Sheet of Vaibhav Ltd. as on 31 March, 2014 is as follows:
To Bank A/c 50,000 Liabilities 4 Assets 3
(Being underwriting commission paid) Equity Shares of ¥ 100 each | 2,00,00,000 |PPE 2,50,00,000
Land & Building A/c Dr. 5,00,000 6% Cumulative Preference 1,00,00,000 | Investments (Market |  29,00,000
To Capital Reduction A/c o 5,00,000 Shares of ¥ 1.00 each ) Value ¥ 19,00,000)
(Being value of land & Building 5% Debentures of ¥ 100 each 80,00,000 |Current Assets 2,00,00,000
appreciated) . Sundry Creditors 1,00,00,000 (P & L Alc 12,00,000
Expenses on Reconstruction A/c Dr. 20,000 Provision for taxation 2,00,000
To Bank ;
. Rl ’ 20,000 TOTAL | 4,82,00,000 TOTAL | 4,82,00,000
(Being payment of expenses on
reconstruction) The following scheme of Internal Reconstruction is sanctioned:
Capital Reduction A/c Dr. 38.30,000 (i) All the existing equity shares are reduced to X 40 each.

(ii) All preference shares are reduced to ¥ 60 each.
To Goodwill A/c

4,00,000 (i) . The rate of Interest on Debentures is increased to 6%. The

To Plant & Machinery A/c ! '3,00,000 Debenture holders surrender their existing debentures of ¥ 100 each

To St and exchange the same for fresh debentures of ¥ 70 each for every
poic /e 1,00,000 debenture held by them.
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(iv)

(v)
(vi)
(vii)

(wiii)
(ix) Itis decided to write off the debit balance of Profit & Loss A/c.
Pass journal entries and show the Balance Sheet of the company after

giving effect to the above.

PPE are to be written down by 20%.

Current assets are to be revalued at ¥ 90,00,000.

Investments are to be brought to their market value.
One of the creditors of the company to whom the company owes
Z 40,00,000 decides to forgo 40% of his claim. The creditor is
allotted with 60000 equity shares of ¥ 40 each in full and final

settlement of his claim.

The taxation liability is to be settled at ¥ 3,00,000.

(12 marks) [IPCC Gr. I]

|
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(Being 6% debentures of ¥ 70 each issued
to existing 5% debenture holders. The
balance transferred to capital reduction
account as per reconstruction scheme)

Answer :
Journal Entries
In the books of Vaibhav Ltd.

Particulars 2 z
(i) |Equity Share Capital (Z 100) A/c Dr.| 2,00,00,000
To Equity Share Capital (Z 40) A/c 80,00,000
To Capital Reduction A/c 1,20,00,000
(Being conversion of equity share capital
of ¥ 100 each into ¥ 40 each as per
reconstruction scheme)
(ii) |6% Cum. Pref. Sh. Capital (X 100) A/c Dr. 1,00,00,000|
To 6% Cum. Pre. Sh. Capital (Z 60) A/c 1 60,00,000
To Capital Reduction A/c 40,00,000
(Being conversion of 6% cumulative
preference shares capital of ¥ 100 each
into 2 60 each as per reconstruction scheme |
(iii) [ 5% Debenture A/c (X 100) Dr.| 80,00,000 .
To 6% Debenture A/c (X 70) 56,00,000
To Capital Reduction A/c

24,00,000

Sundry Creditors A/c Dr.|. 40,00,000
To Equity Share Capital (% 40) A/c 24,00,000
To Capital Reduction A/c 16,00,000

(Being a creditor of ¥ 40,00,000 agreed to

surrender his claim by 40% and was

allotted 60,000 equity shares of ¥ 40 each

in full statement of his dues as per

reconstruction scheme)

Provision for Taxation A/c Dr. 2,00,000

Capital Reduction A/c Dr. 1,00,000
To Liability for Taxation A/c 3,00,000

(Being conversion of the provision for

taxation into liability for taxation for

settlement of the amount due )

Capital Reduction A/c Dr.| 1,99,00,000
To P&L A/c 12,00,000
To Property Plant and Equipment A/c 50,00,000
To Current Assets A/c 1,10,00,000
To Investments A/c 1,00,000
To Capital Reserve A/c (Bal. Fig.) 26,00,000

(Being amount of Capital Reduction utilized

in writing off P & L A/c (Dr. Balance,) PPE,

Current Assets, Investments and the

Balance transferred to Capital Reserve)

)|Liability for Taxation A/lc Dr. 3,00,000

To Current Assets (Bank A/c) 3,00,000

(Being the payment of tax liability) ]
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In the books of Vaibhav Ltd.
Balance Sheet as at 31.3.02
(And reduced to...)

Milities : Notes No.| Amount
1. ghareholders’ Fund
(a) Share Capital 1 1.64,00,000
(b) Reserves & Surplus > 26.00,000
2. Non current liabilities
(a) Long term borrowings 3 756,00',000
3. Current liabilities
(a) Trade Payables 4 .60,00,000
Total 3,06,00,000
2. Assets
1. Non Current Asset
(a) Property Plgnt and Equipment and
Intangible Assets
(i) PPE 5 2,00,00,000
(i) Intangible Assets
(b) Non current investments 19,00,000
2. Current Assets 6 87,00,000
L_/,/’Jl 3,06,00,000

A PE——

e

u | scanner CA Inter Group - Il Pape

Notes:
1. Share Capital

(i) Equity Share Capital
2,00,000 share of 40 each
60,000 share of 40

(i) Preference Shares
6% Pref. share
1,00,000 share of 60

|2. Reserves & Surplus
Capital Reserve

3. Long Term Bori'owings
6% debentures
(80,000 deb. of 70 cash)

4. Trade Payables
Creditors
(-) Settled

5. PPE

(-) written down

6. CA 90,00,000 - 3,0 0,000

Authorised, Issued, Subscribed & Paid-up

e e L
80,00,000
24,00,000|1,04,00,000

60,00,000
1.64,00.000
26,00.000
26.00.000
56,00,000
56,00,006
1,00,00,000

(40,00,000)| 60,00.000

60.00.000!
2,50,00,000

{50,00,000)|2.00.00.000

2,00,00,000
87,00,0n0

—
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Working Note:
] Capital Reduction Account
To Liability for Taxation A/c 1,00,000 | By Equity Share Capital 1,20,00,000
ToP&L A 12,00,000 | By 6% Cumulative Preferences
To PPE 50,00,000 Share Capital 40,00,000
To Current Assets 1,10,00,000 | By 5% Debentures 24,00,000
To Investment 1,00,000 (By Sundry Creditors 16,00,000
To Capital Reserve (Bal. fig.) 26,00,000
2,00,00,000 2,00,00,000
Space to write important points for revision — —————— —————
Practical

Q.3.3 [2015- Nov [2]

The Balance Sheet of M/s Clean Ltd. as on 31® March, 2015 was

summarized as follows:

Liabilities Amount ¥ Assets Amount 7
Share Capital: Land & Building 75,00,000
Equity Shares of ¥ 50| 60,00,000 Plant & Machinery 22,00,000
each fully paid up Trade Investment 16,50,000
9% Preference Shares of| 40,00,000 (Inventories 9,50,000
Z 10 each fully paid up \ Trade Receivables | 18,00,000
7% Debentures (secured Cash and Bank
by plant & machinery) 23,00,000 (Balances 3,60,000
8% Debentures 17,00,000 (Profit & Loss 2,15,000
Trade Payables 6,00,000 |Account
Provision for Tax 75,000

1,46,75,000 1,46,75,000

@)

(3

~

(4)

(5

~

(6)

2

®)

(9)

The Board of Directors of the company decided upon the following scheme
of reconstruction duly approved by all concerned parties:
(1) The equity shareholders agreed to receive in lieu of their present

holding of 1,20,000 shares of ¥ 50 each as under:
(a) New fully paid equity shares of ¥ 10 each equal to 2/3" of their
holding.

(b) 9% preference shares of ¥ 8 each to the extent of 25% of the above
~ new equity share capital.

(c) ¥2,80,000, 10% debentures of ¥ 80 each.

The preference shareholders agreed that their ¥ 10 shares should be

reduced to ¥ 8 by cancellation of ¥ 2 per share. They also agreed to

subscribe for two new equity shares of ¥ 10 each for every five

preference shares held.

The taxation liability of the company is settled at ¥ 66,000 and the same

is paid immediately.

One of the trade creditors of the company to whom the company owes

¥ 1,00,000 decides to forgo 30% of his claim. He is allotted equity

shares of ¥ 10 each in full satisfaction of his balance claim.

Other trade creditors of ¥ 5,00,000 are given option of either to accept

fully paid 9% preference shares of ¥ 8 each for the amount due to them

or to accept 80% of the amount due to them in cash in full settlement

of their claim. Trade creditors for ¥ 3,50,000 accepted preference

shares option and rest of them opted for cash towards full settlement

of their claim. :

Company’s contractual commitments amounting to ¥ 6,50,000 have

been settled by paying 4% penalty of contract value.

Debenture holders having charge on plant and machinery accepted

plant and. machinery in full settlement of their dues.

The rate of interest on 8% debentures is increased to 10%. The

debenture holders surrender their existing debenture of ¥ 50 each and

agreed to accept 10% debenture of ¥ 80 each for every two debentures

held by them.

The land and building to be depreciated by 5%.

