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Step 1: Prioritize your chapters

Chapters in the index are
categorized as A, B, or C based on
theirimportance. Focus more on 'A'
chapters, as they carry the most
weight, and give adequate
attention to 'B' chapters. While all
chapters must be covered, this
approach helps manage time
efficiently for better results.
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Step 2: Identify key concept

Identify the key concepts for each
chapter using the list provided at
the start of the chapter. Ensure you
understand them thoroughly. If you
struggle with a question, revisit the
concepts, review them, and
strengthen vyour understanding
before moving forward.
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Step 3: Start easy

The questions are segregated AS-
wise. Start with Question 1, as they
progress from easy to difficult,
helping you build confidence
throughout the chapter. Pay close
attention to the “EXAM INSIGHTS"
to avoid common mistakes.
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Step 4: Last Day Revision (LDR)

Focus on solving LDR questions
during the final revision. In the 1.5
days before the exam, prioritize
these questions as they cover the
most critical concepts from each
chapter. You'll find a quick summary
of LDR question numbers listed right
before each chapter for easy
reference.
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CHAPTER 10: ACCOUNTING STANDARDS FOR CONSOLIDATED
FINANCIAL STATEMENT

Chapters Page Number LDR Questions
Chapter 10.1: AS 21- Consolidated Financial Statement 10.1- 10.60 Q8,Qls Q18
Chapter 10.2: AS 23 & AS 27- Accounting for Investments in 10.2-1 -10.2-7 Q7

associate’s in consolidated financial Statements & Financial
Reporting of Interests in Joint Ventures

Chapter 10.1: AS 21- Consolidated Financial Statement

CONCEPTS OF THIS CHAPTER
® Solve consolidation-related problems ® Prepare consclidated financial statements
e Concepts of group, holding, and subsidiary companies
* Consolidation procedures for subsidiaries and holding companies

QUICK REVIEW OF IMPORTANT CONCEPTS

Holding company- “"Holding company”, in relation to one or more other companies, means a company of which
such companies are subsidiary companies.

Subsidiary Company- Section 2{87) of the Companies Act, 2013 defines “subsidiary company” as a company in

which the holding company -

(i) controls the composition of the Board of Directors; or

(i} exercises or controls more than one-half of the total share capital either at its own or together with one or
more of its subsidiary companies

A company shall be deemed to be a subsidiary company of the holding company even if there is indirect control

through the subsidiary company (ies).

Parent: A parent is an enterprise that has one or more subsidiaries. Subsidiary is an enterprise that is controlled
by another enterprise (known as the parent).

Exemptions from preparation of Consolidated Financial Statements (CFS):

® It is a wholly or partially owned subsidiary, and no member objects after written intimation with proof of
delivery,

® |ts securities are not listed or in the process of listing on any stock exchange.

® |ts ultimate or intermediate holding company files compliant consolidated financial statements with the

Registrar,
Consolidation Adjustments
MAJOR ADJUSTMENTS INTRA-GROUP ADJUSTMENTS
Those which 'drive’ the double entry: 1. Intra-group balances
1. Goodwill / Capital Reserve {i.e., cost of Control) | 2. Unrealized profit
2. Minority Interests 3. Inventory
3. Consalidated Reserves 4. Non-Current Asset transfers
4. Disposal of Subsidiary* 5. Minority Interests

Chapter 10.1 AS 21- Consolidated Financial Statements




Calculation of Goodwill/Capital Reserve (Cost of Control)
Goodwill = Cost of Investment - Parent’s share in the equity of the subsidiary on date of investment
Capital Reserve = Parent’s share in the equity of the subsidiary on date of investment — Cost of Investment

Minority Interests
Minority interest is the portion of a subsidiary’s net assets held by external parties. It is presented separately in
the consolidated balance sheet, distinct from liabilities and parent equity. Minority interest in group income s
shown separately in the consolidated income statement. It includes:

s Equity attributable to minorities at the subsidiary’s acquisition date,

®  Their share of equity movements since the parent-subsidiary relationship began.

Profit or Loss of Subsidiary Company

All reserves and profits (or losses) of subsidiary company should be classified into pre and peost-acquisition
reserves and profits (or losses).

Mineority Interest = Share Capital of subsidiary belonging to outsiders + Minority interest in reserves and profits
of subsidiary company

Conselidation Adj ustments

Revaluation of Assets of Subsidiary Company
Property, Plant and Equipment (PPE)

Initial Recognition Subsequent Measurement

Fair Value {-) Carrying Amount Additional Depreciation would arise in case of

{As on the date of acquisition) initial upward or Reversal of excess depreciation

would arise in case of initial downward valuation.

~PPEAJc Dr. XXX Post B/LDr. MU

To Pre- P/L WX To PPE HHK
_{In case of upward revaluation) ____| (Additional depreciation]

Pre- P/L Dr. HH K PPE Dr. WHN

To PPE HHX To Post P/L MK

(In case of downward revaluation) (Reversal of excess depreciation)

The debit /credit on account of revaluation could alternatively be taken to the Revaluation Reserve or the P/L
depending on whether it is a first-time upward / downward revaluation. However, as ultimately the reserves
have to be analyzed between pre- and post-acquisition for the purposes of consalidation, the nature of
reserves is irrelevant,

Dividend Received Frem Subsidiaries
Treatment in case of post-acquisition dividend
Post Acquisition dividend

Accounted by the subsidiary | Not accounted by the subsidiary  In the books of the holding company
No further adjustment required i Adjusted at the time of Accounted by crediting P&L A/c of the
! consolidation holding company

Treatment in case of pre-acquisition dividend
Accounted by holding company

o |f correctly accounted as reduction to the cost of |® If wrongly accounted by crediting to P&L Afc
____investment -~

~  No further adjustment required —~ Reverse the entry passed and credit investment in
subsidiary

Mot accounted by holding company
*  Adjust the same at the time of consolidation |[®  Account for as reduction to cost of investment

Mot accounted by subsidiary company
Adjust the same at the time of consolidation
¢ Reduce the preacquisition profit of subsidiary and then distribute it into hoelding and minority interest Also

reduce the cost of investment
Chapter 10.1 AS 21- Consolidated Financial Statements m
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Elimination of Intra-Group Transactions

For transactions between group enterprises, unrealized profits resulting from intra-group transactions that are
included in the carrying amount of assets, such as inventories and tangible fixed assets, are eliminated in full.
The requirement to eliminate such profits in full applies to the transactions of all subsidiaries that are
consolidated — even those in which the group’s interest is less than 100%.

Unrealized profit in inventories:
On consolidation, the unrealized profit on elosing inventories will be eliminated from the group’s profit, and the
closing inventaries of the group will be recorded at cost to the group.

Intra - group transaction

— Upstream s Downstream
transaction in which the subsidiary company sells goods | holding company is the seller and subsidiary
_to holding company. - | company is the buyer
* Unrealised profit eliminated from holding and minority | Unrealised profit eliminated from holding
interest company's P&L in full
e Corresponding decrease of inventories | ® Corresponding decrease of inventories

Alignment Of Reporting Dates

¢ The financial statements of the parent and its subsidiaries used in the preparation of the consolidated
financial statements are usually drawn up to the same date. When the reporting dates are different, the
subsidiary often prepares, for consolidation purposes, statements as at the same date as that of the parent.

¢ The difference between reporting dates should not be more than six months,

¢  Adjustments should be made for the effects of significant transactions or other events that occur between
those dates and the date of the parent’s financial statements.

Uniform Accounting Policies

If any company in the same group uses accounting policies other than those adopted in consolidated financial

statements for like transactions and events in similar circumstances, appropriate adjustments are made to its

financial statements when they are used in preparing the consolidated financial statements,

Preparation of Consolidated Statement of Profit and Loss

¢ All the revenue items are to be added on line by line basis and from the consolidated revenue items, inter-
company transactions should be eliminated.

s |f there remains any unrealized profit in the inventory of goods, of any of the Group Company, such
unrealized profit should be eliminated of inventory to arrive at the consolidated profit.

Preparation of Consolidated Cash Flow Statement

All the items of Cash flow from operating activities, investing activities and financing activities are to be added

on line by line basis and from the consclidated items, inter-company transactions should be eliminated.
Question & Answers

A Ltd. holds 80% of the equity capital and voting power in B Ltd. A Ltd sells inventories costing Rs. 180 lacs to
B Ltd at a price of Rs. 200 lacs. The entire inventories remain unsold with B Ltd at the financial year end i.e.
31 March 2020. What will be the accounting treatment for this transaction in the consolidated financial
statements of A Ltd? (MTP 5 Marks Oct’20, MTP 4 Marks Mar'22 & Oct’23)

Answer 1

This would be the case of downstream transaction. In the consolidated profit and loss account for the year
ended 31 March 2020, entire transaction of sale and purchase of Rs. 200 lacs each, would be eliminated by
reducing both sales and purchases (cost of sales). Further, the unrealized profits of Rs. 20 lacs (i.e. Rs. 200
lacs — Rs. 180 lacs), would be eliminated from the consolidated financial statements for financial year ended
31 March 2020, by reducing the consolidated profits/ increasing the consolidated losses, and reducing the
value of closing inventories as of 31 March 2020.

Question 2

A Ltd. had acquired 80% shares of B Ltd. for Rs. 15 lakhs at the beginning of year. During the year, A Ltd. sold
the investment for Rs. 30 lakhs and net assets of B Ltd. on the date of disposal was Rs. 35 lakhs. Calculate the

10.1-3 Chapter 10.1 A5 21- Consolidated Financial Statements
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profit or loss on dispesal of this investment to be recognized in the Financial Statements of A Ltd. (MTP 4

Marks Oct’21 & Oct’23)

Answer 2

Calculation of Profit/Less en disposal of investment in subsidiary

Particulars

Rs.

Proceeds from the sale of Investment

30,00,000

Less: A Ltd.'s share in net assets of B Ltd.

(28,00,000)

2,00,000

Werking Note:
A Ltd.’s share in net assets of B Ltd.

Rs

Net Assets of B Ltd. on the date of disposal

35,00,000

Less: Minority Interest (20% of Rs. 35 lakhs)

(7,00,000)

A Ltd.'s share in the net assets of B Ltd.

28,000,000

A Ltd. acquired 70% equity shares of B Ltd, @ Rs.20 per share (Face value - Rs.10) on 31st March, 2021 at a
cost of Rs. 140 lakhs. Calculate the amount of share of A Ltd. and minerity interest in the net assets of B Ltd.
on this date. Also compute goodwill/capital reserve for A Ltd. on acquisition of shares of B Ltd. from the
following information available from the balance sheet of B Ltd. as on 31st March, 2021: [RTP May'21)

Rs. in lakhs
Property, plant and equipment 360
Investments S0
Current Assets 140
Loans & Advances 30
15% Debentures 180
Current Liabilities 100
Answer 3
MNet assets of B Ltd. as on 31st March, 2021
Rs. in lakhs |Rs. in lakhs

Property, plant and equipment 360
Investments a0
Current Assets 140
Loans and Advances _30
Total Assets 620
Less: 15% Debentures 180.0

Current Liabilities 100.0 (280)
Equity / Net Worth 340
Share of Minority Interest in net assets (30% of 340) 102
A Ltd,’s share in net assets (70% of 340) 238
A Ltd.'s cost of acquisition of shares of B Ltd.
(Rs.140 lakhs) (140)
Capital reserve 98

From the following data, determine Minority Interest on
consolidation in each case:

Chapter 10.1 AS
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Case Subsidiary | % of Share Cost Date of Acquisition Consolidation date
Company Owned
01-01-2021 31-12-2021
Share Profit and Share Profit and
Capital Loss Afc Capital Loss Afe
1 h B 1 1
Case-i | X 85% | 1,85,000 | 1,35,000 60,000 | 1,35,000 70,000
Case-ii | Y 70% | 1,60,000 | 1,25,000 45000 | 1,25,000 5,000
Case-iii | Z 65% 83,000 25,000 5,000 25,000 5,000
Case-iv | M 90% | 60,000 | 45,000 20,000 | 45,000 40,000
Case-v | N 100% | 85,000 | 25,000 25,000 | 25,000 50,000
(MTP 5 Marks Sep’22, PYP 5 Marks Nov'18, RTP Nov 20, MTP 7 Marks Dec’2d) (Same concept different figures
RTP May’19)
Answer 4

Mineority Interest = Equity attributable to minorities

Equity is the residual interest in the assets of an enterprise after deducting all its liabilities i.e. in this case, it

should be equal to Share Capital + Profit & Loss Afc
A = Share capital on 1.1.2021

B = Profit & loss account balance on 1,1.2021

C = Share capital on 31.12.2021

D = Profit & |loss account balance on 31.12.2021

Minority % Shares | Minority interest asat | Minority interest as at the
Owned the date of acquisition date of consolidation
[E] ' [E]x[A+B] X [E]X[C+D] X
Case i [100-85] 15% 29,250 30,750
Case ii [100-70] 30% 51,000 39,000
Case iii [100-65] 35% 10,500 10,500
Case iv [100-90] 10% 6,500 8,500
Case v [100-100] NIL NIL MNIL

Question 5

Gamma Ltd. Acquired 24,000 equity shares of X 10 each, in Beta Ltd. On October 1, 2023 for % 4,60,200. The
profit and loss account of Beta Ltd. Showed a balance of X 15,000 on April 1,2023. The plant and machinery of
Beta Ltd. Which stood in the books at < 2,25,000 on April 1,2023 was considered worth X 2,70,000 on the date

of acquisition.
The information of the two companies as at 31-3-2024 was as follows:

Gamma Ltd. Beta Ltd.

(*) (X

Shares capital (fully paid equity shares of X 10 each) 7,50,000 3,00,000

General reserve 3,60,000 1,50,000

' Profit and loss account 85,800 1,23,000

Current Liabilities 2,54,700 49,500

Land and building 2,70,000 2,85,000

Plant and machinery 3,60,000 2,02,500
Investments 4,60,200

Current assets 3,60,300 1,35,000

You are required to compute impact of revaluation of Plant and Machinery.

(7+7 = 14 Marks)

(MTP 7 Marks Apr'24)
Answer 5
Impact of Revaluation of Plant and Machinery will be as -
1
Book value of Plant and Machinery as on 01-04-2023 2,25,000

10.1-5
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Depreciation Rate 2" =33 500/2,25000 x 100 10 %

Book value of Plant and Machinery as on 01-10-2023 after six months

depreciation @10% (2,25,000-11,250) 2,13,750
Revalued at 2,770,000
Revaluation profit (2,70,000-2,13,750) 56,250
Share of Gamma Limited in Revaluation Profit (80%) 45,000
Share of Minority in Revaluation profit {20%) 11,250
Additional Depreciation on appreciated value to be

charged from post-acquisition profits

(10% of % 22,5,000 for 6 months) + (10% of X 2,70,000 for 6 months) less

% 22500 (as already charged) 2,250
Share of Gamma Limited in additional depreciation that will reduce its share

(80%) in post-acquisition profit by 1,800
Share of Minority Interest in additional depreciation 450
Woerking Note :

Percentage of holding: No. of Shares Percentage

Holding Co. 24,000 (80%)
Minority shareholders : 6,000 (20%)
TOTAL SHARES 30,000

H Ltd. and 5 Ltd. provide the following information as at 31st March,2022:

H Ltd.X SLtdX

Property, Plant and Equipment 2,00,000 | 2,60,000

Investments (14,000 Equity Shares of S Ltd.) 2,52,000 -

Current Assets 1,48,000 | 1,40,000

hare capital (Fully paid equity shares of X 10 each) 3,00,000 | 2,00,000
F-‘ru‘l"it and loss account 1,00,000 Bﬂ,ﬂ'ﬁr_ﬂ*

Trade Payables 2,00,000 | 1,20,000

Additional information:

H Ltd. acquired the shares of S Ltd. on 17 July, 2021 and Balance of profit and loss account of S Ltd. en 1 April,
2021 was % 60,000. Prepare consclidated balance sheet of H Ltd. and its subsidiary as at 31st March, 2022,

(PYP 15 Marks Nov'22)
Answer 6
Consolidated Balance Sheet of H Ltd. and its subsidiary 5 Ltd. as at 31st March, 2022
Note No |Amoun (%)
|  Equity and Liabilities
1 | Shareholders’ Fund:
| (a) Share Capital 1 3,00,000
(b) Reserve and Surplus 2 1,10,500
2 Minority interest 3 84,000
3 | Current Liabilities
Trade payables 4 3,20,000
Total 8,14,500
Il Assets
1 | Non-Current Assets;
Property, plant and equipment 5 4,60,000
Intangible Asset 6 EE,SU[‘J_
2 Current Assets F) 2,88,000
Total 8,14,500
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MNotes to Accounts

Amount (%)
1 | Share capital 3,00,000
30,000 Equity Shares @ %10 each
2 | Reserve and Surplus
Profit and loss account (% 1,00,000 + 70% of 9/12 x 20,000
i.e. % 10,500) 1,10,500
3 | Minority Interest (W/N 2) 84,000
4| Trade payables
H Ltd. 2,00,000
S Ltd. 1,20,000
3,20,000
5 | Property, plant and equipment
H Ltdl. 2,00,000
S Ltd. 2,60,000
4.,60,000
6 | Intangible Asset:
Goodwill [W/N 3) 66,500
7 | Current Assets
H Ltd. 1,48,000
S Ltd. 1,40,000
2,88,000
Werking Notes:
1. Percentage of holding
MNo. of Shares Percentage
Holding Co.: 14,000 (70%)
Minarity shareholders: 6,000 (30%)
Total Shares; 20,000
2. Calculation of Minority Interest
Share capital (30% of % 2,00,000) 60,000
Share in Profit and loss account (% 80,000 X 30%) 24,000 824,000
3. Calculation of Cost of Control {Goodwill)
Cost of Investment 2,52,000
Less: Paid up value of shares (70% of £ 2,00,000) (1,40,000)
Share in pre-acquisition profits
70% of [60,000+3/12(80,000-60,000)] (45,500)
66,500

Exam Insights: Some examinees erred in calculation of minority interest and cost of control.

.Eunsequently, they were unable to prepare the consolidation Balance sheet of the company as per
Schedule 11l of the Companies Act, 2013,

Question 7

From the Balance Sheets and information given below, prepare Consaolidated Balance Sheet of Viwitzu Ltd.
and Anushka Ltd. as at 31st March. Viwitzu Ltd. holds 80% of Equity Shares in Anushka Ltd. since its (Anushka
Ltd.'s) incorpeoration.

Balance Sheet of Viwitzu Ltd. and Anushka Ltd. as at 31st March, 2023

Particulars Note No. Viwitzu Ltd. | Anushka Ltd. (%)
(2)
l.  Equity and Liabilities
(1} Shareholder's Funds
faj  Share Capital 1 6,00,000 4,00,000

10.1-7
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{b} Reserves and Surplus 2 1,00,000 1,00,000
(2] MNon-current Liabilities
Long Term Borrowings 2,00,000 1,00,000
(3) Current Liabilities
faj Trade Payables 1,00,000 1,00,000
Total 10,00,000 7,00,000
Il.  Assets
(1} Neon-current assets
|a) Property, Plant and Equipment
4,00,000 3,00,000
(b} Nen-current investments 3 3,20,000 -
(2] Current Assets
(a) Inventories 1,60,000 2,00,000
(b) Trade Receivables 80,000 1,40,000
[¢) Cash & Cash Equivalents 40,000 60,000
Total 10,00,000 7,00,000
MNotes to Accounts
- viwis Anushka Ltd.
Particulars (%) Ltd. (3)
(%)
3. Share capital
60,000 equity shares of % 10 each fully paid up 6,00,000 --
40,000 equity shares of % 10 each fully paid up -- 4,00,000
Total 6,00,000 4,00,000
2. Reserves and Surplus
General Reserve 1,00,000 1,00,000
Total 1,00,000 1,00,000
3. MNon-current investments
Shares in Anushka Ltd 3,20,000 -=
(MTP 14 Marks Mar’'24, SM)
Answer 7
Consolidated balance Sheet of Viwitzu Ltd. and its Subsidiary Anushka Ltd. as at 31st March, 2023
Particulars Note Amount (%)
I EQUITY AND LIABILITIES:
(1) | Shareholders’ Funds:
(a) Share Capital 1 6,00,000
(b)  Reserve and Surplus 2 1,80,000
(2) | Minority Interest 3 1,00,000
(3) | Non-Current Liabilities:
Long Term Borrowings 4 3,00,000
(4) | Current Liabilities:
Trade Payables 5 2,00,000
Total 13,80,000
I ASSETS:
(1) | Nen-Current Assets
Property, Plant & Equipment B 7,00,000
[2) | Current Assets:
(a)  Inventories 7 3,60,000
(b)  Trade receivables 8 2,20,000
(¢)  Cash and Cash Equivalents 9 1,00,000

Chapter 10.1 A5 21- Consolidated Financial Statements
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Total |

13,80,000

Motes to Accounts

Particulars

Share capital

| 60,000 equity shares of % 10 each fully paid up

6,00,000

Reserves and Surplus

General Reserve

Y

Add: General reserve of Anushka Ltd (80%)

Total

1,80,000

Mineority interest

20% share in Anushka Ltd (\WWN 3)

1,00,000

Long term borrowings

Leng term borrowings of Viwitzu

2,00,000

Add: Long term borrowings of Anushka

1,00,000

Total

3,00,000

Trade payables

S — LN e T

Trade payables of Viwitzu

1,00,000

Add: Trade payables of Anushka

1,00,000

Total

2,000,000

Property, Plant and Equipment (PPE)

PPE of Viwitzu Ltd

4.00,000

Add: PPE of Anushka Ltd

3,00,000

Total

7,00,000

Inventories

Inventories of Viwitzu Ltd

1,60,000

Add: Inventories of Anushka Ltd

2,00,000

Total

3,60,000

Trade receivables

Trade receivables of Viwitzu Ltd

80,000

Add: Trade receivables of Anushka Ltd

1,40,000

Total

2,20,000

Cash and cash equivalents

Cash and cash equivalents of Viwitzu Ltd

40,000

Add: Cash and cash equivalents of Anushka Ltd

60,000

Total

1,00,000

Working Notes:

1.

10.1-9

Basic Information

Company Status Dates

Holding Status

Holding Co. = Viwitzu Ltd.
Subsidiary = Anushka Ltd.

Acquisition: Anushka's Incorporation

Cansolidation: 31st March, 2023

Holding Company = 80%
Minority Interest = 208

Analysis of General Reserves of Anushka Ltd

Since Viwitzu holds shares in Anushka since its incorporation, the entire Reserve balance of

%1,00.000 will be Revenue.
Consolidation of Balances

Holding- 80%, Minority - 20%  Total Minority Holding Company
Interest

Equity Capital 4,00,000 80,000 3,20,000 -

General Reserves 1,00,000 20,000 Nil (pre-acq) |80,000 {post-acq)

Total 1,00,000 3,20,000 80,000
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Cost of Investment Goodwill/ (3,20,000] -
capital reserve NIL

Parent’s Balance 1,00,000
Amount for Consolidated 1,880,000
Balance Sheet

& LDR

GB Limited acquired 80% of equity shares of TB Limited on 1st April, 2016 at a cost of X 58,00,000 when TB
Limited had an Equity share capital of % 50,00,000 and Reserves and Surplus of % 4,64,000.
The fellowing information is provided:

Year Profit /(Loss) of TB Limited (X)
2016-17 (14,50,000)
2017-18 (23,20,000)
2018-19 (29,00,000)
2019-20 (6,96,000)
2020-21 1,90,000
2021-22 6,80,000
2022-23 12,70,000

You are required to calculate the minority interests and cost of control at the end of each year for the purpose
of consolidation. (PYP 15 Marks Nov’23){5ame Concept Different Figure MTP 10 Marks Mar’19, MTP 12 Marks
Qct’19, RTP May’'23, PYP 10 Marks May’19, SM)

Answer 8
Year Profit / (Loss) Minority | Additional Minerity's Share of Cost of
Interest | Consclidated | losses borne by GB Control
(20%) PRL Ltd.
[Dr.) Cr.
2 Balance
At the time of .
acquisition in 10,92 ,800
2016 .
(W.N.)
2016-17 (14,50,000) (2,90,000) | (11,60,000) 14,28,800
(W.N.)
Balance (23,20,000) 8,02,800 | (18,56,000) 14,258,800
2017-18 (4,64,000)
3,38,800
Balance (29,00,000) (5,80,000) (23,20,000) 14,28,800
2017-18
(2,41,200)
Loss of minority 241,200 | (2,41,200) 2,41,200 |2,41,200
Borne by Holding Co,
Balance il (25,61,200)
2019-20 (6,96,000) (1,39,200)| (5,56,800) 14,28,800
Loss of minority borne by
Helding Co. 1,39,200 | (1,39,200) 1,39,200 | 3,80,400
Balance Nil (6,96,000)
2020-21 1,90,000 38,000 1,52,000 14,28,800
Profit share Of minority | (38,000) 38,000 (38,000) |3,42,400
adjusted
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Against Losses of
Minority absorbed by
Holding Co.
Balance Mil 1,90,000
2021-22 6,80,000 1,36,000 | 5,44,000
Profit share of minority |(1,36,000)| 1,36,000 (1,36,000) | 2,06,400 |14,28,800
adjusted
Against Losses of
Mineority absorbed by
Holding Co.
Balance Mil 6,80,000
2022-23 12,70,000 2,54,000 | 10,16,000 (2,06,400) MNil 14,28,800
(2,06,400) | 2,06,400
Balance 47,600 | 12,22,400
Working Note:
Calculation of Minerity interest and Cost of contral on 1.4.2016
Share of Holding Co. Minority Interest
100% 80% 20%
(%) (x) ®)
Share Capital 50,00,000 40,00,000 10,000,000
Reserve 4.,64,000 3,71,200 92,800
43,71,200 10,92, 800
Less: Cost of investment (58,00,000)
Goodwill 14,285,800

Exam Insights: A significant number of examinees accurately computed the amount of Goodwill/cost of
cantrol at the time of acquisition. However, they struggled with calculating the loss incurred by the halding
company due to the losses suffered by the minerity company . Additionally, some of them erroneously
adjusted the post-acquisition profits to calculate the cost of control for each year, resulting in changes to the
cost of control for all seven years.

Question 9

On 31st March, 2015, P Ltd. acquired 1,05,000 shares of Q Ltd. for Rs. 12,00,000. The pesition of Q Ltd. on that
date was as under:

Rs.
Property, plant and equipment 10,50,000
Current Assets 6,45,000
1,50,000 equity shares of Rs. 10 each fully paid 15,00,000
Pre-incorporation profits 30,000
Profit and Loss Account 60,000
Trade payables 1,05,000
P Ltd. and Q Ltd. give the following information on 315t March, 2021:
s ) P Ltd. QLtd.
Rs. Rs.
Equity shares of Rs. 10 each fully paid (before bonus issue) 45,00,000 15,00,000
Securities Premium 9,00,000 -
Pre-incorporation profits - 30,000
General Reserve 60,00,000 19,05,000
Profit and Loss Account 15,75,000 4,20,000
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Trade payables 5,55,000 2,10,000
Property, plant and equipment 79,20,000 23,10,000
Investment: 1,05,000 Equity shares in Q Ltd. at cost 12,00,000 -
Current Assets 44,10,000 17.,55,000

Directors of Q Ltd. made bonus issue on 31.3.2021 in the ratio of one equity share of Rs. 10 each fully paid
for every two equity shares held on that date. Bonus shares were issued out of post-acquisition profits by

using General Reserve.

Calculate as on 31st March, 2021 (i) Cost of Contreol/Capital Reserve; (ii) Minority Interest; {iii) Consolidated
Profit and Loss Account in each of the following cases:

[a) Before issue of bonus shares.
(b) Immediately after issue of bonus shares. (RTP Nov'21, SM)

Answer 9
Shareholding pattern

Particulars Number of Shares % of holding
a. P Ltd.

(i} Purchased on 31.03.2015 1,085,000

(ii) Beonus lssue (1,05,000/2) 52,500

Total 1,257,500 0%

b. Minority Interast 67,500 30%

Calculations of (i) Cost of Control/Capital Reserve; (i} Minority Interest; {iii) Consolidated Profit and Loss

Account as on 31st March, 2021:

(a) Before issue of bonus shares

(i) Cost of control/capital reserve Rs. Rs.
: Investment in Q Ltd. 12,00,000
Less: Face value of investments 10,350,000
Capital profits (W.N.) 63,000 | (11,13,000)
Cost of control 87,000
(i) Minority Interest Rs.
Share Capital 4,50,000
Capital profits (W.N.) 27,000
Revenue profits (W.N.) 6,79,500
11,56,500
(iii) |Consolidated profit and loss account = P Ltd. Rs.
Balance 15,75,000
Add: Share in revenue profits of Q Ltd. (W.N.) 15,85,500
31,60,500
(b} Immediately after issue of bonus shares
(i) Cost of control/capital reserve Rs. Rs.
Face value of investments (Rs. 10,50,000 + Rs. 5,25,000) 15,75,000
Capital Profits (W.N.) 63,000 16,38,000
Less: Investment in Q Ltd. (12,00,000)
Capital reserve 4,38,000
(i) Minority Interest Rs.
Share Capital (Rs. 4,50,000 + Rs. 2,25,000) 6,75,000
Capital Profits (W.N.) 27,000
Revenue Profits (W.N.) 4,54,500
11,56,500
(iii) |Consclidated Profit and Loss Account = P Ltd. Rs.
Balance 15,75,000
Add: Share in revenue profits of Q Ltd. [W.N.) 10,60,500
26,35,500
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Working Note:

Analysis of Profits of Q Ltd.

Capital Profits Revenue Profits
(Before and after Before After Bonus
issue of bonus | Bonus Issue Issue Rs.
shares) Rs. Rs.
Pre-incorporation profits 30,000
Profit and loss account on 31.3.2015 60,000
90,000
General reserve* 19,05,000 19,05,000
Less: Bonus shares {7,50,000)
11,55,000
Profit for period of 1st April, 2015 to 31" 3,60,000 3,60,000
March, 2021 (Rs. 4,20,000 - Rs. 60,000}
22,65,000 15,15,000
P Ltd.'s share (70%) 63,000 | 15,85,500 10,60,500
Minerity's share [30%) 27,000 &,79,500 4.54,500

*Share of P Ltd. in General reserve has been adjusted in Consolidated Profit and Loss Account.

On 31st March, 2022, H Ltd. and 5 Ltd. give the following information:

H Ltd. (X in 000's) | S Ltd. (% in D00's)
Equity Share Capital — Authorised 5,000 3,000
Issued and subscribed in Equity Shares of X 10 each fully paid 4,000 2,400
General Reserve 928 690
Profit and Loss Account (Cr. Balance) 1,305 810
Trade payables 611 507
Provision for Taxation 220 180
Other Provisions 65 17
Plant and Machinery 2,541 2,450
Furniture and Fittings 615 298
Investment in the Equity Shares of S Ltd. 1,500 -
Inventory 983 786
Trade receivables 820 778
Cash and Bank Balances 410 102
Sundry Advances (Dr. balances) 260 190

Following Additional Information is available:

(a) H Ltd. purchased 90 thousand Equity Shares in S Ltd. on 1st April, 2021 at which date the following
balances stood in the books of 5 Ltd.:

General Reserve X 1,500 thousand; Profit and Loss Account % 633 thousand.

(b) On 14th July, 2021 S Ltd. declared a dividend of 20% out of pre-acquisition profits. H Ltd. credited the

dividend received to its Profit and Loss Account.

On 1st November, 2021, 5 Ltd. issued 3 fully paid Equity Shares of X 10 each, for every 5 shares held as

bonus shares out of pre-acquisition General Reserve.

On 31st March, 2021, the Inventory of S Ltd. included goods purchased for X 50 thousand from H Ltd.,

which had made a profit of 25% on cost.

Details of Trade payables and Trade receivables:

H Ltd. (X in 000's)

(c]
(d)
(e]

$ Ltd. (% in 000’s)

Trade payables

Bills Payable 124 80
Sundry creditors 487 427
Trade receivables 611 507
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Debtors 700 683
Bills Receivables 120 95
820 778

Prepare a consolidated Balance Sheet as on 31st March, 2022. (RTP Nov'22)

Answer 10

Consolidated Balance Sheet of H Ltd. with its subsidiary 5 Ltd. as at 31st March, 2022

Particulars Note Ne. | (X in 000's)
I. Equity and Liabilities
(1) Shareholder's Funds
(a) Share Capital 1 4,000
(b) Reserves and Surplus 2 3,063
(2) Minority Interest (\W.N.6) 1,560
(3) Current Liabilities
Trade payables 3 1,118
Short term provisions 4 482
Total 10,223
Il. Assets
(1) Non-current assets
PPE 5 5,904
(2) Current assets
(a) Inventories 6 259
|b) Trade receivables 7 1,598
{c) Cash and cash equivalents 8 512
(d) Short term loans and advances g 450
Total 19,223
MNotes to Accounts
(Xin000's) | (X in000's)
1. |Share Capital
Authorised share capital
5 lakhs equity shares of T 10 each 5,000
lssued, Subscribed and Paid up
4 lakhs equity shares of % 10 each fully paid 4,000
2. |Reserves and surplus
Capital Reserve (Note 5) 679.8
General Reserve 528
Profit and Loss Account:
_ H Ltd. 1,305
Add: Share in 5 Ltd X340.20
% 1,645.20
Less: Dividend wrongly credited % (180)
< 1,465.20
Less: Unrealised profit (50 X 1/5) % (10} 1,455.20 3,063
3. Trade payables
H Ltd. 611
S Ltd. 507 1,118
4. Short —term provisions
Provision for Taxation H Ltd. %220
5 Ltd. %180 400
Other Provisions H Ltd %65
S Ltd, 217 82 482
ha PPE
Plant and Machinery
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H Ltd. 2041
5 Ltd. % 2,450 4,991
Furniture and fittings
H Ltd. 2615
S Ltd. X 298 913 5,904
b. Inventories
Inventory H Ltd. % 983
S Ltd, % 786 1,769
Less: Unrealised profit (X 50 x 1/5) (10) 1,759
T Trade receivables
H Ltd. 820
| S Ltd. 178 1,598
8. Cash and cash equivalents
Cash and Bank Balances H Ltd. 410
S Ltd. 102 512
| B Short term loans and advances
Sundry Advances H Ltd. 260
S Ltd. 190 450
Weorking Notes:
Share holding pattern
Particulars Number of Shares % of holding
a. | SLtd.
lij Purchased on 01.04.2021 50,000
(i} Benus lssue (90,000/5 x 3) 54,000
Total 1,44,000 B0%
(1,44,000 /2,40,000*x100)
b. | Minority Interest 96,000 40%

*2.40,000 is after issue of bonus shares as per balance sheet as at 31.3.2022

1. 5 Ltd. General Reserve

(X in 000) % in 000)
To Bonus to equity shareholders 900| By Balance b/d 1,500
2,400 X 3 By Profit and Loss Afc
g
To Balance ¢/d 690| (Balancing figure) 90
| 1,590 1,590
2. 5 Ltd.'s Profit and Less Account
(%X in 000) (%X in 000)
To General Reserve 90 | By Balance b/d 633
To Dividend paid on 14.7.2021 300 | By Net Profit for the
1,500 % 20 year (Balancing figure) 567*
100
To Balance ¢/d 210
1,200 1,200

* Qut of £ 5,67,000 profit for the year, £ 90,000 has been transferred to reserves by S Ltd.

3.Distribution of Revenue Profits

X in '000
Revenue Profit as above | 567.00
Share of H Ltd. (60%) | 340.20
Share of Minaority shareholders (567— 34G£_ﬂ] 226.80

4. Computation of Capital Profits

% in 000 % in D00

General Reserve on the date of acquisition

1,500
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Less: Bonus issue of shares (900)
600
Profit and Loss Account balance on the date of acquisition 633
Less: Dividends paid (300) 333
933
Share of H Ltd. (60%]) 559.80
Share of Minority shareholders 373.20
5.Computation of Capital Reserve
Xin’000
60% of share capital of S Ltd. 1,440
Add: Share of H Ltd. in the capital profits as in working note (4) 559.80
1,999.80
Less: Investments in S Ltd. 1,500
Less: Dividends received out of pre- acquisition profits (180) (1,320)
130 X 60
100 679.80
6.Calculation of Minority Interest
% in 000
A40% of share capital of 5 Ltd. 960.00
Add: Share of Revenue Profits (Note 3} 226.80
Share of Capital Profits (Note 4) 373.20
1,560.00

Question 11

H Ltd acquired 15000 shares in S Ltd. for 1,55,000 on July 1, 2022. The Balance sheet of the two companies as
on 31st March, 2023 were as follows:

HLtd.X S Ltd X
Equity and Liabilities:
Equity Share Capital 9,00,000 2,50,000
(Fully paid shares of X 10 each)
General Reserve 1,60,000 40,000
Surplus i.e., Balance in Statement of Profit and Loss 80,000 25,000
Bills payable 40,000 20,000
Trade Creditors 50,000 30,000
Total 12,30,000 3,65,000
Assets:
Machinery 7,00,000 1,50,000
Furniture 1,00,000 70,000
Investment in Equity Shares of 5 Ltd. 1,55,000 -
Stock-in Trade 1,00,000 50,000
Trade Debtors 60,000 35,000
Bills Receivable 25,000 20,000
Cash at Bank 80,000 40,000
Total 12,30,000 3,65,000

The following additional information is provided to you:
(i) General reserve appearing in the Balance Sheet of S Ltd. remained unchanged since 31st March, 2022.
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(i)
(iifi)

(iv)
(v)

Profit earned by 5 Ltd. for the year ended 31st March, 2023 amounted to  20,000.

H Ltd. sold goods to 5 Ltd. costing X 8,000 for X 10,000, 25% of these goods remained unsold with 5§

Ltd. on 31st March, 2023.

Creditors of S Ltd. include X 4000 due to H Ltd. on account of these goods.

