Internal Reconstruction ICAI SM Questions by CA SAHIL NARANG

Hlustration 1
On 31-12-20X1, B Ltd. had 20,000, ¥ 10 Equity Shares as authorized capital and the
) — : y - 2 v
shares were all issued on which ¥ 8 was paid up. in June, 20X2 the company in 20v0 (o] — [ ]
—_— >
general meeting decided to sub-divide each share into two shares of ¢ 5 with ¥4 o s Yovw S
paid up. In June, 20X3 the company in general meeting resolved to consolidate 20 s —z:- 20%< = Vo

shares of ¥5, ¥4 per share paid up into one share of ¥ 100 each, ¢80 paid up.

Pass entries and show how share capital will appear in notes to Balance Sheet as on
31-12-20X1, 31-12-20X2 and 31-12-20X3.
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lllustration 2

C Ltd. had ¥ 5,00,000 authorized capital on 31-12-20X1 divided into shares of {100
each out of which 4,000 shares were (ssued and fully paid up. In June 20X2 the
Company decided to convert the issued shares into stock. But in June, 20X3 the
Company re-converted the stock into shares of & 10 each, fully paid up.

Pass entries and show how Share Capital will appear in Notes to Balance Sheet as
oh 37-12-20X1, 31-12-20X2 and 31-12-20X3.
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lllustration 3
The Balance Sheet of A & Co. Ltd. as at 31-3-20X2 is as follows:
Particulars Notes e
Equity and Liabilities
7 Shareholders’ funds
Al Share capital 11,50,000 | S€4 %0
B Reserves and Surplus 2 (5,35,000) 77
2 Non-current liabilities
A | Long-term borrowings 3 3,75000| 3 8SvvO
3 Current liabilities
A| Trade Payables 3,00000| 300800
Short term borrowings - Bank Overdraft 1,95,000 =
Other current liabilities 4 122500 _=
Total 1607500 | 2 430w0
Assets
1 Non-current assets
Property, plant and equipment 4,75,000 M3 500
Intangible assets 1,67,500 (o)
Non-current investments 55,000 (@)
2 Current assets
Inventories 425,000 | >60000
Trade receivables 4,85,000 M6 SN
e >S50 1607500| >SS0
24 qQouo
Notes to accounts
T
1 Share Capital
Equity share capital: 1Sa00 + 2Mov0 + Qg00Y
75,000 Equity Shares of ¥ 10 each |%20w 2hov d T 2— 7,50,000 | 264000
Preference share capital: ~
ﬂMumuiaﬂve Preference Shares of ¥ 7£0>e_nch 4,00.000 300 WO S(vYor
11.50.000
2 Reserves and Surplus
Debit balance of Profit and loss Account (5.35,000) (o)
(5.35,000)
3 Long-term borrowings
Secured 371S g0 <N20D0 . 255050
6% Debentures (secured on the freehold property) 3.75.000 3 R S OOV
8/ It we- I3 gUWw 375000

. ~ car aeaels
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Secured BIMOUD = '€VOvVY T & 7> veT

6% Debentures (secured on the freehold property) 3.75,000 32
8/ deeniwd- Boow 3,75.000
4 Other current liabilities
Loan from directors 1,00,000 o]
fmﬁt payable on Eié_ie‘_ifnn:res Zz_ﬂ (=]
1.22.500
5 Property plant and Equipment
Freehold property 3%1€ 4,25,000 | ey
Plant Sy 50,000
s o 475,000
6 Intangible assets
Goodwill o 1,30,000
Patents © 37,500
1,67.500
7 Non-current investments
Investments at cost 55,000
55,000
The Court approved a Scheme of re-organization to take effect on 1-4-20X2,

whereby:

(i) The Preference shares to be written down to ¥ 75 each and Equity Shares to
&2 each.

(i)  Of the Preference Share dividends which are in arrears for four years, three
fourths to be waived and Equity Shares of ¥ 2 each to be allotted for the
remaining quarter.

(i) Interest payable on debentures to be paid in cash.