(10) The debit balance of profit and loss account is to be eliminated.
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of inventory to be written off (Being Trade Creditor are setlied by 30%
forgo and 70% settled via conversion

1
|
pa : . ance Sheet after completi
he pletion of the
recozsggr‘:;)oann;‘; Ar:teglr(]):ge books of M/s Clean Ltd. as per Schedule Il through equity shares)
:\0 ::”er : . 148 marks) [IPCC Gr. Ul 6. | Other Trade Creditor A/c Dr. 5,00,000
pewer :

0 In the books of M/s. Clean Ltd. ' To 9% Pref. Share Capital A/c R 8) 3,50,000
Journal Entries To Cash Alc 120,000
/El“?U|af5 LF. | or ) @ To Capital Reduction Alc . 30,000
1/_ Equity Share Capital A/c (% 50) Dr. 60,06, 000 - I(DBeing Trad;hC:ed(i)lfo(; ::tt:la: ;na Cash and
0% Pt S e 10 800000 (7 Capial Foducion Mo~ Br| | 26000
|| To9% Pref. Share Arc (25,000 x 2 ) 2,00,000 | Bankcae 26,000
Tot 0%' Debentures A/c (35,000 x 80) *2,80,000 (Being contractual liability settled)
Beirjotfl;:z;?:i?esiuaiion Alc i 47,20,000 8. | 7% Debentures A/c Dr. 23,00,000
s ar
équit)? share, prgf. shares aig E(;Ieb(:afrflttt)J);et:)e To Plant and Machinery A/c 22,00,000
| [2. |9% Pref. Share Capital A/c (% 10) Dr. 40,00,000 - To Capital Reduction A/c 1,00,000
To 9% Pref. Shares Capital A/c (% 8) 32,00,000 (Being debentures are settled by giving plant
To Capital Reduction A/c 8,00,000|, and machinery) _
(Being share reduced to (% 8) change in face - 9. | 8% Debentures A/c (X 50) Dr. 17,00,000
value) : . To 10% Debentures A/c (% 80) 13,60,000
d | Pank A(c ) Dr. 16,00,000 To Capital Reduction Alc 3,40,000
16 Equuty Share Gapital Alc ) 16,00,000 (Being debenture are converted to newissue '
(Being preference share holders subscribed of 10% debentures)

for 2 new equity share of 10 each against -
10. [ Capital Reduction A/c Dr. 3,75,000

every 5 share)
4. | Provision for Tax A/c Dr. 75,000 To Land and Building A/c 3,75,000
To Cash (Bank Alc) 66,000 (Being Land and Building depreciated)
To Capital Reduction A/c 80001 141 | Capital Reduction Alc Dr. 2,15,000
(Being the taxation liability paid)
?me Creditor Alc Dr. 1,00,000 To P&L Alc o 2,15,000
To Capital Reduction Alc 30,000 (Being P&L Alc w/off)
L To Equity Share Capital A/c (X 10) 70,000
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12. | Capital Reduction A/c Dr.
To Trade receivable A/c
To Inventory Alc
(Being Trade receivable and inventory are
w/off)
13. | Capital Reduction A/c Dr.

To Capital Reserve A/c
(Being amount in Capital Reduction account
transferred to Capital Reserve A/c)

6,40,000
4,50,000
1,90,000
47,73,000 :
. | 47,73,000

(ii) Balance Sheet of M/s Clean Ltd. (as reduced) as on 31.3.2015

Particulars Notes T
Equity and Liabilities
1 Shareholders' funds
(a) Share capital 1 62,20,000
(b) Reserves and Surplus 2 . 47,73,000
2 Non-current liabilities
(a) Long-term borrowings 3 16,40,000
Total 1,26,33,000
Assets
1 Non-current assets
(a) Property Plant and Equipment and
Intangible Assets
(i) PPE 4 71,25,000
(b) Investments 16,50,000
2 Current assets
(a) Inventories 5 7,60,000
(b) Trade receivables 6 13,50,000
(c) Cash and cash equivalents 17,48,000
’ ) Total 1,26,33,000

Notes to accounts

1. Share Capital
Equity share capital
Issued, subscribed and paid up
2,47,000 equity shares of ¥ 10 each
(out of which 7,000 equity shares have been
issued for consideration for other than cash)
Preference share capital
Issued, subscribed and paid up
4,68,750 Preference shares of ¥ 8 each
(out of which 43,750 equity shares have been
issued for consideration for other than cash)

2. Reserves and Surplus
Capital Reserve
3. Long-term Borrowings

Secured
20,500 10% Debentures of T 80 each

4. PPE
Land & building
Adjustment under scheme of reconstruction

5. Inventories
Adjustment under scheme of reconstruction

6. Trade receivables
Adjustment under scheme of reconstruction

75,00,000
3.75.000
9,50,000
(1.90,000)
18,00,000
(4.50.000)

24,70,000

37,50,000

62.20,000

47,73,000
\

16,40,000

71,25,000

7,60,000

13,50,000

Working Notes:

1. Cash at Bank Account
Particulars iy Particulars T 4
To Balance b/d 3,60,000 | By Taxation liability 66,000
By Trade Creditors A/c 1,20,000
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16,00,000
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. te )
To (E;qu'igl A?:a By Penalty Alc 26,000 3. | Current Liabilities and Provisions:
a? . (a) Workmen's Compensation Fund:
By Balance c/d (bal. fig.) | 17,48,000 Bombay Works 10,000
19,60,000 19,60,000 Chennai Works 5,000
2 Capital Reduction Account : (b) Trade Payables 1,25,000
Particulars i Particulars z Total 24,90,000
5 Land & Building A/c 3,75,000 By Equity Share Capital Alc [47,20,000] | B. | Assets :
To Machinery A/C 2,15,000|By Preference Share Capital| 8,00,000 1. | Non - current Assets :
To Trade receivables A/c 4,50,000 |By 7% Debentures 1,00,000 . (a) Property Plant and Equipment and Intangible
To Inventories A/c 1,90,000|By Provision for tax 9,000 " Assets
To Bank AlC 26,000|By Trade Payables 60,000 ‘ (i) PPE:
To Capital Reserve (bal. fig.) | 47,73,000 (30,000 + 30,000) Bombay Works 9,50,000
By 8% Debentures 3,40,000 Chennai Works 7,75,000
60,29,000 60,29,000 2. | Investment: 7
; Spece 1% vriz imporiant points for revision ‘Investments for Workman's Compensation Fund 15,000
& 3. | Current Assets:
Q.34 | 2015 - Nov [4] Practical (a) Inventories 4,50,000
The following is the Balance Sheet of Star Ltd. as on 31?‘ March, 2015: (b) Trade Rgceivables 2,50,000
A | Equity and Liabilities: 3 (c) Cash at Bank 50,000
1. | Shareholders’ Fund:" ' ‘ . sl 24’90’900
(a) Share Capital: A reconstruction scheme was prepared and duly approved. The salient
9.000 7% Pref sh £7 100 each ful features of the scheme were as follows:
! ” o Freleronce sharcs o each Tuly 9.00.000 (i) Paid up value of 7% Preference Share to be reduced to % 80, but the
pal ) . L rate of dividend being raised to 9%.
10,000 Equity Shares of ¥ 100 each fully paid 10,00,000 (i) Paid up value of Equity Shares to be reduced to ¥ 10.
(b) Reserve and Surplus: : (iiiy The directors to refund ¥ 50,000 of the fees previously received by them.
Profit and Loss Account (2,00,000) (iv) Debenture holders forego their interest of X 26,000 which is included
2. | Non-current liabilities: among the Sundry Creditors. ' . .
“A” 6% Debentures (Secured on Bombay Works) 3,00,000 (v) The prefere;:ce ;hgéehglde;l? hag';e:rr:;rs“g'r";etf;es'{m";':;mseaf;r
“B" 6% Debentures (Secured on Chennai Works) 3,50,000 L preference share dividenc, whion 1= oo

Yy
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| (vi) “B" 6% Debenture holders agreed to take over the Chennai Works at
4 ¥4,25,000 and to accept an allotment of 1,500 equity shares of ¥ 10
} each at par, and upon their forming a company called Zia Ltd. (to take
over the Chennai Works), they allotted 9,000 equity shares of ¥ 10
| each fully paid at par to Star Ltd.
‘(vii) The Chennai Worksmen’s compensation fund disclosed that there
\ were actual liabilities of ¥ 1,000 only. As a consequence, the
! investments of the fund were realized to the extent of the balance.
‘ Entire investments were sold at a profit of 10% on book value and the
5 proceeds were utilized for part payment of the creditors.
}(vm ) Stock was to be written off by ¥ 1,90,000 and a provision for doubtful
[ debts is to be made to the extent of Z 20,000.

(ix) Chennai works completely written off.

(x) Any balance of the Capital Reduction Account is to be applied as two-
thirds to write off the value of Bombay Works and one-third to Capital
Reserve.

Pass necessary Journal Entries in the books of Star Ltd. after the scheme
has been carried into effect. (16 marks)

Answer :

In the Books of Star Ltd.
Journal Entries

. L.F.| Amount Amount
Particulars z z
(i) 7% Preference share capital A/c (2 100) Dr. 9,00,000
To 9% Preference share capital A/c 7,20,000
{Z 80)
To Capital reduction A/lc |1,80,000
(Being preference shares reduced to ¥ 80
and also rate of dividend raised from 7%
10 9%)
(ii) Equity share capital A/c (Z 100 each) Dr. 10,00,000
To Equity share capital A/c (Z 10 each) 1,00,000
To Capital reduction Alc 9,00,000
(Being reduction of nominal value of one
share of 2 100 each to 7 10 each)

(i)

(vii) (a)

Bank A/c Dr.
To Capital reduction A/c
(Being directors refunded the fee amount)

Trade payables A/c (Interest on debentures) Dr.
To Capital reduction A/c
(Being interest forgone by the debenture

" |holders)

No entry required

‘B’ 6% Debentures Alc Dr.
To Debentures holders A/c
(Being amount due to Debentures holders)

Debentures holders A/c Dr.
To Chennai Works A/c
To Equity share capital A/c
(Being Chennai works taken over and
equity shares issued to ‘B’ 6% Debenture
holders)

Equity share of Zia Ltd. A/c Dr.

To Debentures holders A/c
(Being 9000 equity shares of Zia Ltd.
issued by Debentures holders)

Chennai Works — Workmen Compensation Dr.