Out of Bills payable issued by S Ltd. X 15,000 are those which have been accepted in favour of H Ltd.
Out of these, H Ltd. had endorsed by 31st March, 2023, X 8000 worth of bills receivable in favour of

its creditors.
You are required to draw a consolidated Balance Sheet as on 31st March, 2023,
(PYP 15 Marks May'23)
Answer 11
Consolidated Balance Sheet of H Ltd. and its Subsidiary 5 Ltd. as at 31st March, 2023
Particulars Note Mo. (%)
B Equity and Liabilities
(1)  Shareholder's Funds 1 5,00,000
(a) Share Capital
(b) Reserves and Surplus 2,73,500
(2) Minority Interest 1,26,000
{3)  Current Liabilities
(a) Trade Payables 4 1,29,000
Total 14,28,500
I. Assets
(1) Non-current assets
(a) Property, Plant and Equipment 5 10,20,000
(2) Current assets
(i) Inventory 6 1,49,500
[ii) Trade Receivables 7 1,29,000
{ili) Cash & cash equivalent 8 1,30,000
Total 14,28,500
Motes to Accounts
%
1. | Share capital
Authorised, issued, subscribed and paid up capital 9,00,000
90,000 equity shares of % 10 each, fully paid up
2. | Reserves and Surplus
General Reserves 1,60,000
Profit and Loss Account [W.N.5) 88,500
Capital Reserve (W.N. 4) 25,000 2,73,500
3. | Minority interest in § Ltd. (WN 3) 1,26,000
4. | Trade payable
Bills Payable
H Ltd. 40,000
S Ltd. 20,000
60,000
Less: Mutual payables (7,000)] 53,000
Trade Creditors
H Ltd. 50,000
S Ltd, 30,000
80,000
Less: Mutual owing (4,000) 76,000| 1,29,000
5. | Property, plant and equipment
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Machinery HLtd.  7,00,000 8,50,000
5 Ltd. 1,50,000
Furniture HLtd.  1,00,000
Siktd. 70,000 1,70,000| 10,20,000
| 6. | Inventory |
H Ltd. 1,00,000
S Ltd. 50,000
Less: Unrealized profit (2,000x 25%) 500| 1,49,500
7. | Trade receivables
Bills receivable
H Ltd. 25,000
S Ltd. 20,000
45,000
Less: Mutual payables (7,000) 38,000
| Debtors
H Ltd.
60,000
S Ltd, 35,000
95,000 |
Less: Mutual owing (4,000) 91,000, 1,29,000
8. | Cash & cash equivalent
Cash at Bank H Ltd. 90,000
S Ltd. 40,000 1,30,000

Werking MNotes:

1.

Percentage of holding

Mo, of Shares | Percentage
Holding Co. 15,000 (60%)
Minarity shareholders 10,000 (40%)
Total Shares 25,000

Analysis of Profits

Pre-acquisition

profits and reserves

Post-acquisition
profits of S Ltd.

of 5 Ltd. (X) (%)
General Reserve 40,000 e
Opening balance of Profit and Loss 5,000 24
Current Year's profit (in 1:3) 5,000 15,000
50,000 15,000
H Ltd.’s share (60%) 30,000 9,000
Minority Interest (40%) 20,000 6,000
Minority Interest
Paid up value of 10,000 shares @ % 10 each % 1,00,000
Add: Share in pre-acquisition profits and reserve (40%) % 20,000
Add: Share in post-acquisition profits (40%) % 6,000
% 1,26,000
Capital Reserve for H Ltd.
(A) | Cost of acquiring 15,000 shares of S Ltd. % 1,55,000
Paid up value of 15,000 shares of S Ltd. @ X 10 each X 1,50,000 |
Add: Share in pre-acquisition profit and reserves of 5 Ltd. % 30,000
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% 1,80,000
| (B) | Capital Reserve (B - A) T 25,000
5. Consolidated Balance of Profits of H Ltd.
% 80,000
Balance as per Statement of Profit and Loss % 9,000
Add: Share in post-acquisition profits of S Ltd. 2 (500)
Less: Unrealised Profit in unseld stock of S Ltd. % BB8,500

Exam Insights: ;_5=nme: of the examinees erred in calculation of minority interest and analysis of profits
between pre and post-acquisition periods. Consequently, they were unable to prepare the correct
consolidated Balance sheet of the company in the format prescribed under Schedule |Il of the Companies
Act, 2013.

The Trial Balances of Preet Limited and Shiva Limited as on 31st March, 2023 were as under:

Preet Limited (X In Shiva Limited (% In
000) 000)
Dr. Cr. Dr. Cr.
Equity Share capital (Share of X 100 each) 2,000 400
7% Preference share capital - 400
Reserves 600 200
6% Debentures 400 400
Trade Payables/ Trade Receivables 160 180 100 120
Profit & Loss A/c balance 40 30
Purchases /Sales 1,000 1,800 | 1,200 1.900
Wages and Salaries 200 300
Debenture Interest 24 24
General Expenses 160 120
Preference share dividend up to 20.09.2022 7 14
Inventory (as on 31.03.2023) 200 100
Cash at Bank 27 12
Investment in Shiva Limited 1,056 -
Fixed Assets 2,200 1,580
Total 5,027 5,027 | 3,450 3,450

Investment in Shiva Limited was acquired on 1st July, 2022 and consisted of B0% of Equity Share Capital and

50% of Preference Share Capital.

e After acquiring control over Shiva Limited, Preet Limited supplied to Shiva Limited goods at cost plus 25%, the
total invoice value of such goods being % 1,20,000, one fourth of such goods were still lying-in inventory at
the end of the year.

¢ Depreciation to be charged @ 10% in Preet Limited and @ 15% in Shiva Limited on Fixed Assets.

You are required to prepare the Consclidated Statement of Profit and Loss for the year ended on 31st March,

2023. (RTP May’24) (Same concept Different Figure PYP 15 Marks Jul’21)

Answer 12
Consolidated Profit and Loss Account of Preet Ltd. and Shiva Ltd. for the year ended 31st March, 2023
Particulars Note No. 5
1, Revenue from operations 1 35,80,000
il Total revenue BS,EU,E}E
. Expenses
Cost of Material purchased/Consumed 2 20,80,000
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Changes of Inventories of finished goods -
Employee benefit expense 3 5,00,000
Finance cost 4 48,000
Depreciation and amortization expense 5 4,57,000
Other expenses 6 2,80,000
Total expenses 33,65,000
V.  Profit befare Tax (I1-11l) 2,15,000
Profit transferred to Consolidated Balance Sheet
Profit After Tax 2,15,000
Preference dividend 7,000
Preference dividend payable 7.000 (14,000)
2,01,000
‘Share in pre-acguisition loss (WN 3) 1,800
Share of Minority interest in losses (WN 1) 1,800
Less: Investment Account-dividend for 3 months (3,500)
(prior to acquisition)
Inventory reserve (WN 2) (6,000)
Profit to be transferred to consolidated 1,895,100
balance sheet
MNotes to Accounts
1 2
1 | Revenue from Operations
Preet Ltd. 18,00,000
Shiva Ltd. 19,00,000
Tatal 37,00,000
Less: Intra-group sales (Preet sold to Shiva) (1,20,000) 35,80,000
2 | Cost of Materials Purchased/Consumed
Preet Ltd, 10,000,000
Shiva Ltd, 12,00,000
Total 22,00,000
Less: Intra-group sales (Preet sold to Shiva) (1,20,000] 20,80,000
3 | Employee benefit and expenses
Wages and salaries
Preet Ltd. 2,00,000
Shiva Ltd, 3,000,000 5,00,000
4 | Finance cost
Interest
Preet Ltd. 24,000
Shiva Ltd, 24,000 48,000
5 | Depreciation
Preet Ltd. 2,20,000
6 | Shiva Ltd. 2,37,000 4,57,000
Other expenses
Preet Ltd, 1,60,000
Shiva Ltd. 1,20,000 2,80,000
Working Note
Profit of Subsidiary
Revenue from Operations l 19,00,000
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Less: Expenses

Cost of Material purchased/Consumed 12,00,000

Changes of Inventories of finished goods -

Employee benefit expense 3,00,000

Finance cost 24,000

Depreciation and amortization expense 2,37,000

Other expenses 1,20,000

Total expenses (18,81,000)
Profit Before Tax 19,000
Less: Preference Dividend 14,000
Less: Preference Dividend Payable 14,000 (28,000
Profit available for sharehalders {9,000)
Minority Share (20% of loss % 9,000) (1,800)

Inventory reserve = [“TW X 12;5]= % 6,000

3 Pre-acquisition loss=  B0% of 3 month’s profit up to 30" June,2022 i.e. 80 % of % of loss % 9,000 Hence,
pre-acquisition loss =% 1,800

4 Investment account includes Preference dividend for 3 months prior to acquisition i.e, % 4,00,000 X 50% X7%
X1/4 =% 3,500

Exam Insights: Small number of examinees were not able to prepare the statement of consolidated profit
and loss from the information provided in the guestion. Some of them did not prepare notes to accounts.

White Ltd. acquired 2,250 shares of Black Ltd. on 1st Octaber,.2020. The summarized balance sheets of both

the companies as on 31st March, 2021 are given below:

White Ltd. (%) Black Ltd. (%)
(I} Equity and Liabilities
(1) Shareholder's fund
Share capital (Equity shares of X 100 each fully paid| 6,50,000 3,00,000
up)
Reserves and Surplus
General Reserve 60,000 30,000
Profit and loss account 1,50,000 90,000
(2} Current Liabilities
Trade payables 1,15,000 75,000
Due to White Ltd. - 30,000
Total 9,75,000 5,25,000
(1) Assets:
Mon-current assets
Property, Plant and Equipment 5,80,000 3,51,000
Investments
Shares in Black Ltd. (2,250 shares) 2,70,000
Current assets
Inventories 50,000 1,20,000
Due from Black Ltd. 36,000
Cash and Cash equivalents 39,000 54,000
9,75,000 5,25,000

Other infermation:

(i) During the year, Black Limited fabricated a machine, which is sold to White Ltd. for X 39,000, the

transaction being completed en 30th March,2021.

(il Cash in transit from Black Ltd. to White Ltd. was X 6,000 on 31st March,2021.
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(iiij Profits during the year 2020-2021 were earned evenly.

(iv) The balances of Reserve and Profit and Loss account as on 1st April,2020 were as follows:

Reserves Profit and Loss A/c
2t L
White Ltd. 30,000 15,000 Profit
! Black Ltd. 20,000 10,000 Loss

&

You are required to prepare a consolidated Balance Sheet of the group as on 31st March,2021 as per the

requireament of Schedule lll of the Companies Act, 2013. (PYP 15 Marks May'22)

Answer 13
Consolidated Balance Sheet of White Ltd. and its Subsidiary Black Ltd. as at 31st March, 2021
Particulars Note No. (%)
|. Equity and Liabilities
(1} Shareholder's Funds
(a) Share Capital 1 6,50,000
(b} Reserves and Surplus 2 2,55,000
(2)  Minarity Interest 3 1,05,000
(3) Current Liabilities
(a) Trade Payables 4 1.90,000
Total 12,000,000
Il. Assets
(1) Non-current assets
(a) Property, Plant and Equipment 5 9,31,000
(2) Current assets
(i} Inventory 6 1,70,000
(ii) Cash & cash equivalent 7 99,000
Total 12,00,000
MNotes to Accounts
2
1. | Share capital
6,500 equity shares of % 100 each, fully paid up 6,50,000
Total 6,50,000
2. | Reserves and Surplus
General Reserves 60,000
Profit and Loss Account 1,50,000
Add: 75% share of Black Ltd.'s post-acquisition profits 37,500 1,87,500
(W.N.1)
Capital reserve (W.N. 5) 7,500
Total 2,555,000
3. | Minority interest in Black Ltd. (WN 4) 1,05,000
4. | Trade payables
White Ltd, 1,15,000
Black Ltd. 75,000 1,580,000
5. | Property, plant and equipment
White Ltd. 5,80,000
_| Black Ltd. 3,51,000 9,31,000
6 | Inventory
White Ltd. 50,000
Black Ltd. 1,20,000 1,70,000 .
7 | Cash & cash equivalent
White Ltd. 39,000
Black Ltd. 54,000
Cash in transit 6,000 99,000
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Working Notes:

| 1. Post-acquisition profits of Black Ltd. %
profits earned during the year = % 90,000 + %10,000 1,00,000
Pre-acquisition profits (1.4.20 to 30.9,20) 50,000
Post-acquisition profits (1.10.20 to 31.3.21) 50,000
White Ltd.'s share 75% of 50,000 37,500
Minority Interest 25% of 50,000 12,500
2. Pre-acquisition profits and reserves of Black Ltd.
Reserves as on 1.4.2020 30,000
Profit and Loss Account 40,000
[10,000 (loss as on 1.4.20) +50,000 (6 month Adjusted pre-acquisition profits)]
70,000
White Ltd.’s = (75%) x 70,000 52,500
Minority Interest= (25%) = 70,000 17,500
3. Post-acquisition reserves of Black Ltd.
Post-acquisition reserves (Total reserves less pre-acqguisition reserves = Mil
% 30,000 — 30,000)
4. Minority Interest
Paid-up value of (3,000 - 2,250) = 750 shares
held by outsiders i.e. 750 x % 100 75,000
Add: 25% share of pre-acquisition reserves & Profit 17,500
25% share of post-acquisition profit 12,500
1,05,000
5. Capital Reserve
Price paid by White Ltd. for 2,250 shares [A) 2,70,000
Intrinsic value of the shares-
Paid-up value of 2,250 shares held by White Ltd. i.e. 2,250 x % 100 2,25 000
Add 75% share of pre-acquisition reserves & profit
(70,000 x 75%) 52,500 (B)| 2,77,500
Capital reserve (A - B) 7,500

Exam Insights: Very few examinees failed to compute the correct amount of pre and post-
acquisition profits and reserves, capital reserve and minority interest and hence could not give
the correct consolidate ed balance sheet of the group as per the requirements of Schedule 11l

Vivit Ltd, and its subsidiary Su Ltd. provided the following information for the year ended 31st March, 2023:

Particulars Vivit Ltd (X) Su Ltd. (X)
Equity Share Capital 20,00,000 6,00,000
Finished Goods Inventory as on 01.04.2022 4,20,000 3,01,000
Finished Goods Inventery as on 31.03.2023 8,57,500 3,76,250
Dividend Income 1,68,000 43,750
Other non-operating Income 35,000 10,500
Raw material consumed 13,93,000 4,72,500
Selling and Distribution Expenses 3,32,500 1,57,500
Production Expenses 3,15,000 1,40,000
Loss on sale of investments 26,250 Nil
Sales and other operating income 33,25,000 19,07,500
Wages and Salaries 13,30,000 2,45,000
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General and Administrative Expenses 2,80,000 1,22,500
Royalty paid Nil 5,000
Depreciation 31,500 14,000
Interest expense 17,500 5,250

Other information

® On 1st September 2020 Vivit Ltd., acquired 5,000 equity shares of X 100 each fully paid up in Su Ltd,
® Su Ltd. paid a dividend of 10% for the year ended 31st March 2022. The dividend was correctly accounted

for by Vivit Ltd.

e Vivit Ltd. sold poods of X 1,75,000 to Su Ltd. at a profit of 20% on selling price. Inventory of Su Ltd. includes

poods of ¥ 70,000 received from Vivit Ltd,

¢ Selling and Distribution expenses of Su Ltd. include % 21,250 paid to Vivit Ltd. as brokerage fees.

* General and Administrative expenses of Vivit Ltd. include X 28,000 paid to Su Ltd. as consultancy fees.

® Su Ltd. used some resources of Vivit Ltd., and Su Ltd. paid X 5,000 to Vivit Ltd. as royalty.
Consultancy fees, Royalty and brokerage received is to be considered as operating revenues.

Prepare Consolidated Statement of Profit and Loss of Vivit Ltd. and its subsidiary Su Ltd. for the year ended
31st March, 2023 as per Schedule Ill to the Companies Act, 2013.
(RTP Nov'23)(Same concepts different figures PYP 15 Marks Dec’21, SM)

Answer 14
Consolidated statement of profit and loss of Vivit Ltd. and its subsidiary Su Ltd. for the year ended on 31st
March, 2023
Particulars MNote No. -
Revenue from operations 1 50,03,250
Other Income 2 1,81,000
Total revenue (l) 51,84,250
Expenses:
Cost of material purchased/consumed 3 21,45,500
Changes (Increase) in inventories of finished goods 4 (4,98,750)
Employee benefit expense 5 15,75,000
Finance cost 6 22,750
Depreciation and amortization expense 7 45,500
Other expenses 8 843,250
Total expenses (Il) 41,33,250
Profit befaore tax (il-111) 10,51,000
Motes to Accounts:
X
1. | Revenue from operations
Sales and other operating revenues
Vivit Ltd. 33,25,000
Su Ltd. 19,07,500
52,32,500
Less: Inter-company sales (1,75,000)
Consultancy fees received by Su Ltd. from Vivit Ltd. (28,000)
Royalty received by Vivit Ltd. from Su Ltd. (5,000)
Brokage received by Vivit Ltd. from Su Ltd. {21,250) | 50,03,250
2. | Other Income
Dividend income:
Vivit Ltd. 1,68,000
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Su Ltd. 43,750 2,11,750
Loss on sale of investments 5u Ltd, (26,250}
Other Non-operating Income
Vivit Ltd. 35,000
Su Ltd. 10,500
Less: Dividend realized from Su Ltd. (5,00,000 x 10%) (50,000) 4,500 1,81,000
3. | Cost of material purchased/consumed
Vivit Ltd. 13,93,000
Su Ltd. 4,72,500
18,65,500
Less: Purchases by Su Ltd. From Vivit Ltd, (1,75,000) | 16,90,500
Direct expenses (Production)
Vivit Ltd. 3,15,000
Su Ltd. 1,40,000 | 4,55,000 | 21,45,500
4. | Changes (Increase) in inventories of finished goods
Vivit Ltd. 4,37,500
Su Ltd. 75,250
5,12,750
Less: Unrealized profits £ 7,00,00 = 20/100 {14,[}_[]{]} 498,750
5. | Employee benefits and expenses
Wages and salaries:
Viwvit Ltd. 13,30,000
Su Ltd. 2,45,000 | 15,75,000
& | Finance cost
Interest:
WVivit Ltd. 17,500
Su Ltd. 5,250 22,750
7. | Depreciation
Vivit Ltd. 31,500
Su Ltd. 14,000 45,500
8. | Other expenses
General & Administrative expenses:
Vivit Ltd. 2,80,000
Su Ltd. 1,22,500
4,02,500
Less: Consultancy fees received by Su Ltd. from Vivit Ltd. (28,000) 3,74,500
Royalty:
Su Ltd, 5,000
Less: Received by Vivit Ltd. [5,000) Nil
Selling and distribution Expenses:
Vivit Ltd. 3,32,500
Su Ltd. 1,57,500
4,950,000
Less: Brokerage received by Vivit Ltd. from Su Ltd. (21,250) 4,.68,750 8,43,250
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Exam Insights: Few examinees could not treat the different adjustments, given in the question, in the correct
manner. Hence, they could not arrive at the amount of profit to be presented in the consolidated statement
of profit and Loss. Few among them were not able to prepare consolidated statement of Profit & Loss as per

‘Schedule |1l of Companies Act, 2013,

The Balance Sheets of Art Limited and Craft Limited as on 31 March 2024 are as below:

Particulars NoteNo Art Limited Craft Limited
(%) (%)
. Equity and Liabilities
a. Shareheclder's Fund
i. Share Capital 1 6,50,000 4,00,000
ii. Reserve & Surplus 2 3,12,000 2,48,000
b. Current Liabilities
i. Trade Payables 1,45,000 92,000
ii. Short term borrowings 3 70,000 -
11,77,000 7,40,000
Il. Assets
a. MNon-current Assets
i. Property, Plant & Equipment 4 4,21,000 3,60,000
ii. Non-current investment 5 4,32,000 -
b. Current Assets 1,66,000 2,05,000
i. Inventories
ii. Trade Receivables 6 1,323,500 1,68,300
Cash & Cash equivalent 24,500 6,700
11,77,000 7,40,000
Notes to Accounts:
Art Limited Craft Limited
(%) (%)
1. | Share capital
6,500 shares of X 100 each fully paid up4,000 shares 6,50,000
of % 100 each fully paid-up - 4,00,000
Total 6,50,000 4,00,000
2. Reserves and Surplus
General Reserve 1,20,000 40,000
Profit and Loss account 1,592,000 2,08,000
Total 3,12,000 2,48,000
- Short term borrowingsBank -
Overdraft 70,000
4, Property Plant & EquipmentlLand &
Building 1,90,000 1,35,000
Plant & Machinery 2,31,000 2,25,000
Total 4,21,000 3,60,000
5. Non-current investments Investment in Craft -
Limited (Cost) 4,32,000
6. | Cash & Cash equivalentsCash
24,500 6,700

Additional information:

(i) Art Limited acquired 3,200 ordinary shares of Craft Limited on 1* October, 2023. The Reserve & Surplus
and Profit & Loss Account of Craft Limitedshowed a credit balance of % 40,000 and % 58,700 respectively
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as on 1" April, 2023.

(ii) The Plant & Machinery of Craft Limited which stood at ¥ 2,50,000 as onl" April, 2023 was
considered worth X 2,20,000 on the date of acquisition. The depreciation on Plant & Machinery is
calculated @ 10% p.a. on the basisof useful life. The revaluation of Plant & Machinery is to be considered
at the time of consolidation.

(ili) Craft Limited deducts 1% from Trade Receivables as a peneral provision against doubtful debts. This
policy is not followed by Art Limited.

On 31 March 2024, Craft Limited's inventory includes goods which it had purchased from Art Limited for
1,03,500 which made a profit of 15% on cost price.
You are required to prepare a consolidated Balance Sheet as on 31 st March 2024. (PYP 14 Marks May’24)

Answer 15
Consolidated Balance Sheet of Art and Craft Ltd As on 31" March, 2024
Particulars Note no. p
I Equity & Liabilities
(1) Shareholders’ fund
(a) Share Capital 1 6,50,000
(b) Reserves & Surplus 2 3,73,460
(2) Minority Interest 3 1,26,740
(3) Current Liabilities
(a) Shart term borrowings 4 70,000
(b) Trade Payables (1,45,000 + 92,000) 2,37,000
Total 14,57,200
Il Assets
(1) Non-current Assets -~
(a) Property, Plant & Equipment 5 7,65,000
(2) Current Assets
(a) Inventories 6 3,57,500
(b) Trade Receivables 7 3,03,500
(c) Cash & Cash Equivalents 2 31,200
Total 14,57,200
Notes to Accounts
Sr. No. | Particulars X
1. Share Capital
lssued, Subseribed & Paid-up Capital
a) Equity Share Capital 6,50,000
6,500 Equity Shares of X100 each
2. Reserves & Surplus
Profit & Loss Ajc (WN 5) 2,40,100
General Reserve (WN 5) 1,20,000
Capital Reserve (W.N. 3) 13,360
] 3,73,460
3. Minority interest in Craft Ltd. (W.N.4) 1,26,740
4. Short-term borrowings
Bank Overdraft 70,000
5 Property, Plant & Equipment
Land & Building
Art Ltd. 1,890,000
Craft Ltd. 1,35,000 3,25,000
Plant & Machinery
Art Ltd. 2,331,000
Craft Ltd. (2,25,000-17,500+1,500) 2,089,000 4,40,000
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b. Inventories 7.65,000
Art Ltd. 1,66,000
Craft Ltd. 2,05,000
Less: unrealized profit (13,500) 3,57,500
7. Trade Receivables
Art Ltd, 1,33,500
Craft Ltd. 1,70,000 3,03,500
8. Cash & Cash Equivalents
Art Ltd. 24,500
. Craft Ltd. 6, /00 31,200
Working Notes:
1. Shareholding Pattern
Total 4,000 shares
3,200 shares 800 shares
Art Ltd (80%) 20% Minority Interest

2. Analysis of Profit

General reserve Profit and loss account
Opening balance 40,000 = SE,FDD
Clasing halance 40,000 2,08,000
Changes during the year 1.49,300
Analysis of Profit
Particulars Pre acquisition Post acquisition
profit (6 months) profit (6 months)
(%) (%)
Opening Balances 98,700
(40,000 + 58,700)
Profit for 6 months 74,650 74,650
(1,49,300 x 6/12)
Provision reversed 850 850
(1,700) (\W.N. 8)
Revaluation Loss (W.N. 6) (17,500) -
Savings in depreciation (W.N. &) - 1,500
Total 1,56,700 77,000 |
Haolding (80%) 1,25,360 61,600
Minority Interest (20%) 31,340 15,400
3. Cost of Control
Particulars 3 .
Cost of Investment (Given) 4,32,000
Less: Share in Net Assets:
a) Share Capital (3,200 shares = T100) 3,20,000
b) Capital Profit {(W.N. 2) 1,25,360 (4,45,360)
Capital Reserve 13,360
4. Minority Interest
Particulars X
Share Capital (800 shares = 100) 80,000 |
Capital Profit (W.N. 2) 31,340
Revenue Profit {(W.N. 2) ' 15,400
Total 1,26,740
5. Consolidated Profit and General Reserve of Art Ltd
Particulars Profit and loss General

account® reserveX
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Balance as per Balance Sheet 1,92,000 1,20,000
Revenue Profit 61,600 -
Unrealized Profit (Downstream) (13,500)

Total 2,40,100 1,20,000

6. Calculation of Revaluation Profit fLoss

Particulars ;3
Balance as on 01.04.2023 (given) 2,50,000
Depreciation for & months (2,50,000 x 10% = 6/12) (12,500)
WDV as on date of acquisition 2,37,500
Revalued amount 2,20,000
Revaluation Loss 17,500

7. Savings in Depreciation

= Depreciation Provided for 6§ months = Depreciation Should be

= 12,500 — (2,20,000 x 10% x 6/12)

= 1,500
8. Calculation of provision reversed
Trade Receivable (Given) =1,68,300 it is after provision i.e 99%
So, 100% will be 1,70,000 therefor provision will be 1,700
As per para 20 and 21 of AS 21, Consoclidated financial statements: Consolidated financial statements should
be prepared using uniform accounting policies for like transactions and other events in similar circumstances.
If it is not practicable to use uniform accounting policies in preparing the consolidated financial statements,
that fact should be disclosed together with the proportions of the items in the consolidated financial
statements to which the different accounting policies have been applied.

H Ltd. and its subsidiary S Ltd. Give the following information as on 31st March, 2021:

H Ltd. (Rs.) S Ltd. (Rs.)
Share Capital
Equity Share Capital (fully paid up shares of Rs. 10 each) 12,00,000 2,00,000
Reserves and Surplus
General Reserve 4,35,000 1,55,000
Cr. Balance in Profit and Loss Account 2,80,000 65,000

| Current Liabilities -

Trade Payables 3,22,000 1,23,000
Mon-Current Assets
Property, Plant and Equipment
Machinery 6,40,000 1,80,000
Furniture 3,75,000 34,000
Mon-Current Investments
Shares in S Ltd. - 16,000 shares @ Rs. 20 each 3,20,000 -
Current Assets
Inventories 2,68,000 62,000
Trade Receivables 4,70,000 2,35,000
Cash and Bank 1,64,000 32,000

H Ltd. acquired the 80% shares of S Ltd. on 15t April, 2020. On the date of acquisition, General Reserve and
Profit Loss Account of S Ltd. stood at Rs, 50,000 and Rs. 30,000 respectively.
Machinery (book value Rs. 2,00,000) and Furniture (book value Rs. 40,000) of S Ltd. were revalued at Rs.

3,00,000 and Rs. 30,000 respectively on 15 April, 2020 for the purpose of fixing the price of its shares (rates
of depreciation on W.D.V basis: Machinery 10% and Furniture 15%). Trade Payables of H Ltd. include Rs.
35,000 due to 5 Ltd. for goods supplied since the acquisition of the shares. These goods are charged at 10%
above cost. The inventories of H Ltd. includes goods costing Rs. 55,000 (cost to H Ltd.) purchased from S
Ltd.
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You are required to prepare the Consolidated Balance Sheet of H Ltd. With its subsidiary as at 31" March,
2021, (MTP 16 Marks Apr'21, MTP 15 Marks Mar'22, RTP Nov'19, PYP 20 Marks May’18, MTP 14 Marks

Aug’24)
Answer 16
Consolidated Balance Sheet of H Ltd. and its Subsidiary S Ltd. as at 31st March, 2021
Particulars Note (%)
No.
I.  Equity and Liabhilities
(1) Shareholder's Funds
(a) Share Capital 12,00,000
{1,20,000 equity shares of X 10 each)
(b) Reserves and Surplus 1 8,16,200
(2) Minority Interest (W.N.4) 99,300
(3} Current Liabilities
{a) Trade Payables 2 4,10,000
Total 25,25,500
Il. Assets
(1) Non-current assets
(i} Property, plant and equipment 3 13,10,500
(i} Intangible assets 4 24,000
(2] Current assets
(i} Inventories 5 3,25,000
(i) Trade Receivables 6 6,70,000
(iii) Cash at Bank 7 1,96,000
Total 25,25,500
Motes to Accounts
B
1. | Reserves and Surplus
General Reserves 4,35,000
Add: 80% share of S Ltd.'s post-acquisition 84,000 5,139,000
reserves (W.N.3)
Profit and Loss Account 2,80,000
Add: 80% share of S Ltd.'s post-acquisition 21,200
profits (W.N.3)
Less: Unrealised gain {4,000) 17,200 2,97,200
8,16,200
2. | Trade Payables
H Ltd. 3,22,000
S Ltd. 1,23,000
Less: Mutual transaction (35,000) 4,10,000
3. | Property, plant and equipment
Machinery
H Ltd. 6,40,000
S Ltd. 2,00,000
Add: Appreciation 1,00,000
3,00,000
Less: Depreciation {30,000} | 2,70,000 9,10,000
Furniture
H. Ltdl. 3,75,000
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| 5 Ltd. 40,000
Less: Decrease in value (10,000)
30,000
Less: Depreciation {4,500) 25,500 4,00,500
13,10,500
4. | Intangible assets
Goodwill [WN 5] 24,000
5. | Inventories
H Ltd. 2,68,000
5 Ltd. 62,000 |  3,30,000
Less: Inventory reserve (5,000)
3,25,000
6. | Trade Receivables
H Ltd. 4,70,000
S Ltd. 2,35,000 7,005,000
Less: Mutual transaction (35,000)
6,70,000
7. | Cash and Bank
] H Ltd. 1,64,000
S Ltd. 32,000 1,96,000
Waorking Notes:
1. Profit or loss on revaluation of assets in the books of 5 Ltd. and their book values as on 1.4.2020
Rs.
Machinery
Revaluation as on 1.4.2020 3,00,000
Less: Book value as on 1.4.2020 (2,00,000)
Profit on revaluation 1,00,000
Furniture
‘Revaluation as on 1.4.2020 30,000
Less: Book value as on 1.4.2020 (40,000]
Loss on revaluation (10,000)
2. Calculation of short/excess depreciation
Machinery Furniture
Upward,.-"Tlf}_nwnward}l Revaluation 1,00,000 flﬂ,ﬂﬂﬂ]ln
Rate of depreciation 10% p.a. 15% p.a.
Difference [(short)/excess] (10,000} 1,500
3. Analysis of reserves and profits of 5 Ltd. as on 31.03.2021
Pre- Post-acquisition profits
acquisition (1.4.2020 - 31.3.2021)
profit up-to
1.4.2020
(Capital General Profit and
profits) Reserve | loss account
General reserve as on 31.3.2021 50,000 1,05,000
Profit and loss account as on 31.3,2021 30,000 35,000
Upward Revaluation of machinery as on 1.4.2020 1,00,000
Downward Revaluation of Furniture as on (10,000)
1.4.2020
Short depreciation on machinery (10,000)
Excess depreciation on furniture 1,500
Total 1,70,000 1,05,000 26,500
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4. Minority Interest

Rs.
Paid-up value of (2,00,000 x 20%) 40,000
Add: 20% share of pre-acquisition profits and reserves
[(20% of {50,000 + 30,000)] 16,000
20% share of profit on revaluation 18,000
20% share of post-acquisition reserves 21,000
20% share of post-acquisition profit 5,300
1,00,300
Less: Unrealised Profit on Inventory
(55,000 x 10/110) »x 20% (1,000)
99,300
5. Cost of Control or Goodwill
Cost of Investment 3,20,000
Less: Paid-up value of 80% shares 1,60,000
80% share of pre-acquisition profits and reserves
(Rs. 64,000 + Rs.72,000) 1,36,000 | (2,96,000)
Cost of control or Goodwill __ 24,000

Question 17

On 31st March, 2023 H Ltd. and its subsidiary 5 Ltd. give the following information:

H Ltd. S Ltd.
Rs. Rs,
Shareholders' Fund:
Equity shares of Rs, 10 each 13,430,000 2,40,000
Reserves and Surplus 4,80,000 1,80,000
Profit & Loss Account 2,40,000 60,000
Secured Loans:
12% Debentures 1,00,000 -
Current Liabilities:
Creditors 2,00,000 1,22,000
Bank Overdraft 1,00,000 -
Bills Payable 60,000 14,800
Property, Plant & Equipment:
Machinery 7,20,000 2,16,000
Furniture 3,60,000 40,800
Investments:
Investments in S Ltd. 3,84,000 -
(19,200 shares at Rs. 20 each)
Current Assets:
Inventories 6,00,000 2,00,000
Trade Receivables 3,00,000 90,000
Bill Receivables 1,00,000 20,000
Cash at Bank 56,000 40,000

The following information is alse provided to you:

(a) H Ltd. purchased 19,200 shares of § Ltd. on 15! April, 2022, when the balances of Reserves & Surplus
and Profit & Loss Account of S Ltd. stood at Rs. 60,000 and Rs. 36,000 respectively.
(b) Machinery (Book value Rs. 2,40,000) and Furniture (Book value Rs. 48,000) of S Ltd were revalued at

Rs. 3,60,000 and Rs. 36,000 respectively on 15 April, 2022, for the purpose of fixing the price of its
shares. (Rates of depreciation computed on the basis of useful lives: Machinery 10%, Furniture 15%).
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(e} On 31st March, 2023, Bills payable of Rs. 12,000 shown in S Ltd.'s Balance Sheet had been accepted

in favor of H Ltd.

You are required to prepare Consolidated Balance Sheet of H Ltd. and its Subsidiary 5 Ltd. as at 31st March,

2023. {MTP 20 Marks Nov'21 & Mar'23 & Apr'23, PYP 20 Marks Jan’21)

Answer 17
Consolidated Balance Sheet of H Ltd. and its Subsidiary 5 Ltd. as at 31st March, 2023
Particulars Note No. (Rs.)
I Equity and Liabilities
1 | Shareholder’s Funds
(a) Share Capital 13,40,000
(b) Reserves and Surplus 8,27,040
Minority Interest 1,15,560
Non- Current Liabilities
{a) 12% Debentures 1,00,000
4 | Current Liabilities
{a) Trade Payables 3,84,800
{b) Short term Borrowings (Bank 1,00,000
overdraft)
Total 28,67,400
Il Assets
1 | Non-current assets
(a)
li} Property, Plant and Equipment 14,34,600
(if) Intangible assets 28,800
2 | Current assets
(a) Inventory (6,00,000+2,00,000) £,00,000
(b) Trade Receivables 5,08,000
(c) Cash and Cash equivalents 96,000
Total 28,67,400
MNotes to Accounts
.fﬁ._.
1. | Share Capital
Equity share capital 13,40,000
1,34,000 shares of Rs. 10 each fully paid up
2. | Reserves and Surplus
Reserves 4 80,000
Add; 4/5th share of § Ltd.'s post-acquisition
reserves (W.N.3) 96,000 | 5,776,000
Profit and Loss Account 2,40,000
Add: 4/5th share of S Ltd.'s post-acquisition
profits (W.N.4) 11,040 | 2,51,040
8,27,040
3. | Trade Payables
Creditors
H Ltd. 2,00,000
S Ltd. 1,22.000 3,22,000
Bills Payables
H Ltd. 60,000
S Ltd. 14,800 74,800
3,96,800
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Less: Mutual Owings (12,000} | 3,84,800
4. | Property Plant and Equipment
Machinery
H. Ltd. 7,20,000
S Ltd. 2,400,000
- Add: Appreciation 1,20,000
3,60,000
Less: Depreciation (3,60,000 X 10%) (36,000) 3,24,000
Furniture
H. Ltd. 3,60,000
S Ltd. 48,000
Less: Decrease in value (12,000)
36,000
Less: Depreciation (36,000 X 15%) 5,400 30,600 | 14,34,600
5. | Intangible assets
| Goodwill [WN 6] 28,800
6. | Trade receivables
H Ltd. 3,00,000
S Ltd. 90,000 3,590,000
Bills Receivables
H Ltd. 1,00,000
S Ltd. 30,000 1,30,000
5,20,000
Less: Mutual Owings {12,000} | 5,08,000
Working Notes:

1. Pre-acquisition profits and reserves of S Ltd, Rs.
Reserves 60,000
Profit and Loss Account 36,000

96,000
H Ltd.'s = 4/5 (or 80%) x 96,000 76,800
Minority Interest= 1/5 (or 20%) x 96,000 19,200
2. Profit on revaluation of assets of 5 Ltd.
Profit on Machinery Rs. (3,60,000 - 2,40,000) 1,20,000
Less: Loss on Furniture Rs. {48,000 —36,000) (12,000])
MNet Profit on revaluation 1,08,000
H Ltd.'s share 4/5 = 1,08,000 86,400
Minority Interest 1/5 = 1,08,000 21,600
| 3. Post-acquisition reserves of S Ltd.
Total reserves 1,80,000
Less: Pre- acquisition reserves |&0,000)
Post-acquisition reserves 1,20,000
H Ltd.'s share 4/5 = 1,20,000 96,000
Minority interest 1/5 = 1,20,000 24,000
. 4, Post -acquisition profits of 5 Ltd,
| Post-acquisition profits (Profit & loss account balance less 24,000
pre-acquisition profits = Rs. 60,000 — 36,000)
Add: Excess depreciation charged on furniture @ 15% 1,800
on Rs. 12,000 i.e. (48,000 — 36,000)
25,800
Less: Under depreciation on machinery @ 10% (12,000}
on Rs. 1,20,000 i.e. (3,60,000 - 2,40,000)
Adjusted post-acquisition profits 13,800
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H Ltd."s share 4/5 x 13,800 11,040
Minority Interest 1/5 = 13,800 2,760
5. Minority Interest
Paid-up value of (24,000 ~ 19,200) = 4,800 shares
held by outsiders [.e. 2,40,000 X 20% 48,000
Add: 1/5th share of pre-acquisition profits and reserves 19,200
1/5th share of profit on revaluation 21,600
1/5th share of post-acquisition reserves 24,000
1/5th share of post-acquisition profit 2,760
1,15,560
6. Cost of Control or Goodwill
Price paid by H Ltd. for 19,200 shares (A) 3,84,000
Less: Intrinsic value of the shares
Paid-up value of shares held by H Ltd. i.e. 2,40,000 X 80% 1,92,000
Add: 4/5th share of pre-acquisition profits and reserves 76,800
4/5th share of profit on the revaluation 86,400
Intrinsic value of shares on the date of acquisition (B) 3,55,200
Cost of control ar Goodwill (A —B) 28,800
Consider the following information of subsidiary MINT Ltd.
2020-21 2021-22
Amountin® | Amountin®
Share Capital
Issued and subscribed 7500 Equity Shares of X 100 each 7,50,000 7,50,000
Reserve and Surplus
Revenue Reserve f 2,14,000 5,05,000
Securities Premium 72,000 2,07,000
Current Liabilities and Provisions
Trade Payables 2,90,000 2,456,000
Bank Overdraft - 1,70,000
Provision for Taxation 2,62,000 4,30,000
Non-current assets
Property, Plant and equipment {Cost) 9,20,000 9,20,000
Less: Accumulated Depreciation (1,70,000) (2,82,500)
7,50,000 6,37,500
Investment at Cost | - 5,30,000
Current Assets
Inventory 4,12,300 6,90,000
Trade Receivable 2,95,000 3,43,000
Prepaid expenses 78,000 65,000
Cash at Bank 52,700 42,500

Other Information:

(1)

MNT Ltd. is a subsidiary of LTC Ltd.