(iv)] Debenture-holders agreed to take over freehold property, book value

& 1,00,000 at a valuation of ¥ 1,20,000 in part repayment of their holdings

and to provide additional cash of & 1,30,000 secured by a floating charge on

—_—

———
company’s assets at an interest rate of 8% p.a.

(v)  Patents and Goodwill to be written off.
(vi) Inventory to be written off by ¥65,000.
(vii)  Amount of 68,500 to be provided for bad debts.

(viit) Remaining freehold property after giving to debenture holders, to be re-
valued at ¥3,87,500.

(ix) Investments be sold for ¥ 1,40,000.

(x}  Directors to accept settlement of their loans as to 90% thereof by allotment of
equity shares of ¥2 each and as to 5% in cash, and balance 5% being waived.
| — — ———— L = —

(xi) There were capital commitments totalling ¥ 2,50,000. These contracts are to
be cancelled on payment of 5% of the contract price as a penalty.
(xii) Ignore taxation and cost of the scheme.

You are requested to show Journal entries reflecting the above transactions
(including cash transactions) and prepare the Balance Sheet of the company after
completion of the Scheme.
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lllustration 4

Given below is the Balance sheet of Rebuilt Ltd. as at 21.3.20X1:

Particulars Notes 4
Equity and Liabilities
1 Shareholders’ funds
A |  Share capital i 1350000 VO €QLS®
B Reserves and Surplus 2 (4,51,000) b
2 Non-current liabilities
A Long-term borrowings (Loan) 2 5,73,000 22 3 ovo
3 Current liabilities
A Trade Payables 2,07.000 207800
Other current liabilities 35,000 >S5 oU0
Total 17,114,000 1S 2S o0
Assets
1 Non-current assets
A Property, plant and equipment 4 6,68,000 €33 0vp
Intangible assets 5 3,18,000 1St 5@
2 Current assets
A Inventaries 4,00,000 Y s¥ O
B Trade receivables 3.28.000 3>2ptvo
Total 17.14.000 s CRC¢

e —
152 SowD

Notes to accounts

T
1 Share Capital AW 200w ES{ 2 Se
Equity share capital 7,50,000

15,000 Equity Shares of £50 each | 340%0 & Sh 4 245 L Y SnMD
Preference share capital A‘MS":‘” s/t Cdx 10
EO (]

12,000, 7% Cumulative Preference Shares of ¥50 eac Iy
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D—
15,000 Equity Shares of €50 each  \ 840w0 € Shdy 2450 ('Y San
Preference share capital A‘M;;\u = ‘M cdxio
12,000, 7% Cumulative Preference Shares of ¥ 50 each Csan

e

(Preference dividend is in arrears for five years) 6,00,000 @ oo
—_—
Total twd up 13,50,000 106 oo

2 Reserves and Surplus
Debit balance of Profit and loss Account (4.51,000)
(4,51,000)

3 Long-term borrowings
S 1356V - I1SARVY = 2R §¥O 5.73.000 22.3500V

5.73.000

Loan

4 Property, plant and Equipment
400,000 | YOO OO

268000 | 2 > > OO
668000 € 3>Uso

Building at cost less depreciation

Plant at cost less depreciation

5 Intangible assets
Trademarks and Goodwill at cost 31 8515 =) 6¢€ S 3.18.000 1S1 <vo
3,18.000

The Company is not earning profits, short of working capital and a scheme of

reconstruction has been approved by both the classes of shareholders. A smy

ofmme is as follows: I

) The equity shareholders have agreed that their 50 shares should be rewd
to & 2.50 by cancellation of T 47.50 per share. They have also agreed to
subscribe for three new equity shares of & 2.50 each for each equity share

held.
(b) # The preference shareholders have agreed to cancel the arrears of dividends ‘Qm
and to accept for each & 50 share, 4 new 5% preference shares of ¥ 10 each, "
plus 6 new equity shares of &2.50 each, all credited as fully paid. 12000 —p \{ ot R-ﬂ“ (4S @ TIo

(c)  Lenders to the company for & 1,50,000 have agreed to convert their loan into Y &vouvo
share and for this purpose they will be allotted 12,000 new preference shares 1680 se Sh @ 2-So
of €10 each and 12,000 new equity shares of ¢2.50 each. [} h aso

(d) The directors have agreed to subscribe in cash for 40,000, new equity shares
of €2.50 each in addition to any shares to be subscribed by them under (a)

abhove.