Fund

To Capital Reduction A/c
(Being difference due to reduced amount
of actual liability transferred to capital
reduction account)

Bank A/c Dr.

To Investment for
Compensation Fund
To Capital reduction A/c
(Being investment for Workmen

Workmen

Compensation Fund sold @ 10% profit)

50,000

26,000

3,50,000

4,40,000

90,000

4,000

15,400

—

50,009

26,000,

3,50,000|°

4,25,000| |
15,000| -

90,000
4,000

14,000

1,400 |
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()| Trade Payables Alc Dr. 15,400 \Cash in hand of the | :
To Bank Alc 15,400 |receiver | 324,000
(Being part payment made to trade [ t '
payables) | | 5.04,000
i) Capital reduction Alc 2,10,000 | ooE
To Provision for Doubtful Debts A/c 20,000 |Uncalled capital 3,20.000)|
To Inventory Alc 1,90,000 | |
|(Being ts revalued) ‘ 8-24-000‘
() Capital reduction A/c Dr. 5,50,000 i ) _ O[
To Profit & Loss A/c 2.,00,000 | Deficiency 8.56,000
To PPE - Chennai Works 3,50,000 [ | 16.80,000
(Being assets revalued and losses written 16,80,000 | >
foff - - A holds the first debentures for ¥ 3,60,000 and second debentures for
(%  |Capital reduction Alc Or. 4,01,400| % 3,60,000. He is also an unsecured trade payable for ¥ 1,08.000. B holds |
To PPE. - Bombay Works 2,67,600 second debentures for ¥ 3,60,000 and is an unsecured trade payable for '
To Capital reserve Alc 1,383,800 772000 “
|(Bei t lued ini > : ) i
;mé:ﬁ“ atsrsaen:ferj;/: uti ca;lc:ta:er;a;;‘:g . The following scheme of reconstruction is proposed. |
|account) (i) A is to cancel ¥ 2,52,000 of the total debt owing to him; to bring |
‘ rar ooints 107 revision ————— 7 36,000 in cash and to take first debentures (in cancellation of those ‘
' already issued to him) for ¥ 6,12,000 in satisfaction of all his claims. |
A (i) B to accept 1,08,000 in cash in satisfaction of all claims by him.
8 | Q3.5 I 2016 - Nov [2] Practical (iii) In full settlement of 60% of the claim, unsecured trade payable (other

I
| Proficient Infosoft Ltd. is in the hands of a Receiver for Debenture Holders
‘who holds a charge on all asset except uncalled capital. The following

statement shows the position as regards creditors as on 30" June, 2016:

Assets g

Liabilities | =

8000 shares of % 100 — |Property (cost is

egch % 60 paid up % 3,80,800) estimated
First Debentures 3,60,000 |at Plant & Machinery
Second Debentures 7,80,000 |(Cost is ¥ 2,87,200)
Unsecured trade payablesl 5,40,000 |estimated at

1,08,000

72,000

than A and B) agreed to accept three shares of ¥ 25 each, fully paid
against their claim for each ¥ 100.
The balance of 40% is to be postponed and to be payable at the end
of three years from the date of Court's approval of the scheme. The
nominal share capital is to be increased accordingly.

(iv) Uncalled capital is to be called up in full and T 75 per share cancelled,
thus making the shares of ¥ 25 each.

Assuming that the scheme is duly approved by all parties interested and \

by the Court, give necessary journal entries. (16 marks) [IPCC Gr. 1] |
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Answer :
Journal Entries
In the books of Proficient Infosoft Ltd. '
Dr. Cr.
Sr. Particulars L.F.| Amount | Amount
No. ®) ®)
1. |First debentures A/c Dr. 3,60,000
Second debentures A/c Dr. 3,60,00
Unsecured trade payables A/c Dr. 1,08,000
To A 8,28,000
(Being A's total liability ascertained)
2. |A Dr. 2,52,000 .
To Capital reduction A/c | 2,52,000
(Being cancellation of debt up to ¥ 2,52,000)
3. [Bank A/c Dr. 36,000
To A 36,000
(Being cash received in course of settlemeht)
4. |A © Dr. 6,12,000] -
To First debentures A/c 6,12,000
(Being liability of A, discharged against first )
debentures)
5. |Second debentures A/c Dr. 3,60,000
Unsecured trade payables A/c Dr. 72,000
ToB 4,32,000

(Being B’s liability ascertained)

6.

11.

B Dr.
To Bank A/c
To Capital reduction A/c
(Being B’s liability discharged in
satisfaction of all claims)

|(Being settlement of

Unsecured Trade Payable A/c Dr.
To Equity Share Capital A/c

To Loan (Unsecured) A/c

To Capital Reduction A/c

unsecured trade

payables)

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

(Being final call money due)

. |Bank A/c

To Share call A/c »
(Being final call money received)

10.

Share Capital A/c (Face value ¥ 100) Dr.
To Share Capital (Face value T 25)A/c
To Capital Reduction A/c

(Being share capital reduced to ¥ 25 each)

Capital Reduction A/c Dr.
To Profit and Loss Alc

(Being reconstruction surplus used to write
off losses W.N. 2)

4,32,000

3,60,000

3,20,000

3,20,000

8,00,000

11,68,000

1,08,000
3,24,000

1,62,000
1,44,000
54,000

3,20,000

3,20,000

2,00,000
6,00,000

11,68,000
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1. Capital Reduction A/c

(Being balance in capital reduction accoynt
rransferred to capital reserve account)

To Capital Reserve A/c

working Notes:

/-1

payables

Dr.

YU S

62,000

62,000

Q.3.6 | 2017 - Nov [2]

has accumulated huge losses. The '
company as on 31 March, 201 7 before reconstruction:

TE—
practical_|

M/s Planet Limited has decided to reconstruct the Balance Sheet since it
following is the balance sheet of the

1. | Settlement of claim of remaining unsecured Trade

®)

60% of X 3,60,000

Considering their claim for share of ¥ 100 each

2,16,000/100 = 2,160 shares

Less: Number of shares to be issued
2,160 x 3 = 6,480 shares of ¥ 25 each

Transferred to Capital Reduction A/c

2,16,000

(1,62,000)

54,000

2. Ascertainment of profit and loss account’s debit balance at the tim

of reconstruction.
—
®) ®)
Assets
Property Plant and Equipment 6,68,000
(3,80,800 + 2,87,200)
Cash 3.24,000 | .9,92,000
Less: Capital & Liabilities:
Share Capital 4,80,000
1* Debentures 3,60,000
2" Debentures 7,80,000
Unsecured trade payables 5,40,000 | (21,60,000)
Profit and Loss A/c (Debit balance) (11,68,000)

Space 1o write imporlant points lor revision -—

Particulars Note No. | Amount
(% in lakh)
Equity and Liabilities
Shareholders’ Funds b
Share Capital 1 2,100
Reserves and Surplus 2 (783)
Non-Current Liabilities !
Long term Borrowings 3 1,050
Current Liabilities
|  Trade Payables 4 153
Other Liabilities 5 36
Total 2,556
Assets
Non-Current Assets:
PPE and Intangible Assets
PPE 6 1,125
Current Assets
Current Investments 7 300
Inventories 8 450
Trade Receivables 9 675
Cash and Cash Equivalents 10 6
Total 2,556
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(6)

Notes to Accounts:

Share Capital

Authorised:

300 lakh shares of ¥ 10 each

12 lakh, 8% Preference Shares of ¥ 100 each

Issued, Subscribed and Paid up:
150 lakh Equity Shares of ¥ 10 each, fully paid up
6 lakh 8% Preference Shares of ¥ 100 each, fully paid up

) Reserves and Surplus

Debit balance of Profit and Loss A/c
Long Term Borrowings
6% Debentures (Secured by Freehold Property)

Director's Loan

Trade Payables
Trade payables for Goods

Other Liabilities

Interest Accrued and Due on 6% Debentures
PPE

Freehold Property

Plant and Machinery

T in lakh

3,000
1,200

4,200

1,500
600

- 2,100

(783)

600
450

1,050

153

36

825
300

1,125

(7) Current Investment

Investment in Equity Instruments 300
(8) Inventories
Finished Goods 450
(9) Trade Receivables
875

Trade receivables for Goods
(10) Cash and Cash Equivalents

Balance with Bank
The Board of Direttors of the company decided upon the following schems
of reconstruction with the consent of respective sharenolders:

(1) Preference Shares are to be written down to ¥ 75 each and Equt
Shares to ¥ 2 each.

(2) Preference Shares Dividend in arrears for 3 years to be waived by 2.3
and for balance 1/3", Equity Shares of ¥ 2 each to be allotted.

(38) Debenture holders agreed to take one Freehold Property at its book
value of ¥ 450 lakh in part payment of their holding. Balance
Debentures to remain as liability of the company

(4) Interest accrued and due on Debentures to be paid n cash.

(5) Remaining Freehold Property to be valued at ¥ 550 lakn.

(6) Allinvestments sold out for ¥ 425 lakh.

(7) 70% of Directors' loan to be waived and for the balance. Equity Shares
of ¥ 2 each to be allotted.

(8) 40% of Trade receivables and 80% of Inventories to be written off.

(9) Company’s contractual commitments amounting to T 900 lakh have|
been settled by paying 8% penalty of contract value.

You are required to:

(a) Pass Journal Entries for all the transactions related to intemal
reconstruction;

(b) Prepare Capital Reduction Account, Bank Account: and

(c) Prepare Notes to Accounts on Share Capital and PPE, immediately
after the implementation of internal reconstruction.