(2) LTC Ltd. values inventory on FIFO basis, while MINT Ltd. used LIFO basis. Te bring MINT Ltd.'s inventories
values in line with those of LTC Ltd,, its value of inventory is required to be reduced by % 5,000 at the end
of 2020-21 and increased by X 12,000 at the end of 2021-22, (Inventory of 2020-21 has been sold out
during the year 2021-22)

MNT Ltd. deducts 2% from Trade Receivables as a general provision against doubtful debts.

Prepaid expenses in MNT Ltd. include Sales Promotion expenditure carried forward of X 25,000 in 2020-
21 and X12,500in 2021-22 being part of initial Sales Promotion expenditure of X 37,500 in 2020-21, which

is being written off over three years. Similar nature of Sales Promotion expenditure of LTC Ltd. has been

(3)
(4]
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fully written off in 2020-21.

Restate the balance sheet of MNT Ltd. as on 31st March, 2022 after considering the above information for
the purpose of consolidation. Such restatement is necessary to make the accounting policies adopted by
LTC Ltd. and MNT Ltd. uniform. (MTP 10 Marks Sep’22, MTP 16 Marks Oct'21 & Oct’'23, PYP 10 Marks

Nov’'19, MTP 14 Marks Nov'24) (Same concept different figures MTP 12 Marks Apr 19)

Answer 18
Restated Balance Sheet of MINT Ltd. as at 315t March, 2022
Particulars Note No. (%)
I.  Equity and Liabilities
(1) Shareholder's Funds
! (a) Share Capital 7,50,000
~_{b) Reservesand Surplus 1 7,18,500
[2_] Current Liabilities
{a) Short term borrowings 2 1,70,000
(b) Trade Payahles 2,46,000
(¢} Short-term provision 3 4,30,000
Total 23,14,500
Il.  Assets
(1) MNen-current assets
(a) Property, Plant & Equipment 4 6,37,500
(b) Non-current Investment 5,30,000
(2) Current assets
(a) Inventories (6,90,000+12,000) 5 7,02,000
(b) Trade Receivables E""‘g;““ % 100 3,50,000
(e} Cash & Cash Equivalents 42,500
(d) Other current assets 6 52,500
Total 23,14,500
Notes to Accounts
1
1. | Reserves and Surplus
Revenue Reserve (refer W.N.) 5.11,500
Securities Premium 2,07,000 7,18,500
2, | Short term borrowings i
Bank overdraft 1,70,000
3. | Short-term provision
Provision for taxation 4,30,000
4, | Property, Plant and Equipment
Cost §.20,000
! Less: Depreciation to date (2,82,500) 6,37,500
5. | Inventories &,90,000
Increase in value as per FIFO 12,000 7,02,000
6. | Other current assets
F‘repaﬂ:! expenses (After adjusting sales promotion 52,500
expenses to be written off each year) (65,000 -12,500)
Working Note:
Adjusted revenue reserves of MINT Ltd.:
2 %
Revenue reserves as given 5,05,000
Add: Provision for doubtful debts (3,43,000 X 2/98) 7,000
Add: Increase in value of inventory 12,000 19,000
5,24,000 |
Less: Sales Promotion expenditure to be written off (12,500)
| Adjusted revenue reserve 5,11,500
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Sun Ltd. acquired 3,200 ordinary shares of % 100 each of Star Ltd. on 1st October, 2021. On 31st March,

2022, the balance sheets of the two companies were as given below:
Balance Sheet of Sun Ltd. and its subsidiary, Star Ltd. as at 31st March, 2022

Particulars Note No. Sun Ltd. (%) Star Ltd. (%)
I.  Equity and Liabilities
(1) Shareholder's Funds
(a) Share Capital 1 10,00,000 4,00,000
(b) Reserves and Surplus 2 5,94,400 3,64,000
(2) Current Liabilities
{a) Trade Payables 94,200 34,200
(b)Short term borrowings 3 1,60,000 -
Total 18,48,600 7,98 800
Il. Assets
(1) Nen-current assets
(a) Property, Plant and Equipment 4 7,80,000 6,30,000
(b) Nen-current Investments 5 6,80,000
(2) Current assets
(a) Inventeries 2,40,000 72,800
(b) Trade receivables 1,138,600 80,000
(¢} Cash & Cash equivalents 6 23,000 16,000
Total 18,48,600 7,98,800
Motes to Accounts
Sun Ltd, Star Ltd.
1 X
1 | Share Capital
10,000 shares of X 100 each, fully paid up 10,00,000
4,000 shares of £ 100 each, fully paid up 4.00,000
Total 10,00,000 4.,00,000
2 | Reserves and Surplus
General Reserves 4,80,000 2,00,000
Profit & loss 1,14,400 1,64,000
Total 5,94,400 3,64,000
3 | Short term borrowings
Bank overdraft 1,60,000
4 | Property plant and equipment
Land and building 3,00,000 3,60,000
Plant & Machinery 4,850,000 2, 70,000
Total /,80,000 6,30,000
5 | Non-current investments
Investment in Star Ltd. (at cost) 6,80,000
6 | Cash & Cash equivalents
Cash 29,000 16,000

The Profit & Loss Account of Star Ltd. showed a credit balance of X 60,000 on 1st April, 2021 out of which a
dividend of 10% was paid on 1st November, 2021; Sun Ltd. credited the dividend received to its Profit &
Loss Account. The Plant & Machinery which stood at X 3,00,000 on 1st April, 2021 was considered as worth

10.1-37
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% 3,60,000 on 1st October, 2021; this figure is to be considered while consolidating the Balance Sheets. The
rate of depreciation on plant & machinery is 10% [computed on the basis of useful lives). Prepare
consolidated Balance Sheet as at 31st March, 2022.

(MTP 20 Marks Oet’22) (Same concept different figures PYP 15 Marks Nev'20, MTP 15 Marks Sep’23, SM)

Answer 19
Consclidated Balance Sheet of Sun Ltd. and its subsidiary, Star Ltd. as at 31st March, 2022
Particulars Note No. (%)
I. Equity and Liabilities
(1) Shareholder's Funds
(a) Share Capital 1 10,00,000
(b) Reserves and Surplus 2 6,17,600
(2) anurit',r Interest 1,67,200
(3) Current Liabilities
(a) Trade Payables 3 1,29,000
(b} Short term borrowings 4 1,60,000
Total 20,73,800
Il. Assets
(1) MNon-current assets
(a) Property, Plant and Equipment 5 14,82,000
(b) Intangible assets 6 34,400
(2] Current assets
|a) Inventories ¥ 3,12,800
{b) Trade receivables 8 1,99,600
{c) Cash & Cash equivalents 9 45,000
Total 20,73,800
MNotes to Accounts
1 | Share Capital
10,000 shares of % 100 each 10,00,000
2 | Reserves and Surplus
Reserves 4,80,000
Profit & loss (Refer to W.N 8) 1,37,600
Total 6,17,600
3 | Trade Payables
Sun Ltd. 94,200
] Add: Star Ltd. 34,800 1,259,000
Total
4 | Short term borrowings
Banlk overdraft 1,60,000
5 | Property, plant and equipment
Land and building- Sun Ltd. 3,00,000
Add: Land and building- Star Ltd. 3,60,000 b6,60,000
Plant & Machinery {hef&r to W.N 7) 8,22,000
Total 14,82,000
6 | Intangible assets -
Goodwill (refer to W.N 6) 34,400
7 | Inventories
Sun Ltd, 2,40,000
Star Ltd.. 72,800
Total 3,12,800
8 | Trade Receivables
sun Ltd. 1,19,600
Star Ltd. 80,000 1,99,600
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Total
9 | Cash & Cash equivalents !
Cash of Sun Ltd 29,000
Add: cash of Star Ltd.. ! 16,000
Total | -| 45,000
Share holding Pattern
Total Shares of Star Ltd. 4,000 shares
Shares held by Sun Ltd. 3,200 shares i.e 80%
Minority Shareholding 800 shares i.e 20%

Werking Notes:
1. The dividend @ 10% on 3,200 shares - $32,000 received by Sun Ltd. should have been credited to the
investment A/c, being out of pre-acquisition profits. Sun Ltd., must pass a rectification entry, viz.
Profit & Loss Account Dr, % 32,000
To Investment < 32,000
2. The Plant & Machinery of Star Ltd. would stand in the books at % 2,85,000 on 1st Oct, 2021, considering
only six months’ depreciation on % 3,00,000 total depreciation being % 30,000. The value put on the assets
being % 3,60,000, there is an appreciation to the extent of * 75,000 (3,60,000 - 2,85,000).
3. Capital profits of Star Ltd.

% b
Reserve on 1st April, 2021 (Assumed there is ne movement in 2,00,000
reserves during the year and hence balance as on 1st April 2021 is
same as of 31st March, 2022)
Profit & Loss Account Balance on 1st April, 2021 60,000
Less: Dividend paid (40,000) 20,000
Profit for 2021-22:
Total % 1.64,000
Less: (% 20,000)
% 1,449,000
Proportionate upto 1st Oct, 2021 on time basis (X 1,44,000/2) 72,000
Appreciation in value of Plant & Machinery 75,000
3,67,000
_Less: 20% due to outsiders (73,400)
_H_c-_lain_g_Enmpany'S share 2,93,600
4. Revenue profits of Star Ltd.:
Profit after 1st Oct, 2021 [(1,64,000 — 20,000) x %] 72,000
Less: Depreciation
10% depreciation on % 3,60,000 for 6 months 18,000
Less: Depreciation already charged for 2nd half year on 3,00,000 (15,000) (3,000)
69,000
Less: 1/5 due to outsiders (13,800)
Share of Sun Ltd. 55,200
3. Minority interest:
Par value of 800 shares (4,00,000 X 20%) 80,000
Add: 1/5Capital Profits [WN 3] 73,400
1/5 Revenue Profits [WN 4] 13,800
1,67,200
6. Cost of Control:
| Amount paid for 3,200 shares E,ED,D_DD
Less: Dividend out of pre-acquisition profits (32,000} 6,48,000
Par value of shares 3,20,000 -
Capital Profits —share of Sun Ltd. [WN 3] 2,93,600 {6,13,600)
Cost of Control or Goodwill 34,400
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7. Value of Plant & Machinery:

Sun Ltd, 4,80,000
Star Ltd. 2,70,000
Add: Appreciation on 1st Oct, 2021 [3,60,000 - (3,00,000 - 15,000)] 75,000
3,45,000
Add: Deprecation for 2nd half charged on pre-revalued value 15,000
Less: Depreciation on %£3,60,000 for & months (18,000) 3,42,000
8,22,000
8. Profit & Loss Account {Consolidated):
Sun Ltd.as given 1,14,400
Less: Dividend transferred to Investment A/c (32,000 ) 82.400
Share of Sun Ltd.in revenue profits of Star Ltd.(WN 4) I 55,200
1,37,600

From the following information of Beta Ltd. and its subsidiary Gamma Ltd. drawn up at 31st March, 2021,

prepare a consolidated balance sheet as at that date:

Beta Ltd. | Gamma Ltd.
1 b
Share Capital:

Shares of Rs. 100 each 15,00,000 2,50,000
Reserves 2,00,000 1,687,500
Profit and Loss Account 2,50,000 62,500
Trade Payables 3,75,000 1,42,500
Property, plant and Equipment:

Machinery 7,50,000 2,25,000

Furniture 3,75,000 42,500
Other non-current assets 11,00,000 3,75,000
Non-current Investments:

Shares in Gamma Ltd.: 2,000 shares at Rs. 200 each 4,00,000

Other information:

Reserves and Profit and Loss Account of Gamma Ltd. stood at Rs. 62,500 and Rs. 37,500 respectively on the
date of acquisition of its B0% shares by Beta Ltd. on 1st April, 2020.
Machinery (Book-value Rs. 2,50,000) and Furniture (Book value Rs. 50,000) of Gamma Ltd. were revalued
at Rs. 3,75,000 and Rs. 37,500 respectively on 1st April, 2020 for the purpose of fixing the price of its shares.
[Rates of depreciation computed on the basis of useful lives: Machinery 10%, Furniture 15%.] (RTP May’22,

RTP May’20, SM, MTP 14 Marks Jul’24)

Answer 20
Consclidated Balance Sheet of Beta Ltd. and its Subsidiary Gamma Ltd. as at 31st March, 2021
Particulars Note No. (Rs.)
I.  Equity and Liabilities
(1) Shareholder's Funds
(a} Share Capital 15,00,000
(b) Reserves and Surplus % 2,61,500
(2) Minority Interest [W.N.5) 1,20,375
(3) Current Liahilities
(a) Trade Payables 2 5,17,500
Total 29,99,375
Il. Assets
(1) Non-current assets
{a) (i) Property, Plant & Equipment 3 14,94,375
(i) Intangible assets 4 30,000
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(b) Other non- current assets 14,75,000
Total 29,99,375
Motes to Accounts
Rs.
1. | Reserves and Surplus
Reserves 5,00,000
Add: 4/5th share of Gamma Ltd.'s post- 1,00,000| 6,00,000
acquisition reserves (W.N.3)
Profit and Loss Account 2,50,000
Add: 4/5th share of Gamma Ltd.'s post- 11,500 2,61,500
acquisition profits {W.N.4)
8,61,500
2. | Trade Payables
Beta Ltd, 3,75,000
Gamma Ltd. 1,42,500; 5,17,500
3. | Property, Plant & Equipment
Machinery
Beta Ltd. 7,50,000
Gamma Ltd. 2.50,000
Add: Appreciation 1,25,000
3,75,000
Less: Depreciation (37,500) 3,37,500
Furniture
Beta Ltd. 3,75,000
Gamma Ltd. 50,000
Less: Decrease in value (12,500)
37,500
Less: Depreciation (5,625) 31,875  14,94,37
4, | Intangible assets
Goodwill [WN 6] 30,000
5. | Other non-current assets
Beta Ltd. 11,00,000
Gamma Ltd, 3,75,000| 14,75,000
Working Notes:

1. Pre-acquisition profits and reserves of Gamma Ltd. Rs.
Reserves 62,500
Profit and Loss Account 37,500

1,00,000
Beta Ltd.'s = 4/5 x 1,00,000 80,000
Minority Interest = 1/5 x 1,00,000 20,000

2. Profit on revaluation of assets of Gamma Ltd.

Profit an Machinery Rs, (3,75,000 — 2,50,000) 1,25,000
Less: Loss on Furniture Rs. {50,000 - 37,500) 12,500
Met Profit on revaluation 1,12,500
Beta Ltd.'s share 4/5 = 1,12,500 90,000
Minority Interest 1/5 = 1,12,500 22,500
3.| Post-acquisition reserves of Gamma Ltd.

Post-acquisition reserves (Total reserve less pre-acquisition reserve 1,25,000
Rs. 1,87,500-62,500)

Beta Ltd.'s share 4/5 x 1,25,000 1,00,000
Minority interest 1/5 = 25,000 25,000
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4. Post -acquisition profits of Gamma Ltd.
Post-acquisition profits (Profit & loss account balance less pre- 25,000
acquisition
profits = Rs, 62,500 - 37,500)
Add: Excess depreciation charged on furniture @ 15% on Rs, 12,500 i.e. 1,875
(50,000 - 37,500
26,875
Less: Under depreciation on machinery @ 10% on Rs. 1,25,000 i.e. (12,500)
(3,75,000 — 2,50,000)
Adjusted post-acquisition profits 14,375
Beta Ltd.'s share 4/5 = 14,375 11,500
Minority Interest 1/5 = 14,375 2,875
5., Minority Interest
Paid-up value of {2,500 — 2,000} = 500 shares
held by outsiders i.e. 500 = Rs, 100 50,000
Add: 1/5th share of pre-acquisition profits and reserves 20,000
1/5th share of profit on revaluation 22,500
1/5th share of post-acquisition reserves 25,000 |
1/5th share of post-acquisition profit 2,875
6.! Cost of Control or Goodwiill 1,20,375
Paid-up value of 2,000 shares held by Beta Ltd, i.e. 2,000 = Rs. 100 2,00,000
Add: 4/5th share of pre-acquisition profits and reserves 80,000
4/5th share of profit on the revaluation 50,000
Intrinsic value of shares on the date of acquisition 3, 70,000
Price paid by Beta Ltd. for 2,000 shares 4,00,000
Less: Intrinsic value of the shares {3,70,000)
Cost of control or Goodwill 30,000

G Ltd.. and its subsidiary K Ltd. give the following information for the year ended 31stMarch, 2023:

Particulars G Ltd. K Ltd
Sales and other Income 3000 750
Increase in Inventory 730 100
Raw material consumed 600 100
Wages and Salaries 600 75
Production expenses 100 50
Administrative expenses 75 30
Selling and Distribution expenses 100 25
Interest 75 30
Depreciation 75 30

The following information is also given:

(i) G sold goods of X 200 crores to K Ltd. at cost plus 25%. [1/5th of such goods were still in inventory of K
Ltd. at the end of the year)

(ii) G Ltd. holds 75% of the Equity share capital of K Ltd. and the Equity share capital of K Ltd. is X B0O crores
on 01.04.2022 (date of acguisition of shares)

(iii) Administrative expenses of K Ltd. include X 5 crore paid to G Ltd. as consultancy fees. Also, selling and
distribution expenses of G Ltd. include % 20 crores paid to K Ltd. as commission,

Prepare a consolidated statement of Profit and Loss of G Ltd. with its subsidiary K. Ltd. for the year ended

31st March, 2023, (PYP 15 Marks May’23) (Same concept different figures MTP 15 Marks Mar'21, Apr'22,
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SM)
Answer 21
Consolidated statement of prefit and loss of G Ltd. and its subsidiary K Ltd. for the year ended on
31st March, 2023
Particulars Note No. % in Crores
I.  Revenue from operations 1 3,525
Il.  Teotal Income 3,525
. Expenses
Cost of material purchased/consumed 2 &50
Changes of inventories of finished goods 3 (842)
Employee benefit expense 4 675
Finance cost 5 105
Depreciation and amortization expense b 105
Other expenses 7 225
Total expenses 918
IV. Profit before tax (I1-111) 2,607
Motes to Accounts
R in Crores | X in Crores
1. | Revenue from operations
Sales and other income
G Ltd, 3,000
K Ltd, 750
2,750
Less: Inter-company sales (200)
Consultancy fees received by G Ltd. from K Ltd. (5)
Cammission received by K Ltd. from G Ltd. (20) 3,525
2. | Cost of material purchased/consumed
G Ltd. 200
K Ltd. 100
700
Less: Purchases by K Ltd. from G Ltd. (200) 500
Direct expenses (Production)
G Ltd. 100
K Ltd. 50 150
650
3. |Changes of inventories of finished goods
G Ltd. 750
K Ltd. 100
850
Less: Unrealized profits % 40 crores x 25/125 (8] 842
4. | Employee benefits and expenses Wages
and salaries:
G Ltd. 600
K Ltd. 75 @75
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5. | Finance cost Interest:
G Ltd. 75
K Ltd. 30 105
6. | Depreciation
G Ltd. 75
K Ltd. 30 105
7. | Other expenses
Administrative expenses
G Ltd. 15
K Ltd. 50
125
Less: Consultancy fees received by G Ltd. from K Ltd. (5) 120
Selling and distribution Expenses:
G Ltd. 100
K Ltd. 25
125
Less: Commission received by K Ltd. from G Ltd. (20) 105
225

Note:

The information (i) given in the question states that G Ltd. sold goods of X 200 crores to K Ltd. at cost plus
25%. In the above selution it has been considered that the amount of X 200 crores is sale value. Alternatively,
% 200 crores may be assumed as the cost of the goods sold. In that case, the solution will differ and will be as

follows:
Alternative solution:

Consolidated statement of profit and loss of G Ltd. and its subsidiary K Ltd. for the year ended on 31st March,

2023
Particulars MNote No. TinCrores
I.  Revenue from operations 1 3475
Il. Total Income 3,475
llIl. Expenses
Cost of material purchased/consumed 2 600
Changes of inventories of finished goods 3 (840)
Employee benefit expense 4 675
Finance cost 5 105
Depreciation and amortization expense b 105
Other expenses 7 225
Total expenses 870
IV. Profit before tax (l1-111) 2,605
Motes to Accounts
R in Crores 1in
Crores
1. |Revenue from operations
Sales and other income
G Ltd. 3,000
K Ltd. 750
3,750
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Less: Inter-company sales (250)
Consultancy fees received by G Ltd. from K Ltd. (5)
Commission received by K Ltd. from G Ltd. (20) 3,475

2. | Cost of material purchased/consumed
G Ltd. 600
K Ltd. 100
700
Less: Purchases by K Ltd. from G Ltd. {250) 450
Direct expenses (Production)
G Ltd, 100
K Ltd. 50 150
200
3. | Changes of inventories of finished goods
G Ltd. 750
K Ltd. 100
850
Less: Unrealized profits % 40 crores = 25/100 (10) 840
4, | Employee benefits and expenses Wages and salaries:
G Ltd. 600
K Ltd. A 675
5. |Finance cost Interest:
G Ltd. 75
K Ltd. 30 105
6. | Depreciation
G Ltd, i
I Ltd. 30 105
7. | Other expenses
Administrative expenses
G Ltd. 75
K Ltd. 50
125
Less; Consultancy fees received by G Ltd. from K Ltd. (5) 120
Selling and distribution Expenses:
G Ltd. 100
K Ltd. 25
125
Less: Commission received by K Ltd. from G Ltd. (20) 105
225

Exam Insights: Some of the examinees were not able to compute the correct amount of revenue from
operations. Consequently, they did not prepare the consolidation statement of profit and loss of the company
In the required manner as per Schedule 11| of the Companies Act, 2013,

On 1st February, 2024, Best Ltd. acquired 80% Equity shares of Cool Ltd. for X 14,80,000.
On 31st March, 2024, Best Ltd. also acquired 25% Equity shares of Good Ltd. for X 3,80,000.
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The following are the balances extracted from the books of Best Ltd., Cool Ltd., and Good Ltd. as on 31st

March, 2024 :

Particulars Best Ltd, Cool Ltd. Good Ltd.

Amount in X Amountin Amount inX
Equity Shares of X 100 each fully paid 30,00,000 20,00,000 10,00,000
Securities Premium - 2,20,000 -
9% Debentures 6,320,000 - 2,40,000
General Reserve 2,69,000 84,000 1,20,000
Profit & Loss Account {Credit Balance) 3,26,000 2,70,000 50,000
Investments 17,50,000 6,10,000 -
Property, Plant, and Equipment 18,90,000 18,14,000 12,10,000
Current Assets 9,65,000 5,60,000 2,25,000
Trade Payable {Including Bills Payable) 3,80,000 4,10,000 25,000
Sales and other income 56,00,000 38,00,000 27,00,000
Raw material consumed 36,50,000 31,20,000 22,30,000
Wages and Salaries 5,07,000 4,01,000 2,69,000
Production expenses 1,35,000 1,086,000 98,000

Additional information :

. The Profit and Loss account of Coel Ltd. showed a credit balance of X 30,000 on 1st April, 2023.
. The General Reserve balance is brought forward from the previous year.
. On 31st March, 2024, all the bills payable in Cool Ltd.'s balance sheet were acceptances in favour of
Best Ltd. However, on the date, Best Ltd. held only X 3,00,000 of these acceptances in hand, the rest
having been endorsed in favour of its creditor.
. Best Ltd. purchased goods costing % 5,00,000 from Cool Ltd. on 1st June, 2023 at a price of % 6,50,000.
The entire goods remain unsold with Best Ltd. at the end of the financial year.
. Best Ltd. is preparing Consolidated Financial Statements for the year ending 31.03.2024.

. You are required to calculate :

(1) Trade Payable (Consclidated)
{2) Current Assets (Consclidated)
(3) Minerity Interest

(4)
(3)
(€)
(7)
(8)
(9)

Profit & Loss Account (Consolidated)
General Reserve (Consolidated)

Revenue from Operations [Consolidated)
Cost of material purchased/consumed (Consclidated) (PYP 14 Marks Sep’24)

Goodwill/Capital Reserve on the acquisition of Cool Ltd.'s shares
Goodwill/Capital Reserve on the acquisition of Good Ltd.'s shares

Answer 22
1. Trade payable (Consalidated)
Best limited 3,80,000
Add: Cool Ltd 4,10,000
Less: Elimination ﬁ_,ﬂﬂ,ﬂﬂm
Total 4,90,000
2. Current assets (Consolidated)
Best limited 9,65,000
Add: Cool Ltd (3,00,000) 5,60,000
Less: Elimination of inter company owing
Less: Unrealized stock profit (1,50,000) (4,50,000)
Total 10,75,000
3. Minority interest Cool Ltd
Share Capital (20,00,000 x 20%) 4,00,000
Add: Securities premium (2,20,000 x 20%) 44,000
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Add: General Reserve (84,000 x 20%) 16,800
Add: Profit and loss balance 2,70,000
Less: Adjustrment of unrealised profit stock {1,50,000]
Balance 1,20,000
20% of above balance 24,000
Total 4,84,800
4. Goodwill/Capital Reserve on Acquisition of Cool Ltd.:
' Purchase Consideration 14,80,000
| Less: Share Capital (20,00,000 x 80%) 16,00,000
Less: Securities premium (2,20,000 x 80%) 1,76,000
Less: General Reserve (84,000 x 80%) 67,200
Less: Profit and loss balance opening (30,000 x 80%) 24,000
Less: Pre acquisition profits
(2,70,000-30,000) x 10/12 x 80% 1,60,000
Less: Unrealised profit stock (1,50,000 x 80%) 1,20,000 40,000
Capital Reserves 4,27,200
. Goodwill/Capital Reserve on Acquisition of Good Ltd.
Purchase Consideration 3,80,000
Less: Share Capital (10,00,000 x 25%) 2,50,000
Less: General Reserve {1 20,000 x 25%) 30,000
Less: Profit and loss balance (50,000 x 25?—15} 12,500
Goodwill 87.500
6. Profit and Loss Account ({Consolidated)
Best limited 3,26,000
_Add: Post acquisition profit of Cool Ltd
{(2,70,000-30,000) x 2/12180% 32,000
Total 3,.58000
7. General Reserve {Consclidated)
Best limited 2,659,000

With reference to para no 15 of AS 21 If an enterprise makes two or more investments in anather enterprise at
different dates and eventually obtains control of the other enterprise, the consclidated financial statements are
presented only from the date on which holding-subsidiary relationship comes in existence. If two or more
investments are made over a period of time, the equity of the subsidiary at the date of investment, for the
purposes of paragraph 13 above, is generally determined on a step-by-step basis; however, if small investments
are made over a period of time and then an investment is made that results in control, the date of the latest
investment, as a practicable measure, may be considered as the date of investment.,

And para no 22 of AS 21 The results of operations of a subsidiary are included in the consolidated financial
statements as from the date on which parent-subsidiary relationship came in existence. The results of
operations of a subsidiary with which parent- subsidiary relationship ceases to exist are included in the
consolidated statement of profit and loss until the date of cessation of the relationship. The difference between
the proceeds from the disposal of investment in a subsidiary and the carrying amount of its assets less liabilities
as of the date of disposal is recognised in the consolidated statement of profit and loss as the profit or loss
on the disposal of the investment in the subsidiary. In order to ensure the comparability of the financial
staternents from one accounting period to the next, supplementary information is often provided about the
effect of the acquisition and disposal of subsidiaries on the financial position at the reporting date and the
results for the reporting peried and on the corresponding amounts for the preceding period.
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8. Revenue [Consolidated) as per para no 15 and 22 of AS 21

Revenue of Best Ltd 56,00,000
Add: Revenue of Cool Ltd. (38,00,000 = 2/ 12) 6,33,333
62,33,333

9. Cost of materials purchased/consumed [Consolidated) as per para no 15 and 22 of AS 21
Raw material of Best Ltd 36,50,000
Add: Raw material of Cool Ltd (31,20,000x 2/12) 5,20,000
41,70,000

Multiple Choice Questions (MCQs)

1. Minority interest should be presented in the consolidated balance sheet [SM)]
(a) As a part of liabilities.
(b) As a part of equity of the parent’s shareholders.
c) Separately from liabilities and the equity of the parent’s shareholders,
{d) As a part of assets,
Ans: (c)
2. Minority of the subsidiary is entitled to (SM)
(a) Capital profits of the subsidiary company.
{b) Revenue profits of the subsidiary company.
{e) Both capital and revenue profits of the subsidiary company,
(d) Meither capital nor revenue profits of the subsidiary.
Ans: (c)

3. In consolidation of accounts of holding and subsidiary company is eliminated in full. (SM)
{a) Current liabilities of subsidiary company.
{b) Reserves and surplus of both holding and subsidiary company,
{c)] Mutual indebtedness,
{d) Nothing.
Ans: (e)

4. In consolidated balance sheet, the share of the outsiders in the net assets of the subsidiary must be shown
as (SM)
{a) Minority interest.
(b} Capital reserve.
(e} Current liability.
{d) Current assets,
Ans: (a)
5. Provision for Tax made by the subsidiary company will appear in the consclidated balance sheet as an item
of (SM]
{a) Current liability.
{b) Revenue profit.
{e) Capital profit.
{d) Current assets.
Ans: (a)
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Chapter 10.2: AS 23 & AS 27- Accounting for Investments in Associate’s in Consolidated Financial
Statements & Financial Reporting of Interests in Joint Ventures

CONCEPTS OF THIS CHAPTER
e Define terms: joint venture, joint contrel, contrel, venturer, investor
* Appreciate different forms of joint ventures
* Examine contractual arrangements for associate vs. joint venture control
» Evaluate and differentiate forms of joint ventures
* Present separate and consolidated financial statements of venturers
« Account for transactions between venturer and joint venture
* Define terms: associates, significant influence, control, equity method
e Use of equity method
* Apply equity method for accounting investments in associates
¢ Disclose contingencies in consolidated financial statements
« Comply with disclosure requirements in the standard

QUICK REVIEW OF IMPORTANT CONCEPTS

Definitions of the Terms used in the Accounting Standard

1. An associate is an enterprise in which the investor has significant influence and which is neither a subsidiary
nor a joint venture of the investor,
Significant influence :Any enterprise having 20% or more of the voting power or any interest directly or
indirectly in any other enterprise will be assumed to have significantly influence the other enterprise

unless proved otherwise,

2. A joint venture is a contractual arrangement whereby two or more parties undertake an economic activity,
which is subject to joint control,
* Two or more parties coming together
* \V\enturers undertake some economic activity
* Venturers have joint control on the economic activity
® There exists a contractual agreement

Associates Accounted For Using The Equity Method

The equity method is a methed of accounting whereby the investment is initially recorded at cost, identifying
any goodwill/capital reserve arising at the time of acquisition.

a. In CFS, investment is to be recorded at cost.

Any surplus or deficit in cost and net asset to be recorded as goodwill or capital reserve,

Distributions received from an investee reduce the carrying amount of the investment.

Any subsequent change in share in net asset is adjusted in cost of investment and goodwill /capital reserve,
Consolidated Profit & Loss shows the investor’s share in the results of operations of the investee

P oo o

Application of the Equity Method- Investment In the associate Is recorded at cost and any difference in the
cost and investor's share in equity on the date of acquisition is shown as goodwill or capital reserve.

Why Is Equity Method Of Accounting Adopted For Investment In Associates?
* |nvesting 20% to 50% in an associate reflects interest beyond dividends, including decision-making.
* Significant influence means responsibility for the associate’s performance, impacting returns,
* The investor includes the associate’s results in consolidated financial statements for better analysis and
ratio calculation.
Disclasure
» Disclose associates' listing, ownership interest, and voting power in consolidated financial statements.
* Equity-method investments in associates should be classified as long-term and disclosed separately in the
balance sheet and profit/loss statement, including extraordinary items.
e Differences in accounting policies should be disclosed if adjustments are impracticable.
® |f the eguity method is not used, the reason must be stated.
* Goodwill/capital reserve from associate acquisition should be disclosed separately within the investment
amount.,
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Forms Of Joint Ventures
Jointly Controlled Operations (JCO) | Jointly Controlled Assets (JCA) lointly Controlled Entities {JCE).

Following are the key features of JCO:
* Each venturer has a separate business.
* No separate entity is formed for the joint venture.
* \enturers create and maintain their own assets.
® FEach records only their transactions without separate books for the venture.
* A common agreement governs the venture,
e \enturers use their assets for the joint venture.
®* They meet their own liabilities and expenses.
* Revenue or income is shared as per the contract.
Jointly Controlled Assets (JCA)
* Noseparate legal identity exists.
* Jloint assets are under commaon control,
* \enturers use joint assets for economic benefit.
® Each venturer incurs their own expenses.
®*  Joint asset expenses are shared as per the contract.
* Venturers report only their share of assets, income, and expenses,
* No consolidation adjustments are needed as itemns are already in individual financial statements,
* Joint venture financial statements are optional, but internal reports may be prepared.
Jointly Controlled Entities (JCE)
* A new entity is created for the joint venture,
* Jloint control is established through a contractual agreement,
* The entity independently owns assets, incurs liabilities, manages expenses, and conducts sales.
e Net results are shared among venturers as per the agreement.
* The agreement defines joint control and venturer contributions.
* Contributions are recorded as an investment in the venturer’s financial statements
Transactions between a Venturer and Joint Venture
1. When venturer transfers or sells assets to Joint Venture, the venturer should recognise only that portion
of the gain or loss which is attributable to the interests of the other venturers.
2. The venturer should recognise the full amount of any loss only when the contribution or sale provides
evidence of a eduction in the net realisable value of eurrent assets or an impairment loss.
3. In case the joint venture is in the form of separate entity (i.e., JCE) then provisions of above the Para will
be followed only for consolidated financial staterment and not for venturer’s own financial statement. In
the books of venturer, profit or loss from such transactions are recognised in full,

Question & Answers

Describe the cases when AS 23 does not allow the use of equity method of accounting? (SM)

Answer 1
Equity method of accounting is to be followed by all the enterprises having significant influence on their
associates except in the following cases:

a. Control is intended to be temporary because the investment is acquired and held exclusively with a view
to its subsequent disposal in the near future.
The term ‘Mear Future’ is explained with AS 21,
Or;

b. It operates under severe long-term restrictions, which significantly impair its ability to transfer funds to the
investor.
In both the above cases, investment of investor in the share of theinvestee is treated as investment
according to AS 13,
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When is an investor required to discontinue the use of the equity methed of accounting? (SM)

Answer 2

An investor should discontinue the use of the equity method from the date that:

a. Itceases to have significant influence in an associate but retains, either in whole erin part, its investment.

b. The use of the equity method is no longer appropriate because the associate operates under severe long-
term restrictions that significantly impair its ability to transfer funds to the investor.

From the date of discontinuing the use of the equity method, investments in such associates should be accounted

for in accordance with AS 13, Accounting for Investments. For this purpose, the carrying amount of the

investrent at that date should be regarded as cost thereafter.

Bright Ltd. acquired 30% of East India Ltd. shares for X 2,00,000 on 01-06-20X1. By such an acquisition Bright
can exercise significant influence over East India Ltd. During the financial year ending on 31-03-20X1 East
India earned profits X 80,000 and declared a dividend of X 50,000 on 12-08-20X1. East India reported
earnings of X 3,00,000 for the financial year ending on 31-03-20X2 (assume profits to accrue evenly) and
declared dividends of % 60,000 on 12-06-20X2.