(e)  Of the cash received by the issue of new shares, ¥2,00,000 is to be used to
reduce the loan due by the company.

(f)  The equity share capital cancelled is to be applied:
L to write off the debit balance in the profit and loss A/c; and
ii. to write off ¥35,000 from the value of plant.

Any balance remaining is to be used to write down the value of trademarks and

goodwill.

Show by journal entries how the financial books are affected by the scheme and
prepare the balance sheet of the company after reconstruction. The nominal capital
as reduced is to be increased to ¥ 6,50,000 for preference share capital and

¥ 7,50,000 for equity share capital.
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Balance sheet of Rebuilt Ltd. (and reduced)
as at 31.3.20X1

Particulars Notes {
Equity and Liabilities
1 Shareholders® funds
a Share capital 1 10,60,000
2 Non-current liabilities
a Long-term borrowings 2,23,000
3 Current liabilities
a Trade Payables 2,07,000
b Other current liabilities 35.000
Total 15,25,000
Assets
1 Non-current assets
a Property, plant and equipment 2 6,33,000
b Intangible assets 3 1,51,500
2 Current assets
a Inventories 4,00,000
b Trade receivables 3,28,000
c Cash and cash equivalents 4 12,500
Total 15,25,000
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Notes to accounts

T
1. Share Capital
Authorized capital:
65,000 Preference shares of ¥ 10 each 6,50,000
3,00,000 Equity shares of ¥ 2.50 each 7,50,000 14,00,000
Issued, subscribed and paid up:
1,80,000 equity shares of ¥ 2.5 each 4,60,000
60,000, 5% Preference shares of ¥ 10 each 6.00.000 10,60,000
2. Property plant and equipment
Building at cost less depreciation 4,00,000
Plant at cost less depreciation 2,33,000 6,33,000
3 Intangible assets
Trademarks and goodwill 1,51,500
4, Cash and cash equivalents
Bank (1,12,500+1,00,000-2,00,000) 12,500
Hlustration 6
Following is the Balance Sheet of ABC Ltd. as at 37 March, 20X1:
Particulars Notes &
Equity and Liabilities
7 Shareholders’ funds
A Share capital ¥ 26,00,000
B Reserves and Surplus = (4,05,000)
2 Non-current liabilities
A Long-term borrowings 3 12,00,000
3 Current liabilities
A Trade Payables 5,92,000
B Short term borrowings - Bank overdraft 1,50.000
Total 41.37.000
Assets
7 Non-current assets
A Property, plant and equipment 4 12,20,000
B Non-current investment 6 68,000
2 Current assets
A | Inventory 14,00,000
B | Trade receivables 14,39,000
Cash and cash equivalents 10.000
Total 41,37,000
Notes to accounts:
if
7 Share Capital
Equity share capital:
2,00,000 Equity Shares of 10 each 20,00,000
6,000, 8% Preference shares of & 100 each 6,00,000
26,00.000
2 Reserves and Surplus
Debit balance of Profit and loss A/c (4.05,000)
(4.05,000)
3 Long-term borrowings
9% debentures 12,00,000
12,00.000
4 Property, Plant and Equipment
Plant and machinery 9,00,000
Furniture and fixtures 3,20,000
12,20.000
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5 Non-current investments

Investments (market value of &55,000) 68.000
—_—
68,000

The following scheme of reconstruction was finalized:

() Preference shareholders would give up 30% of their capital in exchange for
allotment of 11% Debentures to them.

(ti)  Debenture holders having charge en plant and machinery would accept plant
and machinery in full settlement of their dues.