(16 marks) [IPCC Gr. |
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g
pnswer:
g Journal Entry of Planet Ltd.
4 ___(As on 31" March, 2017)
S Particulars Dr. Cr.
» 2% Preference Share Capital Alc Dr. Am°§5’é Amount
To &% Preference Share Capital Alc 450
To Capital Reduction Alc 150
(Being Preference Shares of ¥ 100 each reduced 1o
7 75 each, balance transferred to Reconstruction
Ae)
5 [Equity Share Capital Alc Dr. 1,500
| To Equity Share Capital A/lc 300
| To Capital Reduction A/c 1,200
(Being equity shares of Z 100 each reduced to T 20
each, and balance transferred to Reconstruction A/c)
|4 |Capital Reduction A/c Dr. 48
To Equity Share Capital Alc 48
(Being Preference Share dividend in arrears of 3
years waived by 2/3" and for balance 1/3“ equity
shares of 2 2 each allotied)
4 |6% Debentures Alc Dr. 450
To Freehold Property Alc 450
(Being transfer of tille deed on freehold property to
1 debenture holders of the company)
\‘5 Interest Accrued & due on Debentures A/c Dr. 36 !
| To Cash Alc 36
| [(Being Interest Accrued and due on debentures paid
in cash)
b |Freehold Properly Alc Dr. 175
To Capital Reduction Alc 175
(Being balance freehold property re-valued)
1. [Bank Alc Dr. 425
To Invesiment Alc o
To Capital Reduction A/c 125
(Being investments sold for ¥ 425 lakhs)
8 [Loan for Direclor's A/c Dr. 450
L_| To Capital Reduction A/c ] 315

[5.534 | m [ scanner CA Inter Group - Il Paper -
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—
To Equity Share Capital A/c ] . 135
(Being 70% of Director's loan waived off and the
balance equity shares allotted) 405
9. [Capital Reduction A/c Dr. 1, 360
To Stock Alc 270
To Trade Receivables A/c <
To Profit & Loss Alc g 72
To Bank A/c )
(Being writing off of losses, penalty paid for
contractual commitments, and reduction in the value
of assets) :
10. [Capital Reduction A/c Dr. 432
To Capital Reserve A/lc . 432
(Being balance in Capital Reduction A/c transferred
to Capital Reserve)
(b) Capital Reduction A/c
Dr. Cr.
Particulars Amt. Particulars Amt.
To Equity Share Capital A/c 48|By 8% Preference Share 150
To Stock Alc 360 Capital A/c
To Trade Receivable Alc 270|By Equity Share Capital Alc 1,200
To Profit & Loss A/c 783|By Freehold Property Alc 175
To Bank A/c 72|By Loan from directors A/c 315
To Capital Reserve A/lc 432|By Bank 125
(Balancing fig.)
1,965 1,965
Bank A/c
Dr. Cr.
Particulars Amt. Particulars Amt.
To Balance b/d 6|By Interest accrued & due on
To Investment Alc 300 debentures Alc 36
To Capital Reduction A/c By Capital Reduction A/c 72
(Gain of Sale) 125(By Balance c/d 323
431 431
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(c) Note to Accounts on Share Capital and PPE
After implementation of internal reconstruction

Share Capital (% in lakhs)
Authorised:
300 lakh shares of ¥ 2 each 600
12 lakh, 8% Preference shares of 75 each 900
1,500
Issued, subscribed and paid up:
| 241.5 lakhs Equity shares of ¥ 2 each 483
| (out of which 91.5 lakh shares have been issued for
| consideration other than cash)
| 6 lakhs, 8% Preference shares of ¥ 75 each fully paid up _450
; Total 933
PPE:
Freehold property 825
Less: Utilized to pay Debenture holders (450)
Add: Appreciation 175 550
I Plant and machinery _300
‘ Total 850
Working Note:
Calculation of number of equity shares issued:
To equity shareholders 150 lakhs
To Preference shareholders (in lieu of arrear of preference dividend) 24 lakhs
Te Directors _67.5 lakhs
241.5 lakhs

Note: In place of Capital Reduction Account Re-organization or
Reconstruction Account may also be used.

— Spzce o write important points for revision

]
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Q3.7 |2018-Nov [3] (b) | Practical |

The summarized Balance Sheet of SK Ltd. as on 31” March, 2018 is given
below.

(Zin '000) |-
Liabilities Amourﬁ 4
Equity Shares of ¥ 10 each 35,0@
8%, Cumulative Preference Shares of ¥ 100 each 17,500
6% Debentures of ¥ 100 each 14,000
Sundry Creditors 17,5G0| -
Provision for taxation 350|
Total 84,350| |
Assets '
Property Plant and Equipment 43,750
Investments (Market value % 3325 thousand) 3,500(
Current Assets (Including Bank Balance) 35,000
Profit and Loss Account 2,100
N Total 84,350

The following Scheme of Internal Reconstruction is approved and put into
effect on 31* March, 2018.
(i) Investments are to be brought to their market value.
(i) The Taxation Liability is settled at ¥ 5,25,000 out of current Assets.
ii) The balance of Profit and Loss.Account to be written off.
iv) All the existing equity shares are reduced to % 4 each.
(v) All preference shares are reduced to Z 60 each.
(vi) The rate of interest on debentures is increased to 9%.
The Debenture holders surrender their existing debentures of T 100
each and exchange them for fresh debentures of % 80 each. Each old

—_—

debenture is exchanged for one new debenture.
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) Balance of Current Assets left after settlement of taxation liability are

revalued at 7 1,57,50,000.

) Property Plant z_md Equipment are written down to 80%.

i) One of the creditors of the Company for ¥ 70,00,000 gives up 50% of
his clzim. He is allotted 8,75,000 equity shares of Z 4 each in full and
final settlement of his claim.

| zmount due).
i) | Eguity Share Capital (Z 10) Dr. | 3,50,00,000
To Eguity Share Capital (Z 4) 1,40,00,000
To Capital Reduction A/c 2,10,00,000

pass Journal entries for the above transactions. (10 marks)
inswer:
Journal Entries in the books of SK Ltd.
Particulars ) Dr.% -Cr.%X
Provision for taxation A/c Dr. 3,50,000
Czpital Reduction A/c Dr. 1,75,000
To Lizbility for taxation 5,25,000

(Being conversion of the provision for
tzxztion into liability for settlement of the

|(Being conversion of equity share capital
'of 7 10 each into Z 4 each as per
reconstruction scheme).
i) 127, Cumulative Preference Share
Capital (Z 100) Alc Dr.| 1,75,00,000
To 8% cumulative preference
share capitzl (Z 60) Alc
| To Capitzl Reduction
(Being conversion of 8% cumulative
preference shares capital of Z 100 each
linto 7 60 each as per reconstruction

1,05,00,000
70,00,000

|echeme).

W [ Scanner CA Inter Group - Il Paper - 5 I
|
(iv) |6% Debentures A/c Dr.| 1,40,00,000 56000
To 9% Debentures I 1 1,12,00.000
To.Capital Reduction ; 28,00,000|
(Being 9% debentures of ¥ 80 each| ‘
issued to existing to 6% debenture | i
holders. The balance transferred to|
capital reduction account as per}
reconstruction scheme). - |
—
(v) Sundry Creditcrs Alc Dr.| 70,00,000 |
To Equity Share Capital (X 4) | 35,00,000
To Capital Reduction A/c | 35.00,000
(Being a creditor of ¥ 70,00,000 agreed |
to surrender his claim by 50% and was
alloted 8,75,000 equity shares of T 4
each in full settlement of his dues as per ‘
reconstruction scheme). - :
(vi) |Capital Reduction A/c Dr.| 3,41,25,000
ToP &L Alc 21,200,000/
To Investments 1,75,000!
To Current Assets 1,87.25,000
To Fixed Assets | 87.50,000
. To Capital Reserve (Bal. Fig.) 43,75,000
(Being amount of Capital Reduction
utilized in writing off P and L A/c (Dr.)
Balance, Fixed Assets, Current Assets,
Investments and the Balance transferred [
to Capital Reserve). 5
(vii) |Liability for Taxation Dr. 5,25,000
To Current Assets (Bank A/c) ' 5,25,000
(Being the payment of tax liability).

D07 n —
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| Practical

/g?\ Q3.8 |2019-Nov 3] (a)

Following is the summarized Balance Sheet of Fortunate Ltd. as on 31

March, 2019.
Particulars Amount (%)
Liabilities |
. Authorized and Issued Share Capital
(a) 15,000 8% Preference shares of ¥ 50 each 7,50,000
(b) 18,750 Equity shares of ¥ 50 each 9,37,500
Profit and Loss Account (5,63,750)
Loan 7,16,250
Trade Payables 2,58,750
Other Liabilities 43,750
Total:| 21,42,500
Assets ’
Building at cost less depreciation 5,00,000
Plant at cost less depreciation 3,35,000
Trademarks and goodwill at cost 3,97,500
Inventory . 5,00,000
Trade Receivables 4,10,000
Total:

21,42,500

(Note: Preference shares dividend is in arrear for last five yea_rs).
The Company is running with the shortage of working capital and not| -
earnings profits. A scheme of reconstruction has been approved by_both the
classes of shareholders. The summarized scheme of reconstruction is as
follows:

() The equity shareholders have agreed that their Z 50 shares should be
reduced to ¥ 5 by cancellation of ¥ 45.00 per share. They have also
agreed to subscribe for three new equity shares of ¥ 5.00 each for
each equity share held.

(i) The preference shareholders have agreed to forego the arrears of

" dividends and to accept for each ¥ 50 preference share, 4 new 6%
preference shares of ¥ 10 each, plus 3 new equity shares of ¥ 5.00
each, all credited as fully paid.

(iiiy Lenders to the company for ¥ 1,87,500 have agreed to convert their
loan into shares and for this purpose they will be allotted 15,000 new
preference shares of ¥ 10 each and 7,500 new equity shares of
¥ 5.00 each.

(iv) “The directors have agreed to subscribe in cash for 25,000 new equity
shares of ¥ 5.00 each in addition to any shares to be subscribed by| -
them under (i) above. :

(v) Of the cash received by the issue of new shares, ¥ 2,50,000 is to be|
used to reduce the loan due by the company.