Caleulate the carrying amount of investment in:

Separate financial statements of Bright Ltd. as on 31-03-20X2;

Consclidated financial statements of Bright Ltd.; as on 31-03-20X2;

What will be the carrying amount as on 30-06-20X2 in consolidated financial statements? (SM)

Answer 3
(i) Carrying amount of investment in Separate Financial Statement of Bright Ltd. as on 31.03.20X2
{
Amount paid for investment in Associate (on 1,06.20X1) 2,00,000
Less: Pre-acquisition dividend (50,000 x 30%) (15,000)
Carrying amount as on 31.3.20X2 as per A5 13 1,85,000
(ii) Carrying amountof investment in Consolidated Financial Statements * of Bright Ltd. as on 31.3.20X2 as
per AS 23
3
Carrying amount as per separate financial statements 1,85,000
Add: Proportionate share of 10-month profit of Investee as per 75,000
equity method (30% of £3,00,000 x 10/12)
Carrying amount as on 31.3.20X2 2,60,000
(iii) Carrying amountofinvestment in ConsolidatedFinancial Statement of Bright Ltd. as on 30.6.20X2 as
per AS 23
{
Carrying amount as on 31.3.20X2 2,60,000
Less: Dividend received (60,000 x 30%] (18,000)
Carrying amount as on 30.6.20X2 2,42,000

Wivi Tsu Limited acquired 60% stake in Short Limited for a consideration of Rs. 112 lakhs. On the date of
acquisition Short Limited's Equity Share Capital was Rs. 100 lakhs, Revenue Reserve was Rs. 40 lakhs and
balance in Profit & Loss Account was Rs. 30 lakhs. From the above information you are required to calculate
Goodwill / Capital Reserve in the following situations:

(i) On consolidation of Balance Sheet.

(ii) If Wivi Tsu Limited showed the investment in subsidiary at a carrying amount of Rs. 104 lakhs.
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{iii) If the consideration paid for acquiring the 60% stake was Rs. 92 lakhs. (PYP 5 Marks, Jul’'21)

Answer 4
Rs.
60% of the Equity Share Capital Rs. 100 Lakhs 60
60% of Accumulated Reserve Rs, 70 Lakhs (40+30) Lakhs 42
| Book value of shares of Short Ltd. 102

(i) Goodwill / Capital Reserve computation on consolidation of balance sheet
Long Ltd. paid a positive differential of Rs. 10 Lakhs (112 - 102). This differential Rs. 10 Lakhs is called
goodwill and is shown in the balance sheet under the head intangibles

[ii) If Long Ltd. showed the investment in Short Ltd. at carrying amount of Rs. 104 Lakhs, then the goodwill

will be Rs. 2 Lakhs,
[iii) If the consideration paid is Rs. 92 lakhs, then there would have been capital reserve amounting Rs. 10

Lakhs (102- 92).

Exam Insights: Few examinees erred in calculation of goodwill / capital reserve in the given situations.

A Ltd. invested % 1,00,000 to acquire 10% stake (Investment |) in B Ltd. and later invested % 3,00,000 to acquire
additional 20% (Investment Il). The net asset value of the B ltd. at the respective investment dates was %
7,50,000 and X 12,50,000 respectively. Determine whether B Ltd. is an associate of A Ltd. Also, calculate
geodwill arising on the acquisition of the associate. (RTP Jan’25)

Answer 3
As per para 3 of AS 23 an associate is an enterprise in which the investor has significant influence and which is

neither a subsidiary nor a joint venture of the investor. Significant influence may be gained by share ownership,
statute or agreement. As regards share ownership, if an investor holds, directly or indirectly through
subsidiary(ies), 20% or more of the voting power of the investee, it is presumed that the investor has significant
influence, unless it can be clearly demonstrated that this is not the case. In this case, A Ltd. has invested 30 % in
B Ltd. so B Ltd. is to be considered as an associate of A Ltd.

The goodwill arising on the acquisition of the associate will be computed as follows:

%
Investment | 1,00,000
Share of net assets (10 percent of £ 7,50,000}) [75,000)

- Goodwill (A) 25,000
Investment || 3,00,000
Share of net assets (20 percent of X 12,50,000) (2,50,000)
Goodwill (B) 50,000

| Total goodwill (A + B) 75,000

A Ltd. acquired 25% of shares in B Ltd. as on 31.3.20X1 for X 3 lakhs. The Balance Sheet of B Ltd. as on
31.3.20X1 is given below:

2

Share Capital 5,00,000
Reserves and Surplus 5,00,000
10,00,000

Fixed Assets 5,00,000
investments 2,00,000
Current Assets 3,00,000

10,00,000
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During the year ended 31.3.20X2 the following are the additional information available:

(i) A Ltd. received dividend from B Ltd., for the year ended 31.3.20X1 at40% from the Reserves.

(i) B Ltd., made a profit after tax of X 7 lakhs for the year ended 31.3.20X2.

(iii) B Ltd., declared a dividend @ 50% for the year ended 31.3.20X2 on 30.4.20X2.
A Ltd. is preparing Consolidated Financial Statements in accordance with AS21 for its various
subsidiaries. Calculate:

[i) Goodwill if any on acquisition of B Ltd.'s shares.

(i) How A Ltd., will reflect the value of investment in B Ltd,, in theConsolidated Financial Statements?

(iii) How the dividend received from B Ltd. will be shown in the ConsolidatedFinancial Statements? (SM)

Answer b
In terms of AS 23, B Ltd. Will be considered as an associate company of A Ltd. as shares acquired represent to
more than 20%.

(i) Calculation of Goodwiill (% in lakhs)
Amount paid towards acquisition of stake in B Ltd. 3.00
Less: Pre-acquisition dividend (%5,00,000 x 40% x 25%) 0.50
Cost of Investment in B Ltd. 2.50
Less: Share in the value of Equity of B Ltd. (2.00)

as at the date of investment

[25% of %10 lakhs (%5 |lakhs + %5 lakhs -% 2 lakhs)]

Goodwill 0.50
(ii) A Ltd.
Consclidated Profit and Loss Account for the year ended 31" March, 20X2 (An extract)
% in lakhs
Other income:
Share of profits in B Ltd. 1.75
Pre-acquisition Dividend received from
B Ltd. 0.50
Transfer to investment A/c {0.50]) Mil
(iii) A Ltd.
Consolidated Balance Sheet as on 31.3.20X2 [An extract)
% in lakhs
Mon-current investments
Investment in B Ltd.
Cost of Investment in B Ltd. l.SDi
Share of profit for year 20X1 - 20X2 1.75]
4.25
Add: Goodwill NIL 4.25

Working Notes:

1. Pre-acquisition dividend received from B Ltd. amounting to X050 lakhs will be reduced from
investment value in the booksof A Ltd.

2. B Ltd. made a profit of %7 lakhs for the year ended 31st March, 20X2. A Ltd.'s share in the profits of
%7 lakhs is £1.75 lakhs,
Investment in B Ltd, will be increased by % 1,75 lakhs and consolidated profit and loss account of A Ltd. will
be creditedwith % 1.75 lakhs in the consolidated financial statement of A Ltd.

3. Dividend declared on 30th April, 20X2 will not be recognized in the consclidated financial statement of A
Ltd.

Hill Ltd. has a share capital of 50,000 shares @ ¥ 100 per share. Sun Ltd. acquired 15% shares in Hill Ltd. on
1.4.2024. It also acquired all the 5,000, 12% convertible debentures of X 100 each of Hill Ltd. These
debentures will be converted at par into equity shares of Hill Ltd. after 3 years. State whether, as per AS 23,
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Hill Ltd. is an Associate of Sun Ltd. or not with reasons? {RTP Sep’24)

Answer 7

As per para 3 of AS 23 ‘Accounting for Investments in Associates in Consolidated Financial Statements’, an
associate is an enterprise in which the investor has significant influence and which is neither a subsidiary nor a
joint venture of the investor,

Standard further explains in para 4 that as regards share ownership, if an investor holds, directly or indirectly
through subsidiary (ies), 20% or more of the voting power of the investee, it is presumed that the investor has
significant influence, unless it can be clearly demonstrated that this is not the case. Conversely, if the investor
holds, directly or indirectly through subsidiary (ies), less than 20% of the voting power of the investee, it is
presumed that the investor does not have significant influence, unless such influence can be clearly
dermonstrated,

Further as per an explanation to para 4 of the standard, for the purpose of classification of associate, the
potential equity shares of the investee held by the investor will not be taken into account for determining the
voting power of the investor, In other words, the voting power should be determined on the basis of the current
autstanding securities with voting rights,

As per the information given in the question, Sun Ltd. presently helds indirectly 22.7% shares (with and without
voting rights) (Refer W.N.) in Hill Ltd. However, the current outstanding securities with voting rights in Hill Ltd. is
only 15% and the remaining holding is on account of potential equity shares, Since potential equity shares do
not have voting rights they will not be taken into consideration while determining the significant influence of
Sun Ltd. on Hill Ltd, Hence, Hill Ltd. is not an associate of Sun Ltd,

Working Note:

Calculation of percentage of helding of shares after conversion

%
Current holding is 15% i.e. 7,500 shares of X 100 each 7,50,000
Potential equity shares i.e. 5,000 shares of X 100 each 5,00,000

Total share capital of Hill Ltd. after conversion of debentures into equity shares 55,00,000
will be = % 50,00,000 + % 5,00,000 =
Percentage of holding =< (12,50,000/55,00,000) x 100= 22.7% approx.

Multiple Choice Questions [MCQs)

1. Which of the statements are correct.
An enterprise can influence the significant economic decision making bymany ways like:
(iv) Representation on the board of directors or governing body of theinvestee.
{v) Participation in policy-making processes.
[(vi) Interchange of managerial personnel.
{vii) Provision of essential technical information. ([SM)
(a) Statement (i) and (ii) are correct.
{b) Statement (i), (ii} and (iii) are correct,
{c) Statement (i), (i), (iii) and (iv) are correct.
(d) Statement (i} and (iii) are correct.
Ans: ()

2. A Ltd. is holding 20% share in B Ltd. and 10% shares in C Ltd., and B Ltd. is holding 11% shares in C Ltd.
Identify which of the statements are incorrect.
(i) In this case, A Ltd. is parent of B Ltd.
(ii)) As far as the relationship between A Ltd. and C Ltd. is concerned, A Ltd. has a total of direct and
indirect holding of (10% + 90% of 11%) 19.9 %in C Ltd.
(iii) C Ltd. is an associate of A Ltd. {S\M)]

(a) Statement (ii) is incorrect.
(b) Staterment (iii) is incorrect.

(c] Statement (ii) and (iii) both are incorrect.
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(d} All statements are incorrect.
Ans: (a)

3. A Ltd. acquired 10% stake of B Ltd. on April 01 and further 15% on October 01 of the same year. Other
information is as follows:
Cost of Investment for 10% X 1,00,000 and for 15% X 1,55,000
Net asset on April 01 % 8,50,000 and on October 01 % 10,00,000.
What is the amount of goodwill or capital reserve arising on significantinfluence? (SM)
(a) Goodwill = % 10,000,
(b) Goodwill = % 20,000
{c) Capital Reserve = % 10,000,
(d) Capital Reserve =% 20,000,
Ans: (b}

4. Capital Reserve =X 20,000. 4. A Ltd. acquired 10% stake of B Ltd. on April 01 and further 15% on October
01 during the same year. Other information is as follow:
Cost of Investment for 10% X 1,00,000 and for 15% X 1,45,000
Net asset on April 01 % 8,50,000 and on October 01 % 10,00,000.
What is the amount of goodwill or capital reserve arising on significantinfluence? (SM)
(a) Goodwill = % 10,000.
(b} Goodwill = % 20,000,
(c) Capital Reserve = % 10,000,
(d) Capital Reserve = % 20,000,
Ans: (a)

5. identity which of the statements are corract.

(i) In case an associate has made a provision for proposed dividend (i.e. dividend declared after the
reporting period but it pertains to that reporting year) in its financial statements, the investor's share
of the results of operations of the associate should be computed without taking into
consideration the proposed dividend.

(i) In case an associate has made a provision for proposed dividend (i.e. dividend declared after the
reporting period but it pertains to that reporting year) in its financial statements, the investor's share
of the results of operations of the associate should be computed after taking into consideration the
proposed dividend.

{iii) The potential equity shares of the investee held by the investor shouldnot be taken into account
for determining the voting power of the investor.

liv) The potential equity shares of the investee held by the investor shouldbe taken into account
for determining the voting power of the investor. (SM)

{a) Statement (i) and (iii).

{b) Statement (ii) and (iv).

{c) Statement (i) only.

{d) Statement [iii) only.

Ans: (a)
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CHAPTER 11.1: PREPARATION OF FINANCIAL STATEMENTS

CONCEPTS OF THIS CHAPTER
(o
e Maintain account books for a company #® Statutory books of a company
* Prepare financial statements as per Schedule || of Companies Act, 2013
* Appreciate divisible profits and dividends LDR Questions
Q12 Q14
Q16

QUICK REVIEW OF IMPORTANT CONCEPTS

Declaration and Payment of Dividend
a company may declare dividend out of the accumulated profits earned by it in previous years and transferred
by it to the reserves, in the event of inadequacy or absence of profits in any year,

* The rate of dividend declared should not exceed the average of the rates at which dividend was declared by
it in the three years immediately preceding that year: provided that this sub-rule should not apply to a
company, which has not declared any dividend in each of the three preceding financial years,

¢ The total amount to be drawn frem such accumulated profits should not exceed one-tenth of the sum of its
paid-up share capital and free reserves as appearing in the latest audited financial statement,

* The amount so drawn should first be utilised to set off the losses incurred in the financial year in which
dividend is declared before any dividend in respect of equity shares is declared.

* The balance of reserves after such withdrawal should not fall below 15% of its paid up share capital as
appearing in the latest audited financial statement.

e No company should declare dividend unless carried over previous |osses and depreciation not provided in
previous year are set off against profit of the company of the current year the loss or depreciation,
whichever is less, in previous years is set off against the profit of the company for the year for which dividend

is declared or paid.
BALANCE SHEET

Particulars Note No. | Figures as atthe | Figures as at the
end of current end of previous
reporting period | reporting period

1 2 3 4

1. EQUITY AND LIABILITIES
Shareholders' funds
a Share capital HKH KKK
b Reserves and Surplus XHH KHX
c Maoney received against share warrants KKK KNX
2. Share application money pending allotment XXX XXX
3. Nen-current liabilities KUK KX
3 Long-term borrowings HHH MK
b Deferred tax liabilities (Net) KX XHX
C Other long-term liabilities KKK HHX
d Long-term provisions HHK XXX
4 Current liabilities XXX XXX
a Short-term borrowings NNX NNX
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b Trade Payables XX XXX
(A) total outstanding dues of micro KKK HHH
enterprises and small enterprises; and
(B) total outstanding dues of creditors other KKK XAK
than micro enterprises and small enterprises.
€ Other current liabilities XN KX
d Short-term provisions XN KK
Total HHN NN
ASSETS XXX XHX
1 Nen-current assets XX KHX
a |l Property, plant and Equipment KKK HHK
i | Intangible assets XXX XX
iii | Capital Work-in-progress KKK HHH
iv | Intangible assets under development KKK XK
b Non-current investments KKK HHK
c Deferred tax assets (Net) XX XHX
d Long-term loans and advances XKX HHX
e Other non-current assets XHX HHX
2 Current assets KKK XXX
a Current investments KKK HHX
b Inventories KHX XXX
c Trade receivables XN XX
d Cash and cash equivalents KX XHX
e Short-term loans and advances KKK HHK
f Other current assets XXX HHH
Total XN XXX
STATEMENT OF PROFIT AND LOSS
Particulars Mote | Figures for the Figures for the
No. current reporting previous reporting
period period
1 2 3 4
. Revenue from operations HHK HHK
1. Other income HHN HKX
. | Total Income (| + 1) XN KKX
IV. | Expenses: KUK XHX
Cost of materials consumed XHX KX
Purchases of Stock-in-Trade NN KHX
Changes in inventories of finished goods KX XXX
work-in-progress KKK XKX
and Stock-in-Trade HAK HHK
Employee benefits expense MUK HKX
Finance costs K HHN
Depreciation and amortization expense MK WHH
Other expenses XHX XKX
Total expenses
W, Profit before exceptional and extracordinary items and XXX KKK
tax (111-1V)
Wi, Exceptional items HHK HHX
Vil. | Profit before extraordinary items and tax (V - VI) XX XHX
VIIl. | Extraordinary ltems KKK XKX
IX. Profit before tax (VII- VIII) HHK HHX
X Tax expense: XHXK XXX
(1) Current tax KHN KKK
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(2) Deferred tax KX NKX K wMx
Xl Profit (Loss) for the period from continuing operations XX XHX
(MI-W11T)
Xl | Profit/(loss) from diseontinuing operations KKK XXNZL
Xlll | Tax expense of discontinuing operations MUK HHK
XV | Profit/(loss) from Discontinuing operations {after tax) KN HKX
(XI1-X111)
XV | Profit {Loss) for the period (Xl + XIV) XXX KKX
XV| | Earnings per equity share:
(1} Basic XXX KKK
(2) Diluted MK KKK

Question & Answers

State under which head these accounts should be classified in Balance Sheet, as per Schedule Il of the
Companies Act, 2013:

(i} Share application money received in excess of issued share capital.

(ii) Share option outstanding account.

(iii) Unpaid matured debenture and interest accrued thereon.

{iv) Uncalled liability on shares and other partly paid investments.

(v)] Calls unpaid. (RTP Nev'21, SM)

Answer 1

(i} Current Liabilities/ Other Current Liabilities
(i) Shareholders Fund / Reserve & Surplus

[iii) Current liabilities/Other Current Liabilities
liv) Contingent Liabilities and Commitments
(v] Shareholders Fund / Share Capital

A company sold 20% of the Goods on Cash Basis and the balance on Credit basis.

Debtors are allowed 1.5 month'’s credit and their balance as on 31st March, 2021 is X 1,50,000. Assume that
sale is evenly spread throughout the year.

Purchases during the year ¥ 9,50,000

Closing stock is X 10,000 less than the Opening Stock. Average stock maintained during the year % 60,000.
Direct Expenses amounted to % 35,000

Calculate Credit sales, Total sales and Gross profit for the year ended 31" March, 2021. (PYP 5 Marks,
Dec’21)

Answer 2
Calculation of Credit Sales, Total Sales and Gross Profit

Credit Sales for the year ended 31" March, 2021 = Debtors X

12 Mownths

1.5 manths

=1,50,000 X :“‘ﬂ = Rs. 12,00,000

3 monchs

Total Sales for the year ended 2020-21 = Credit Sales X —ZHDT

LODog

=Rs. 12,00,000 X
B0

= Rs. 15,00,000

Trading Account for the year ended 31st March, 2021
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s 2
To Opening stock 65,000 | By Sales 15,00,000
To Direct expenses 35,000 | By Elnsing Stock 55,000
To Purchases 9,50,000
To Gross profit 5,05,000
15,55,000 15,55,000

Woerking Note:

Calculation of opening stock and closing stock

If closing stock is x then opening stock is x+10,000

Average stock % 60,000

Average stock = Opening stock + Closing stock /2

Thus, opening stock is % 65,000 and closing stock is % 55,000,

EXAM INSIGHTS: Many did not calculate the correct amount of Opening and Closing Stock. Consequently,
they were not able to complete the credit sales, total sales and gross profit for the year,

Summarized Balance Sheet of Cloth Trader as on 31.03.2023 is Eiuen below:

Liabilities Amount Assets Amount
(%) (%)

Proprietor's Capital 3,00,000 | Fixed Assets 3,60,000
Profit & Loss Account 1,25,000 | Clesing Stock 1,50,000
10% Loan Account 2,10,000 | Sundry Debtors 1,00,000
Sundry Creditors 50,000 | Deferred Expenses 50,000
| cash & Bank 25,000

6,85,000 6,85,000

Additional Information is as follows :

(1)

(2)
(3)
(4)
(5)
(6)

(7)
(8)
(9)

The remaining life of fixed assets is 8 years. The pattern of use ofthe asset is even. The net realisable
value of fixed assets on 31.03.2024 was %3,25,000.

Purchases and Sales in 2023-24 amounted to X 22,50,000 and $27,50,000 respectively.

The cost and net realizable value of stock on 31.03.2024 were %2,00,000 and 2,50,000 respectively.
Expenses for the year amounted to X78,000.

Deferred Expenses are amortized equally over 5 years.

Sundry Debtors on 31.03.2024 are X 1,50,000 of which % 5,000 is doubtful. Collection of another % 25,000
depends on successful re-installation of certain product supplied to the customer;

Closing Sundry Creditors are % 75,000, likely to be settled at 10% discount.

Cash balance as on 31.03.2024 is $4,22,000.

There is an early repayment penalty for the loan of X25,000.

You are required to prepare Profit & Loss Account for the year 2023-24 (Not assuming going concern). (MTP
4 Marks July’24)

Answer 3
Profit and Loss Account for the year ended 2023-24 (not assuming going concern)
Particulars Amount Particulars Amount
3 X
To Opening Stock 1,50,000 | By Sales 27,50,000
To Purchases 22,50,000 | By Closing Stock 2,50,000
To Expenses™ 78,000 | By Trade payables 7,500
To Depreciation 35,000
To Provision for doubtful debts 30,000
To Deferred cost 50,000
To Loan penalty 25,000
To Net Profit (b.f.) 3,89,500
30,07,500 30,07,500

11.14
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From the following information, prepare extract of Balance Sheet of A Limited along with notes making
necessary compliance of Schedule |1l to the Companies Act, 2013:

Amount (%)
Loan Funds
(a) Secured Loans 18,12,000
{b) Unsecured Loan - Short term from bank 2,25,000
Other information is as under:
Secured Loans
Term Leans from:
Banks 8,95,000
Others 9,17,000
18,12,000
Current Maturities of long-term loan from Bank 1,24,000
Current Maturities of long- term loan from Others 85,000

There was no interest accrued / due as at the end of the year. Current maturities of long-term loans
amounting  2,09,000 is included in the value of secured loans of X 18,12,000.

(MTP 5 Marks Apr'23 & MTP 5 Marks Nov'21)

Answer 4
Extract of Balance Sheet of A Ltd
Particulars Note No. Amount
Nen - Current Liabilities
Long term borrowings i 16,03,000
Current Liabilities
Shart term borrowings 2 4,34,000
Other current liabilities 3 2,009,000
Notes to Accounts
1. | Long-Term Borrowings
Term loans — Secured
- From banks 8,95,000
- From other parties 9,17,000
18,12,000
Less: Current maturities of long-term debt (Refer Note 3) (2,09,000)
16,03,000
2. | Short-Term Borrowings
(Unsecured loan)
- from bank 2,25,000
3. Other Current Liabilities
Current maturities of long-term debt
- From banks 1,24,000
- From others 85,000
2,059,000

Question 5

XYZ Ltd. proposes to declare 10% dividend out of General Reserves due to inadequacy of profits in the year

ending 31-03-2020.

From the following particulars ascertain the amount that can be utilized from general reserves, according to

the Companies Rules, 2014:

(Rs.)
8,00,000 Equity Shares of Rs. 10 each fully paid up 80,00,000
General Reserves 25,00,000
Revaluation Reserves e,50,000
MNet profit for the year 142,500
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Average rate of dividend during the last five years has bean 12%.

(MTP 5 Marks Apr’21, MTP 5 Marks Apr’22, RTP May’21, MTP 4 Marks Aug’24)

Answer 5

Amount that can be drawn from reserves for (10% dividend on Rs. 80,00,000 i.e. Rs. 8,00,000]
Profits available

Current year profit

Amount which can be utilized from reserves (Rs. 8,00,000-1,42,500)

Conditions as per Companies [Declaration of dividend out of Reserves) Rules, 2014
Condition |

Rs. 1,42,500

Rs.6,57,500

Since 10% is lower than the average rate of dividend (12%), 10% dividend can be declared.

Condition Il
Maximum amount that can be drawn from the accumulated profits and reserves should not exceed 10% of
paid-up capital plus free reserves ie. Rs. 10,50,000 [10% of (80,00,000 + 25,00,000)]

Condition Il

The balance of reserves after draw! Rs, 18,42,500 (Rs. 25,00,000 - Rs. 6,57,500} should not fall below 15 % of its

paid-up capital ie. Rs, 12,00,000 {15% of Rs. 80,00,000]

Since all the three conditions are satisfied, the company can withdraw Rs. 6,57,500 from accumulated reserve

las per Declaration and Payment of Dividend Rules, 2014).

You are required to prepare a Balance Sheet as at 31st March 2020, as per Schedule lll of the Companies

Act, 2013, from the following information of Mehar Ltd.:

Particulars Amount Particulars Amount
(Rs.) (Rs.)
Term Loans (Secured) 40,00,000 | Investments [non-current) 9,00,000
Trade payables 45,80,000 | Profit for the year 32,00,000
Cash and Bank Balances 38,40,000 | Trade receivables 49,00,000
Staff Advances 2,20,000 | Miscellaneous Expenses 2,32,000
Other advances (given by Co.) 14 823,000 | Loan from other parties 8,00,000
Provision for Taxation 10,20,000 | Provision for Doubtful Debts 80,000
Securities Premium 19,00,000 | Stores 16,00,000
Loose Tools 2,00.000 | Finished Goods 30,00,000
General Reserve 62,00,000 | Plant and Machinery {WDV) 2,14,00,000

Additional Information: -
1. Share Capital consists of -
(a) 1,20,000 Equity Shares of Rs. 100 each fully paid up.

(b) 40,000, 10% Redeemable Preference Shares of Rs. 100 each fully paid up.
2. Write off the amount of Miscellaneous Expenses in full, amounting Rs. 2,32,000.

(MTP 14 Marks Apr'22, Apr'21, Oct’23 & Aug’24) (Same concept different figures RTP Nov'18)

Answer 6

Balance Sheet of Mehar Ltd. as at 315 March, 2020

Note 2
| EQUITY AND LIABILITIES:
{1} | (a) | Share Capital 1 1,60,00,000
(b) | Reserves and Surplus Z 1,10,68,000
{2) | Non-current Liabilities
Long term Borrowings-
Terms Loans (Secured) 40,00,000
(3) | Current Liahilities
(a) | Trade Payables 45,80,000
(b} | Other current liahilities 3 8,00,000
() | Short-term Provisions (Provision for taxation) 10,20,000
Total 3,74,68,000

11.1-6
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Il ASSETS

(1) | Mon-current Assets

(a)} | Property, Plant and Equipment

4 2

14,000,000

(b) | Mon- current Investments

9,00,000

(2) | Current Assets:

(a) | Inventories

48,00,000

(b) | Trade Receivables

48,20,000

le) | Cash and Cash Equivalents

38,40,000

(d) | Short-term Loans and Advances

17,08,000

Total

3,

74,68,000

MNotes to accounts

(%)

1. | Share Capital

Authorized, issued, subscribed & called up

1,20,000, Equity Shares of % 100 each

1,20,00,000

40,000 10% Redeemable Preference Shares of 100 each

40,00,000

1,60,00,000

2. | Reserves and Surplus

Securities Premium Account

19,00,000

General reserve

62,00,000

Profit & Loss Balance

Opening balance -

Profit for the period

32,00,000

Less: Miscellaneous Expenditure
written off

(2,32,000)

29,68,000

1,10,68,000

3. | Other current liabilities

Loan from other parties

8,00,000

4. | Property, plant and equipment

Plant and Machinery (WDV)

2,14,00,000

5. Inventories

Finished Goods

30,00,000

Stores

16,00,000

Loose Tools

2,00,000

48,00,000

6. | Trade Receivables

Trade receivables

45,00,000

Less: Provision for Doubtful Debts

(80,000)

48,20,000

7. | Short term loans & Advances

Staff Advances™

2,20,000

Other Advances*

14,88,000

17,08,000

*Considered to be short term.

Question 7

Shweta Ltd. has the Authorized Capital of Rs. 15,00,000 consisting of 6,000 6% Preference shares of Rs. 100
each and 90,000 equity Shares of Rs.10 each. The following was the Trial Balance of the Company as on 31st

March, 2018:
Particulars Dr. Cr.
Investment in Shares at cost 1,50,000
Purchases 14,71,500
Selling Expenses 2,37,300
Inventory as at the beginning of the year 4,35,600
Salaries and Wages 1,56,000
Cash on Hand 36,000
Interim Preference dividend for the half year to 30" September 18,000
Bills Receivable 1,224,500
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Interest on Bank overdraft 29,400

Interest on Debentures up-to 3oth Sep (15t half year) 11,250

Debtors 1,50,200

Trade payables 2,63,550
Freeshold property at cost 10,50,000

Furniture at cost less depreciation of Rs. 45,000 1,05,000

6% Preference share capital 6,00,000
Equity share capital fully paid up €,00,000
5% mortgage debentures secured on Freehold properties 4,50,000
Income t;x—paid in advance for the current year 30,000 =1
Dividends 12,750
Profit and Loss A/c (opening balance) 85,500
Sales (Net) 20,11,050
Bank overdraft secured by hypothecation of stocks and 4,50,000
receivables

Technical knowhow fees at cost paid during the year 4,50,000

Audit fees 18,000

Total 44,72,850 44,72,850

You are required to prepare the Profit and Loss Statement for the year ended 31st March, 2018 and the
Balance Sheet as on 31st March, 2018 as per Schedule Ill of the Companies Act, 2013 after taking into

account the following -
1. Closing Stock was valued at Rs. 4,27,500.

2. Purchases include Rs. 15,000 worth of goods and articles distributed among valued customers.

3. Salaries and Wages include Rs. 6,000 being Wages incurred for installation of Electrical Fittings which

were recorded under "Furniture”.

4. Bills Receivable include Rs. 4,500 being dishonoured bills. 50% of which had been considered

irrecoverable.

ol A

Provide Provision for taxation Rs.12,000.

Bills Receivable of Rs. 6,000 maturing after 315 March were discounted.
Depreciation on Furniture to be charged at 10% on Written Down Value.
Investment in shares is to be treated as non-current investments.

Interest on Debentures for the half year ending on 315 March was due on that date.

10.Technical Knowhow Fees is to be written off over a period of 10 years.

11.Salaries and Wages include Rs. 30,000 being Director's Remuneration.

12.Trade receivables include Rs. 18,000 due for more than six months. (RTP May’19)

(Same concept different figures & lesser adjustments Nev'21)

Answer 7
(a) Statement of Profit and Loss of Shweta Ltd. for the year ended 315t March, 2018
Particulars Note Rs.
| Revenue from Operations 20,11,050
Il | Other income (Divided income) 12,750
Il | Total Revenue (| &+ |I) 20,23,800
IV | Expenses:
{a) Purchases (14,71,500 — Advertisement Expenses 15,000) 14,56,500
(b) Changes in Inventories of finished Goads / Work in progress 8,100
(4,35,600 — 4,27,500)
{¢) Employee Benefits expense 9 1,20,000
{d) Finance costs 10 51,900
{e) Depreciation & Amortization Expenses 11,100
[10% of (1,05,000 + 6,000}]
{f} Other Expenses 11 3.,47,550
Total Expenses 19,95,150

T e e




WV | Profit before exceptional, extraordinary items and tax (ll1-1V) 28,650
VI | Exceptional items -
VIl | Profit before extra ordinary items and tax (V-1V} 28,650
VIl | Extraordinary items -
I1X | Profit befare tax (VII-VIII) 28,650
X | Tax expense:;
Current Tax 12,000
Xl | Profit/Loss for the period (after tax) 16,650
Balance sheet of Shweta Ltd. as on 315 March, 2018
Particulars as on 31st March Note
|
(1) | Shareholders’ funds:
(a) Share capital 1 12,00,000
(b} Reserves and surplus 2 66,150
(2) | Nencurrent liabilities:
Long term borrowings 3 4,50,000
(3) | Current liabilities:
: (a) Short term borrowings 4 4,50,000
(b) Trade payables 2,63,550
(c) Other current liabilities 5 29,250
Total 24,58,950
Il | ASSETS
(1) | Non-current Assets
(a) Property, Plant & Equipment
[i} Tangible assets 6 11,49,900
[il) Intangible assets 7 4,05,000
(b) Moncurrent investrments {Shares at cost) 1,50,000
Current Assets:
la) Inventories 4,27.500
(b) Trade receivables 8 2,72,550
(¢) Cash and Cash equivalents — Cash on hand 36,000
(d) Short term loans and advances —Income tax (paid 18,000
30,000-Provision 12,000)
Total 24,58,950
Note: There is a Contingent liahility for Bills receivable discounted with Bank Rs. 6,000,
Motes to accounts
(Rs.)
1. | Share Capital
Authorized 9,00,000
90,000 Equity Shares of Rs. 10 each
6,000 6% Preference shares of Rs. 100 each 6,00,000 15,000,000
Issued, subscribed & called up
60,000, Equity Shares of Rs. 10 each 6,00,000
6,000 6% Redeemable Preference Shares of 100 each 6,00,000 12,00,000
2. Reserves and Surplus
Balance as on 1st April, 2017 85,500
Add: Surplus for current year 16,650 1,02,150
Less: Preference Dividend 36,000
Balance as on 31st March, 2018 66,150
i Long Term Borrowings
5% Mortgage Debentures [Secured against Freehold Properties) 4,50,000
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4. | Short Term Borrowings
Secured Borrowings: Loans Repayable on Demand Overdraft from
Banks (Secured by Hypothecation of Stocks & Receivables) 4,50,000
5. Other Current liabilities
Interest Accrued and due on Borrowings (5% Debentures) 11,250
Unpaid Preference Dividends 18,000 29,250
6. Tangible Property, Plant & Equipment
Furniture
Furniture at Cost Less depreciation Rs. 45,000 (as given in Trial 1,05,000
Balance
Add: Depreciation 45,000
Cost of Furniture 1,50,000
Add: Installation charge of Electrical Fittings wrongly included under 6,000
the heading Salaries and Wages
Total Gross block of Furniture A/c 1,56,000
Accumulated Depreciation Account: 45,000
Opening Balance-given in Trial Balance
Depreciation for the year: 10,500
On Opening WDV at 10% i.e. (10% x 1,05,000)
On additional purchase during the year 600
at 10% i.e. (10% x 6,000)
Less: Accumulated Depreciation 56,100 99,900
Freehold property (at cost) 10,50,000
11,459,900
[ Intangible Fixed Assets
Technical knowhow 4,50,000
Less: Written off 45,000 4,05,000
8. | Trade Receivables
Sundry Debtors (a) Debt outstanding for more than six months 18,000
(b} Other Debts (refer Warking Note) 1,34,550
Bills Receivable (1,24,500 -4,500) 1,20,000 2,72,550
9. Employee benefit expenses
Amount as per Trial Balance 1,56,000
Less: Wages incurred for installation of electrical fittings to be 6,000
capitalised
Less: Directors® Remuneration shown separately 30,000
Balance amount 1,20,000
10. |Finance Costs
Interest on bank overdraft 29,400
Interest on debentures 22,500 51,900
11. | Other Expenses
Payment to the auditors 18,000
Director®s remuneration 30,000
Selling expenses 2,37,300
Technical knowhow written of (4,50,000/10) 45,000
Advertisement (Goods and Articles Distributed) 15,000
Bad Debts (4,500 x50%) 2,250 3,47,550
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Werking Note
Calculation of Sundry Debtors-Other Debts
Sundry Debtors as given in Trial Balance 1,50,300
Add Back: Bills Receivables Dishonored 4,500
1,54,800
Less: Bad Debts written off — 50% Rs. 4,500 (2,250)
Adjusted Sundry Debtors 1,52,550
Less: Debts due for more than 6 months (as per information given) (18,000)
Total of other Debtors i.e. Debtors outstanding for less than & months 1,34,550
The following is the Trial Balance of Viwit Su Ltd., as on 31st March, 2021:
Dr. Cr.

Equity Capital (Shares of < 100 each) 8,05,000
5,000, 6% preference shares of 100 each 5.00,000
9% Debentures 4,00,000
General Reserve 40,00,000
Profit & Loss Afc (of previous year) 72,000
Sales 60,00,000
Trade Payables 10,40,000
Prevision for Depreciation on Plant & Machinery 1,72,000
Suspense Account 40,000
Land at cost 24,00,000
Plant & Machinery at cost 7,70,000
Trade Receivables 19,60,000
Inventories (31-03-2020) 9,50,000
Bank 2,30,900
Adjusted Purchases 22.,32,100
Factory Expenses 15,00,000
Administration Expenses 3,00,000
Selling Expenses 14,00,000
Debenture Interest 36,000
Goodwill 12,50,000

1,30,29,000 | 1,30,29,000

Additional Information:

(i} The authorized share capital of the company is:
5,000, 6% preference shares of X 100 each 5,00,000
10,000, equity shares of X 100 each 10,00,000

Issued equity capital as on 15t April 2020 stood at X 7,20,000, that is 6,000 shares fully paid and 2,000

shares X 60 paid. The directors made a call of 40 per share on 15t October 2020. A shareholder could
not pay the call on 100 shares and his shares were then forfeited and reissued @ X 90 per share as
fully paid.

(i) On 31st March 2021, the Directors declared a dividend of 5% on equity shares, transferring any amount
that may be required from General Reserve. Ilgnore Taxation,

(iii) The company on the advice of independent value wishes to revalue the land at % 36,00,000.

(iv) Suspense account of X 40,000 represents 31st March 2021, the Directors declared a dividend of 5%
on equity shares, transferring any amount that may be required from General Reserve. Ignore
Taxation. amount received for the sale of some of the machinery on 1-4-2020. The cost of the
machinery was % 1,00,000 and the accumulated depreciation thereon being X 30,000.

(v) Depreciation is to be provided on plant and machinery at 10% on cost.

(vi) Amortize 1/5th of Goodwill.