(tif)  Inventory equal to € 500,000 in book value will be taken over by trade
payables in full settlement of their dues.
—

(iv)  Investment value to be reduced to market price.

(v)  The company would issue 11% Debentures for ¥ 3,00,000 and augment its
working capital requirement after settlement of bank overdraft.

Pass necessary Journal Entries in the books of the company. Prepare Capital
Reduction account and Balance Sheet of the company after internal reconstruction.
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lllustration 7
The Balance Sheet of Revise Limited as at 31st March, 20X 1 was as follows :

Particulars Notes &
Equity and Liabilities
7 Shareholders’ funds
A Share capital 1 10,00,000
B Reserves and surplus 2 (6,00,000)
2 Non-current liabilities
A Long-term borrowings 2 2,00,000
3 Current liabilities
A Trade Payables 72,000
B Other current liabilities 4 24,000
C Short term provisions %3 24,000
Total 7.20,000
Assets
1 Non-current assets
A Property, Plant and Equipment 6 1,00,000
2 Current assets
Inventory 3,20,000
B | Trade receivables 2,70,000
Cash and cash equivalents 30,000
Total 7.20.000
Notes to accounts
4
7 Share Capital
Equity share capital
70,000 Equity Shares of 100 each 10,00,000
10.00,000
2 Reserves and Surplus
Debit balance of Profit and loss Account (6.00,000)
6.00,000)
3 Long-term borrowings
12% debentures 2,00,0007}
2.00.000
4 Other current liabilities
Interest payable on debentures 24,000
24,000
5 Short term provisions
Provision for taxation 24,000
24,000
6 Property, Plant and Equipment
Machinery 1.00.000
1.00.000

it was decided to reconstruct the company for which necessary resolution was
Py
passed and sanctions were obtained from appropriate authorities. Accordingly, it
e
was decided that:

(a)

(b)

(c)

(d)

(e)

0]
(@q)

Each share (s sub-divided into ten fully paid up equity shares of & 10 each

After sub-division, each shareholder shall surrender to the company 50% of
his holding, for the purpose of re-issue to debenture_ holders and trade
payables as necessary.
Qut of shares surrendered, 10,000 shares of & 10 each shall be converted into
£y —— —
12% preference shares of ¥ 10 each, fully paid up.
—

The claims of the debenture-holders shall be reduced by 75 per cent. In
consideration of the reduction, the debenture holders shall recetve preference

shares of € 1,00,000 which are converted out of shares surrendered.

—
Trade payables claim shall be reduced to 50 per cent, it is to be settled by the
issue of equity shares of ¥ 10 each out of shares surrendered.

—
Balance of profit and loss account to be written off.

The shares surrendered and not re-issued shall be cancelled.

You are required to show the journal entries giving effect to the above and the
resultant Balance Sheet

N mm\u‘ Ravce U4
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resultant Balance Sheet
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8. Parth Ltd, had laid down the following terms upon the sanction of the
—
reconstruction plan by the court-

7 Furniture and Fixtures which stood at the books at ¢ 7,50,000 to be
written down to ¥ 95,000. The freehold premises which was valued at &
7,00,000 showed an appreciation of T55,000.

2. Plant and machinery showed fall in value of ¥ 89,000, to be recorded in
the books. Investment at & 2,00,000 was brought down to the existing
market value at & 1,05,000.

3 Debenture holders accepted to receive the following in lieu of their
present 9% debentures of &2,50,000-

a. 1/5th of the total to be paid in cash to them.
b. To take over the land and buildings of value ¥ 72,000.
C- To forgo the remaining unpaid portion as a policy of

reconstruction.

Write off the profit and loss A/c debit balance at ¥ 70,000 which had been
accumulated over the years. In case of any shortfall, the balance of the

—
General reserve of € 1,50,000 can be utilized to write off the losses under

reconstruction scheme.