(vi) The equity share capital capcelled is to be applied:

(a) To write off the debit balance in the Profit and Loss A/c, and

(b) To write off ¥ 43,750 from the value of plant. )
Any balance remaining is to be used to write down the value of trademarks
and goodwill. The nominal capital as reduced is to be increased to
% 8,12,500 for preference share capital and ¥ 9,37,500 for equity share
capital.
You are required to pass journal entries to show the effect of above scheme

and prepare the Balance Sheet of the Company after reconstruction.
(15 marks)
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Answer:

In the books of Fortunate Ltd.

Journal Entries

Particulars

Dr.
To Equity share capital A/c % 5)
To Capital reduction A/c

(Being equity capital reduced to nominal
value of T 5 each)

Bank A'c

Dr.
To Equity share capital
(Being 3 right shares against each share
was issued and subscribed)

8% Preference share capital A/c  50) Dr.

Capital reduction A/c Dr.
To 6% Preterence share capital X 10)
To Equity share capital

(Being 8% preference shares of ¥ 50 each

converted to 6% preference shares of X 10

each and also given to them 3 equity shares
for every share held)

Loan A/c Dr.
To 6% Preference share capital A/c
R 10)
To Equity share capital A/c

/(Being loan to the extent of T 1,87,500

converted into share capital)

Bank Alc Dr.
To Equity share application money A/c
(Being shares subscribed by the directors)

Debit }) | Credit (%)
9,37,500
93,750
8,43,750
2,81,250
2,81,250
7,50,000
75,000
6,00,000
2,25,000
1,87,500
= 1,50,000
37,500
1,25,000
1,25,000
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Equity share application money A/c
To Equity share capital A/c
(Being application money transferred to

capital A/c)

Dr.

Loan A/lc Dr.
To Bank A/c

(Being loan repaid)

Capital Reduction A/c Dr.

To Profit and Loss Alc

To Plant A/c ‘

To Trademarks and goodwill
(Being losses and assets written off to the
extent required)

1,25,000

2,50,000

7,68,750

1,25,000

2,50,000

5,683,750
43,750
1,61,250

Balance Sheet of Fortunate Ltd. (and reduced) as on 31.03.19

Particulars Notes g
Equity and Liabilities
(1) |Shareholders Funds
(a) Share capital 1 15,12,500
(2) |Non-Current Liabilities
(a) Long- term borrowings 2,78,750
(3) |Current Liabilities
(a) Trade Payables 2,58,750
(b) Other Current Liabilities 43,750
Total 20,93,750
Assets
(1) |Non-Current Assets
(a) Property Plant and Equipment and
Intangible Assets
PPE 2 7,91,250
Intangible Assets 3 2,36,250|
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(2) |Current Assets

(a) Inventories 5,00,000
(b) Trade receivables 4,10,000
(c) Cash and Cash equivalents 4 1,56,250
Total 20,93,750

Notes to Accounts
4

» 1. |Share Capital
Authorised Capital:
81,250, 6% Preference shares of ¥ 10 each

1,87,500 Equity shares of ¥ 5 each

Issued, subscribed and paid up:
1,52,500 equity shares of ¥ 5 each

75,000, 6% Preference shares of ¥ 10 each
2. |PPE

8,12,500
9,37,500( 17,50,000

7,62,500
7,50,000( 15,12,500

'5,00,000

Building at cost less depreciation
Plant at cost less depreciation 2,91,250| 7,91,250
3. |Intangible Assets
Trademarks and goodwill 2,36,250
4. |Cash and Cash Equivalents Bank (2,81,250
+1,25,000 - 2,50,000) 1,56,250
Space fo write important points for revision
Q3.9 [2021-July [6] (e) + Practical

Answer the following:
Sapra Limited has laid down the following terms upon the sanction of the

|_‘econstruction scheme by the court.

(i) The shareholders to receive in lieu of their present holding at
7,50,000 shares of ¥ 10 each, the following :
- New fully paid Z 10 Equity Shares equal to 3/5" of their holding.
- Fully paid Z 106% Preference Shares to the extent of 2/5" of the
above new equity shares.
- 7% Debentures of ¥ 2,50,000.
(i) Goodwill which stood at ¥ 2,70,000 is to be completely written off.
(i) Plant & Machinery to be reduced by ¥ 1,00,000, Furniture to be
reduced by % 88,000 and Building to be appreciated by ¥ 1,50,000.
(iv) Investment of ¥ 6,00,000 to be brought down to its existing market
price of ¥ 1,80,000.
(v) Write off Profit & Loss Account debit balance of ¥ 2,25,000.
In case of any shortfall, the balance of General Reserve of ¥ 42,000 can
be utilized to write off the losses under reconstruction scheme.
You are required to show the necessary Journal Entries in the books of
Sapra Limited of the above reconstruction scheme considering that

balance in General Reserve is utilized to write off the losses. (5 marks)
Answer:
Journal Entries in the books of Sapra Ltd.
Particulars Dr. }) Cr. ()
Equity Share Capital A/c Dr.| 75,00,000
To Eqdity share capital A/c 45,00,000
(75,00,000 x 3/5)
To Preference share capital A/c 18,00,000
(45,00,000 x 2/5)
To 7% Second Debentures 2,50,000
To Capital Reduction A/c 9,50,000
(Being new equity shares, 6% preference
shares, 7% debentures issued and the balance
transferred to reconstruction account as per
scheme)
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g Alc . Dr. 1,50,000
To Capital Reduction Alc 1,50,000
gaing Bulding Appreciated)
‘[Capital Reduction A/c Dr.| 11,08,000
7o Goodwill Alc 2,70,000
" ToPlant & Machinery Alc 1,00,000
| To Furniture A/c 88,000
To Investments A/c 4,20,000
To Profit & Loss A/c 2,25,000
(Being Capital Reduction Account utilizgd for
witing off of goodwill, Plant & Machinery,
frumiture and Investment and Profit & Loss A/c
debit Balance)
}EMRGSENGS Alc Dr. 3,000
To Capital Reduction A/lc 3,000
(Being General Reserves is used for shortfall)
— gace 10 write imporiant points for revision
4]
073?1{ ‘2022 - Nov [2] Practical

The following is the Balance Sheet of Purple Limited as at 31* March, 2022:
Balance Sheet of Purple Limited as at 31° March, 2022

Particulars Notes | Amount in
K4
. Equity and Liabilities
(1) Shareholder’s Funds
(a) Share Capital 1 15,00,000
(b) Reserves & Surplus 2 (3,00,000)

(2) Current Liabilities
(@) Trade Payables
(b) Short Term Borrowings-Bank Overdraft

2,00,000
e

2,20,000

Total 16,20,000
Il. Assets
(1) Non-Current Assets l i
(a) Property, Plant and Equipment 3 10,20,0001’
(b) Intangible Assets 4 1,20,600|
(2) Current Assets
ia) Inventories 1,70,000|
(b) Trade Receivables 3,01 ,800;
(c) Cash and Cash equivalents 7,600
Total 16,20,000
Notes to Accounts
4 4
(1) Share Capital ]
90,000 Equity Shares of ¥ 10 each fully paid| 9,00,000
6% Preference Share Capital 6,00,000| 15,00,000|
(2) Reserves & Surplus |
Profit & Loss Account (3,00,000),
(3) Property, Plant and Equipment
Land and Building 5,40,000
Plant and Machinery 4,80,000| 10,20,000
(4) Intangible Assets
Gooawill 84,600
‘ Patgn[s 36,0070A 1 .20,6004

V i
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Dividends on preterence shares are in arrears for 3 years,

On the asbove dats, the company adopted the following scheme of
‘ruum'-.tmdion:
|

U

i
! (if)
[ (1)
(iv)
(v)
(vi)

(vil)

(viif)

(Ix)

___feconstructed Balance Sheet. (20 marks)
Answer:
__Journal entrles In the books of Purple Ltd.
Particulars “Dr. Cr.
(i)  |6% Preference Share Capital A/c Dr.| 6,00,000
To 8% Preference Share Capital A/c 4,50,000
To Capital Reduction A/c 1,50,000
[Being preference shares are recovered
(6,00,000 « 6%/8%)]

The preterence shares are converted from 6% 1o 8% but revalued in
a manner in which the total return on them remaing unaffected,
The value of equity shares is brought down to 2 8 per chare.

The arrears of dividend on preference chares are cancelled,

The debit balance of Goodwill account is written off entirely.

LLand and Building and Plant and Machinery are revalued at 85% and
80% of their regpective book values,

Book debts amounting 1o 2 14,400 are to be treated as bad and
hence 10 be written off,

The company expects to earn a profit at the rate of Z 90,000 per
annum from the current year which would be utilized entirely for
reducing the debit balance of Profit and Loss Accounts for 3 years,
The remaining balance of the said account would be written off at the
time of capial reduction process.

The balance of total capital reduction is to be utilized in writing down
Patonts,

A secured loan of 2 4,80,000 bearing interest at 12% per annum is to
be obtained by mortgaging tangible fixed assets for repayment of
bank overdraft and for providing additional funds for working capital.
You are required to give journal entries incorporating the above
scheme of reconstruction, capital reduction account and prepare the

r5»543 8 | Scanmer CA Inter Group - l Paper -5

[(ii)

|

\Equity Share Capital A/c 7 10)

.