You are required to prepare H Limited Balance Sheet as on 31-3-2021 and Statement of Profit and Loss with
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notes to accounts for the year ended 31-3-2021 as per Schedule Ill of the Companies Act, 2013. Ignore

previous years' figures & taxation. ([PYP 20 Marks Jul’'21)

Answer B
Viwit Su Ltd
Balance Sheet as at 315t March 2021
Particulars Note No Amount in %
Equity and Liabilities
. Shareheolders’ Funds
a. Share Capital 1 13,00,000
b. Reserves and Surplus 2 53,91,900
Il. Non-Current Liabilities
a. Long Term Borrowings 3 4,000,000
lll. Current Liabilities
a. Trade Payables 4 10,40,000
b, Other Current Liabilities 5 70,000
Total 82,01,900
Assets
.  MNon-Current Assets
a. Property, Plant and Equipment 6 40,61,000
b. Intangible Assets 7 10,00,000
Il. Current Assets
a. Inventories 9.50,000
b. Trade Receivables 15,60,000
c. Cashand Cash equivalents 2,30,900
Total 82,01,900
Statement of Profit and Loss for the year ended 315t March 2021
Particulars Nete No Amount in %
. Revenue from operations 60,00,000
Total Revenue &0,00,000
Il. Expenses
Purchases (adjusted) 22,32,100
Finance Costs 3 36,000
Depreciation and Amortization 9 3,17,000
Other Expenses 10 32,30,000
Total Expenses 58,15,100
IIl. Profit/{Loss) for the period 1,384,900
Motes to Accounts (Amount in %)
1 Share Capital
a. Authorized Capital
5,000, 6% Preference shares of £ 100/- each 5,00,000
10,000 Equity Shares of 100/- each 10,000,000
15,00,000
b. Issued & Subscribed Capital
5,000, 6% Preference shares of $100/- each 5,00,000
8,000, Equity shares of 100/- each 8,00,000
Total 13,000,000
2 Reserves & Surplus
Capital Reserve (100 X {90-40}) 5,000
Revaluation Reserve (36,00,000-24,00,000) 12,00,000
General Reserve 40,00,000
Surplus 1,584,900
Add: Balance from previous year 72,000
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Less: Dividends declared (70,000)
Profit/(Loss) carried forward to Balance Sheet 1,86,900
Total 53,91,900
3 Long-Term Borrowings
Secured
9% Debentures 4,00,000
4 | Trade Payables 10,40,000
5 Other Current Liabilities
Dividend Payable
Preference Dividend 30,000
Equity Dividend 40,000
Total 70,000
6 Property, Plant and Equipment
Land
Opening balance 24,00,000
Add: Revaluation Adjustment 12,00,000
Closing Balance 36,00,000
Plant and Machinery
Opening Balance 7.70,000
Less: Disposed off (1,00,000)
Depreciation (2,09,000)
Closing Balance 4,611,000
Total 40,611,000
7 Intangible Assets
Goodwill 12,50,000
Less: Amortized {1,1"51he} (2,50,000)
Total 10,00,000
8 | Finance Costs
Debenture Interest 36,000
9 Depreciation and Amortization
Plant and Machinery 67,000
Goodwill 2,50,000
Total 3,17,000
10 | Other Expenses
Factory Expenses 15,00,000
Selling Expenses 14,00,000
Administrative Expenses 3,00,000
Loss on sale of Plant and Machinery
Book Value
(1,00,000-30,000) 70,000
Less: Sale Value (40,000) 30,000
Total 32,30,000
Note
1. The inventories (31.3,20) amounting % 89, 50,000 {given in the trial balance of the Question) should have
been as closing inventory i.e. as on 31.3.21, |n the above solution, this inventory has been considered as
closing inventary i.e. for 31.3.21. If this is considered as inventory of 31.3.20, the closing inventary (as on
31.3.21) will not be available for the balance sheet as on 31.3.21 and in that case, the balance sheet will
not tally without using suspense account amounting £ 9,50,000,
2. The financial statements given in the above Answer include adjustment for dividend declared on 31st

March, 2021, strictly, as per the information given in the Question. However, practically dividends are
declared in the annual general meetings which take place after the reporting date.
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EXAM INSIGHTS : Large number of examinees were not able to prepare the statement of profit and loss
and Balance sheet of the company as per Schedule 11| of the Companies Act, 2013 from the given ledger
balances and additional information provided in the question. Further, notes to accounts prepared by the
examinees were also not as per the prescribed format.

Cuestion 9

The following is the Trial Balance of Anmal Ltd as on 31st March 2022

Debit Balance Amount (%) Credit Balances Amount (%)
Purchases 82,95,000 | Sales 1,25,87,000
Wages and Salaries 12,72,000 | Commission 72,500
Rent 2,20,000 | Equity Share Capital 10,00,000
Rates and Taxes 50,000 | General Reserve 10,00,000
Selling & Distribution 4,36,000 | Surplus (P&L Afc) 01.04.2021 8,75,500
Expenses
Directors Fees 32,000 | Securities Premium 2,50,000
Bad Debts 38,500 | Term Loan from Public 1,02,00,000
Interest on Term Loan 8,05,000 | Sector Bank
Land 24,00,000 | Trade Payables 55,08,875
Factory Building Plant 36,80,000 | Provision for Depreciation:
and Machinery 62,50,000 | On Plant & Machinary 9,37,500
Furniture and Fittings 8,25,000 | On Furniture and Fittings 82,500
Trade Receivables 64,75,000 | On Factory Building 1,384,000
Advance Income Tax Paid 37,500 | Provision for Doubtful Debts 25,000
Stock (1°" April,2021) 9,25,000 | Bills Payable 1,25,000
Bank Balances 9,75,000
Cash on Hand 1,31,875
Total 3,28,47,875 | Total 3,28,47,875

Following information is provided:

{1} The Autherized Share Capital of the Company is 2,00,000 Equity Shares of X 10 each. The Company has

issued 1,00,000 Equity Shares of X 10 each.
(2) Rentof® 20,000 and Wages of X 1,56,500 are outstanding as on 31st March, 2022,

(3] Provide Depreciation @ 10% per annum on Plant and Machinery, 10% on Furniture and Fittings and 5%

on Factory Building on written down value basis,
(4) Closing Stock as on 31st March, 2022 is X 11,37,500.
(5) Make a provision for Doubtful Debt @ 5% on Debtors.
[6) Make a prevision of 25% for Corporate Income Tax.
{7} Transfer X 1,00,000 to General Reserve.

(8] Term Loan from Public Sector Bank is secured against Hypothecation of Plant and Machinery.

Installment of Term Loan falling due within one year is X 17,00,000.
(3) Trade Receivables of X 85,600 are outstanding for more than six months.
(10) The Board declared a dividend @10% on Paid up Share Capital on 5 th April, 2022.

You are required to prepare Balance Sheet as on 31st March 2022 and Statement of Profit and Loss with

Note to Accounts for the year ending 31st March, 2022 as per Schedule
Il of the Companies Act, 2013. Ignore previous years® figures. (PYP 20 Marks Nov’22)

Answer 9
Balance Sheet of Anmol Ltd. as at 31st March, 2022
Particulars Note T
No

Equity and Liabilities
1 | Shareholders’ funds




a | Share capital 1 10,00,000
b | Reserves and Surplus 2 24,776,462
2 | Nen-current liabilities
a Long-term borrowings 3 85,00,000
3 Current liabilities
a | short-term borrowing (Installment of term loan 17,00,000
falling due in one year)
Trade Payables i 4 56,33,875
¢ | Other current liahilities 5 1,76,500
d | Short term provisions (provision for tax) 1,16,988
Total 1,96,03,825
ASSETS
1 | Nen-current assets ;
a | PPE 6 1,11,70,700
2 | Current assets
a Inventories 11,37,500
b | Trade receivables 7 61,51,250
¢ | Cash and bank balances 8 11,06,875
d | Short term loans & advances (Advance tax paid) 37,500
1,96,03,825
Statement of Profit and Loss of Anmol Ltd. for the year ended 31st March, 2022
Particulars Motes Amount
[y Revenue from operations 1,25,87,000
Il. | Other income (Commission income] 72,500
I1l. | Total Income (I + 11} 1,26,59,500
V. | Expenses:
Purchases of Inventory-in-Trade 82,95,000
Changes in inventories of finished goods work-in- g (2,12,500)
progress and lnventory-in-Trade
Employee benefits expense 10 14,28,500
Finance costs (interest on term loan) 8,05,000
Depreciation 7,.80,300
Other operating expenses 11 10,95,250
Total expenses 1,21,91,550
V. | Profit (Loss) for the periad (III - IV) 4,67,950
VI, | (-) Tax (25%) 11,16,988)
VIl | PAT 3,50,962
Motes to accounts
2
1| Share Capital 20,00,000
Equity share capital
Authorized
2,00,000 equity shares of % 10 each
lssued & subscribed
1,00,000 equity shares of % 10 each 10,00,000
2 | Reserves and Surplus
General Reserve 10,00,000
Add: current year transfer 1,00,000 11,00,000
Profit & Loss balance
Opening balance: Surplus P & L Afc 8,75,500
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Profit for the year 3,50,962
Less: Appropriations:
Transfer to General reserve (1,00,000) 11,26,462
Securities premium 2,50,000
24,76,462
3 | Long-term borrowings
Term loan frem public sector bank 1,02,00,000
(Secured by hypothecation)
Less: Installment of Term loan falling due within ene year (17,00,000)
Total 85,00,000
4 | Trade payables
Trade payables 55,08.875
Bills payable 1,25,000 56,33,875
5| Other current liabilities
Rent outstanding 20,000
Wages and Salaries Outstanding 1,556,500 1,76,500
6 | PPE (Note 2)
Land 24,00,000
Factory Buildings 33,21,200
Plant & Machinery 47,81,250
Furniture & Fittings 6,68,250
Total 1,11,70,700
7 | Trade receivables
Debtors Outstanding for peried exceeding & months 85,600
Other debts 63,89,400
Less: Provision for doubtful debt (323 750) 61,51,250
8 | Cash and bank balances
Cash and cash equivalents
Bank balance 9 75,000
Cash on hand 1,31,875 11,06,875
9 | Changes in Inventories
Opening Inventory 9,25,000
Less: Closing Inventory (11,37,500)
Change (2,12,500)
10| Employee benefit expense
Wages and Salaries 12,72,000
Add: Wages and Salaries Outstanding 1,56,500 14,28,500
11| Other operating expenses
Rent 2,20,000
Add: outstanding 20,000 2,40,000
Rates and Taxes 50,000
Selling & Distribution expenses 4,36,000
Bad debts 38,500
Provision for Doubtful Debts (3,23,750-25,000) 2,898,750
Director’s fee 32,000
Total 10,595,250
Note:
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1. The final dividend will not be recognized as a liability at the balance sheet date (even if it is declared after
reporting date but before approval of the financial statements) as per Accounting Standards, Hence, it
has not been recognized in the financial statements for the year ended 31 March, 2022. Such dividends

will be disclosed in notes only.
2, Calculation of depreciation:

Book Accumulated WDV Current year Current year

value depreciation Depreciation WDV
Land 24,00,000 24,00,000 24,00,000
Factory building 36,80,000 1,84,000 | 34,96,000 1,74,800 33,21,200
Plant & Machinery 62,50,000 9,37,500  53,12,500 5,31,250 47,81,250
Furniture & Fittings 8,25,000 82,500 7,42,500 14,250 6,68,250
Total 7,80,300 1,11,70,700

Exam Insights: Most of the examinees were not able to classify the various items in the Balance
Sheet and Statement of Profit and Loss as per Schedule Ill format prescribed under the Companies
Act, 2013. They also failed to compute the correct amount of depreciation and profit before tax.

Question 10

The following balances are extracted from the books of Travese Limited as on 31st March 2023:

Particulars Amount (%)
Debit Credit
7% Debentures 48,45,000
Plant & Machinery (at cost) 37,432,400
Trade Receivable 35,70,000
Land 97,37,000
Debenture Interest 3,39,150
Bank Interest 13,260
Sales 47,22,600
Transfer Fees 38,250
Discount received 66,300
Purchases 28,86,600
Inventories 1.04.2022 497,250
Factory Expenses 2,538,060
Rates, Taxes and Insurance 85,025
Repairs 1,49,685
Sundry Expenses 1,27,500
Selling Expenses 26,520
Directors Fees 38,250
Interest on Investment for the year 2022-2023 55,000
Provision for depreciation 5,96,700
Miscellaneous receipts 1,42,800

Additional infermation:

(i) Closing inventory on 31.03.2023 is X 4,76,850,

(ii) Miscellaneous receipts represent cash received from the sale of the Plant on 01.04.2022. The cost of
the Plant was X 1,65,750 and the accumulated depreciation thereon is X 24865.

{iii) The Land is re-valued at 1,08,63,000.

(iv) Depreciation is to be provided on Plant & Machinery at 10% p.a. on cost.
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(v] Make a provision for income tax @ 25%.

(vi) The Board of Directors declared a dividend of 10% on Equity shares on 4th April, 2023.

You are required to prepare a Statement of Profit and Loss as per Schedule il of the Companies Act, 2013
for the year ended 31.03.2023. (Igneore previous year figures) (PYP 10 Marks May’'23)

Answer 10
Statement of Profit and Loss of Travese Limited. for the year ended 31st March, 2023
Particulars Notes Amount
l. Revenue from operations 1 47,22,600
Il. Other income 2 1,61,465
I, | Total Income (I + 1) 48,84,065
V. | Expenses:
Purchases of Inventory-in-Trade 28,86,600
Changes in inventories of finished goods, work-in 3 20,400
progress and Inventory-in-Trade
Finance costs 4 3.52,410
Depreciation and amortization expenses 5 3,57,765
Other expenses 6 6,65,040
Total expenses 42,82,215
V. | Profit (Loss) for the periad (lll - IV) before tax 6,01,850
VI | Provision for tax (1,50,463)
VIl | Profit for the period 4,51,387
Motes to accounts
ht
1 Revenue from operations
Sale 47,22,600
2 Other Income
Transfer fees 38,250
Discount received 66,300
Interest on Investment 55,000
Profit on sale of plant 1,915
Total 1,61,465
3 Changes in inventories of finished goods, woerk-in-

Progress and Inventory-in-Trade

Opening Inventory 4,97,250
Less: Closing Inventory (4,76,850) 20,400
Total 20,400
4 Finance costs
Interest on Debentures 3,39,150
Bank Interest 13,260
Total 3,52,410
5 Depreciation and Amortization expenses
Depreciation on Plant & Machinery 3,57,765
(10% x 37,43,400 - 1,65,750)
6 Other expenses
, Factory expense 2,58,060
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Rent, Taxes and Insurance 65,025
Repairs 1,49,685
Sundry expenses 1,27,500
Selling expenses 26,520
Directors fees 38,250

Total 6,65,040

Note:

The final dividend will not be recognized as a liability at the balance sheet date (even if it is declared after
reporting date but before approval of financial statements) as per accounting standards. Hence, it is not
recognized in the financial statement for the year ending 31st March 2023. Such dividend will be disclosed in
notes only.

Exam Insights: Large number of examinees were not able to prepare the Balance sheet of the company as
per Schedule IIl of the Companies Act, 2013 from the given ledger balances and additional information
provided in the guestion. Moreover, notes to accounts were also not given by them as part of the answer.

From the following particulars furnished by Wivitzu Ltd., prepare the Balance Sheet as on 31st March 2023
as required by Division | of Schedule Ill of the Companies Act, 2013.

Particulars Debit X Credit X

Equity Share Capital (Face value of X 100 each) 25,00,000

Call in Arrears 2,500

Land & Building 13,75,000

Plant & Machinery 13,12,500

Furniture 1,25,000

General Reserve 5,25,000

Loan from State Financial Corporation 3,75,000

Inventories:

Raw Materials 1,25,000

Finished Goods 500,000  6,25,000

Provision for Taxation 3,20,000

Trade receivables 5,00,000

Advances 1,06,750

Profit & Loss Account 2,16,750

Cash in Hand 75,000

Cash at Bank 6,17,500

Unsecured Loan 3,02,500

Trade creditors (for Goods and Expenses) 5,00,000
47,39,250| 47,39,250

The following additional information is also provided:

[i} 5,000 Equity shares were issued for consideration other than cash.

lii) Trade receivables of X 1,30,000 are due for more than 6 months.

liii) The cost of the Assets was:
Building X 15,00,000, Plant & Machinery X 17,50,000 and Furniture X 1,56,250

[iv) The balance of X 3,75,000 in the Loan Account with State Finance Corporation is inclusive of X 18,750 for
Interest Accrued but not Due. The loan is secured by hypothecation of Plant & Machinery.

v} Balance at Bank includes X 5,000 with Global Bank Ltd., which is not a Scheduled Bank.

[vi) Bills Receivable for 1,60,000 maturing on 15th June, 2023 has been discounted.

(vii] Provide to doubtful debts @ 5% on trade receivables. (RTP Nov'232) (Same concept different figures MTP
14 Marks Jul’24)
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Answer 11
Wivitzu Ltd.
Balance Sheet as on 31st March, 2023
Particulars Notes B
Equity and Liabilities
1 Shareholder’s funds
a | Share capital 1 24,97,500
b | Reserves and Surplus 2 7,16,750
2 MNon-current liabilities
Long-term borrowings 3 6,58,750
3 Current liabilities
a | Trade Payables 5,00,000
b | Other current liabilities 4 18,750
c Short-term provisions S 3,20,000
Total 47,11,750
Assets
1 Non-current assets
Property, Plant and Equipment & 28,12,500
2 Current assets
a | Inventories 7 6,25,000
b | Trade receivables 8 4,75,000
¢ | Cash and cash equivalents 9 6,92,500
d | Short-term loans and advances 1,06,750
Total 47,11,750
ontingent Liabilities and Commitments (to the extent not provided
Fi:r:l Contingent Liabilities: Bills discounted but not matured 1,60,000
Motes to accounts
%
1 | Share Capital
Equity share capital
lssued & subscribed & called up & paid-up
25,000 Equity Shares of X 100 each (of the above 5,000 shares have
been issued for consideration other than cash) 25,00,000
Less: Calls in arrears (2,500) 24,597,500
Total 24,97,500
2 | Reserves and Surplus
General Reserve 5,25,000
Surplus (Profit & Loss Afc 2,16,750
Less: provision for debtors 25,000 1,91,750
Total 7,16,750
3 | Long-term borrowings
Secured Term Loan
State Financial Corporation Loan (3,75,000-18,750) 3,56,250
(Secured by hypothecation of Plant and Machinery) Unsecured Loan
3,02,500
Total 6,58,750
4 | Other current liabilities
Interest accrued but not due on loans (SFC) 18,750
5 | Short-term provisions
Pravision for taxation 3,20,000

Property, Plant and Equipment
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Land and Building 15,00,000
Less: Depreciation (1,25,000) 13,75,000
Plant & Machinery 17,50,000
Less: Depreciation (4,37,500} 13,12,500
Furniture & Fittings 1,56,250
Less: Depreciation (31,250) 1,25,000
Total 28,12,500
7 | Inventories
Raw Materials 1,25,000
Finished goods 5,00,000
Total 6,25,000
8 | Trade receivables
Outstanding for a period exceeding six months 1,30,000
Other Amounts 3,70,000
Less: Provision for doubtful debts (25,000)
Total 4,75,000
9 | Cash and cash equivalents
Cash at bank
with Scheduled Banks 6,12,500
with others (Global Bank Ltd.} 5,000 6,17,500
Cash in hand 75,000
Total 6,92,500
S LOR
The following is the Trial Balance of Falgun Ltd., as on 31st March, 2023:
Particulars Debit Amt.| Credit Amt.
in (X) in (%)
Equity Share Capital (Fully paid-up shares of X 100 each) 10,00,000
10% Preference Share Capital of Face Value T 100 each 4,00,000
General Reserve 2,85,000
2,000 10% Debentures of X 100 each 2,00,000
Securities Premium Account 50,000
Land [at Cost) 7,00,000
Plant and Machinery 14,70,000
Furniture 4,00,000
Provision for Depreciation - Plant and Machinery 3,00,000
Provision for Depreciation - Furniture 1,950,000
Trade Receivables 3,10,000
Trade Payables 72,000
Cash-in-Hand 1,324,000
Cash-at-Bank 3,05,000
Bank Over Drafts from Nationalized bank (Long Term) 2,00,000
(Secured by Hypothecation of Stocks)
6% Secured Loan from State Finance Corporation (repayable after 3 4,50,000
years) (Secured by Hypothecation of Plant and Machinery)
Unclaimed Dividend 23,000
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Loan from Director (Short Term) 1,00,000
Adjusted Purchases 2,25,000
Closing Stock 1,12,000
Sales 8,46,000
Carriage Inward 17,200
Miscellaneous Expenses 10,200
Selling and Distribution Expenses 46,600
Depreciation 1,80,000
Salaries 72,000
Director's Fees 40,000
Travelling Expenses (include X 50,000/- for foreign tour) 1,30,000
Profit and Loss Account 40,000
Office Expenses 28,000
Rent Received 24,000
Total 41,80,000 | 41,80,000

(i)

(i)
(iil)
(i)

(v)
(vi)
[vii)
[viii)
(ix)
(x)

(i)
(xit)

Additional Information:

Authorized Capital - divided into -

|a) 20,000 equity shares of X 100 each.

[b) 10,000 10% preference shares or X 100 each

Equity shares include, 2,500 equity shares issued for consideration other than cash

The company has land professionally valued and decides to include it in the Balance sheet at its
valuation of % 8,50,000.

It is proposed to capitalize part of the undistributed profits by making bonus issue to the shareholders
by allocating one equity share of X 100 each for every 5 shares held.

Trade Receivables of X 46,000 are due for more than six- months. There is no doubtful amount.
Depreciation expenses include depreciation of ¥ 1,10,000 on Plant and Machinery and that of < 70,000
on Furniture.

Cash-at-Bank include X 55,000 with Desire Bank Ltd., which is not scheduled Bank.

Miscellaneous expenses included X 5,000 being audit fees paid to auditors.

Bill Receivables for X 35,000 maturing on 31st July, 2023 has been discounted.

Balance of secured loan from State Finance Corporation is inclusive of X 36,000 for interest accrued but
not due.

Directors declared final dividend @ 8% on 6th April, 2023, transferring any amount that may be required
from General Reserve. I[gnore Taxation.

Interest on debenture for the year is outstanding as on 31st March, 2023. You are required to prepare
Balance Sheet as on 31st March, 2023 and Statement of Profit and Loss with Notes to Accounts for the
year ending 31st March, 2023 as per Schedule (il of the Companies Act, 2013. Ignore previous years'
figures. (lgnore taxation). (All workings should form part of the answer) (PYP 20 Marks Nov'23)

Answer 12

Statement of Profit and Loss of Falgun Ltd. for the year ended 31st March, 2023

Particulars Motes X

Revenue from operations 8,46,000

Other income (Rent income) 24,000

Total Income (I + 11) 8,70,000

Expenses:

Cost of materials consumed / Cast of purchases 9 2,42,200

Changes in inventories of finished goods, work-in-progress and -
Inventory-in-Trade

Employee benefits expense 10 72,000
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Finance costs (Interest on debentures) % 20,000
Depreciation and amortization expenses 12 1,80,000
Other expenses 13 2,54,800
Total expenses 7,69,000
V. | Profit (Loss) for the period (lil - IV) 1,01,000
Balance Sheet of Falgun Ltd. as at 31st March, 2023
Particulars Note No 3
Equity and Liabilities
1 Shareholders' funds
a Share capital 1 14.00,000
b Reserves and Surplus 2 6,26,000
2  Non-current liabilities
a Long-term borrowings 3 8,14 000
3  Current liabilities
a  Short term borrowings 4 1,00,000
b Trade Payables 72,000
¢ Other current liabilities 5 79,000
d Short term provisions
Total 30,911,000
ASSETS
1 Non-current assets
a Property, plant and equipment B 22,30,000
2 Current assets
a Inventories 1,12,000
b Trade receivables s 3,10,000
¢ Cash and bank equivalents a3 4,395,000
d Short term loans & advances
Total 30,91,000

Note: There is a Contingent Liability for bills discounted but not yet matured amounting % 35,000.

Motes to accounts:

Share Capital
1. Authorised capital:
10,000, 10% preference shares of £ 100 10,00,000
20,000 Equity shares of £ 100 each 20,00,000
) 30,00,000
|ssued and subscribed capital:
4,000, 10% preference shares of £ 100 each fully paid 4,00,000
10,000 Equity shares of % 100 each, fully paid 10,00,000
{of the above 2,500 shares have been issued for consideration 14,00,000
other than cash)
2. Reserves and Surplus

Securities premium 50,000
Revaluation reserve 1,50,000
General Reserve 2,585,000 4 825,000
Surplus (Profit & Loss balance)

Opening balance 40,000

Profit for the year 1,01,000 1,41,000
Total 6,206,000

3.  Long-term barrowings

Debentures
2,000 10% Debentures of £ 100 each 2.00,000
Secured: Term Loans
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6% Loan from State Finance Corporation [repayable after | 4,14,000
3years (% 4,50,000 - X 36,000 for interest accrued but not due)|
(secured by hypothecation of Plant and machinery)
Others
Bank overdraft from Nationalized bank 2,00,000
[secured by hypothecation of stocks)
Total 8,14,000
4,  Short-term borrowings
Loan from Directors 1,00,000
5. Other current liabilities —
Unclaimed dividend 23,000
Interest on Debentures 20,000
Interest accrued but not due on loans (SFC) 36,000 79,000
6. Property, plant and equipment
Land 7,00,000 |
Add: Revaluation Adjustment 1,50,000 8,50,000
Plant & Machinery 14,70,000
Less: Provision for depreciation (3,00,000) 11,70,000
Furniture 4.,00,000
Less: Provision for depreciation (1,90,000) 2,10,000
Total 22,30,000
7.  Trade receivables
Debts outstanding for a period exceeding six months 46,000
Other Debts 2,64,000
3,10,000
1.  Cash and cash equivalents
Cash at bank with Scheduled Banks 2.50,000
(3,05,000-55,000)
with others 55,000
Cash in hand 1,34,000 4,398,000
9, Cost of materials consumed/Cost of purchases Adjusted 2,25,000
purchases
Carriage inward 17,200 2,42,200
10. Employee benefit expense 72,000
Salaries
11. Finance cost
Debenture interest 20,000
12. Depreciation and amortization expenses
Plant and Machinery 1,10,000
Furniture 70,000 1,820,000
13. Other expenses
Misc. expenses (10,200-5,000) 5,200
Audit fee 5,000
Selling & Distribution expenses 46,600
Director’s fee 40,000
:I'raueliing_ek_pe nses {including foreign tour) 1,3E}TD_D_D
Office expenses 28,000 2,554,800
MNotes:

1. The final dividend will not be recognized as a liability at the balance sheet date (even if it is declared after
reporting date but before approval of the financial statements) as per Accounting Standards. Hence, it has
not been recognized in the financial statements for the year ended 31 March, 2023. Such dividends will be
disclosed in notes only.
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2. Since Bonus issue is in proposal state, no adjustment has been made in the given answer.

Exam insights: A large number of examinees were not able to prepare the Balance sheet of the._t:nmhgh:_ﬁv.
as per Schedule Il of the Companies Act, 2013 from the given ledger balances and additional information
provided in the question. Further, notes to accounts prepared by the examinees were also not as per the

prescribed format.

From the following particulars furnished by Hello Ltd., prepare the Balance Sheet as on 31st March 2022 as
required by Part |, Schedule |l of the Companies Act, 2013.

Particulars Debit % Credit X
Equity Share Capital (Face value of X 100 each) 50,00,000
Building 27,50,000

Plant & Machinery 26,25,000

Furniture 2,50,000

General Reserve 10,50,000
Loan from State Financial Corporation 7,50,000
Inventory:

Raw Materials 2,55,000

Finished Goods 10,00,000| 12,55,000

Provision for Taxation 6,40,000
Trade receivables 10,00,000

Short term Advances 2,13,500

Profit & Loss Account 4,33,500
Cash in Hand 1,50,000

Cash at Bank 12,35,000

Unsecured Loan 6,05,000
Trade payables [for Goods and Expenses) 10,00,000

The following additional information is also provided:
(] 10,000 Equity shares were issued for consideration other than cash,
(li) Trade receivables of X 2,60,000 are due for more than 6 months.

(iil) The cost of the Assets were:

Building X 30,00,000, Plant & Machinery X 35,00,000 and Furniture X 3,12,500
(i) The balance of X 7,50,000 in the Loan Account with State Finance Corporation is secured by

hypothecation of Plant & Machinery.

{v) Balance at Bank includes % 10,000 with Omega Bank Ltd., which is not a Scheduled Bank.
(vi)] Transfer % 20,000 to general reserve as proposed by Board of directors.

(MTP 15 Marks , Sep 22) (MTP Mar’'18,20 Marks, MTP Aug’18 16 Marks, MITP Apr'12 16 Marks, MTP Mar'18
15 Marks, MTP Oct’'18 15 Marks, MTP March 21, 15 Marks, SM, MTP 14 Marks Dec’24) {Same concept
different figures and fewer adjustments RTP May’20, RTP May’23, FYP Nov’'19 10 Marks)

Answer 13
Hello Ltd.
Balance Sheet as at 31" March, 2022
Particulars Notes T
Equity and Liabilities
1 Shareholders' funds
a | Share capital 1 50,00,000
b | Reserves and Surplus 2 14,83,500
2 Non-current liabilities
Long-term borrowings x 13,55,000
3 Current liabilities
a | Trade Payables 10,00,000
b | Short-term provisions 4 6,40,000
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Total 94,78,500
Assets
Non-current assets
Property, Plant & equipment 5 56,25,000
Current assets
a | Inventories 6 12,55,000
b | Trade receivables 7 10,00,000
¢ | Cash and Cash Equivalents 8 13,85,000
d | Short-term loans and advances 2,13,500
Total 94,78,500
Notes to accounts
!
Share Capital
Equity share capital
lssued & subscribed & called up
50,000 Equity Shares of X 100 each (of the above 10,000 shares have been 50,00,000
issued for consideration other than cash)
Reserves and Surplus
General Reserve 10,50,000
Add: current year transfer 20,000 ID,?D,_UUEI
Profit & Loss balance
Profit for the year 4.33.500
Less: Appropriations:
Transfer to General reserve (20,000) 4,13,500
14,83,500
Long-term borrowings
Secured Term Loan
State Financial Corporation Loan
(Secured by hypothecation of Plant and Machinery) 7,50,000
Unsecured Loan 6,05,000
Total 13,55,000
Short-term provisions
Provision for taxation 6,40,000
Property, plant and Equipment
Building 30,00,000
Less: Depreciation (2,50,000) (b.f.} 27,50,000
Plant & Machinery 35,00,000
Less: Depreciation (8,75,000) {b.f.) 26,25,000 I
Furniture & Fittings 3,12,500
Less: Depreciation (62,500) (b.f.) 2,50,000
Total 56,25,000
Inventories
Raw Materials 2,55,000
Finished goods 10,00,000
Total 12,55,000
Trade receivables
Cutstanding for a period exceeding six months 2,60,000
Other Amounts 7,40,000
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Total 10,00,000
8 | Cash and Cash Equivalents
Cash at bank
with Scheduled Banks 12,25,000
with others {Omega Bank Ltd.) 10,000 12,35,000
Cash in hand 1,50,000
Other bank balances Ml
Total 13,85,000

Question 14 5 LDR

On 31st March, 2020, SR Ltd. provides the following ledger balances after preparing its Profit &Loss Account
for the year ended 31st March, 2020,

Particulars Amount (Rs.)
Debit Credit

Equity Share Capital, fully paid shares of Rs. 50 each 80,00,000
Calls in arrear 15,000

Land 25,00,000

Buildings 30,00,000

Plant & Machinery 24,00,000

Furniture &Fixture 13,00,000

Securities Premium 15,00,000
General Reserve 9,41,000
Profit & Loss Account 5,80,000
Loan from Public Finance Corporation 26,30,000
[Secured by Hypothecation of Land)

Other Long Term Loans 22,50,000
Short Term Borrowings 4,60,000
Inventories: Finished goods 45,00,000

Raw materials 13,00,000

Trade Receivables 17,50,000

Advances: Short Term 3,75,000

Trade Payables 8,13,000
Provision for Taxation 3,80,000
Dividend payable 70,000
Cash in Hand 70,000

Balances with Banks 4,14,000

Total 1,76,24,000 1,76,24,000

The following additional information was alse provided in respect of the above balances:
(1) 50,000 fully paid equity shares were allotted as consideration for land.

(2} The cost of assets was:
Building

Rs. 32,00,000

Plant and Machinery Rs. 30,00,000

Furniture and Fixture Rs. 16,50,000

{3) Trade Receivables for Rs. 4,86,000 due for more than 6 months.

(4) Balances with banks include Rs. 56,000, the Naya bank, which is not a scheduled bank.

(5) Loan from Public Finance Corporation repayable after 3 years.

(6] The balance of Rs. 26,30,000 in the loan account with Public Finance Corporation is inclusive of Rs.
1,34,000 for interest accrued but not due. The loan is secured by hypothecation of land.

(7} Other long-term loans (unsecured) include:

Loan Taken from Nixes Bank Rs 13,80,000
(Amount repayable within 1 year Rs 4,80,000})
Loan taken from Directors Rs. 8,50,000
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(8] Bills Receivable for Rs. 1,60,000 maturing on 15th June, 2020 has been discounted.
(3) Short term borrowings include:

Loan Taken from Naya Bank Rs 1,16,000 (Secured)
Loan taken from Directors Rs. 48,000

{10] Transfer of Rs. 35,000 to general reserve has been proposed by the Board of directors out of the profits
for the year.

(11) Inventory of finished goods includes loose tools costing Rs. 5 lakhs (which de not meet definition of
property, plant & equipment as per AS 10)

You are reguired to prepare the Balance Sheet of the Company as on March 31st 2020 as required under Part
= | of Schedule |1l of the Companies Act, 2013, lgnore previous year figures,

(MTP 20 Marks May'20, MTP 16 Marks Oct'21,5M)

Answer 14
SR Ltd. Balance Sheet as on 31st March, 2020
Particulars Notes Figures at the end of current
reporting period (Rs.)
Equity and Liabilities
1 Shareholders’ funds
a Share capital 1 79,85,000
b Reserves and Surplus 2 30,21,000
2  non-current liabilities
a Long-term borrowing 3 42,66,000
3. Current liabilities
a Short-term borrowing 4 4,60,000
b Trade Payables 8,13,000
¢ Other current liabilities 5 6,84,000
d Short-term provisions 6 3,80,000
Total 1,76,09,000
Assets
1. MNen-current assets
A PPE 7 §2,00,000
2 Current assets
a Inventories 8 58,000,000
b Trade receivables 9 17.50,000
C Cash and cash equivalents 10 4,834,000
d Short-term loans and advances 3,75,000
Total 1,76,09,000
Motes to accounts
Rs.
1. | Share Capital
Equity share capital
Issued, subscribed and called up
1,60,000 Equity Shares of Rs. 50 each (Out of the above
50,000 shares have been issued for consideration other than 80,00,000
cash)
Less: Calls in (15,000) | 79,85,000
arrears
2. | Reserves and Surplus
General Reserve 9,41,000
Add: Transferred from Profit and loss account 35,000 9,76,000
Securities premium 15,00,000
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Surplus {Profit & Loss Afc) 5,80,000
Less: Appropriation to General Reserve (proposed) (35,000)| 5,45,000
30,21,000
3. | Long-term borrowings
Secured: Term Loans
Loan frem Public Finance Corporation [repayable after 3 24,96,000
years
(Rs. 26,30,000 - Rs. 1,34,000 for interest accrued but not
due)]
Secured by hypothecation of land Unsecured
Bank Loan [Nixes bank) 9,00,000
(Rs. 13,80,000 - Rs. 4,80,000 repayable within 1 year)
Loan from Directors 8,50,000
Others 20,000 17.70,000
Total 42,66,000
4. | Short-term borrowings
Loan from Maya bank [Secured) 1,16,000
Loan from Directors 48,000
Others 2,96,000| 4,60,000
5. | Other current liabilities
Loan from Nixes bank repayable within one year 4,80,000
Dividend payable 70,000
Interest accrued but not due on borrowings 1,34,000| 6,284,000
6. | Short-term provisions
Provision for taxation 3,80,000
L | PPE
Land 25,00,000
Buildings 32,00,000
Less: Depreciation (2,00,000) | 30,00,000
Plant & Machinery 30,00,000
Less: Depreciation (6,00,000) | 24,00,000
Furniture & Fittings 16,50,000
Less: (3,50,000) | 13,00,000
Depreciation
Total 92,00,000
8. | Inventories
Raw Material 13,00,000
Finished goods 40,00,000
Loose tools 5,00,000| 58,00,000
9. | Trade receivables
Outstanding for a period exceeding six months 4,86,000
Others 12,64,000
Total 17,50,000
10 | Cash and cash equivalents
Balances with banks
with Scheduled Banks 3,58,000
with others banks 56,000( 4,14,000
Cash in hand 70,000
Total 4,84,000

Note: There is a Contingent Liahility amounting Rs. 1,60,000
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Wave |td. has authorized capital of X 50 lakhs divided into 5,00,000 equity shares of X 10 each. Their books

show the following ledger balances as on 31st March, 2023:

R X

Inventory 1.4.2022 6,65,000 | Bank Current Account 20,000
(Dr. balance)
Discounts & Rebates allowed 30,000 | Cash in hand 11,000
Carriage Inwards 57,500
Purchases 12,32,500 | Calls in Arrear @ X 2 pershare 10,000
Rate, Taxes and Insurance 55,000 | Equity share capital 20,00,000
| Furniture & Fixtures 1,50,000 | (2,00,000 shares of X 10 each)

Business Expenses 56,000 | Trade Payables 2,40,500
Wages 14,79,000 | Sales 36,17,000
Freehold Land 7,30,000 | Rent (Cr.) 30,000
Plant & Machinery 7,50,000 | Transfer fees received 6,500
Engineering Tools 1,50,000 | Profit & Less Afc (Cr.) 67,000
Trade Receivables 4,00,500 | Repairs to Building 56,500
Advertisement Expenses 15,000 | Bad debts 25,500
Commission & Brokerage €7,500
Expenses

The inventory (valued at cost or market value, which is lower) as on 31st March, 2023 was % 7,05,000,
Outstanding liabilities for wagesX 25,000 and business expenses % 36,500.