Show the necessary journal entries as part of the reconstruction process
considering that balance in general reserve utilized to write off the losses as

per reconstruction scheme.
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9. The following scheme of reconstruction has been approved for Win Limited:

(i) The shareholders to receive in lieu of their present holding at 1,00,000
shares of ¥ 10 each, the following:

(@) New fully paid €10 Equity shares equal to 3/5™ of their holding.

(b) 10% Preference shares fully paid to the extent of 1/5% of the
above new equity shares.

(c) 40,000, 8% Debentures.

(ii) An issue of T 1 lakh 10% first debentures was made and allotted,
payment for the same being received in cash forthwith

(iii) Goodwill which stood at ¥ 1,40,000 was completely written off.

(tv)  Plant and machinery which stood at & 2,00,000 was written down to
&1,50,000. o

(v)  Freehold property which stood at ¢ 1,50,000 was written down by &

=

50,000.

You are required to draw up the necessary Journal entries in the Books of Win

Limited for the above reconstruction. Suitable narrations to Journal entries

should form part of your answer.
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Green Limited had decided to reconstruct the Balance Sheet since it has
accumulated huge losses. The following is the Balance Sheet of the Company as

at 31.3.20X1 before reconstruction:

Particulars Notes &
Equity and Liabilities
T Shareholders’ funds
Share capital 7 65,00,000 30, N,m
B Reserves and Surplus =2 (20,00,000) -
2 Non-current liabilities :
A Long-term borrowings 3 15,00,000 ‘o ) ”,m
3 Current liabilities
A Trade Payables 5,00.000 2@ m
Total 65,00,000
Assets YL\ S\®
7 Non-current assets
A Property, plant and equipment 4 45,00,000 '50,&’“
B ‘ Intangible assets 5 20,00,000 0
2 Current assets Nil
(200N
| ‘ C &( s Total 65,00.000
M2 ow
—
Notes to accounts
T
7 Share Capital
Equity share capital
Authorized share capital 2® 30,90, O
1,50,000 Equity shares of 50 each 75,00,000
Issued, subscribed and paid up capital
50,000 E ity Sh 50 h 25,000,000
, e hares of ¥50 eac, ; , 00, { 3°I ®, 6V
1,00,000 Equity shares of €50 each, 40 paid up 40,00.00:1
65,00.000
2 Reserves and Surplus
Debit balance of Profit and loss Account (20,00,000)
M' (20.00.000)
< Long-term borrowings \\' ., Mm \Q ) m
Secured: 12% First debentures 7 5,00,000 o
12% Second debentures 10.00,000 | ©
15,00,000
4 Property, Plant and Equipment
Building 16,00,000 | O O QN
Plant 70,00,000 0 QW
Computers 25.00.000 | | AIOND 3° Oy D
5 Intangible assets
Goodwill 2000000 | ©
20,00,000
The following is the interest of Mir. X and Mr. Y in Green Limited:
Mr. x| Mr. Y
Ui &
12% First Debentures ©3,00,000 2,00,000
12% Second Debentures 7,00,000 3,00,000
Trade payables 2.00,000 1.00.000
12.00,000 6.00,000
Fully paid up ¥ 50 shares 3,00,000 2,00,000
Partly paid up shares (¥ 40 paid up) 5,00,000 5,00,000
The following Scheme of Reconstruction is approved by all parties interested
and also by the Court: ——
(a)  Uncalled capital is to be called up in full and such shares and the other
fully paid up shares be converted into equity shares of &20 each.
(b) Mr. X is to cancel ¥ 7,00,000 of his total debt (other than share amount)
and to pay ¥ 2 lakhs to the company and to receive new 14% First
—_——
Debentures for the balance amount.
(c) Mr. Y is to cancel & 3,00,000 of his total debt (other than equity shares)
and to accept new 14% First Debentures for the balance
(d) The amount thus rendered available by the scheme shall be utilised in
writing off of Goodwill, Profit and Loss A/c Loss and the balance to write
off the value of computers.
You are required to draw the Journal Entries to record the same and also
show the Balance Sheet of the reconstructed company.
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