Or.| 2,00,000

To Equity Share Czpitzl Alc (Z 2)

To Capitzl Reduction Alc
(Being equity shares reduced 107 2

(i)

Capital Beduction Al

To Goodwill Alc

To Land & Building A/c

To Plant & Machinery A/c

To Book depts

To Profit & Loss Alc

(3,00,000 - 2,70,000)

To Patent (Balancing figure)

(Being Balances are written off)

ezch)
Dr

3,230,000

(iv)

Bank Alc
To 12% Bank Loan Afc

Fixed Assets)

Dr.| 480,000

(Being Loan taken on mortgage of tangible

Bank Overdraft A/c
To Bank Alc

[Being Bank od Paid]

Dr.| 2,00.000

|
|

— ]

SRR s
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OO m
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Capital Reductions A/c

Particulars z |

Particulars

4

To Goodwill 84,600 |By Preference Capital
To Land and Building 81,000 |By Equity Share Capital f 1,80,000
To Plant and Machinery 96,000
To Book Debts 14,400
To Profit and Loss A/c 30,000
(3,00,000 - 2,70,000)
To Patent (Balancing 24,000
figure)

11,50,000

3,30,000

|3,30,000
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ZizncE Sheet of Purple Ltd. as at 317 March, 2022 (and reduced). Note 1: Share Capital - —]

Particulars Notes Amounts Issued, Subscribed, called up and Paid up Capital ‘

’ o(x) |

| ® Equity Share Capital { 7,20, ;
zgaty 208 Lizbilites (20,000 Equity shares of T 8 each)

- Snareholders’ Funds , % preference shares capital ﬂ
Shere Capta 1 11,70,000/ | 11.,70,000
Seserves and Surp'us (Profit and Loss Alc) (2,70,000)] - — Space io write imporiant poinis for revision

i 2% -‘—_,a—Lrla t:‘:la— Secured on Tangible Fixed 1 & :) 311 | RTP | Practical
rssets, | 480,000 [~ l
Trade Pzyzabies 2,20,000 The Balance Sheet of XYZ Ltd. as on 315 March is as under:
_ PPy '
Totzl | 16,00,000 Liabilities -z Assets 3
Authorized, Issued Equity Goodwill 2,00,000[
7! Non-Current Assets Share Capital 20,000 . )
PPE 2nd Intangibles Shares of ¥ 100 each 20,00,000 |Plant and Machinery | 18,00,000
TangDie 10,000 Preference Shares Stock 3,00,000
Land & Building (5,40,000 x 85%) 4,59,000 (7%) of ¥ 100 each 10,00,000 |Debtors- 7,50,000
Piant & Macninery (4,80,000 x 80%) 3,84,000 Sundry Creditors 7,00,000 |Preliminary Expenses 1,00,000
imangibie (Patents) (36,000 - 24,000 12,000
. = ) ( ) Bank Overdraft 3,00,000 |Cash 1,50,000
2, Current Assets
Inventories 1.70.000 Profit and Loss Account| 7,00,000
Trage receivables (3,01,800 - 14,400) 2,87,400 Total 40,00,000 Total 40,00,000
200‘;)? “ash Equivalent (7,600 + 4,80,000 - 2,87,600 Tvyo years’ Preference Dividends are in Arrears. The Company had bad
e . ( time during the last two years and hopes for better business in future,
Total | 16,00,000 earning profit and paying dividend, provided the capital base is reduced.
An Internal Reconstruction Scheme as follows was agreed to by all
concerned:
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13,00,000!

Creditors agreed to forego 50% of the claim.

2. Preference Shareholders withdrew Arrrear Dividend claim. They also
agreed to lower their Capital claim by 20% by reducing Nominal Value,
in consideration of 9% Dividend effective after réorganization, in case
Equity Shareholders' Loss exceed 50% on the application of the
scheme.

3. Bankagreed to convert Overdraft into Term Loan to the extent required
for making Current Ratio equal to 2:1.

4. Revalued figure for Plant and Machinery was accepted as ¥ 15,00,000.

Debtors to the extent of ¥ 4,00,000 were considered good.

6. Equity Shares shall be exchanged for same number of Equity Shares,

at a revised denomination as required after reorganisation.

Show:
1. Total Loss to be borne by the Equity and Preference Shareholders for

the Reorganisation,

Share of Loss to the Individual Classes of Shareholders,
New Structure of Share Capital after Reorganisation,
Working Capital of the Reorganized Company, and

—

o«

]

oxwN

A Proforma Balance Sheet after Fieorganisation.
Answer: .
1. Loss to be borne by Equity and Preference Shareholders and

SharingofLoss iy
v ' Partlculan - Ly
Profit and Loss Account o | 7,00,000
(Debit Balance)
Preliminary Expenses 1,00,000
Goodwill 2,00,000
Plant and Machinery 3,00,000
(7 18,00,000 - 7 15,00,000)
Dattors (27,50,000 2 4,00,000) 3,650,000
|Amount to be Written off 16,650,000
L oss: 50% of Sundr ¥ Croditors, = Claim foregone 3,60,000

ﬁ'otal Loss to be Borne by the Equnty and Preference
Shareholders |
Total Loss of Z 13,00,000 being more than 50% of Equity | !
Share Capital, i.e. ¥ 10,00,000 -
(a) Preference Shareholders’ Share “of Loss (20% of | |
Z10,00,000), contributed by Preference Capital Reduction f
(b) Balance being Equity Shareholders’ Share of Loss| 2,00,000|
(% 13,00,000 - 2 2,00,000), contributed by Equity Capital ]
Reduction | 11,00,000]
Note: Two years' Preference Dividend (Arrears) has been ignored in the
computation of Loss to be borne by Equity and Praference Sharsholders,

2. New Structure of Share Capital after Reorganisation -
Particulars | ;,
Equity Shares: 20,000 Equity Shares of 7 45 each full/ paid up 9 00,000
(¥ 20,00,000 - % 11,00,000)

Preference Shares: 10,000, 9% Preference Shares of 7 POI 8,00, OOO‘
each fully paid up (¥ 10,00,000 - Z 2,00,000) .

Total 17,00,000
3. fw‘or_king Capltal of the Reorganized Company:
[ Particulars J| —?l
Current Assets: '
Stock 3,00,000 |
Debtors 4,00,000 |
Cash 1 ,50.000‘1 8,50,000‘
Less: Current Liabilities: , j
Creditors 3,50,000 | '
4,25,000|

Bank Overdraft (See Note) /‘;‘000;
! 4,25,000

Working capltal B ]
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Note: Required Current Ratio = 2:1. So, required Current Liabilities Note 1: Share Capital
_CA _ 850000 _ ¢ 425000, of which Revised Creditors Particulars This |Previous
2 2 Year Year
= ¥ 3,50,000. Hence, balance Bank Overdraft = ¥ 4,25,000 -
¥'3,50,000 = ¥ 75,000 Authorised: 20,000 Equity Shares of ¥ 45 each | 9,00,000
+ Balance Sheet of Shiva Ltd. as on 31* March (after Reconstruction) 10,000 9% Preference Shares of 7 80| 8,00,000
ﬁrﬁcuITs as at 31* March Note| This |Prev. each
Year |Year Issued, Subscribed and Paid up: ,
| Equity and Liabilities: 20,000 Equity Shares of ¥ 45 each 9,00,000
l Shareholders’ Funds: 10,000 9% Preference Shares of ¥ 80| 8,00,000
Share Capital 1 117,00,000 each v .
| Non-Current Liabilities: . Total ‘17,00,000
Long Term Borrowings -Term Loan with Bank — _ —
(Secured) 2,25,000 s Space to write important points for revision
Current Liabilities: ﬁ
(@) Short Term Borrowings -Bank Overdraft Q.3.12 I RTP Practical
(b) Trade Payables -Sundry Creditors 75,000 . :
3,50,000 XYZ Ltd. which had experienced trading difficulties decided to reorganise
Total 23.50.000 its finances. On 31 March, a Final Trial Balance extracted from the books
- b id ' of the Company showed the following position: (in )

I Assets i
Non-Current Assets , . Particulars Dr. Cr.
PPE and Intangible Asset: Share Capital, Authorised and Issued:
PPE 1,500 6% Cumulative Preference Shares of ¥ 100 1,50,000
* Plantand Machinery (Cost 18,00,000 - Decr. 15,00,000 each
| underReconstruction 3,00,000) 2,000 Equity Shares of % 100 each 2,00,000
/ §!| Current Assets: Capi
apital Reserve
/a) Inventories - Stock-in-Trade 300,000 p. 36,000
/ (b)—Trade Receivables - Sundry Debtors 4,00,000 Profit and Loss Account 110,375
‘\\ () Cash and Cash Equivalents - Cash on 1,50,000 Preliminary Expenses 7,250
H
|\ Hand Goodwill at Cost 50,000
Total 23,50,000 Trade Creditors 42,500

P a
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Debtors

30,200
\Bank Overdraft 51,000
iLeasehold Property at Cost 80,000
:Lease hold Property Provision for Depreciation 30,000
|Plant and Machinery at Cost 2,10,000
Plant and Machinery Provision for Depreciation 57,500
Stock-in-Trade » 79,175
n Total 5,67,000| 5,67,000

Approval from appropriate authorities was obtained for the following
scheme for Reduction of Capital:

1. Preference Shares to be reduced to ¥ 75 per Share and Equity Shares
to be reduced to ¥ 12.50 per Share.

paid for three years.
3. The balance in Capital Reserve Account to be utilized.
4. Plant and Machinery to be written down to ¥ 75,000.
5. Profitand Loss Account balance and all Intangible Assets to be written
off.
At the same time as the resolution to reduce Capital was passed, another
resolution was approved restoring the Total Authorised Capital to ¥
3,50,000 consisting of 1,500 6% Cumulative Preference Shares of ¥ 75
each and the balance in Equity Shares of ¥ 12.50 each. As soon as the
above resolution had been passed, 5,000 Equity Shares were issued at par
for cash payable in full upon appllcatlon The same were fully subscribed
and paid.
You are required:
1. To show the Journal Entries necessary to record the above transaction
in the Company’s books, and
2. Toprepare the Balance Sheet of the Company, after completion of the
scheme.