Charge depreciation on written down values of Plant & Machinery @ 5%, Engineering Tools @ 20% and
Furniture & Fixtures @10%. Provide % 25,000 as doubtful debts for trade receivables. Provide for income tax
@ 30%. It was decided to transfer % 10,000 to reserves.

You are required to prepare Statement of Profit & Loss for the year ended 31st March, 2023 and Balance
Sheet as at that date. (RTP May’'24) (Same concept different figures lesser adjustments RTP May’'21,MTP 16

Marks Oct’20, MITP 16 Marks Mar’'22 ,RTP May’18)

Answer 15
Balance Sheet of Wave ltd. as at 31st March, 2023
Particulars Note No. (%)
| Equity and Liabilities
(1) | Shareholders' Funds
(@) Share Capital 1 19,50,000
(b) Reserves and Surplus 2 3,82,000
(2) | Current Liabilities
(a) Trade Payables 2,40,500
(b) Other Current Liabilities 3 61,500
(c) Short-Term Provisions 4 1,35,000
Total 28,009,000
Il ASSETS
(1) | Non-Current Assets
(a) Property, Plant and Equipment 5 16,97,500
(2) | Current Assets
(a) Inventories 7,05,000
(b) Trade Receivables 6 3,75,500
(c) Cash and Cash Equivalents 7 31,000
Total 28,09,000

Chapter 11.1 Preparation of Financial Statements



Statement of Profit and Loss of Wave Ltd. for the year ended 31st March, 2023

Particulars Note No. (%)
| Revenue from Operations 36,17,000
I Other Income 8 36,500
11! Total Revenue [I +11] 36,53,500
IV | Expenses:
Cost of purchases 12,32,500
Changes in Inventories [6,65,000-7,05,000] (40,000)
Employee Banefits Expenses 9 15,04,000
Depreciation and Amortization Expenses 82,500
Other Expenses 10 4,24,500
Total Expenses 32,03,500
v Profit before Tax (llI-1V) 4,50,000
VI | Tax Expenses @ 30% (1,35,000)
VIl | Profit for the period 3,15,000
Notes to Accounts:
1. Share Capital
Authorized Capital
5,00,000 Equity Shares of £ 10 each 50,00,000
Issued Capital
2,00,000 Equity Shares of % 10 each 20,00,000
Subscribed 'I'_'.',_a_p_ri_tal and fully paid_ _____________ B
1,95,000 Equity Shares of 10 each 19,50,000
Subscribed Capital but not fully paid
5,000 Equity Shares of ®10 each % 8 paid 40,000
(Call unpaid %10,000) 19,90,000
2. Reserves and Surplus
General Reserve 10,000
Surplus i.e. Balance in Statement of Profit & Loss:
Opening Balance 67,000
Add: Profit for the period 3,15,000
Less: Transfer to Reserve (10,000} 3,72,000
3,82,000
3. Other Current Liabilities
| Outstanding Expenses [25,000+36,500] | 61,500
4. Short-term Provisions
Provision for Tax | 1,35,000

5. Property, Plant and Equipment

Particulars Value given |Depreciation | Depreciation |Written down value
) rate Charged () at the end ()
Land 7,230,000 - 7,30,000
Plant & Machinery 7.50,000 5% 37,500 7,12,500
Furniture & Fixtures 1,50,000 10% 15,000 1,35,000
Engineering Tools 1,50,000 20% 30,000 1,20,000
17,80,000 82,500 16,97,500
6. Trade Receivables
Trade receivables 4,00,500
Less: Provision for doubtful debts (25,000]
3,75,500
7. Cash & Cash Equivalent
Cash Balance 11,000
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Bank Balance in current Afc 20,000
31,000
8. Other Income
Miscellaneous Income (Transfer fees) 6,500
Rental Income 30,000
36,500
9. Employee benefits expenses
Wages 14,79,000
Add: Outstanding wages 25,000
15,04,000
10.0Other Expenses
Carriage Inwards 57,500
Discount & Rebates 30,000
Advertisement 15,000
Rate, Taxes and Insurance 55,000
Repairs to Buildings 56,500
Commission & Brokerage 67,500
Miscellaneous Expenses [56,000+36,500] (Business Expenses) 92,500
Bad Debts 25,500
Provision for Doubtful Debts 25,000
4,24 500

3 LOR

(a) Following is the trial balance of Delta limited as on 31.3.2021. (Figures in X X000)

Particulars Debit | Particulars Credit
Land at cost 800 | Equity share capital (shares of X 10 s00
each)

Calls in arrears 5 | 10% Debentures 300
Cash in hand 2 | General reserve 150
Plant & Machinery at cost 824 | Profit & Loss Afc (balance on 1.4.20) 75
Trade receivables 120 | Securities premium 40
Inventories (31-3-21) 96 | Sales 1200
Cash at Bank 28 | Trade payables 30
Adjusted Purchases 400 | Provision for depreciation 150
Factory expenses 80 | Suspense Account 10
Administrative expenses 45
Selling expenses 25
Debenture Interest 30

2455 2455

Additional Information:

(il The authorized share capital of the company is 80,000 shares of % 10 each.

(i} The company revalued the land at X 9,60,000.

[l Equity share capital includes shares of X 50,000 issued for consideration other than cash.

liv] Suspense acceunt of T 10,000 represents cash received from the sale of some of the machinery en
1.4.2020. The cost of the machinery was % 24,000 and the accumulated depreciation thereon being %
20,000. The balance of Plant & Machinery given in trial balance is before adjustment of sale of machinery.

[v] Depreciation is to be provided on plant and machinery at 10% on cost.

[vij Balance at bank includes X 5,000 with ABC Bank Ltd., which is not a Scheduled Bank.

[vil] Make provision for income tax @30%.

[viii} Trade receivables of X 50,000 are due for more than six months.

You are required to prepare Delta Limited's Balance Sheet as at 31.3.2021 and Statement of Profit and Loss

with notes to accounts for the year ended 31.3. 2021 as per Schedule Ill. lgnore previous year's figures &
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taxation.

v

(b) “Current maturities of long-term borrowing are disclosed separately under the head Other current
liabilities in the balance sheet of a company.” You are required to commaent in line with schedule Il to the
Companies Act 2013. (RTP May’'22) (Same concept different figures- Old & New SM) (MTP 14 Marks

Mar’24)
Answer 16
(a)
Delta Limited
Balance Sheet as at 31st March 2021
Particulars Note No. | (X in R000)
A. Equity and Liabilities
1. ShareholdersX funds
{a) Share Capital 1 495.00
(b) Reserves and Surplus Z 807.20
2.  Non-Current Liabilities
{a) Long Term Boarrowings 3 300.00
3. Current Liabilities
{a) Trade Payables 30.00
(b} Short- term provision 4 163.80
Total 1,796.00
B. Assets
1. Non-Current Assets
{a) Property, Plant and Equipment 5 1,550.00
2. Current Assets
{a) Inventories 96.00
{b) Trade Receivables B 120.00
{c) Cash and Cash equivalents 7 30.00
Total 1,796.00
Statement of Profit and Loss for the year ended 31st March 2021
Particulars Note No. (X in X000)
|, Revenue from Operations 1200.00
Il.  Other Income a 6.00
I1l. Total Income (| +l1) 1,206,00
V. Expenses:
Purchases (adjusted) 400.00
Finance Costs o 30.00
Depreciation (10% of 800) 820.00
Other expenses 10 150.00
Total Expenses 660.00
V. Profit / [Loss) for the period before tax (Ill = IV) 546.00
VI, Tax expenses @30% 163.80
VIl Profit for the period 382.20
Notes to Accounts
Particulars (% in %000)
1 | Share Capital
Equity Share Capital
Authorised
80,000 Shares of £ 10/- each | 800
Issued, Subscribed and Called-up
50,000 Shares of X 10/- each 500
|Out of the above 5,000 shares have been issued
far consideration other than cash)
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Less: Calls in arrears (5) 495
2 | Reserves and Surplus
Securities Premium 40.00
Revaluation Reserve % (960 — 800) 160.00
General Reserve 150.00
Surplus i.e. Profit & Loss Account Balance .
Opening Balance 75.00
Add: Profit for the period 382.20 457.20
807.20
3 | Long-Term Borrowings
10% Debentures 300
4, | Short = term provision
Provision for tax 163.80
5 | Property, plant & eguipment
Land
Opening Balance 800
Add: Revaluation adjustment 160
Closing Balance ‘ 960
Plant and Machinery i
Opening Balance 824
Less: Disposed off (24)
800
Less: Depreciation % (150 = 20 + 80) (210)
Closing Balance 590
Total 1,550
6 | Trade receivables
Debits outstanding for a period exceeding six 50
months
Other debts 70 120
7 | Cash and Cash Equivalents
Cash at Bank With scheduled banks 23
With others (ABC Bank Limited) 5
Cash in hand 2 30
8 | Other Income
Profit on sale of machinery
Sale value of machinery 10
Less: Book value of machinery (24 = 20) [4) 6
9 Finance Costs
Debenture Interest 30
10 | Other Expenses: |
Factory expenses 80
Selling expenses 25
Administrative expenses a5 150

(b) Current maturities of lean term borrowing are shown under ‘short term borrowings’ and not under ‘Other
current liabilities’ as per the amendment to Schedule Ill vide MCA notification dated 24th March, 2021,
Hence the statement given in the question is not valid,

The following balance appeared in the boeks of Oliva Company Ltd. as on 31-03-2024.
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Particulars T Particulars X
Inventory 01-04-2023 Sales 17,10,000
-Raw Material 30,000 Interest 3,900
-Finished goods 46,500 76,500 | Profit and Loss A/c 48,000
Purchases 12,15,000 | Share Capital 3,15,000
Manufacturing Expenses 2,70,000 | Secure Leans:

Short—term 4,500

Long-term 21,000 25,500
Salaries and wages 40,200 | Deposits (unsecured):
General Charges 16,500 |Short -Term 1,500
Interim Dividend paid 27,000 | Long-term 3,300 4,800
Building 1,01,000 Trade payables 3,27,000
Plant and Machinery 70,400
Furniture 10,200
Motor Vehicles 40,800
Stores and
Spare Parts Consumed 45,000
Investments:
Current 4,500
Nen Current 7,500 12,000
Trade receivables 2,38,500
Cash in Bank 271,100

24,34,200 24,34,200

From the above balance and the following infermation, prepare the company’s Profit and Loss Account for

the year ended 31st March, 2024 and Company’s Balance Sheet as on that date:

Inventory on 31st March,2024 Raw material < 25,800 & finished goods X 60,000.

Outstanding Expenses: Manufacturing Expenses X 67,500 & Salaries & Wages T 4,500.

Interest accrued on Securities X 300.

General Charges prepaid T 2,490.

Provide depreciation: Building @ 2% p.a., Machinery @ 10% p.a., Furniture @ 10% p.a. & Motor

Vehicles @ 20% p.a.

6.  The Taxation provision of 40% on net profit is considered. (MTP 14 Marks Apr’24). (Similar Concept
Different Figure RTP Nov'18, Nov'22)

Answer 17

N aBNe

Oliva Company Ltd.
Statement of Profit and loss for the year ended 31.03.2024

Particulars Note Amount (%)
| Revenue from operations 17,10,000
Il | Other income (3,900 +300) 4,200
Il | Total Revenue (1 +1) 17,14,200
IV | Expenses:
Cost of materials consumed 10 12,64,200
Purchases of inventory-in-trade -
Changes in inventories of finished goods, work-in-progress T4 (13,500]
and inventory-in-Trade
Employee benefit expenses 12 44,700
Finance costs -~
Depreciation and amortization expenses 18,240
Other expenses 13 3,51,510
Total Expenses 16,65,150
v Profit before exceptional and extracrdinary items and tax 49,050
VI | Exceptional items --
VIl | Profit before extraordinary items and tax 49,050
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VIl | Extraordinary items -
IX Profit before tax 49,050
X Tax expense (40% of 49,050) 19,620
Xl Profit/Loss for the peried from continuing operations 29,430
Oliva Company Ltd.
Balance Sheet for the year ended 31.03.2024
Particulars Note Amount
{1) | Equity and Liabilities
(i) Shareholders’ funds
(a) Share Capital 3,15,000
(b) Reservesand surplus 1 50,430
[2) | Non-current liabilities
(a) Long-term borrowings 2 24,300
{3) | Current Liabilities
(a) Short -term borrowings 3 6,000
(b} Trade payables 3,27,000
(c) Other current liability 4 72,000
(d) Short term provision 5 19,620
Il | ASSETS E_.Lﬂf,"?éi}_
{1) | Nen current assets
(a) Property, Plant & equipment & 2,04,160
(b} MNon-current investments 7,500
(2) | Current assets
{a) Current investments 4,500
(b) Inventaries 7 85,800
(c] Trade receivables 2,38,500
(d) Cash and cash equivalents 2,71,100
(e) Short-term loans and advances 8 2,490
(f] Other current assets | 9 300
8,14,350
Notes to accounts
No. Particulars Amount Amount
1. Reserve & Surplus
Profit & Loss Account: Balance b/f 48,000
Net Profit for the year 29,430
Less: Interim Dividend (27,000) 50,430
2. Long term borrowings
Secured loans 21,000
Fixed Deposits: Unsecured 3,300 24,300
3. Short term borrewings
Secured loans 4,500
Fixed Deposits -Unsecured 1,500 6,000
4, Other current liabilities
Expenses Payable (67,500 + 72,000
4,500)
5 Short term provisions
Provision for Income tax 19,620
b. PPE
Building 1,01,000
Less: Depreciation @ 2% (2,020] 98,980

Chapter 11.1 Preparation of Financial Statements



Plant & Machinery 70,400
Less: Depreciation @ 10% (7,040) 63,360
Furniture 10,200
Less: Depreciation @ 10% (1,020) 9,180
Motor vehicles 40,800
| Less: Depreciation @ 20% jlé,lﬁﬂi i 3-175 EE; ETEEI&TIEE}_
7 Inventory
Raw Material 25,800
Finished goods | 60,000 | 85,800
8. Short term Loans & Advances
General Charges prepaid 2,450
.t Other Current Assets
Interest accrued 300
10. Cost of material consumed
Opening inventery of raw material 30,000
Add: Purchases 12,15,000
Stores & spare parts consumed 45!55[} 12,_555‘[?{]-_
Less: Closing inventory (25,800] 12,64,200
11, Changes in inventory of Finished
Goods & WIP
Closing Inventary of Finished Goods 60,000
Less: Opening Inventory of Finished 46,500 13,500
Goods
12, | Empleyee Benefit expenses
Salary & Wages (40,200 + 44,700
4,500)
13. | Other Expenses
Manufacturing Expenses ] W 3,3?,5&6
(2,70,000 + 67,500)
General Charges (16,500 -2,490) 14,010 3,51,510
The following is the Trial Balance of Shivam Ltd as on 31st March, 2024 :
Particulars Dr.| Particulars Cr. (X
(% 000) 000)
Land at Cost 148 | Equity Share of % 10 each 200
Plant & Machinery at Cost 520 ( 10% Debenture of X 100 each 135
Debtors 65 | General Reserve 20
Closing Stock 58 | Profit & Loss Ale 48
Bank 14 | Security Premium 27
Adjusted Purchases 226 | Sales 473
Factory Expenses 40 | Creditors 35
Administration Expenses 22 | Provision for Depreciation 116
Selling Expenses 20| Suspense Afe 3
Debenture Interest 14
Total 1,127 | Total 1,127
Additional Information:
. On 31st March, the Cempany issued Bonus Shares te the Shareheolders on 1 : 2 basis (one equity share

issued as bonus for every 2 equity shares held). No entry relating to this has yet been made.

° The Authorized Share Capital of the Company is 35,000 Equity Shares of X 10 each.
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. The Company, on the advice of an independent valuer, revalued the Land at T 2,45,000.

. The Directors declared a Dividend of 10% on 5th April, 2024 and also transferred profit @ 10% to

General Reserve.

. Suspense Account of X 3,000 represents cash received for the Sale of some Machinery on the 1st day
of the financial year 2023-24. Cost of this Machinery was ¥ 10,000 and Accumulated Depreciation

thereon being X 8,000.

. Depreciation is to be provided on Plant & Machinery at 10% on Cost,

. Provision for Income tax is required® 30%.

You are required to prepare Shivam Ltd.'s Profit and Loss A/c for the year ended 31st March, 2024 and
Balance Sheet as at that date as per the provisions of the Companies Act, 2013 after considering the above
information. Ignore previous year figures. ([PYP 14 Marks Sep’2d) (Similar concepts different figures MTP 14

Marks Nov'24)
Answer 18
Shivam Limited
Balance Sheet as at 31" March 2024
Particulars Note No. X (in 000)
I Equity and Liabilities
1. Shareholders' funds
{a} | Share capital 1 300.00
(b) | Reservesand Surplus 2 232.70
2 MNen-Current liabilities
{a) | Long term borrowing 3 135.00
3. Current liabilities
(a) | Trade Payables 35.00
{b) | Short -Term Provisions 30.30
Total 733.00
. Assets
1. Non-Current assets
(a) | Property, Plant and Equipment and
Intangible assets
(i} Property, Plant and Equipment 4 5596.00
2. Current assets
(a) | Inventories 58.00
{b] | Trade receivables 65.00
() | Cash and cash equivalents 14.00
Total 733.00
Shivam Limited
Statement of Profit and Loss for the year ended 31st March 2024
Particulars Notes X (in ‘O00)
l. Revenue from operations 473.00
Il. | Other Income 5 1.00
ll. | Total Income 474.00
IV. | Expenses:
Purchases 226.00
Finance costs 14.00
Depreciation and Amortisation expenses (10% of 510*] >1.00
Other expenses 6 82.00
Total Expenses 373.00
W, Profit before Tax (I11-1V) 101.00
Tax Expense:
Current tax {30.30)
Profit for the period (after tax) 70.70
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* 520 {Plant and machinery at cost) — 10 (Cost of plant and machinery sold)

Notes to accounts

% (in 000)

:

Share Capital

Equity share capital

Authorised

35,000 shares of ¥ 10 each

350.00

lssued, subscribed & paid-up

20,000 shares of X 10 each fully paid up

Add: 10,000 Benus Shares issued during the year

300.00

Reserves and Surplus

Securities Premium Account

Opening Balance

27.00

Less: Utilised for bonus issue

27.00

Revaluation reserve (2,45,000 - 1,48,000)

0.00

57.00

Gener:aI Reserye 90

Less: Utilized for bonus issue (73)

17.00

Add: Transfer from Profit & loss @ 10%

1.0/

24.07

Profit & loss Balance

Opening balance

48.00

Profit for the period

70.70

Appropriations

Transfer to General Reserve @ 10%

[7.07)

111.63

232.70

Long term borrowing

10% Debentures

135.00

Property, Plant and Equipment

Land

Opening balance

148.00

Add: Revaluation adjustment

97.00

Closing balance

245.00

Plant and Machinery

Opening balance

520.00

Less: Disposed off

(10.00}

Less: Depreciation (1,16,000-8,000+51,000)

Ty

Closing balance

351.00

Total

596.00

Other Income

Profit on sale of machinery:

Sale value of machinery

3.00

Less: Book value of machinery (10,000-8,000)

{2.00)

1.00

Other expenses:

Factory expenses

40.00

Selling expenses

20.00

Administrative expenses

22.00

82.00

Working note:
Bonus Shares |ssue:
*  Bonus shares are issued in a 1:2 ratio, so for every 2 equity shares, 1 bonus share is issued.

=  Equity Share Capital =% 2,00,000 / £ 10 = 20,000 shares.
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D Bonus Shares = 20,000 / 2 = 10,000 shares = % 10 = 1,00,000.

Alternatively, since, the amount of interest on 10% 1,35,000 Debentures comes to Rs 13,500 while the
Debenture Interest in the trial balance is listed as ¥ 14,000, the difference of T 500 (313,500 - $14,000) may
be treated as an advance payment.

Exam Insights: The final dividend will not be recognized as a liability at the balance sheet date
(even if it is declared after reporting date but before approval of the financial statements) as per
Accounting Standards. Hence, it has not been recognized in the financial statements for the year
ended 31 March 2024, Such dividends will be disclosed in notes only.

Multiple Choice Questions [MCQs)

1. Trade payables as per Schedule Il will include: (SM)
(a) Dues payable in respect to statutory obligation
(b) Interest accrued on trade payables
(c) Bills payables.

(d) Bills receivables

Ans: (c)

2. Securities Premium Account is shown on the liabilities side in the Balance Sheet under the heading: {SM)
(a) Reserves and Surplus,
(b} Current Liabilities.
() Share Capital,
[d) Share application money pending allotment
Ans: {a)

3. “Fixed assets held for sale” will be classified in the company’s balance sheet as (SV)
(a) Current asset
(b} MNon-current asset
(¢) Capital work- in- progress
(d) Deferred tax assets
Ans: (a)

4. Current maturities of long term debt will come under (SM)
(a) Current Liabilities,
(b) Short term borrowings,
(c) Longterm borrowings.
(d) Short term Provisions

Ans: (b)

5. Declaration of dividends for current year is made after providing for {SM)
(a) Depreciation of past years only.
(b} Depreciation on assets for the current year and arrears of depreciation of past years (if any).
(c) Depreciation on current year only and by forgoing arrears of depreciation of past years.
(d) Excluding current year depreciation
Ans: [b)
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CHAPTER 11.2: CASH FLOW STATEMENTS

COMCEPTS OF THIS CHAPTER
G
® Define cash flow statement as per AS3 ® Prepare cash flow statement
* Differentiate operating, investing, and financing activities
® Learn elements of cash and cash equivalents LDR Questions
Q10
Q11

QUICK REVIEW OF IMPORTANT CONCEPTS

Calculation of Cash Flows from Operating Activities

{a) Direct Method: The direct method, whereby major classes of gross cash receipts and gross cash payments
are considered; or

[B) Indirect Method: The indirect method, whereby net profit or loss is adjusted for the effects of transactions
of a non-cash nature, deferrals or accruals of past or future operating cash receipts or payments, and items
of income or expense associated with investing or financing activities,

‘Cash Flow from Operating Activities” by indirect method

Met Profit for the year -
Add: Non-Cash and Non-Operating Expenses: -
Depreciation | - )
Loss on Sale of Assets - |
Provision for taxation, ete, -
Less: Non-Cash and Non-Operating Incomes:

Profit on Sale of Assets o -
Net Profit after Adjustment for Non-Cash Items (-)
Cash from operation = Net Profit (after adjustment for Non-cash tems)
-  Increase in EEIFI-:'EHt Assets

Decrease in Current Assets

+
+ Increase in Current Liahilities
- Decrease in Current Liabilities

*For other points refer to Chapter 4.2- AS 3 Cash Flow Statement

Question & Answers

Question 1

The fellowing are the extracts of Balance Sheet and Statement of Profit and Loss of Supriya Ltd.:
Extract of Balance Sheet

Particulars Notes 2021(Rs.’000) 2020(Rs.'000)
Equity and Liabilities
1 Shareholder's funds
(a) | Share capital 1 500 200
2 Non- current liabilities |
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(a) | Long term loan from bank --- 250
3 Current liabilities
(a) | Trade Payables 1,000 3,047
Assets
Non-current assets
2 {a) | Property, Plant and Equipment 230 128
Current assets
(a} | Trade receivables 2,000 4,783
(b) | Cash & cash equivalents (Cash balance) 212 35
Extract of Statement of Profit and Loss
Particulars Notes 2021 (Rs.'000) 2020 (Rs.'000)
| | Expenses:
Employee benefits expense 69 25
Other expenses 2 115 110
Il | Tax expense:
Current tax (paid during year) 243 140
MNotes to accounts
2021 (Rs.’000) 2020 (Rs.'000)
1 | Share Capital
Equity Shares of Rs.10 each, fully paid up 500 200
2 | Other expenses
Overheads 115 110

Prepare Cash Flow Statement of Supriya Ltd. for the year ended 31st March, 2021 in accordance with AS-3
|Revised) using direct method. All transactions were dane in cash only. There were no outstanding/prepaid
expenses as on 31st March, 2020 and on 31st March, 2021. Ignore deprecation. Dividend amounting Rs.
80,000 was paid during the year ended 31st March, 2021. (RTP May'21)

Answer 1

Supriya Ltd.

Cash Flow Statement for the year ended 31st March, 2021
(Using direct method)

(Rs. "000)

Cash flows from operating activities

Cash receipts from customers 2,783

Cash payments to suppliers (2,047)

Cash paid to employees (69)

Other cash payments (for overheads) {115)

Cash generated from operations 552

Income taxes paid 243

Net cash from operating activities 309
Cash flows from investing activities

Payments for purchase of Property, Plant and Equipment (102)

Net cash used in investing activities (102)
Cash flows from financing activities

Proceeds from issuance of share capital 300

Bank loan repaid (250)

Dividend paid (80)

Net cash used in financing activities (30)
Net increase in cash and cash equivalents 177
Cash and cash equivalents at beginning of period 35
Cash and cash equivalents at end of period 212
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Question 2

From the following information, calculate cash flow from operating activities:
Summary of Cash Account
for the year ended March 31, 2023

Particulars % Particulars x
To Balance b/d 1,00,000 | By Cash Purchases 1,20,000
To Cash sales 1,40,000 | By Trade payables 1,57,000
To Trade receivables 1,75,000 | By Office & Selling Expenses 75,000
To Trade Commission 50,000 | By Income Tax 30,000
To Sale of Investment 30,000 | By Investment 25,000
To Loan from Bank 1,00,000 | By Repayment of Loan 75,000
To Interest & Dividend 1,000 | By Interest on loan 10,000
By Balance c/d 1,04,000
5,96,000 5,96,000
(MTP 4 Marks Mar’'24, New SM)
Answer 2
Cash Flow Statement of ......
for the year ended March 21, 2023(Direct Method)
Particulars 2 R
Operating Activities:
Cash received from sale of goods 1,40,000
Cash received from Trade receivables 1,75,000
Trade Commission received 50,000 | 3,865,000
Less: Payment for Cash Purchases 1,20,000
Payment to Trade payables 1,57,000
Office and Selling Expenses 75,000
Payment for Income Tax 30,000 |(3,82,000)
Net Cash Flow used in Operating Activities (17,000)
The following information is provided for Wiwitsu Limited:
Particulars 31" March 2023 31" March 2024
(%) (%)
Profit and Loss afc 5,400 (Dr.) 37,800
Provision for Taxation 2,21,400 1,35,000
General Reserve 54,000 81,000
12% Debentures 1,18,000 2,91,600
Trade Payables 1,29,600 1,138,800
8% Current Investments 54,000 1,08,000
Property, plant and equipment (Gross) 3,99,600 3,99,600
Accumulated Depreciation 1,29,600 1,62,000
Trade Receivables {Gross) 81,000 2,61,360
Provision for Doubtful Debts 27,000 54,000
Inventories 1,35,000 81,000
Cash and Cash Equivalents 54,00 30,240

Additional information:

(i) Income tax provided during the year X 1,62,000.
(ii) New debentures have been issued at the end of current financial year.

(iii) New investments have been acquired at the end of the current financial year.
You are required to calculate net Cash Flow from Operating Activities.(PYP 7 Marks May’24)
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Answer 3
Cash Flow from Operating Activities

Et
Difference between Profit and Loss Account (37,800 + 5,400) 43,200
Add: Transfer to General Reserve (81,000-54,000) 27.000
Add: Adjustment for Provision for taxation 1,62,000
Profit Before tax 2,32.200
Add: Adjustment for Depreciation (%1,62,000 - %1,29,600) 32,400
Add: Adjustment for provision for doubtful debt 27,000
(£54,000 — %27,000)
Add: Debenture Interest Paid %(1,18,800 = 12%) 14,256
Less: Income from Investments (54,000 x 8%) 14,320)
Operating Profit before Working Capital changes 3,01,536
Decrease in Inventories %(1,35,000-81,000) 54,000
increase in Trade receivables %(2,61,360-81,000) (1,80,360)
Decrease in Trade payables %(1,29,600-1,18,800) (10,800)
Cash generated from operations 1,64,376
Income tax paid (2,48,400)
Net Cash generated from Operating Activities (84,024)

Working Note:

Provision for taxation account

X R

To Cash (Paid) (Balancing figure) 2,48,400 | By Balance b/d 2,21,400
To Balance ¢/d 1,35,000 | By Profit and Loss Afc 1,62,000
3,83,400 3,83,400

Question 4

From the following details relating to the accounts of Omega Ltd. prepare Cash Flow Statement for the year

ended 31st March, 2021:

31.03.2021(%) 31.03.2020 (%)
Share Capital 14,00,000 11,20,000
General Reserve 5,60,000 3,50,000
Profit and Loss Account 1,40,000 84,000
Debentures 2,80,000 -
Provision for taxation 1,40,000 98,000
Trade payables 9,820,000 11,48,000
Plant and Machinery 9,80,000 7,00,000
Land and Building 8,40,000 5,60,000
Investments 1,40,000 -
Trade receivables 7,00,000 9,80,000
Inventories 5,60,000 2,80,000
Cash in hand and at Bank 2,820,000 2,80,000

[l Depreciation @ 20% was charged on the opening value of Plant and Machinery.
[i) At the year end, one old machine costing 70,000 (WDV 28,000) was sold for X 49,000. Purchase of

machinery was also made at the year end.
lii} % 70,000 was paid towards Income tax during the year.

(iv] Land & Building is not subject to any depreciation. Expenses on renovation of building amount %
2,80,000 were incurred during the year. Prepare Cash Flow Statement. (RTP May'22)

Answer 4

Omega Ltd.

Cash Flow Statement for the year ended 31st March, 2021

Cash Flow from Operating Activities

Increase in balance of Profit and Loss Account

56,000
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Provision for taxation 1,12,000
Transfer to General Reserve 2,10,000
Depreciation 1,40,000
Profit on sale of Plant and Machinery {21,000)
Operating Profit before Working Capital changes 4,97,000
Increase in Inventories (2,80,000)
Decrease in Trade receivables 2,80,000
Decrease in Trade payables (1,68,000)
Cash generated from operations 3,29,000
Income tax paid (70,000)
Met Cash from operating activities 2,539,000
Cash Flow from Investing Activities
Purchase of plant & machinery (4,48,000)
Expenses on building (2,80,000)
Increase in investments (1,40,000)
Sale of old machine 49,000
Net Cash used in investing activities (8,19,000)
Cash Flow frem Financing activities
Proceeds from issue of shares 280,000
Proceeds from issue of debentures 2,80,000
Net cash from financing activities 5,60,000
Net increase in cash or cash equivalents MIL
Cash and Cash equivalents at the beginning of the year 2,80,000
Cash and Cash equivalents at the end of the year 2,80,000
Woarking Notes: Provision for taxation account
L 2
To Cash (Tax Paid) 70,000 By Balance b/d 98,000
To Balance c/d 1,40,000 | By Profit and Loss A/c 1,12,000
(Balancing figure)
2,10,000 2,10,000
Plant and Machinery account
= =
To Balance b/d 7,00,000 By Depreciation 1,40,000
To Profit and Loss Afc 21,000 By Cash(sale of machine) dﬂ,ﬂf}lﬂ_
(profit on sale of machine)
To Cash (Balancing figure) 4,48,000 | By Balance c/d 9,80,000
11,69,000 11,659,000

Question 5

Following is the cash flow abstract of Alpha Ltd. for the year ended 31st March, 2024:

Cash Flow {Abstract)

Inflows % | Outflows X
Opening cash and bank balance 80,000 | Payment for Account Payables 90,000
Share capital —shares issued 5,00,000 | Salaries and wages 25,000
Collection fromTrade Payment of overheads 15,000
Receivables 3,50,000 | Machinery acquired 4,00,000
Debentures redeemed 50,000

Sale of Machinery 70,000 | Bank loan repaid 2,50,000
Tax paid 1,55,000

Clesing cash and bank balance 15,000

10,00,000 10,00,000
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Prepare Cash Flow Statement for the year ended 31st March, 2024 in accordance with AS 3. (MTP 5 Marks

Aug’24)
Answer 5
Cash Flow Statement for the year ended 31.3.2024
1 2

Cash flow from operating activities

Cash received on account of trade receivables 3,50,000

Cash paid on account of trade payables {90,000)

Cash paid to employees (salaries and wages) (25,000

Other cash payments (overheads) (15,000)

Cash generated from operations 2,20,000

Income tax paid (1,55,000)

Met cash generated from operating activities 65,000
Cash flow frem investing activities

Payment for purchase of machinery (4,00,000)

Proceeds from sale of machinery 70,000

Net cash used in investment activities (3,30,000)
Cash flow from financing activities

Proceeds from issue of share capital 5,00,000

Bank loan repaid (2,50,000)

Debentures redeemed (50,000]

Net cash used in financing activities 2,00,000
Net decrease in cash and cash equivalents (65,000)
Cash and cash equivalents at the beginningof the year 80,000
Cash and cash equivalents at the end of the year 15,000

A company provides you the following information:

(i) Total sales for the year were Rs. 398 crores out of which cash sales amounted to Rs. 262 crores.

(ii) Receipts from credit customers during the year, aggregated Rs. 134 crores.

(ili) Purchases for the year amounted to Rs. 220 crores out of which eredit purchase was 80%.

Balance in creditors as on

1.4.2020 X 84 crores
31.3.2021 X 92 crores

(iv) Suppliers of other consumables and services were paid Rs, 19 crores in cash.

(v] Employees of the enterprises were paid 20 crores in cash.

(vi) Fully paid preference shares of the face value of Rs. 32 crores were redeemed. Equity shares of the
face value of Rs. 20 crores were allotted as fully paid up at premium of 20%.

(vii) Debentures of Rs. 20 crores at a premium of 10% were redeemed. Debenture holders were issued
equity shares in lieu of their debentures.

(viii) Rs. 26 crores were paid by way of income tax.

{ix) A new machinery costing Rs. 25 crores was purchased in part exchange of an old machinery. The book
value of the old machinery was Rs. 13 crores. Through the negotiations, the vendor agreed to take over
the old machinery at a higher value of Rs. 15 crores. The balance was paid in cash to the vendor.

(x) Investment costing Rs. 18 cores were sold at a loss of Rs. 2 crores.

(xi) Dividends amounting Rs. 15 crores (including dividend distribution tax of Rs. 2.7 crores) was also paid.

(xii) Debenture interest amounting Rs. 2 crore was paid.

(xiii) On 31st March 2016, Balance with Bank and Cash on hand was Rs. 2 crores.

On the basis of the above information, you are required to prepare a Cash Flow Statement for the year

ended 31st March, 2017 (Using direct method). (RTP May'18) (Same concepts fewer adjustments RTP

Nov'21)
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Answer &

Cash flow statement (using direct method) for the year ended 31 5t March, 2017
(Rs.in crores) (Rs. in crores)

Cash flow from operating activities

Cash sales 262
Cash collected from credit customers 134
Less: Cash paid to suppliers for goods & services and to
employees (Refer Working Note) (251)
Cash from operations 145
Less: Income tax paid (26)
Net cash generated from operating activities 118
Cash flow from investing activities
Net Payment for purchase of Machine (25 —15) (10)
Proceeds from sale of investments 16
Net cash used in Investing activities 6
Cash flow from financing activities
Redemption of Preference shares (32)
Proceeds from issue of Equity shares 24
Debenture interest paid (2)
Dividend Paid (15)
Net cash used in financing activities {25)
Net increase in cash and cash equivalents 100
Add: Cash and cash equivalents as on 1.04.2016 2
Cash and cash equivalents ason 31.3.2017 102

Woarking Note:
Calculation of cash paid to suppliers of goods and services and to employees

(Rs. in crores)
Opening Balance in creditors Account 24
Add: Purchases {220x .8) 176
Total 260
Less: Closing balance in Creditors Account 92
Cash paid to suppliers of goods 168
Add: Cash purchases (220x ,2) 44
Total cash paid for purchases to suppliers (a) 212
Add: Cash paid to suppliers of other consumables and services (b) 19
Add: Payment to employees (c) 20
Total cash paid to suppliers of goods & services and to employees [(a)+{b) + (c)] 51

Question 7

J Ltd. presents you the following information for the year ended 31st March 2019:

(Rs. in lacs)

(i) Net profit before tax provision 36,000
{ii) Dividend paid 10,202
(iii) Income-tax paid 5,100
(iv)] Book value of assets sold 222
Loss on sale of asset 48

(v} Depreciation debited to P & L account 24,000
(vi) Capital grant received - amortized to P & L A/c 10
(vii) Book value of investment sold 33,318
Profit on sale of investment 120

(viii) Interest income from investment credited to P & L A/c 3,000
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(ix) Interest expenditure debited to P & L Afc 12,000
{x) Interest actually paid {(Financing activity) 13,042
(xi) Increase in working capital 67,290
[Exeluding cash and bank balance]
{xii) Purchase of Property, Plant & Equipment 22,092
{xiii) Expenditure on construction werk 41,688
(xiv) Grant received for capital projects 18
(¥v) Long term borrowings from banks 55,866
{xvi) Provision for Income-tax debited to P & L Afc 6,000
Cash and bank balance on 1.4.2018 6,000
Cash and bank balance on 31.3.2019 8,000

You are required to prepare a cash flow statement as per AS-3 (Revised). (MTP Oct’19 12 Marks, RTP
May’15) {Same concept lesser adjustments MTP 12 Marks Oct’22)

Answer 7
Cash Flow Statement as per AS 3
Rs. in lacs
Cash flows from operating activities: 36,000
Net profit before tax provision
Add: Non cash expenditures:
Depreciation 24,000
Loss on sale of assets 48
Interest expenditure (non operating activity) 12,000 36,048
12,048
Less: Nen cash income
Amortization of capital grant received (10)
Profit on sale of investments (non operating income) (120}
Interast income from investments [non operating income] (3,000) 3,130
Operating profit 68,918
Less: Increase in working capital (67,290)
Cash from operations 1,628
Less: Income tax paid (5,100)
Net cash generated from operating activities (3,472)
Cash flows from investing activities:
Sale of assets (222 , 48) 174
Sale of investments (33,318+120) 33,438
Interest income from investments 3,000
Purchase of Property, Plant & Equipment (22,092)
Expenditure on construction work (41,688}
Net cash used in investing activities (27,168)
Cash flows from financing activities:
Grants for capital projects 18
Long term borrowings 55,866
Interest paid (13,042)
Dividend paid (10,202)
Met cash from financing activities 32,640
Met increase in cash 2,000
Add: Cash and bank balance as on 1.4.2018 6,000
Cash and bank balance as on 31.3.2019 8,000

T




The following information was provided by VIVTSU Ltd. for the year ended 31st March, 2024 :

(1)
(2)
(3)
(4)
()
(6)
(7)
(8)
(9)
(10)
(11)

Gross Profit Ratio was 25% for the year, which amounts to %3,75,000.
Company sold goods for cash only.