2. One % 12.50 Equity Share to be issued for each ¥ 100 of Gross|
Preference Dividend Arrears, the Preference Dividend had not been|

i
Answer:
Note: Since the Scheme involves arrangements with Shareholdors_only, the
Alc Head Name “Capital Reduction” Account may be used. Alternatively, th
term “Reconstruction” A/c is used in this lllustration.
1. . Journal Entries in the_pgﬁ_q}‘_)ﬁ(!gl:_tg.

Particulars

—

Cr. @

Dr. (?ﬂ
1,50,000

6% Cum. Preference Share Capital (¥ 100 each) A/c
Dr.

To 6% Cumulative Pref. Share Capital (X 75
each) Alc

1,12,500

To Reconstruction A/c 37,500

(Being 1,500 6% Cum. Preference Shares converted
into equal number of 6% Cum. Preference Shares of
¥ 75 each, balance of the amount transferred to
Reconstruction Account vide approved Scheme of
Reconstruction dated....) -

Equity Share Capital (X 100 each) A/c Dr.

To Equity Share Capital (Z 12.50 each) A/c
To Reconstruction A/c

2,00,000
25,000
1,75,000

(Being 2,000 Equity Shares of Z 100 each reduced to
Equity Shares of  12.50 each, balance transferred
to Reconstruction A/c vide approved Reconstruction
Scheme dated....)

Reconstruction A/c Dr.
To Equity-Share Capital A/c

(Being allotment of 270 Equity Shares of ¥ 12.50

each to Pref. Shareholders as under Preference

Dividend due for 3 years =¥ 1,50,000 x 6 x 3 years

=% 27,000

3,375
3,375




\o. of Equity Sha;es to be issued for every ¥ 100
27,000
e= ———— =
[)mdend du 100 270

Equity Shares. Nominal Value of ESC issued = 270
rares x T 12.50 =¥ 3,375)

R
(capital Reserve A/c Dr.

| To Reconstruction A/c
haemg balance of Capital Reserve transferred to
Reconstruction A/c vide Scheme of Reconstruction

dated....)

S

Reconstruction A/c Dr.
To Plant and Machinery A/c

[Being Net Amount of Plant and Machinery reduced

0% 75,000 vide approved Scheme of Reconstruction

‘Jdated...‘) (2,10,000 — 57,500 — 75,000 = 77,500)

‘Heconstruction Alc Dr.

To Profit and Loss A/c

To Preliminary Expenses

To Goedwill .
(Being Dr. balance of P&L Account, Preliminary
Expenses and Goodwill written off against
Reconstruction Account vide approved Scheme of
Reconstruction dated.....)

Bank A/c Dr.

To Share Application and Allotment A/c
(Being money received on 5,000 Equity Shares at?
12.50 per share)

Share Application and Allotment A/c Dr.

To Equity Share Capital A/c
(Being allotment of 5,000 Equity Shares of ¥ 12.50
each vide Board Resolution dated........ )

36,000

77,500

1,67,625

62,500

62,500

36,000

77,500

1,10,375
7,250
50,000

62,500

62,500

Reconstruction Account
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Particulars 4 Particulars __—’j
To - Equity Share Capital| ~ 3,375By 6% Cum. Pref. Share 37,500
(Arrears of Dividend) Capital (¥ 100)
To Plant and Machinery| 77,500|By Equity Share Capital 1,75,000
(Reduction) (2 100)
To Profit and Loss A/c |1,10,375|By Capital Reserve 36,000
(written off) (transfer)
To Preliminary Expenses 7,250
(written off)
To Goodwill (written off)| 50,000
Total 2,48,500 Total 2,48,500
Cash/Bank Account
Receipts 3 Payments g
To Equity Share 62,500(By balance b/d — given 51,000
Capital - fresh issue By balance c/d (bal. fig.) 11,500
Total 62,500 Total 62,500
Balance Sheet of XYZ Ltd. as on 31°' March (after reconstruction)
r Particulars as at 31° March Note This Prev.
Year Year
I. Equity and Liabilities:
1. Shareholders’ Funds: - Share Capital | 1 | 2,03,375
2. Current Liabilities:
Trade Payables - Sundry Creditors 42,500
Total 2,45,875
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2. PPE

1. Non-Current Assets: Particulars This Prev)
Property Plantand Equipmentand lntanglble Year Year
Asset (a) Plant and Machinery A/c (Cost 2,10,000 — Accum. 75,000i |
PPE 2 | 1,25,000 Deprn 57,500 Less Decr in Revaluation 77,500) | ;

2. Current Assets: (b) Leasehold Property (Cost 80,000 — Accum. Deprn 50,000 ‘L

(@) Inventories- Stock-In-Trade 79,175| 30,000) ]
(b) Trade Receivables - Sundry Debtors 30,200 Total 125000 |
(C) Cash and Cash Equwalents 11,500 / —\- Space to write imporiant poinis for revisici — -
’ Total 2,45,875 >
Q313 [RTP | Practical |
?.Ot‘;;?:"Aecg::irgl I:Zesrl.Jmmarized balance sheet of Z Limited as on 31% March, 2017 is as |
Particulars This Year|Prev.| . ' - 1
) Year | Liabilities | Amountin?
Share Capital: 1
Authorised: 5,00,000 Equity shares of % 10 each fully paid up ,’ 50,00,000
19,000 Equity Shares of % 12.50 each 2,37,500 9%, 20,000 Preference shares of 100 each fully paid up ‘ 20,00,000
1,500 6% Cum. Preference Shares of ¥ 75 each 1,12,500( 3,50,000
, Reserves and Surplus:
Issued, Subscribed and Paid up: Profit and Loss Account (14,60,000)
7,270 Equity Shares of ¥ 12.50 each 90,875 Non-Current Liabilities:
(Of the above, 270 Shares of ¥ 12.50 each issued for 10% Secured Debentures 16,00.000
Arrears of Preference Dividend) Current Liabilities:
1,500 6% Cum. Preference Shares of ¥ 75 each 1,12,500 Interest due on Det;entures 1.60.000
Total 2,03,375 Trade Payables 5,00,000
Loan from Directors 1,00,000
Bank Overdraft 1,00,000
Provision for Tax 1,00,000
Total 81,00,000
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Assets:
Non-0urrent Assets:
poperty Plant and Equipment
() PPE:
Land & Buildings 30,00,000
Plant & Machinery 12,50,000
Furniture & Fixtures 2.50.000
(i) Intangible Assets:
Goodwill 10,00,000
Patents 5,00,000
current Assets:
Trade Investments 5,00,000
Trade Receivables 5,00,000
Inventory 10,00,000
Discount on issue of debentures 1,00,000
Total 81,00,000

Note: Preference dividend is in arrears for last 2 years.

| Mr. Y holds 60% of debentures and Mr. Z holds 40% of debentures.
Moreover ¥ 1,00,000 and ® 60,000 were also payable to Mr. Y and Mr. Z

respectively as trade payablo.

The following scheme of reconstruction has been agreed upon and duly

approved.

The following scheme of reconstruction has been agreed upon and duly
approved.
() Allthe equity shares 1o be converted into tully paid equity shares of
15.00 each,
() The Preference shares be reduced to € 50 each and the prelerence
sharoholdors agreed 1o forego tholr arrears of prelerence dividends,
In consideration of which 9% proferonce shares are to be converted
___Into 10% proeference sharos.
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(i) Mr. Y and Mr. Z agre.d to cancel 50% each of thewr ":f“\*f ve 0k
debt including interest on debentures. i ¥ and Mr. a0 agreed
to pay ¢ 1,00,000 and ¥ 60.000 respectively n cash and 0 receive
new 12% debentures for the balance amount

(iv) Persons relating to trade payables, other than Mr Y and Mr. Z a'so
agreed to forgo their 50% claims.

(v) Directors also waived 60% of their loans and accepted equaly shares
tor the balance.

(vi) Capital commitments of T 3.00 lacs were cance v &
¥ 15,000 as penalty.

(vii) Directors refunded I 1,00,000 of the fees pravious soeved Dy
them.

(vii) Reconstruction expenses paid I 15,000

(IX) The taxation liability of the company was settied for T 75 00 ana was
paid immediately.

(X) The Assets were revalued as under:

et of
Y DAayMment <

Land and Building 2,00,

Plant and Machinery S.00.0
Inventory 780000
Trade Receiybles 4.00.000
Furniture and Fixtures 1.80.000

Trade Investments 450000

You are requited 10 prepare necessary oumal entres \ all the.
above-mentioned transactions ncluding amounts 0 e wntten oft o
Goodwill, Patents, Loss in Profit and Loss account ard Diseount on ssue
of debentures. And also, prepare Bank Account and Reconstruction
Account,
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Answer:

Journal Entries in the Books of Z Ltd.

Dr. Cr.
4 4
1) Equity Share Czpital (Z 10 each) Alc Dr.| 50,00,000
To Equity Share Capital (7 5 each) Alc 25,00,000
To Reconstruction A/c 25,00,000
Eeing conversion of 5 00,000 equity shares
of 7 70 ezch fully paid into same number of
fully pzic equity shares of 7 5 each as per
scheme of reconstruction. )
9% Preference Share Capitzl
? “00 each) Alc Dr.| 20,00,000
T 0%, Preferencs Shnzre Capital (7 50
azrr) AlC 10,00,000
Tr Feconstruciion A/c 10,00,000
Barie, sanversion of 3%, preference share of
7 06 ezcn o szme number of 10%
rterencs shara of 7 50 each znd claims of
prefere= iz Sandends setlen 48 per scheme
o rerangin uZion ) ‘ '
0 Sarran Lansrhunes pic Lr. 5,680,000
ale Sy P Tr 1,006,000
rreress oF Larerturas (aggigndine ple (0 94,000 |
e b, e 1,066,000 \
L (At aas P, | 6,78000
A i N 5, /18,000

Curr, 7L B F) sk ' (i0Cdinng (a0
ARty At N g e (L, Aareniucor,
G| 1y s ariep il s mapfieny S an

ARV R RV e g
N /
)
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(iv)

(v)

(vi)

(vii)

(i¥) | Flaconstruction A/c

10% Secured Debentures A/c Dr
Trade Payables
Interest on debentures outstanding A/c
Bank Alc

To 12% debentures A/c

To Reconstruction A/c
(Being Z 7,64,000 due to Z (including ‘racde
payables) cancelled and 12% debentures
»zllotted for the amount after waving 30% as
per scheme of reconstruction.)