Opening inventory was lesser than closing inventory by % 25,000.

Wages paid during the year $5,55,000.

Office expenses paid during the year X 35,000.

Selling expenses paid during the year X 15,000.

Dividend paid during the year X 40,000.

Bank Loan repaid during the year X 2,05,000 (included interestX5,000)

Trade Payables on 315t March, 2023 were 50,000 and on315t March, 2024 were 135,000.
Amount paid to Trade payables during the year X 6,10,000
Income Tax paid during the year amounts to < 55,000

(Provision for taxation as en 315t March, 2024 % 30,000)

(12)
(13)
(14)
(15)
(18)
(17)

Investments of X 8,20,000 seld during the year at a profit of < 20,000.

Depreciation on furniture amounts to X 40,000.

Depreciation on other PPE amounts to < 20,000.

Plant and Machinery purchased on 15th Nevember, 2023 for X 3,50,000.

On 31st March, 2024 X 2,00,000, 7% Debentures were issued at face value in an exchange for a plant.
Cash and Cash equivalents on 31st March, 2023 X 2,25,000.

(i) Prepare cash flow statement for the year ended 31%' March, 2024,using direct methed.

(ii) Calculate cash flow from operating activities, using indirect method. [MTP 10 Marks July’24)

Answer 8
(i) VIVTSU Ltd.

Cash Flow Statement for the year ended 31st March, 2024

(Using direct method)
Particulars X X
Cash flows from Operating Activities
Cash sales (% 3,75,000/25%) 15,00,000
Less: Cash payments for trade payables (6,10,000)
Wages Paid (5,55,000)
Office and selling expenses % (35,000 + 15,000) (50,000) | (12,15,000)
Cash generated from operations before taxes 2,85,000
Income tax paid (55,000)
MNet cash generated from operating activities {A) 2,30,000
Cash flows from Investing activities
Sale of investments % (8,20,000 + 20,000) 2,40,000
Payments for purchase of Plant & machinery {3,50,000)
Met cash used in investing activities (B) 4,90,000
Cash flows from financing activities
Bank loan repayment (including interest) (2,05,000)
Dividend paid {40,000)
Net cash used in financing activities (C) (2,45,000)
Met increase in cash (A+B+C) 4,75,000
Cash and cash equivalents at beginning of the period 2,25,000
Cash and cash equivalents at end of the period 7.00,000
ii) ‘Cash Flow from Operating Activities' by indirect method
t
Net Profit for the year befare tax and extraordinary items 2,880,000
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Add: Non-Cash and Non-Operating Expenses:
Depreciation 60,000
Interest Paid 5,000
Less: Non-Cash and Non-Operating Incomes:;
Profit on Sale of Investments (20,000)
Net Profit after Adjustment for Non-Cash ltems 3,25,000
Less: Decrease in trade payables 15,000
Increase in inventory 25,000 (40,000}
Cash generated from operations before taxes 2,85,000
Wnrkin-g Note:
Calculation of net profit earned during the year
i R
Gross profit 3,75,000
Less: Office expenses, selling expenses 50,000
Depreciation 60,000
Interest paid m_ 1,15,000
2,60,000
Add: Profit on sale of investments 20,000
INet profit before tax 2,80,000

From the following Balance Sheets and information, prepare Cash Flow Statement of Ryan Ltd. by Indirect

method for the year ended 31st March, 20X1;

Particulars Netes| 31" March| 321" March
20X1 20X0
X X
Equity and Liabilities
1 Shareholders’ funds
A Share capital 1 6,00,000 7,00,000
B Reserves and Surplus 2 4,20,000 3,00,000
2 Non-current liabilities
Long term borrowings 3 2,00,000 -
3 Current liabilities
A | Trade Payables 1,15,000 1,10,000
B | Other current liabilities 4 30,000 80,000
C | Shert term provision (provision for tax) 95,000 60,000
Total 14,60,000 12,50,000
Assets
1 Non-current assets
A Property, plant and Equipment 5 9,15,000 7,00,000
B MNon-Current Investments 50,000 80,000
2 Current assets
A Inventories 95,000 50,000
B Trade receivables 2,50,000 2,25,000
C Cash and Cash egquivalents 50,000 90,000
D Other Current assets 1,00,000 65,000
Total 14,60,000 12,50,000
Notes to accounts
Ne. 31" March, 31 March,
20X1 20X0
1. | Share capital
Equity share capital 6,00,000 5,00,000
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10% Redeemable Preference sharecapital - 2,00,000
Total 6,00,000 7,00,000
Reserves and Surplus

Capital redemption reserve 1,00,000 -
Capital reserve 70,000 -
General reserve 1,50,000 2,50,000
Profit and Loss account 1,00,000 50,000
Total 4,20,000 3,00,000
Long term borrowings

9% Debentures 2,00,000 --

4. | Other current liabilities

Dividend payable - 60,000
Liabilities fer expenses 320,000 20,000
Total 30,000 80,000
Property, plant and equipment

Plant and machinery 7,65,000 5,00,000
Land and building 1,50,000 2,00,000
Net carrying value 9,15,000 7,00,000

Additional Information:

(i)

(i)
(iii)
(iv)

(v)
(i)

A piece of land has been sold out for X1,50,000 (Cost — %1,20,000) and the balance land was revalued.
Capital Reserve consisted of profit on revaluation of land.
On 1st April, 20X0 a plant was sold for Rs.90,000 (Original Cost — 370,000 and W.D.V. - 50,000} and
Debentures worth Rs.1 lakh were issued at par as part consideration for plant of Rs.4.5 lakhs acquired.
Part of the investments (Cost — 50,000} was sold for X70,000.
Pre-acquisition dividend received 15,000 was adjusted against cost of investment.
Interim dividend was declared and paid @ 15% during the current year.
Income-tax liability for the current year was estimated at %1,35,000.

(vii) Depreciation @ 15% has been charged on Plant and Machinery but nodepreciation has been charged

on Building. (SM]

Answer 9
Cash Flow Statement of Ryan Limited For the year ended 31st March, 20X1
T 3

Cash flow from operating activities
Net Profit before taxation (W.N.1) 2,75,000
Adjustment for

Depreciation (W.N.3) 1,35,000

Profit on sale of land (30,000}

Profit on sale of plant (W.N.3) (40,000}

Profit on sale of investments (W.N.4) (20,000}

Interest on debentures (2,00,000 X 9% 18,000
Operating profit before working capital changes 3,38,000
Increase in inventory (5,000)
Increase in trade receivables (25,000
Increase in Other current assets (W.N.9) (35,000)
Increase in Trade payables 5,000
increase in liabilities for expenses 10,000
Cash generated from operations 2,888,000
Income taxes paid (W.N.8) (1,00,000})
Net cash generated from operating activities 1,88,000
Cash flow from investing activities
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Proceeds from sale of land [W.N.2) 1,50,000

Proceeds from sale of plant (W.N.3) 90,000

Proceeds from sale of investments (W.N.4) 70,000

Purchase of plant (W.N.3) (3,50,000)

Purchase of investments (W.N.4) (25,000)
Pre-acquisition dividend received (W.N.4) 5,000

Net cash used in investing activities (60,000)
Cash flow from financing activities

Proceeds from issue of equity shares 1,00,000

(6,00,000 — 5,00,000)

Proceeds from issue of debentures 1,00,000

(2,00,000 — 1,00,000)

Redemption of preference shares (2,00,000})

Dividends paid (1,50,000)

Interest paid on debentures (18,000)

Net cash used in financing activities {l,EE,UﬂI]:Id
Net decrease in cash and cash equivalents (40,000)
Cash and cash equivalents at the beginning of the year 90,000
Cash and Cash equivalents at the end of the year 50,000

Significant Non-cash ltems:

Debentures amounting to %1,00,000 have been issued as part cansideration for acquisition of plant of ®4,50,000.

Working Notes:
1.
1
Net profit before taxation
Retained profit 1,00,000
Less: Balance as on 31.3.20X0 (50,000)
50,000
__Frm.riﬂinh for taxation 1,35,{300_
Dividend 90,000
2,775,000
2. Land and Building Account
% L
To Balance b/d 2,00,000 | By Cash (Sale) 1,50,000
To Profit and Loss Ajc 30,000 | By Balance ¢/d 1,50,000
(Profiton sale)
To Capital reserve
(Revaluation profit) 70,000
3,00,000 3,00,000
3. Plant and Machinery Account
1 ?
To Balance b/d 5,00,000 | By Cash (Sale) 90,000
To Profit and loss account 40,000 | By Depreciation 1,35,000
To Debentures 1,00,000 | By Balance ¢/d 7,65,000
To Bank 3,50,000
9,590,000 9,90,000
4. Investments Account
Z %
To Balance b/d 80,000 | By Cash (5ale) 70,000
To Profit and loss account 20,000 | By Dividend
(Pre-acquisition) 5,000
To Bank (Balancing figure) 25,000 | By Balance c¢/d 50,000
1,25,000 1,25,000
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5. Capital Reserve Account

X z
To Balance ¢/d 70,000 | By Profit on revaluation of land 70,000
70,000 70,000
E. General Reserve Account
g | B 1
To Capital redemption reserve 1,00,000 | By Balance b/d 2,50,000
To Balance ¢/d 1,50,000
. 2,50,000 2,50,000
7. Dividend payable Account
% 3
To Bank (Balancing figure) | 1,50,000 | By Balance b/d 60,000
To Balance ¢/d - | By Profit and loss account 90,000
1,50,000 1,50,000
8. Provision for Taxation Account
1 1
To Bank (Balancing figure) 1,00,000 | By Balance b/d 60,000
To Balance c/d 95,000 | By Profit and loss account 1,35,000
1,95,000 1,95,000
9. Other Current Assets Account
2 X
To Balance b/d 65,000 | By Balance c/d 1,00,000
To Bank (Balancing figure) 35,000
1,00,000 1,00,000

Following is the Balance Sheet of Fox Ltd. You are required to prepare cash flow statement using Indirect
Methed.

Particulars Note Ne. |31st March,2021 (%) | 31st March,2020 (%)
(I) Equity and Liabilities
1. Shareholders’ Funds
(a) Share capital 5,60,000 3,00,000
(b) Reserve and Surplus 2 35,000 25,000
2. Current Liabilities
(a) Trade payables 1,50,000 60,000
{b) Short-term provisions 8,000 5,000
{Provision for taxation)
Total 7,53,000 3,90,000
(Il) Assets
1. Non-current assets
(a) Property, Plant and 3,50,000 1,80,000
Equipment
2. Current assets
(a) Inventories 1,20,000 50,000
{b) Trade receivables 1,00,000 25,000
(e} Cash and cash equivalents 1,05,000 90,000
(d) Other current assets 78,000 45,000
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Total

7,53,000

3,90,000

Motes to Accounts

Particulars 31st March,2021 (X) 31st March,2020 ()
1. Share capital
(a) Equity share capital 4,10,000 2,00,000
(b) Preference share capital 1,50,000 1,00,000
5,60,000 3,00,000
2. Reserve and surplus
Surplus in statement of profit and loss at the 25,000
beginning of the year
Add: Profit of the year 20,000
Less: Dividend (10,000)
Surplus in statement of profit and loss at the end of 35,000 25,000
the year
Additional Infermation:
1. Dividend paid during the year % 10,000
2. Depreciation charges during the year < 40,000. {RTP May'23, SM)
Answer 10
Fox Ltd.
Cash Flow Statement for the year ended 21* March 2021
b %
Cash flows from operating activities
Net Profit (35,000 less 25,000} 10,000
Add: Dividend 10,000
Provision for tax 8,000
Net profit before taxation and extraordinary items 28,000 |
Adjustments for: |
Depreciation 40,000
Operating profit before working capital changes 68,000
Increase in trade receivables (75,000)
Increase in inventories (70,000)
Increase in other current assets (33,000)
Increase in trade payables 90,000 {88,000)
Cash used in operating activities (20,000)
Less; Tax paid* {5,000)
MNet cash used in operating activities (25,000)
Cash flows from investing activities
Purchaseof PPE (2,10,000)
Net cash used in investing activities (2,10,000)
Cash flows from financing activities
Issue of equity shares for cash 2,10,000
issue of preference shares 50,000
Dividends paid (10,000)
Net cash generated from financing activities 2,50,000
Net increase in cash and cash equivalents 15,000
Cash and cash equivalents at beginning of period 90,000
Cash and cash equivalents at end of period 1,05,000
*Provision for tax of last year considered to be paid in the current year,
Working Note:
%

Property, plant and equipment acquisitions
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W.D.V. at 31.3.2021 3,50,000
Add back:

Depreciation for the year 40,000

3,90,000

Less: W.D.V. at 31.12,2020 1,80,000

Acquisitions during 2020-2021 2,10,000

The Balance Sheet of Harry Ltd. for the year ending 31st March, 2018 and 31st March, 2017 were
summarized as follows:

2018 (X) 2017 (%)
Equity share capital 1,20,000 1,00,000
Reserves:
Profit and Loss Account 9,000 8,000
Current Liabilities:
Trade Payables 8,000 5,000
Income tax payable 3,000 2,000
Declared Dividends 4,000 2,000
Property, Plant & Equipment (at W.D.V): 1,44,000 1,17,000
Building 19,000 20,000
Furniture & Fixture 34,000 22,000
Cars 25,000 16,000
Long Term Investments 32,000 28,000
Current Assets:
Inventory 14,000 8,000
Trade Receivables 8,000 6,000
Cash & Bank 12,000 17,000

1,44,000 1,17,000

The Profit and Loss account for the year ended 31st March, 2018 disclosed:
-

Profit before tax 8,000
Income Tax (3,000)
Profit after tax 5,000
Declared Dividends (4,000)
Retained Profit 1,000

Further Infermation is available:
1. Depreciation on Building X 1,000.
2. Depreciation on Furniture & Fixtures for the year X 2,000.
3. Depreciation on Cars for the year X 5,000. One car was disposed during the year for X 3,400 whose
written down value was X 2,000.
4. Purchase investments for X 6,000.
5. Sold investments for X 10,000, these investments cost I 2,000.
6. You are required to prepare Cash Flow Statement as per AS-3 (revised) using indirect method.
(RTP Nov'18) (Same concept fewer adjustments MTP 15 Marks Mar’23, RTP Nov’22, Old & New SM)
Answer 11
Harry Ltd.
Cash Flow Statement for the year ended 315t March, 2018
1 3
Cash flows from operating activities
Net Profit before taxation 8,000
Adjustments for:
Depreciation (1,000 + 2,000 +5,000) 8,000
Profit on sale of Investment (8,000)
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Profit on sale of car (1,400)
Operating profit before working capital changes 6,600
Increase in Trade receivables (2,000)
Increase in inventories (6,000)
increase in Trade payables 3,000
Cash generated from operations 1,600
Income taxes paid (2,000)
Net cash generated from operating activities (A) (400)
Cash flows from investing activities
Sale of car 3,400
Purchase of car (16,000)
Sale of Investment 10,000
Purchase of Investment (6,000)
Purchase of Furniture & fixtures (14,000)
Net cash used in investing activities (B) (22,600)
Cash flows from financing activities
Issue of shares for cash 20,000
Dividends paid* (2,000)
Net cash from financing activities(C) 18,000
Net decrease in cash and cash equivalents (A + B +C) {5,000)
Cash and cash equivalents at beginning of period 17,000
Cash and cash equivalents at end of period 12,000

* Dividend declared for the year ended 315t March, 2017 amounting % 2,000 must have been paid in the year
2017-18. Hence, it has been considered as cash outflow for preparation of cash flow statement of 2017-18,
Woarking Notes:

1. Calculation of Income taxes paid

!
Income tax expense for the year 3,000
Add: Income tax liability at the beginning of the year 2,000
5,000
Less: Income tax liability at the end of the year {3,000}
2,000
2. Calculation of Fixed assets acquisitions

Furniture & Fixtures (%) Car (%)

W.D.V. at 31.3.2018 34,000 25,000

Add back: De p-recia‘tinn for the year 2,000 S,ED_ID

Disposals — 2,000

36,000 32,000

Less: W.D.V. at 31, 3. 2017 (22,000) (16,000]

Acquisitions during 2016-2018 14,000 16,000

The following figures have been extracted from the books of Manan Limited for the year ended on 31.3.2022,
You are required to prepare the Cash Flow statement as per AS 3 using indirect method.
(i MNet profit before taking into account income tax and income from law suits but after taking into account
the fellowing items was % 30 lakhs:
(a] Depreciation on Property, Plant & Equipment X 7.50 lakhs.
[b) Discount on issue of Debentures written off X 45,000.
[c] Interest on Debentures paid X 5,25,000.
(d] Book value of investments X 4.50 lakhs (Sale of Investments for X 4,80,000).
(e} Interest received on investments % 90,000.
(i) Compensation received X 1,35,000 by the company in a suit filed.
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fiiil Income tax paid during the year X 15,75,000.

(iv] 22,500, 10% preference shares of % 100 each were redeemed on 02-04-2021 at a premium of 5%.

(v Further the company issued 75,000 equity shares of X 10 each at a premium of 20% on 30.3.2022 {Out of
75,000 equity shares, 25,000 equity shares were issued to a supplier of machinery)

(vi) Dividend for FY 2020-21 on preference shares were paid at the time of redemption.

(viij Dividend on Equity shares paid on 31.01.2022 for the year 2020-2021 % 7.50 lakhs and interim dividend
paid T 2.50 lakhs for the year 2021-2022.

(viii} Land was purchased on 02.4.2021 for X 3,00,000 for which the company issued 22,000 equity shares of ¥
10 each at a premium of 20% to the land owner and balance in cash as consideration.

(ix) Current assets and current liabilities in the beginning and at the end of the years were as detailed below:

As on 01.04.2021 As on 31.3.2022
3 1
Inventory 18,00,000 19,77,000
Trade receivables 3,87,000 3,79,650
Cash in hand 3,94,450 16,950
Trade payables 3,16,500 3,16,950
Outstanding expenses 1,12 500 1,222,700
(MTP 10 Marks Apr'23 & Nov'21 & Sep’23, PYP 10 Marks Nev'20, RTP May'20)(Similar to Jan'21 but different
figures)
Answer 12
Manan Ltd.
Cash Flow Statement for the year ended 31st March, 2022
Rs. Rs.
Cash flow from Operating Activities
Net profit before income tax and extraordinary items: 30,00,000
Adjustments for; |
Depreciation on Property, plant and equipment 7,50,000
Discount on issue of debentures 45,000
Interest on debentures paid 5,25,000
Interest on investments received (90,000)
Profit on sale of investments (30,000) 12,00,000
Operating profit before working capital changes 42,00,000
Adjustments for;
Increase in inventory (1,77,000)
Decrease in trade receivable 7,350
Increase in trade payables 450
Increase in outstanding expenses 10,200 (1,59,000)
Cash generated from operations 40,41,000
Income tax paid (15,75,000)
Cash flow from ordinary items 24,66,000
Cash flow from extraordinary itemns:
Compensation received in a suit filed 1,35,000
Net cash flow from operating activities 26,01,000
Cash flow from Investing Activities;
Sale proceeds of investments 4,80,000
Interest received on investments 90,000
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Purchase of land (3,00,000 less 2,64,000) 36,000

Net cash flow from investing activities 5,34,000
Cash flow from Financing Activities

Proceeds of issue of equity shares at 20% premium 6,00,000

Redemption of preference shares at 5% premium (23,62,500)

Preference dividend paid (2,25,000)

Interest on debentures paid (5,25,000)

Dividend paid (7,50,000 + 2,50,000) (10,00,000)

Net cash used in finaneing activities [35,12,500)
Net decrease in cash and cash equivalents during the year (3,77,500)
Add: Cash and cash equivalents as on 31.3.2021 3,94 450
Cash and cash equivalents as on 31.3.2022 16,950

On the basis of the following data, prepare Cash Flow Statement as per A5-3 for the year ended 31st March,

2024:

® Total Sales for the year were X 380 lakhs out of which Cash Sales amounted to % 262 Lakhs.

® Receipts from credit customers during the year, total X 134 lakhs.

® Total Purchases for the year amounted to % 220 lakhs, out of which 80% were credit purchases.

* Opening balance in creditors X 84 lakhs and Closing balance in creditors X 92 lakhs.

¢ Suppliers of other consumables and services were paid X 19 lakhs in cash.

e Employees of the enterprise were paid X 20 lakhs in cash.

* Fully-paid preference shares of the face value of X 32 lakhs were redeemed.

¢ Issued equity shares of the face value of X 20 lakhs at a premium of 20%.

¢ Debenture of X 20 lakhs at premium of 10% were redeemed by issuing equity shares in lieu of their claims.

¢ T 26 lakhs were paid by way of Income Tax.

* A new machinery costing % 20 lakhs was purchased in a part exchange of an old machinery. The baok value
of the eld machinery was % 13 lakhs, but the vendor agreed to take over the old machinery at a higher
value of £ 15 lakhs. The balance due to vendor was paid in cash.

* Dividend X 15 lakhs (including dividend distribution tax)i@ of X 2.7 lakhs was also paid on 30th March, 2024.

* Debenture interest X 3 lakhs was paid.

® During the year % 8 lakhs rent was received from property held as investment.

® R 0.50 lakh interest was earned on the advance payments to suppliers of Goods.

e Cash and cash equivalents on 1st April 2023, X 2 lakhs. (PYP 7 Marks Sep’24)

Answer 13
Cash flow statement
for the year ended 31% March 2024

(X in lakhs) (% in lakhs)

Cash flow from operating activities .

Cash sales 262.00
Cash collected from credit customers 134.00
Interest received on advance payment to suppliers 0.50
Less: Cash purchases (44.00)
Less: Payment to Creditors (84 + 176 — 92) (168.00)
Less: Cash paid to suppliers for consumables & services (19.00)
Less: Cash paid to employee 120.00)
Cash from operations 145.50
Less: Income tax paid (26.00)
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Net cash generated from  operating activities 1159.50
Cash flow frem investing activities

Payment for purchase of Machine (20-15) (5.00)

Proceeds from rent received 8.00

Net cash used in investing activities 3.00
Cash flow from financing activities

Redemption of Preference shares (32.00)

Proceeds from issue of Equity shares 24.00

Debenture interest paid (3.00]

Dividend Paid (15.00)

Net cash used in financing activities [26.00]
Net increase in cash and cash equivalent 96.50
Add:  Cash and cash equivalents as on 1.04.2023 2.00
Cash and cash equivalents as on 31.3.2024 98.50

Multiple Choice Questions (MCQs)
1. While preparing cash flow statement, conversion of debt to equity (SM)
(a} Should be shown as a financing activity.
(b} Should be shown as an investing activity.
(c) Should not be shown as it is a non-cash transaction.
[d} Should not be shown as operating activity
Ans: (¢}

2. Which of the following would be considered a ‘cash-flow item from an "investing" activity'? (SM)
(a) Cash outflow to the government for payment taxes.
(b} Cash outflow to purchase bonds issued by another company,
le) Cash outflow te shareholders as dividends,
(d) Cash outflow to make payment to trade payables.
Ans: (b)

3. All of the following would be included in a company’s operating activities except: (SM)
(a) Income tax payments
(b} Collections from customers or Cash payments to suppliers
l¢) Dividend payments.
(d} Office and selling expenses.
Ans: ()

4. Hari Uttam, a stock broking firm, received Rs. 1,50,000 as premium for forward contracts entered for
purchase of equity shares. How will you classify this amount in the cash flow statement of the firm? (SM)
(a) Operating Activities,
(b} Investing Activities.
(¢) Financing Activities.
(d) MNon-cash transactions

Ans: (a)

5. As per AS 3 on Cash Flow Statements, cash received by a manufacturing company from sale of shares of
ABC Company Ltd. should be classified as {SM)
(a) Operating activity.
(b) Financing activity,
(c) Investing activity,
(d) Non-cash transactions
Ans: {c)
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CHAPTER 12: BUY-BACK OF SECURITIES

CONCEPTS OF THIS CHAPTER

e Meaning of buy-back of securities =N

* Accounting treatment of buy-back of securities @

® Provisions of Companies Act regarding buy-back of securities

LDR Questions

all alils
Qi7

QUICK REVIEW OF IMPORTANT CONCEPTS

Shares outstanding shares

_Particulars (Shares in crores)

Number of shares outstanding XX

' 25% of the shares outsta nding XX

Resources Test
_Particulars L (Shares in crores)
Paid up capital (% in crores) |
" 25% of the shares outstanding
_Free reserves (% in crores)

_Shareholders’ funds (X in crores)
_25% of Shareholders fund (X in crores)
Buy Back price per share
Number of shares that can be bought back (shares in crores)

¥ RIE IR 8 RIR

Debt Equity Ratio Test

Particulars When loan fund is
_ﬂ_a} | Loan funds (X in crores) o > i 2 __Ir
(b) Minimum equity to be maintained after buy-back in the ratio of - - -

2:1 (% in crores)

_le} | Present equity shareholders funds (X in crores) - - -

_Ed} Future equity shareholder fund (% in crores) - - _ -
le] Maximum permitted buy-back of Equity - | [Simultaneous
(% in crores) [(d) = (b)] e Equation)

) Maximum number of shares that can be bought back @ % 30 per - (Simultaneous
share (shares in crores) Equation)

Buy-back of shares can be made out of:
(i) its free reserves; or (i} the securities premium account; or
(iii) the proceeds of any shares or other specified securities.

No company shall purchase its own shares or other specified securities unless—

* The buy-back is authorized by the Articles of Association and by a special resolution passed at a general meeting.
However, in case the buy-back is for a sum less than or equal to ten percent of the paid-up equity shares + free
reserves the same may be authorized by the resclution of the directors passed at a duly convened Board
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Meeting.

* the buy-back is or less than or equal to twenty-five per cent of the total paid-up capital and free reserves of
the company:

* Partly paid shares cannot be bought back by a company;

* the buy-back of equity shares in any financial year shall not exceed twenty-five per cent of its total paid-up
equity capital in that financial year.

* No offer of buy-back will be made within a period of one year from the date of closing of the previous buy-
back if any. Hence, there can be a maximum of one buy-back in one year,

* the ratio of the debt owed by the company (both secured and unsecured) is not more than twice the paid-up
capital and its free reserves after such buy-back:

Question & Answers

What are the conditions to be fulfilled by a Joint Stock Company to buy-back its equity shares as per Companies
Act, 2013? Explain in brief. (SM) (PYP 5 Marks May'23)

Answer 1
As per the Companies Act, 2013 a joint stock company has to fulfill the following conditions to buy-back its

own equity shares:

1.

(a) the buy-back is authorised by its articles;

(b) a special resolution has been passed in general meeting of the company authorising the buy-back;
However, the above provisions do not apply where the buy-back is 10% or less of the paid-up equity
capital + free reserves and is authorized by a board resolution passed at a duly convened meating of
the directors.

(c) the buy-back must be equal or less than 25% of the total paid-up capital and free reserves of the
company: (Resource Test)

(d) Further, the buy-back of shares in any financial year must not exceed 25% of its total paid-up capital
and free reserves: (Share Outstanding Test)

(e] the ratio of the debt owed by the company (both secured and unsecured) after such buy-back is not
more than twice the total of its paid-up capital and its free reserves: {Debt-Equity Ratio Test)

(f) all the shares or other specified securities for buy-back are fully paid-up;

(g) the buy-back of the shares or other specified securities listed on any recognised stock exchange is in
accordance with the regulations made by the Securities and Exchange Board of India in this behalf;
Provided that no offer of the buy-back under this sub section shall be made within a period of one year
reckoned from the date of closure of a previous offer of buy-back if any. This means that there cannot
be more than one buy-back in one year.

2. Every buy-back shall be completed within twelve months from the date of passing the special resolution,
or the resolution passed by the board of directors.

3. Where a company purchases its own shares out of the free reserves or securities premium account, a sum
equal to the nominal value of shares so purchased shall be transferred to the Capital Redemption Reserve
Account and detalls of such account shall be disclosed in the Balance Sheet,

4. Premium (excess of buy-back price over the par value) paid on buy-back should be adjusted against free
reserves and/or securities premium account.

Exam Insights: Majority of examinees failed to explain the conditions to be fulfilled by a Joint Stock
Company to buy -back its equity shares as per Companies Act, 2013,

Mukti Ltd. (a non-listed company) provide the following information as on 31.3.2023:

(%)
Land and Building 21,50,000
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Plant & Machinery 15,00,000
Non-current Investment 2,00,000
Trade Receivables 5,50,000
Inventories 1,80,000
|Cash and Cash Equivalents 40,000
Share capital:1,00,000 Equity Shares of % 10 each fully paid up 10,00,000
Securities Premium 3,00,000
|Ger|era| Reserve 2,50,000
Profit & Loss Account (Surplus) 1,50,000
10% Debentures (Secured by floating charge on all assets) 20,00,000
Unsecured Loans 8,00,000
Trade Payables 1,20,000

On 21st April, 2023 the Company announced the buy back of 15,000 of its equity shares @ X 15 per share. For
this purpose, it sold all its investment for X 2.50 lakhs.

On 25th April, 2023, the company achieved the target of buy back. On 1st May, 2023 the company issued one
fully paid up share of % 10 each by way of bonus for every eight equity shares held by the equity shareholders.
You are required to pass necessary Journal Entries for the above transactions. [RTP May’24)

Answer 2
In the boaks of Mukti Ltd. Journal Entries
Date Particulars Dr. Cr.
2023 = X
April 21 Bank Afc Dr. 2,50,000
To Investment Afc 2,00,000
To Profit on sale of investment 50,000
{Being investment sold on profit)
April 25 [Equity share capital Afc Dr. 1,50,000
Securities premium Afc Dr. 75,000
To Equity shares buy back Afc 2,25,000
{Being the amount due to equity shareholders on buy back)
May 1 Equity shares buy back A/c Dr. 2,25,000
To Bank Afe 2,25,000
{Being the payment made on account of buy back of 15,000
Equity Shares)
General Reserve A/c OR P&L Afc Dr. 1,50,000
To Capital redemption reserve Afc 1,50,000
{Being amount equal to nominal value of buy back shares
transferred from free reserves to capital redemption reserve
account as per the law)
Capital redemption reserve A/c  Dr. 1,06,250
To Bonus to equity shareholder A/c (W.N.1) 1,06,250
{Being the utilization of capital redemption reserve to issue
bonus shares)
Bonus to equity shareholder Afc Dr. 1,06,250
To Equity share capital Afc 1,06,250
{Being issue of one bonus equity share for every ten equity
shares held)
Woerking Note:

Amount of bonus shares = [(1,00,000 - 15,000) x 35] x 10= % 1,06,250

The Directors of Umang Ltd. passed a resolution to buyback 5,00,000 of its fully paid equity shares of < 10 each
at X 15 per share. This buyback is in compliance with the provisions of the Companies Act, 2013.
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For this purpose, the company
(i} Sold its investments of X 30,00,000 for X 25,00,000.

(i) Issued 20,000, 12% preference shares of X 100 each at par, the entire amount being payable with

application.

(iii) Used X 15,00,000 of its Securities Premium Account apart from its adequate balance in General Reserve

to fulfill the legal requirements regarding buy-back.

iv) The company has necessary cash balance for the payment to shareholders.

You ara required to pass necessary Journal Entries (including narration) regarding buy- back of shares in

the books of Umang Ltd. (PYP 5 Marks Jan'21)

Answer 3
Journal Entries in the books of Umang Ltd.
Dr. Cr.
% 2
1. Eank Afe Dr. 25,00,000
rofit and Loss Afc Dr. 5,00,000
To Investment Afc 30,00,000
(Being investment sold for the purpose of buy-back of
Equity Shares)
2. Bank A/c Dr. 20,00,000
To 12% Pref. Share capital A/c 20,00,000
(Being 12% Pref. Shares issued for % 20,00,000)
3. |[Equity share capital A/fc Dr. 50,00,000
Premium payable on buy-back Dr, 25,00,000
To Equity shares buy-back A/fc 75,00,000
Equity shareholders Afc
(Being the amount due on buy-back of equity shares)
. [Equity shares buy-back Afc/ Equity sharehalders Ajc Dr, 75,00,000
To Banlk A/fc 75,00,000
(Being payment made for buy-back of equity shares)
5.  Securities Premium A/fc Dr. 15,00,000
General Reserve A/c Dr. 10,00,000
To Premium payable on buy-back 25,00,000
(Being premium payable on buy-back charged from
Securities premium)
6. [General Reserve Afc Dr, 30,00,000
To Capital Redemption Reserve Afc 30,00,000
(Being creation of capital redemption reserve to the
extent of the equity shares bought back after deducting
fresh pref. shares issued)
The following is the extract of Balance Sheet of Yellow Limited as on 31.03.2023:
Et
4,00,000 Equity shares of X 10 each 40,00,000
General Reserve 48,00,000
Profit & Loss Account 10,00,000
Securities Premium 18,00,000
Secured Loans 60,00,000
Unsecured Loans 32,00,000
Current Liabilities 28,00,000
2,36,00,000
Property, Plant and Equipment 90,00,000
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Investments 18,00,000
Current Assets 1,28,00,000
2,36,00,000

The company intends to buy-back 80,000 equity shares of X 10 each at a premium of 150%.
You are required to state whether the company can buy back equity shares. (PYP 5 Marks Nov’'23)

Answer 4
Determination of Buy-back of maximum ne. of shares as per the Companies Act, 2013
1. Shares Outstanding Test

|Fn rticulars (Shares)
Number of shares outstanding 4,00,000
25% of the shares outstanding 1,00,000
2. Resources Test: Maximum permitted limit 25% nf_Et-quit!.r paid up capital + Free Reserves

|F':rt’|nulnr=

Paid up capital (%) 40,00,000
Free reserves (%) (48,00,000 + 18,00,000 + 10,00,000) 76,00,000
Shareholders’ funds (%) 1,16,00,000
25% of Shareholders fund (%) 29,00,000
Buy-back price per share %&b
Number of shares that can be bought back (shares) 1,16,000
Actual Number of shares for buy-back 80,000

3. Debt Equity Ratio Test: Loans cannot be in excess of twice the Equity Funds post Buy-Back
Debt Equity ratio of the company should not exceed 2:1 after such buy-back. In this case, the debt is £ 92,00,000
(60,00,000 + 32,00,000)* and equity after such buy back will be % 96,00,000 (1,16,00,000 — 20,00,000). Thus,
the debt equity ratio is 0.96:1, which is less than 2:1,
Company qualifies all tests for buy-back of shares and came to the conclusion that it can buy 80,000 equity
shares @ % 25,

Exam Insights: A small number of examinees made mistakes in calculating the number of equity shares
to be bought back as per the debt-equity test.

Cuestion 5

Pratham Ltd. (a non-listed company) has the following Capital structure as on 31st March, 2022:

|Particu|ar5 2 R

|E\*:|uit'g,||I Share Capital (shares of X 10 each fully paid 30,00,000
Reserves & Surplus

General Reserve 32,50,000

[Security Premium Account 6,00,000

|Prnfit & Loss Account 4,320,000

|Reua|uatinn Reserve 6,20,000 49,00,000
lLoan Funds 42,00,000

You are required to compute by Debt Equity Ratio Test, the maximum number of shares that can be bought back
in the light of above information, when the offer price for buy back is X 30 per share.(MTP 15 Marks Mar'23,5M,
RTP Nov'20){MTP 10 Marks Sep’23)

Answer 5
Debt Equity Ratio Test
Particulars %
{a) |Loan funds 42,00,000
(b) |h-"rinimum equity to be maintained after buy back in the ratio of 2:1 (X in crores) 21,00,000
(c) |Present equity shareholders fund (% in crores) 72,80,000
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|d) [Future equity shareholder fund (X in crores) (See Note 2) 59,85,000
(72,80,000-12,95,000)
(e) Maximum permitted buy back of Equity (% in crores) [(d) = (b)] 38,85,000
(See Note 2) (by simultanecus
equation)
(f) [Maximum number of shares that can be bought back @ % 30 per share (shares in 1,29,500
crores) (See Note 2) (by simultaneous
equation)
Working Note:
1. Shareholders’ funds
Particulars b
Paid up capital 30,00,000
Free reserves (32,50,000 +6,00,000+4,30,000) 42,80,000
72,80,000

2. As per section 68 of the Companies Act, 2013, amount transferred to CRR and maximum equity to be bought
back will be calculated by simultaneous equation method.
Suppose amount eguivalent to nominal value of bought back shares transferred to CRR account is 'x" and
maximum permitted buy-back of equity is y".
Equation 1 :[Present equity — Nominal value of buy-back transfer to CRR) — Minimum equity to be maintained
= Maximum permissible buy-back of equity
(72,80,000 —x)-21,00,000 =y (1)
Since 51,80,000 —x =y

" Maximum buvy—back
Equation 2: ( =

: X Nominal Valu e)

Offer price for buy—back

= Nominal value of the shares bought —back to be transferred to CRR
=1 - -

X=(LX10)=X 3x=y(2)

x =%12,95,000 crores and y = % 38,85,000 crores

Question &

Pay Limited provides you with the following information as at 31st March, 2022:

(X in Lakhs)
Share Capital: 300
Authorized |
Issued:
11% Redeemable preference shares of X 100 each fully paid 125
Equity shares of X 10 each fully paid 175 300
Reserves and surplus:
Capital reserve 35
Securities premium 105
Revenue reserves 460
Profit and loss account 50 650
Current liabilities and provisions 50
Fixed assets: cost 100
Less: Accumulated depreciation (90) 10
Non-current investments at cost (Market valueX 400 Lakhs) 200
Current assets 730

(i} The company redeemed preference shares at a premium of 4% on 1st April, 2022,

(i} 1t also bought back 2.5 lakhs equity shares of X 10 each at % 40 per share. The payments for the above were
made out of the bank balances, which appeared as a part of current assets.