Trace payables Alc

To Reconstruction A/c
(Being remaining trade payables sacrficed
50% of their claim.)

Dr.|

Directors’ Loan Alc Dr
To Equity Share Caputal (7 5) Alc
To Reconstruction Alc

(Being Directors’ loan claim settled by ssuing

12,000 equity shares of 2 5 sach as oper
scheme of reconstruction )
Reconstruction A/c Or

To Bank A/c
(Being payment made towards penaity of 5%
for cancellation of capital commitments of 7 3
|Lakns )

(i) |Bank A/c Dr

lo Reconstruction AJc
(Beng rafund of lees by directors credited o
raconstruction AJc)
Dr
Fo Bank AJe
1/ Boing payrment of 1econsirLChon axpenses)

5,40,000
60,000
54,000
50.000

1.70

coo

[l
Q
o
o

000

15,000

4,42 500]
3,82,000]

[e))




r

K

(xi)

(xi)

—
Provision for Tax A/c

U RTORE
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Dr.
To Bank A/lc

To Reconstruction A/c
(Being payment of tax liability in fu|
settlement against provision for tax)

Land and Building A/c

To Reconstruction A/c
(Being appreciation in value of Land &
Building recorded)

Reconstruction A/c

To Goodwill A/c

" To Patent Alc

To Profit and Loss A/c

To Discount on issue of Debentures A/c

To Plant and Machinery A/c

To Furniture & Fixture A/c

To Trade Investment A/c

To Inventory A/c

To Trade Receivables A/c

To Capital Reserve (bal. fig.)
(Being writing off of losses and reduction in
the value of assets as per scheme of
reconstruction, balance of reconstruction A/c

Dr.

Dr.

transfer to Capital Reserve.)

1,00,000

2,00,000

49,85,000

75,000
25,000

2,00,000

10,00,000
5,00,000

14,60,000|

1,00,000
6,50,000
1,00,000

50,000
2,50,000
1,00,000
7,75,000

‘Bank Account

3 4
To Reconstruction (Y) {1,00,000|By Balance b/d 1,00,000
To Reconstruction (2) 60,000 By Reconstruction A/c
To Heconstructlon 1,00,000 (capital commitment
Alc penalty paid) 15,000
(refund of earlier By Reconstruction A/c
fees by directors) (reconstruction
expenses paid) 15,000

‘¥

1

By Provision for tax A/c (tax
paid) 75,000
By Balance c/d 55,000
2,60,000 2,60,000
Reconstruction Account
k4 k4
To Bank (penalty) 15,000 [By Equi'ty Share
To Bank (reconstruction Capital Alc 25,00,000
" expenses) 15,000 [By 9% Pref. Share

To Goodwill 10,00,000 Capital Alc 10,00,000
To Patent 5,00,000|By Mr.Y (Settlement) 5,78,000
To P& LA 14,60,000 By Mr. Z (Settlement) 3,82,000
To Discount on issue of By Trade Payables A/c 1,70,000
debentures 1,00,000 [By Director’s loan 60,000
To P&M 6,50,000|By Bank 1,00,000
To Furniture and Fixtures 1,00,000 (By Provision for tax 25,000
To Trade investment . 50,000 By Land and Building 2,00,000

‘[To Inventory 2,50,000

To Trade Receivables 1,00,000

To Capital Reserve (bal. fig.)| 7,75,000
50,15,000 50,15,000

(@ Space 1o write important points for revision
3.14 IRTP ' Practical

Internal Reconstruction of a Company

The Balance Sheet of Lion Limited as on 31-03-2018 is given below:

Shares’ Capital

Particulars Note No. | Amount
(X in lakh)
Equity & Liabilities
Shareholders' Funds
1 1,400
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Reserves & Surplus 2 (522)
Non-Current Liabilities
Long term Borrowings 3 700
Current Liabilities ’
| Trade Payables 4 102
Other Liabilities 5 24
Total 1,704
|Assets
|
[Non-Current Assets
| Property, Plant & Equipment and Intangible
| Assets
|
i PPE 6 750
"Current Assets
Current Investments 7 200
Inventories 8 300
Trade Receivables 9 450
Cash & Cash Equivalents 10 4
Total 1,704
Notes to Accounts:
gin Lakhs
1. | Share Capital
Authorised :
200 lakh shares of ¥ 10 each 2,000

W | Scanner CA Inter Group - Il Paper - 5

8 lakh, 8% Preference Shares of ¥ 100 each

Issued, Subscribed and paid up:
100 lakh Equity Shares of 10 each, full paid up

4 lakh 8% Preference Shares of ¥ 100 each, fully paid
up

Total
Reserves and Surplus
Debit balance of Profit & Loss A/c
Long Term Borrowings
6% Debentures (Secured by Freehold Property)

Directors’ Loan

Trade Payables

Trade payables for Goods

Other Current Liabilities

Interest Accrued and Due on 6% Debentures
PPE

Freehold Property

Plant & Machinery

800
2,800

1,000,
400

1400,

< (522)

400
300
700

102]

24

550
200
750
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. | current Investment truction Account; and i

" \ . . 5| Preparz Hnec::tzzs on Share Capital and PPE 10 Balance Sheet, :
| Investment in Equity Instruments 200 o :ip:(;iately after ‘the implementation of scheme of internal |
| |

4 |Inventories | recomgtuoton.

o Answer: 4
Finished Goods 30| (a) Journal Entries in the books of Lion Ltd.
T - ]
o |Trade Receivables Particulars /JM“__.
. | i (Z in lakhs)/
Trade receivables for Goods 450 Sl - #L
1. Cash and Cash Equivalents M ?;/‘; g(;eézzar]r;ce shafs Gapital /e Dr. | 400
|
Balance with Bank _ 4 To 8% Preference share capital A/c ,

-  Direct ¢ i (% 80 each) 320

e Board O , lrect_ors of the company decided upon the following scheme

+ reconstruction with the consent of respective shareholders: To Capital Reduction A/c g0

+) Preference Shares are to be written down to T 80 each and Equity (Being the preference shares of % 100 each

. S*.a;es R Se - . reduced to Z 80 each as per the approved

7 Preference Shares Dividend in arrears for 3 years to be waived by scheme)
2/3rd and for balance 1/3rd, Equity Shares of T 2 each to be allotted. — ‘

2 Debenture holders agreed to take one Freehold Property at its book (ii) | Equity share capital A/c ¥ 10 each)  Dr. 1,000 :
i'a ve of ¥ 300 !alfh in .pa.r? payment of their holding. Balance To Equity share capital A/c % 2 each) 200|
Debentures to remain as lizbility of the company. . .

£, Inierest accrued and due on Debentures to be paid in cash. To Capital Reduction A/c 800|

' P.emgining Freenold Property to be valued at ¥400 lakh. (Being the equity shares of ¥ 10 each ‘ ;

: A mvestments sold out for T 250 lgkh, ' reduced to ¥ 2 each) |
70% of Directors’ loan te be waived and for the balance, Equity - -

Shares of Z 2 each to be allowed. (iii) | Capital Reduction A/c Dr. | 32| i
fC"'—. of Tr;de receivables and’80% of Inventories to be written off. To Equity share capital A/c % 2 each) | ‘ 32
% Company’s contractual commitments amounting to ¥ 600 lakh have ) 7 ‘ I

oeen settled by paying 5% penalty of contract value, (Being 1/ 3“ arrears of preference share| t
4. 36 required to: dividend of 3 years to be satisfied by issue of | |
2 Pzss Journzl Entries for all the transactions related to internal 16 lakhs equity shares of X 2 each) | |

reconstruction,;




(Iv)

-

(v

=

(vi

(vii)

(viii)

(ix

=
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6% Debentures Alc Dr.
To Freehold property A/c

(Being claim of Debenture holders settled in

part by translfer of freehold property)

Accrued debenture interest A/c 7Dir.
To Bank Alc

(Being accrued debenture interest pald)

erééhold property A/c o Dr.

To Capital Reduction A/c

(Being appreciation in the value of freehold
property)

Bank Alc Dr.
To Investments A/c
To Capital Reduction A/c

(Being investment sold at profit)

Director's loan A/c Dr.
To Equity share capital A/c (X 2 each)
To Capital Reduction A/c

(Being director's loan waived by 70% and
balance being discharged by issue of 45
lakhs equity shares of ¥ 2 each)

Capital Reduction A/c Dr.

To Profit and loss A/c

To Trade receivables A/c (450 x 40%)

300

24

150

250

300

972

300

24

150

200
50

90
210

522
180

I 5.572 I u [ scanncy CA Inter Group - Il Paper - 5

To Inventories-in-trade Alc (3007 80%)

l 240
To Bank A/c (600 x 5%) . 30
(Being certain value of various assets,
penalty on cancellation of contract, profit and ‘
loss account debit balance written off
through Capital Reduction Account)
(x) |Capital Reduction A/c 286
To Capital reserve A/c 286
(Being balance transferred to capital reserve
account as per the scheme)
(b) Capital Reduction Account
Particulars Dr. Particulars Cr.
(% in lakhs) (X in lakhs)
To Equity Share Capital 32|By Preference Share Capital 80
To Trade receivables 180|By Equity Share Capital 800
To Finished Goods 240|By Freehold Property 150
To Profit & Loss Alc 522|By Bank 50
To Bank Alc - 30|By Director's Loan 210
To Capital Reserve 286
1,290 1,290
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