You are asked to:

(1)  Pass journal entries to record the above.

(2)  Prepare balance sheet as at 01.04.2022. (RTP May’23)
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Answer b
(i) Journal entries in the books of Pay Ltd. X in lakhs
Particulars Debit Credit
1st 111% Preference share capital Afc Dr. 125
April, 2022 Premium payable on Redemption of Preference Shares Dr, 5
To Preference shareholders A/c 130
(Being preference share capital
account transferred to shareholders account)
Preference shareholders A,-"E Dr. 130
To Bank A/c 130
(Being payment made to shareholders)
Shares buy back A/c | Dr. 100
To Bank Afc 100
(Being 2.5 lakhs equity shares bought back @ % 40 per share)
Equity share capital Afc (2.5 lakh x % 10) Dr, 25
Premium payable on buy- back Afe {2.5 lakh xf“.?-ﬂ:l Dr. 75
To Shares buy back Afc 100
(Being cancellation of shares bought back)
Revenue reserve Afc Dir. 150
To Capital Redemption Reserve Afc (125 + 25) 150
(Being creation of capital redemption reserve to the extent of
the face value of preference shares redeemed and equity
shares bought back)
Securities Premium Dr, 80
To Premium payable on Redemption of Pref. Shares 5

To Premium payable an buy- back A/c 75

{Being premium on preference shares redeemed® and equity
shares bought back charged to securities premium account)

*Securities premium utilized for premium on preference shares redeemed assuming that the company is not
governed under section 133 of the Companies Act. Alternatively, it may not be utilized assuming otherwise.
(ii) Balance Sheet of Pay Ltd as at 1.4.2022

(iii) Particulars Note No | % In lakhs
I. Equity and Liabilities
(1) Shareholder's Funds
(a) Share Capital 1 150
(b) Reserves and Surplus 2 570
(2) Current Liabilities 50
Total 770
Il. Assets
(1) Mon-current assets
(a) Property, plant and Equipment 3 10
(b) Non-current investments -Investment at 200
cost Market value ® 400 crores)
(2 Current assets 4 560
Total 770
Notes to Accounts
1. Share Capital % In lakhs
iﬁnuthuriEEd, Issued and Subscribed:
EEquiw shares of ¥ 10 each 150
2. Reserves and Surplus
!EEapital reserve 35
E'Eapital redemption reserve 150
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Securities premium 105

Less: Utilisation for buy back and redemption of shares (80) 25

Revenue Reserve 460

Less: transfer to Capital redemption reserve (150) 310

!‘meit and Loss Account balance 50 570
3. Property, plant and equipment

Cost 100

Less: Provision for depreciation (90) 10
4. Current assets

Current assets as on 31.3.2022 790

Less: Bank payment for redemption and buy back (230) 560

Question 7

SM Limited gives the following information as on 31st March, 2023:

Rs
Share capital
(60,000 Equity Shares of Rs 10 Each) 6,00,000
Reserve & Surplus:
Security premium Rs 70,000
General reserve Rs 63,000
Profit and Loss Rs 1,40,000 2,73,000
Non-current liability:
9% debentures (secured) 3,00,000
Current Liabilities:
Term loan 40,000
Creditors 65,000
Provision for taxation 15,000
Property plant and equipment 6,00,000
Mon-current investment 1,50,000
Current assets:
Stock Rs 2,00,000
Debtors Rs 2,60,000
Bank Rs 83,000 5,43,000

The shareholders adopted the resolution on 31st March, 2020 to:

(i) Buy back 25% of the paid up capital @ Rs 15 each.

(ii) Issue 10% debentures of Rs 60,000 at a premium of 10% teo finance the buyback of shares,

{iii) Maintain a balance of Rs 20,000 in General Reserve.

(iv) Sell investments worth Rs 1,00,000 for Rs 80,000.

[v) Buy back expenses were Rs 2,000,

You are required to pass necessary journal entries to record the above transactions and prepare Ledger account
of Bank. (MTP 8 Marks Nev'21 & Apr'23)

Answer 7
In the books of SM Limited Journal Entries
Particulars Dr. Cr.
Rs Rs
1.  |[Equity share capital A/c (15,000 x Rs10) Dr. 1,50,000
Premium on buyback Afe (15,000 x Rs5) Dr. 75,000
To Equity shares buy back or Equity Shareholders A/c 2,25,000
(15,000 x Rs15)
(Being the amount due to equity shareholders on buy back)
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2. [Equity shares buy back/Equity shareholders A/c Dr. Dr. 2,25,000
To Bank A/c 2,25,000
[Being the payment made on account of buy back of
15,000 Equity Shares as per the Companies Act)
3. [Bank A/c Dr. 66,000
To 10 % Debentures A/c 60,000
To Securities Premium Afc 6,000
(Being 14 % debentures issued to finance buy back)
4, |Buyback Expenses Afc Dr, 2,000
To Bank A/fe 2,000
(Buyback expenses paid)
5. Banl A/c Dir. 20,000
Profit and Loss A/c (Loss on sale of investment) 20,000
To Investment A/c 1,00,000
(Being investment sold at |oss)
6. General reserve Dr. 43,000
Profit and Loss Afc Dr. 1,07,000
To Capital redemption reserve Afc 1,50,000
(Being amount egual to nominal value of buy back shares
from free reserves transferred to capital redemption
reserve account as per the law)
7. [Securities Premium Dr, 75,000
Profit and Loss Afe Dr. 2,000
To Premium on buyback 75,000
To Buyback Expenses A/c 2,000
(Being premium on buyback and buyback expenses charged
to securities premium and profit and loss account)
Bank Account
Particulars Amount (Rs) Particulars Amount (Rs)

To Balance b/d 83,000 | By Equity Shareholders A/c 2,25,000
To Investment A/c 80,000 | By Expenses on buy back of share 2,000
To 10% Debentures and Securities 66,000 | By Balance c¢/d 2,000

premium
Total 2,29,000 | Total 2,29,000

Note: It may be noted that as per the provisions of the Companies Act, no buy-back of any kind of shares or
other specified securities shall be made out of the proceeds of an earlier issue of the same kind of shares
ar same kind of other specified securities, |ssue of debentures has been excluded for the purpose of
“specified securities” and the entire amount of Rs 1,50,000 has been credited to CRR while solving the

Question.

Wivi Tsu Ltd. gives the following information as on 31st March, 2022.

Liabilities In X
|Equ'|t1,r Shares of X 10 each fully paid up 17,00,000
|He1urenue Reserve 23,50,000
|Securitilzs Premium 2,220,000
Profit & Less Account 2,00,000
|Infrastru¢ture Development Reserve 1,50,000
9% Debentures 38,00,000
|Unﬁenure:| Loan 8,50,000
|Prn perty, plant & equipment 58,50,000
Current Assets 34,50,000
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Super Limited wants to buy back 35,000 equity shares of X 10 each fully paid up on 1st April, 2022 at % 30 per
share.

Buy Back of shares is fully authorised by its articles and necessary resolutions have been passed by the company
towards this. The payment for buy back of shares will be made by the company out of sufficient bank balance
available as part of the Current Assets. Comment with calculations, whether the Buy Back of shares by the
company is within the provisions of the Companies Act, 2013.

(MTP 10 Marks Oct’'22, PYP 10 Marks May’'19)

Answer B
Determination of maximum no. of shares that can be bought back as per the Companies Act, 2013
1.Shares Outstanding Test

Particulars (Shares)
Number of shares outstanding 1,70,000
25% of the shares outstanding 42,500
2 Resources Test: Maximum permitted limit 25% of Equity paid up capital + Free Reserves
Particulars

Paid up capital (%) 17,00,000

Free reserves (%) (23,50,000 + 2,50,000 + 2,00,000) 28,00,000

Shareholders’ funds (%) 45,00,000

25% of Shareholders fund (%) 11,25,000

Buy back price per share %30

Number of shares that can be bought back (shares) Actual 37,500

Number of shares proposed for buy back 35,000
3.Debt Equity Ratio Test: Loans cannot be in excess of twice the Equity Shareholder’s Funds post Buy Back

Particulars x
(a) |Loan funds (<) (38,00,000+8,50,000) 46,50,000
(b) |Minimurn equity to be maintained after buy back in the ratic of 2:1 (%) (a/2) 23,25,000
(c) |Freserrt equity/shareholders fund (%) 45,00,000
(d) [Future equity/shareholders fund (%) (see W.N.) 39,56,250
(45,00,000 - 5,43,750)

(e} }!ﬂaximum permitted buy back of Equity (%] [(d) — (b)] 16,31,250
(f}  Maximum number of shares that can be bought back @ ¥ 30 per share 54,375 shares
(g) [|Actual Buy Back Proposed 35,000 Shares
Summary statement determining the maximum number of shares to be bought back
Particulars Number of shares
Shares Outstanding Test 42,500
Resources Test 3_}'_,5EIrD
Debt Equity Ratio Test 54,375
Maximum number of shares that can be bought back [least of the above] 37,500

Company qualifies all tests for buy-back of shares and it can buy back maximum 37,500 shares on 1st April, 2022.
However, company wants to buy-back only 35,000 equity shares @ % 30, Therefore, buy-back of 35,000 shares, as
desired by the company is within the provisions of the Companies Act, 2013,

Werking Note:

Amount transferred to CRR and maximum eqguity to be bought back will be calculated by simultaneous equation
method.

Suppose amount transferred to CRR account is %" and maximum permitted buy-back of equity is y'.

Then

(45,00,000 — x) — 23,25,000 = y (1)
[ix 10)=xor3x=y (2)
by solving the above equation, we get
¥x=%15,43,750

y=%16,31,250
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The following was the summarized balance sheet of Bhoomi Ltd. as on 31st March, 2020:

Equity & liability Rs (in lakhs) |A.ssets Rs (in lakhs)
Authorised Capital: lFrupe rty, plant andequipment 1,12,000
Equity shares of Rs 10 each 80,000 Investments 24,000
|Issued Capital Cash at Bank 13,200
Equity Shares of Rs10 each Fully Paid up 64,000 [Trade Receivables 66,000
10% Redeemable Preference Shares of 20,000
10 each, Fully Paid Up
Reserves & Surplus:
|Capiul Redemption Reserve 8,000
Securities Premium 6,400
General Reserve 48,000
Profit & Loss Account 2,400
9% Debentures 40,000
Trade Payables 26,400

2 15,200 2,15,200

On 1st April, 2020 the Company redeemed all its Preference Shares at a Premium of 10% and bought back 25%
of its Equity Shares at Rs20 per Share. In order to make Cash available, the Company sold all the Investments for

Rs25,000 Lakhs and raised a Bank Loan amounting to Rs16,000 lakh on the Security of the Company's Plant.

Give the necessary Journal Entries considering that the buy back is authorised by the articles of company and
necessary resolution is passed by the company for this. The amount of Securities premium may be utilized to the

maximum extent allowed by law,

(MTP 8 Marks Oct’'20, Oct'21 & Oct’'23, MTP 12 Marks Oct’'19) (Same concept different figures RTP May'20)

Answer 9
Journal entries In the books of Bhoomi Ltd.
Dr. Cr.
Rs in lakhs
1 Bank Ajc Dr. 25,000
To Investments Afc 24,000
To Profit and Loss Afc 1,000
[Being Investments sold and, profit being credited to Profit and Loss
Account)
2 10% Redeemable Preference Share Capital A/c Dr. 20,000
Premium payable on Redemption of Preference Shares Afc Dr, 2,000
To Preference Shareholders Afc 22,000
(Being amount payable on redemption of Preference shares, at a
Premium of 10%])
3 Securities Premium Afc Dr. 2,000
To Premium payable on Redemption of Preference Shares Afc 2,000
(Being Securities Premium utilised to provide Premium on
Redemption of Preference Shares)
14 Equity Share Capital A/c Dr. 16,000
Premium payable on Buyback A/fc Dr. 16,000
To Equity Share buy back Afc 32,000
[Being the amount due on buy-back)
5 Securities Premium A/c (6,400 = 2,000) Dr. 4,400
General Reserve Afc (balancing figure) Dr. 11,600
To Premium payable on Buyback A/fc 16,000
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[Being premium on buyback provided first out of Securities
Premium and the balance out of General Reserves.)

6 Bank Afc Dr. 16,000
To Bank Loan A/c 16,000
(Being Loan taken from Bank to finance Buyback)
7 Preference Shareholders A/c Dr. 22,000
Equity Shares buy back Afc Dr, 32,000
To Bank Afc 54,000

(Being payment made to Preference Shareholders and Equity
Shareholders)

8 |General Reserve Account Dir. 36,000
To Capital Redemption Reserve Account 36,000

[Being amount transferred to Capital Redemption Reserve Account to
the extent of face value of preference shares redeemed and equity

Shares bought back) (20,000 + 16,000)

Question 10

Purpose Ltd. resolves to buy back 4 lakhs of its fully paid equity shares of % 10 each at ¥ 22 per share. This
buyback is in compliance with the provisions of the Companies Act and does not exceed 25% of Company's
paid up capital in the financial year. For the purpose, it issues 1 lakh 11 % preference shares of ¥ 10 each at
par, the entire amount being payable with applications. The company uses % 16 lakhs of its balance in
Securities Premium Account apart from its adequate balance in General Reserve to fulfill the legal
requirements regarding buy-back. Give necessary journal entries to record the above transactions. {RTP
Sep'24) RTP Nov'19, Nov'22)

Answer 10
Jaurnal Entries in the books of Purpose Ltd.

1. Bank A/c Dr. 10,00,000
To 11% Preference share application & allotment A/c (Being 10,00,000
receipt of application money on preference shares)
2. |11% Preference share application & allotment A/c Dr. 10,00,000
To 11% Preference share capital A/c 10,00,000

(Being allotment of 1 lakh preference shares)
3. General reserve A/c Dr. 30,00,000

To Capital redemption reserve A/fc 30,00,000
(Being creation of capital redemption reserve for buy back of
shares)
4. [Equity share capital Afc Dr.  140,00,000
Premium payable on buyback A/e Dr. 48,00,000

To Equity shareholders/Equity shares buy back Afc 88,00,000

{Amount payable to equity shareholder on buy back)
B IE«:jui’tﬂ,.r shareholders/ Equity shares buy back A/c Dr. 88,00,000

To Bank A/c B8,00,000

(Being payment made for buy back of shares)
6. Securities Premium Afc Dr, 16,00,000
General reserve Afc 32,00,000

To Premium payable on buyback A/c 48,00,000
(Being premium on buyback charged from securities premium
and general reserve)
Woerking Notes:
1. Caleulation of amount used from General Reserve Account
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Amount paid for buy back of shares (4,00,000 shares x % 22) &8,00,000
Less: Proceeds from issue of Preference Shares (1,00,000 shares x 210) (10,00,000)
Less: Utilization of Securities Premium Account (16,00,000)
Balance used from General Reserve Account 62,00,000
* Used under Section 68 for buy back 32,000,000
Used under Section 69 for transfer to CRR [W.N 2) 30,00,000
62,00,000

2. Amount to be transferred to Capital Redemption Reserve account

=
Neminal value of shares bought back (4,00,000 shares x % 10) 40,00,000
Less: Nominal value of Preference Shares issued for such buy
back (1,00,000 shares x % 10) (10,00,000)
Amount transferred to Capital Redemption Reserve Account 30,00,000

Maohan Ltd. furnishes the following summarised Balance Sheet on 31st March 2021. (X in Lakhs)

Amount
Equity and Liabilities:
Shareholders’ fund
Share Capital
Equity Shares of X 10 each fully paid up 780
6% Redeemable Preference shares of X 50 each fully Paid up 240
Reserves and Surplus
Capital Reserves 58
General Reserve 625
Securities Premium 52
Profit & Loss 148
Revaluation Reserve 34
Infrastructure Development Reserve 16
Non-current liabilities
7% Debentures 268
Unsecured Loans 36
Current Liabilities 395
2652
Assets:
MNon-current Assets
Plant and Equipment less depreciation 725
Investment at cost 720
Current Assets 1207
2652

Other Information:

(1)  The company redeemed preference shares at a premium of 10% on 1st April,2021.

(2)  Italso offered to buy back the maximum permissible number of equity shares of X 10 each at % 30 per share
on 2nd April 2021.

(3) The payment for the above was made out of available bank balance, which appeared as a part of the
current assets.

(4] The company had investment in own debentures costing X 60 lakhs (face value X 75 lakhs). These
debentures were cancelled on 2Znd April 2021.

(5) On 4th April 2021 company issued one fully paid-up equity share of X 10 each by way of bonus for every
five equity shares held by the shareholders.
You are required to:
(a) Caleulate maximum possible number of equity shares that can be bought back as per the Companies
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Act, 2013 and

(b) Record the Journal Entries for the above-mentioned information. (PYP 10 Marks Dec'21)

Answer 11

Statement determining the maximum number of shares to be bought backNumber of shares (in lakhs)

Particulars When loan fund is
X 304 lakhs -

Shares Outstanding Test (W.N.1) 195

Resources Test (W.N.2) 11.175

Debt Equity Ratio Test (W.N.3) 29.725

Maximum number of shares that can be bought back [least of the above] 11.175

Thus, the company can buy 11,17,500 Equity shares at % 30 each.
Woerking Notes:
1. Shares Outstanding Test

Particulars (Shares in lakh])
MNumber of shares outstanding 78
25% of the shares outstanding 19.5
z Resources Test

Particulars

Paid up capital (% in lakh) 780
Free reserves (% in lakh) (625+52+148-24-240%) 561
Shareholders’ funds (X in lakh) 1341
25% of Shareholders fund (% in lakh) 335.25
Buy-back price per share 30
Mumber of shares that can be bought back 11.175

*Amount transferred to CRR is excluded from free reserves. Premium on
redemption also reduced.

3. Debt Equity Ratio Test: Loans cannot be in excess of twice the Equity Funds post Buy-Back

Particulars ! X In lakh
(a) |Loan funds (%) 304
(b)  Minimum equity to be maintained after buy- back in the ratio of 2:1 152

(%) (a/2)
c) |Present equity shareholders fund (%) 1341
(d] [Future equity shareholders fund (%) (see W.N.4) 1043.75 (1341-

297.25)

(e} [Maximum permitted buy-back of Equity (%) [(d) —(b)] 891.75 |
(f)  Maximum number of shares that can be bought back @ %30 per 29.725

share

As per the provisions of the Companies Act, 2013, company Qualifies

Alternatively, when current liabilities are considered as part of loan funds, in that case Debt Equity Ratio Test

will be done as follows:

Particulars | T in lakh
a) |Loan funds (%) 699
(b) IMinimum equity to be maintained after buy-back in the ratio of 2:1 349.5
®2)
(c) |Present equity shareholders fund (%) 1341
(d) [Future equity shareholders fund (%) {see W.N.4) 1093.125 (1341-
247.875)
[e] [Maximum permitted buy-back of Equity (%) [{d) = (b)] 743.625
(f)  Maximum number of shares that can be bought back @ % 30 per 24,7875
share
As per the provisions of the Companies Act, 2013, company Qualifies
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4. Amount transferred te CRR and maximum equity to be bought back will be calculated by simultaneous
equation method
Suppose amount transferred to CRR account is ¥ and maximum permitted buy- back of equity is 'y’ Then
Equation 1: (Present Equity- Transfer to CRR) - Minimum Equity to be maintained = Maximum Permitted Buy-

Back

=(1341-x)-152=y

=1189-x =y (1)

Equation 2: Maximum Permitted Buy-Back x Nominal Value Per Share/Offer Price Per Share
y/30 x 10 = % or 3Ix=y (2}

by solving the above two equations we get

x=%297.25and y =% 891.75

Alternatively, when current liabilities are considered as part of loan funds, in that case

Eqguation 1: (Present Equity- Transfer to CRR}- Minimum Equity to be maintained = Maximum Permitted Buy-

Back
=(1341—x)—349.5=y
=091.5-x =y (1)
Equation 2: Maximum Permitted Buy-Back X Nominal Value Per Share/Offer Price Per Share
y/30x 10 =x or 3x =y (2)
by solving the above two equations we get x = 247,875 and y = 743.625
{ii) Journal Entries for Buy Back (% in lakhs)
Date Particulars Debit Credit
2021 1st April  |6% Redeemable preference share capital A/c Dr. 240
Premium on redemption of preference shares A/c Dr. 24
To Preference shareholders Afc 264
(Being preference share capital transferred ta shareholders
account)
Preference shareholders A/c Dir. 264
To Bank Afc 264
(Being payment made to shareholders) )
General Reserve or F'&I__ﬂ.,."':_:" | br. 24 |
To Premium on redemption of preference shares A/fc 24

(Being premium on redemption of preference shares
adjusted through securities premium)

2nd April Equity shares buy-back A/c Dr. 335.25
To Bank Afc 335.25
(Being 11.175 lakhs equity shares of X 10 each bought
back @ % 30 per share)

Equity share capital Afc Dr. 111.75

Securities Premium Afc Dr. 52

General Reserve or P&L A/c Dr. 171.50
Ta Equity Shares buy-back A/c 335.25
(Being cancellation of shares bought back])

General reserve Afc Dr. 351.75
To Capital redemption reserve Ajc 351.75

(Being creation of capital redemption reserve account to
the extent of the face value of preference shares
redeemed and equity shares bought back as per the law
ie. 240+ 111.75 lakhs)

2nd April 7% Debentures Afc Dr. 75
To Investment (own debentures) A/c 60
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To Profit on cancellation of own debentures A/c 15

(Being cancellation of own debentures costing X 60 lakhs,

face value being % 75 lakhs and the balance being profit on

cancellation of debentures)

dth April Capital Redemption Reserve Cr. 133.65
To Bonus Shares A/c 133.65
(Being issue of one bonus equity share for every five
equity shares held)

Bonus shares Afc Dr, 133.65
To Equity share capital Afc 133.65
(Being bonus shares issued)

Waorking Note: Bonus Share to be issued =66.825 (78 - 11.175) lakh shares divided by 5 = 13.365 lakh shares.

Note: *Securities premium has not been utilized for the purpose of premium payable on redemption of

preference shares assuming that the company referred in the gquestion is governed by Section 133 of the

Companies Act, 2013 and complies with the Accounting Standards prescribed for them. Alternative entry

considering otherwise is also possible by utilizing securities premium amount,

Exam Insights: Most of the examinees failed to calculate the maximum permissible number of equity shares
that can be bought back as per share outstanding, resources and debt equity ratio test in accordance with
the provisions of the Companies Act, 2013. Consequently, they were not able to provide necessary journal
entries at the time of buy back.

Question 12

Quick Ltd. has the following capital structure as on 31st March, 2021;

TinCrores
(1) [Share Capital: 462
|[E4:|uit'g|I Shares of X 10 each, fully paid)
(2) |Heserves and Surplus:
hﬂneral Reserve 336
|5ecuriti-_=|s Premium Account 126
|F'rnfit and Loss Account 126
|5tatutl:|r1r Reserve 180
|Capita| Redemption Reserve 87
|F|ant Revaluation Reserve 33 888
(3) |Lr:an Funds:
Secured 2,200
Unsecured 320 | 2,520

On the recommendations of the Board of Directors, on 16th September, 2021, the shareholders of the company
have approved a proposal to buy-back of equity shares. The prevailing market value of the company's share is %
20 per share and in order to induce the existing shareholders to offer their shares for buy-back, it was decided
to offer a price of 50% over market value. The company had sufficient balance in its bank account for the buy-
back of shares.

You are required to compute the maximum number of shares that can be bought back in the light of the above
information and also under a situation where the loan funds of the company were either 1,680 Crores or
2,100 Crores.

Assuming that the entire buy-back is completed by 31st December, 2021, Pass the necessary accounting entries
{narrations not required) in the books of the company in each situation

[PYP 10 Marks May'22)
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Answer 12

Statement determining the maximum number of shares to be bought back
Number of shares

Particulars When loan fund is
12,520 crores % 1,680 crores % 2,100 creres
Shares Outstanding Test [W.N.1) 11.55 11.55 11.55
Resources Test (W.N.2} 8.75 | 8.75 875
Debt Equity Ratio Test (W.N.3) Nil 5.25 Nil
Maximum number of shares that can MNil 5.25 MNil
be bought back [least of the above]
Journal Entries for the Buy-Back {applicable only when loan fund is % 1,680 crores)
1in
crores
Particulars | Debit Credit
(a)  |[Equity share buy-back account Dr. | 157.5
To Bank account 157.5
(b)  [Equity share capital account (5.25 x T 10) Dr. 52.5
Securities premium account (5.25 x % 20) Dr. 105
To Equity share buy-back account 157.5
(c) General reserve account Dr. 525
To Capital redemption reserve account 52.5

Working Notes:
1. Shares ﬂutstandin_g_ Iast )

|Far1iculnrs (Shares in crores)
Number of shares outstanding 46,2
25% of the shares outstanding 11.55
2. Resources Test
Particulars
Paid up capital (X in crores) 462
|Free reserves (% in crores) (336+126+126) 588
Shareholders’ funds (% in crores) 1,050
25% of Shareholders fund (% in crores) % 262.5 crores
Buy-back price per share % 30
Number of shares that can be bought back (shares in crores) 8.75 crores shares

3. Debt Equity Ratio Test

Particulars When loan fund is
12,520 crores | % 1,680 crores 2,100
crores
(a) [Loan funds (% in crores) 2,520 1,680 2,100
(b) Minimum equity to be maintained
after buy- back in the ratio of 2:1 1,260 540 1,050
(T in crores)
(c) [Present equity shareholders fund 1,050 1,050 1,050
(% in crores)
(d) [Future equity shareholder fund N.A. 957.5 N.A.
(% in crores) (See Note 2) (1,050-52.5)
(e) [Maximum permitted buy-back of Mil 157.5 il
Equity (% in crores) [(d) — (b]] (by simultaneous
[See Note 2) equation) -
(f) Maximum number of shares that can Nil 5.25 Nil
he bought back @ X 30 per share (by simultaneous
(shares in crores) (See Note 2) eguation)
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1. Under Situations 1 & 3 the company does not qualify for buy-back of shares as per the provisions of the
Companies Act, 2013,

2. As per section 68 of the Companies Act, 2013, the ratio of debt owed by the company should not be more
than twice the capital and its free reserve after such buy-back.
Amount transferred to CRR and maximum equity to be bought back will be calculated by simultanecus
equation method,
Suppose amount equivalent to nominal value of bought back shares transferred to CRR account is " and
maximurn permitted buy-back of equity is y'.
Then
Equation 1: {Present equity — Nominal value of buy-back transfer to CRR) = Minimum equity to be
maintained= Maximum permissible buy-back of equity
(1,050 —x)-840 = y
Since 210-x=y

Maximum buy=back

Equation 2= x Nominal \faIueJ

Offer price for buy—back
= Nominal value of the shares bought —back to be transferred to CRR

=2 X 10= x
30

Or 3x=y

(2)

by solving the above two equations we get

x =% 52.5 crores y =R 157.5 crores
3. Statutory reserves, capital redemption reserve and plant revaluation reserves are not free reserves,
4. For calculation of debt -equity ratio both secured and unsecured loans have been considered.

Exam insights: Few examinees were not able to compute the maximum number of shares that
can be bought back in the light of the information given in the question under situations where
the loan funds of the company were different.

The following information from Balance Sheet of Z Ltd. as on 31st March ,2023:

% Lakhs
[Share Capital: "
Equity shares of X 10 each Fully Paid Up 16,000
10% Redeemable Pref. Shares of X 10 each Fully Paid Up 5,000
Reserves & Surplus
|Ca|:-i‘tal Redemption Reserve 2,000
Securities Premium 1,600
General Reserve 12,000
Profit & Loss Account 600
Secured Loans:
IEI% Debentures 10,000
ICurrent Liabilities:
Trade payables 4,600
ISundry Provisions 2,000
Fixed Assets 28,000
|Inuestment5 4,700
|Cash at Bank 4,600
|Other Current Assets 16,500

On 1st April, 2023 the Company redeemed all its Preference Shares at a Premium of 10% and bought back 10%

of its Equity Shares at % 20 per Share. In order to make cash available, the Company sold all the Investments for
R 5,000 lakhs.

You are required to pass journal entries for the above and prepare the Company’s Balance sheet immediately
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after buyback of equity shares and redemption of preference shares. (RTP Nov'23, New SM)

Answer 13
(i} Journal Entries in the books of Z Ltd.

(X in lakhs)

Particulars

Bank A/c
To Investments A/c
To Profit and Lass A/c
{Being investment sold on profit for the purpose of buy- back)

Dr.

5,000

4,700
300

10% Redeemable Preference Share Capital Afc
Premium on Redemption of Preference Shares Afc
To Preference Shareholders A/fc

(Being redemption of preference share capital at premium of
10%)

Dr.
Dr,

5,000
500

5,500

Profit and Loss Afc
To Premium on Redemption of Preference Shares A/fc
{Being premium on redemption of preference shares adjusted
through securities premium)

Dr.

500

500

Equity Share Capital A/fc
Premiurm on buyback Afc
To Equity buy-back Afc
(Being Equity Share bought back, Share Capital cancelled, and
Premium on Buyback accounted for)

Dr.
Dr.

1,600
1,600

3,200

Securities Premium A/c (1,600)
To Premium on Buyback Afe
(Being premium on buyback provided out of securities
premium)

Dr.

1,600

1,600

Preference Shareholders A/c

Equity buy-back Afc
To Bank A/fe
(Being payment made to preference shareholders and equity
shareholders)

5,500
3,200

8,700

General Reserve Account
To Capital Redemption Reserve Account
(Being amount transferred to capital redemption reserve
account towards face value of preference shares redeemed
and equity shares bought back)

6,600

6,600

(ii) Balance Sheet of C Ltd. (after Redemption and Buyback)

S T PP e

Particulars MNote No

Amount

EQUITY AND LIABILITIES

(1)

Shareholders’ Funds:

(a) Share Capital 1

14,400

(b) Reserves and Surplus 2

14,400

Mon-Current Liabilities:

12)

(a) Long Term Borrowings 3

10,000

Current Liabilities:

3)

(a) Trade payables

4,600

(b) Short Term Provisions

2,000

Total

45,400

()

ASSETS

MNon-Current Assets

(1)

PPE

28,000

Current Assets:

i

(a) Cash and Cash equivalents (W N)

900
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(b) Other Current Assets 16,500
45,400

Motes to Accounts

% in Lakhs

1. Share Capital
1,440 lakh Equity Shares of % 10 each Fully Paid up 14,400

{160 lakh Equity Shares bought back)
2. Reserves and Surplus

General Reserve 12,000

lLess: Transfer to CRR (6,600) | 5,400

kapital Redemption Reserve 2,000

\Add: Transfer due to buy-back of shares from Gen. res. 6,600 | 8,600
heturiti&i premium 1,600

lLess: Adjustment for premium paid on buy back (1,600)

PProfit & Loss Afc 600

!ﬂudd: Profit on sale of investment 300

Less: Adjustment for premium paid on redemption of  {500) A00 14,400

reference EharES
3. Long-term borrowings

Secured

9 % Debentures 10,000

ﬁnrking Note:
Amount Amount
(% Lakhs) (% Lakhs)
To balance b/d 4,600 By Preference Shareholders Afc 5,500
To Investment Afc (sale Proceeds) Er,li?HI]l[Iﬁ!B*,,.r Equity buy back Afc 3,200
B,EDDIBv Balance c/d {Balancing figure) 200
9,600

Question 14

Following information are available in respect of Z Limited as on 31 st March, 2024

: Equity shares of X 100 each % 500 lakhs
2. General Reserve % 100 lakhs
3. Loss for the year ending 31st March, 2024 % 5 lakhs

Due to absence of profits during the year 2023-24, the management recommends to declare dividend of 10% on
equity share capital out of general reserve.

The rates of equity dividend for the last 5 years immediately preceding the year 2023-24 are as follows:
2022-23 2021-22 2020-21 2019-20 2018-19
12% 14% 10% 10% 7%
As an accountant of the company, you are required to suggest whether the recommendation of the management
is justified? If, you do not agree, then suggest the rate of dividend. (PYP 4 Marks May’'24)

Answer 14
In case of declaration of dividend out of free reserves, there are 3conditions:
(1) Dividend Rate < Average Rate of last 3 years
10% < 12% [(12+14+10)/3]
Condition is Satisfied
(2)  Dividend Distributed < 10% of PUSC + Reserve and Surplus
50,00,000 < 59,50,000 [(5,00,00,000 + 1,00,00,000 = 5,00,000) = 10%]
Condition is Satisfied
[3) Reserves after dividend > 15% of PUSC 45,00,000 not > 75,00,000 (5,00,00,000 x 15%)
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Condition is Not Satisfied
(4)  The closing balance of reserves after payment of dividend and set off of loss = X 75,00,000
Therefore, can be utilized = 20,00,000 (1,00,00,000 — 5,00,000 — 75,00,000)
Thus, rate of dividend = (20,00,000/5,00,00,000) = 4%
Alternatively
To judge the recommendation of management, the satisfaction of all three conditions is to be checked:
(1) Condition |
The proposed dividend of 10% is less than the average rate of dividend being 12%
(i.e.) (12+14+10) /5 =12 %.
Hence, this condition is satisfied.

(2] Condition ||

Amount to be withdrawn.

10% dividend on Equity share capital 50,00,000
+ Loss of Current year 5,00,000
Armount to be drawn from General Reserve 55,00,000

Maximum amount that can be withdrawn should not exceed 10% ofpaid-up share capital + free
reserves,

= 10% of [X500 lakhs + 2100 lakhs] = %60,00,000

As the amount to be withdrawn is within the maximum limit, hence,this condition is also satisfied.

(3) Condition Il
Balance of reserves after withdrawal (100-55) %45,00,000
15% of paid-up capital % 75,00,000

As the balance of reserves should not be less than 15% of its paid-upshare capital, but here the balance
of reserves after withdrawal is less than 15% of paid-up share capital, hence this condition is not
satisfied, hence, 10% dividend cannot be declared.

Maximum withdrawal of Reserve if condition Il Is satisfied,

Opening balance of Reserves in the beginning = % 1,00,00,000
of the year

- Closing balance of reserves being 15% of = ¥ 75,00,000
paid-up capital

Reserves available = T 25,00,000
Maximum permissible Divisible Profits

Permissible withdrawal as above =X 25,00,000
Less: Current Year's Loss = % 5,00,000
Maximum permissible Divisible profit =X 20,00,000

Actual permissible rate of Dividend =

(%20,00,000 / %5,00,00,000) x 100 = 4%

Therefore, the recommendation of management is not justified and a dividend only up to a rate of 4%
can be declared.

Question 15

KG Limited furnishes the following Balance Sheet as at 31st March, 20X1:

Particulars Notes 5
[Equity and Liabilities
1 Fharehalders‘ funds
A Share capital 1 1,200
B |HE5E'WE5 and Surplus 2 810
2 INon-current liabilities
|Lc:mg term borrowings 3 750
Al F urrent liabilities _
A [Trade 'F'a',.fables 745
B |Other Current Liabilities 195
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Total 3,700
Assets
1 I[\Inh-c urrent assets
A |Pmperw, plant and equipment 4 2,026
B |Nun-t:urrent Investments 74
2 k“l‘fﬂr’lt assets
A |Inventories 600
B [Trade receivables 260
C [Cash and Cash equivalents 740
Total 3,700

Notes to accounts
No. |Particulars <
1 Share Capital

lﬂ\uthurized, issued and subscribed capital

|Er;1l|.r1't'g,.r share capital (fully paid up shares of 10 each) 1,200
2 IHesewns and Surplus
Becurities premium 175
lGeneral reserve 265
ICap]taI redemption reserve 200
IProfit & loss Alc 170
Total 810
3 lLong term borrowings
12% Debentires 750
13 \IProperty, plant and equipment
lLand and Building 1,800
Plant and machinery 226
IMet carrying value 2,026

On 1st April, 20X1, the company announced the buy-back of 25% of its equity shares @ X 15 per share. For this
purpose, it sold all of its investments for X 75 lakhs.

On 5th April, 20X1, the company achieved the target of buy-back. On 30th April, 20X1 the company issued one
fully paid up equity share of ¥ 10 by way of bonus for every four equity shares held by the equity shareholders.
You are required to:

(1) Pass necessary journal entries for the above transactions.

(2) Prepare Balance Sheet of KG Limited after bonus issue of the shares. (SM) (Similar concept different
figures MITP 12 Marks Mar’22, PYP 10 Marks May'18) (Same concept different figures RTP May'21, RTP May'13,
PYP 5 Marks Nov'22)

Answer 15
In the books of KG Limited Journal Entries
Eat-a Particulars |Drr |Cr.
0X1 (X in lakhs)
April 1 Bank A/c Dr. [75
To Investment A/c 74
To Profit on sale of investment 1
{Being investment sold on profit)
April 5 Equity share capital A/c Dr.| 300
Securities premium Afc Dr.| 150
To Equity shares buy-back Afc 450
[Being the amount due to equity shareholders on buy-back)
Equity shares buy-back Afc Dr.| 450
To Bank Afc 450
(Being the payment made on account of buy-back of 30
Lakh Equity Shares)
April 5 General reserve Afc Dr.| 265
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Profit and Loss A/fc Cir. 35
To Capital redemption reserve Afc 300
[Being amount equal to nominal value of buy-backshares from
free reserves transferred to capital redemption reserve account
as per the law)
April 30 |Capital redemption reserve A/c Dr.| 225
To Bonus shares Afc (W.N.1) 225
(Being the utilization of capital redemption reserve to
issue bonus shares)
Bonus shares Afc - Dr. 225
To Equity share capital Afc 225
(Being issue of one bonus equity share for every four
equity shares held)
Balance Sheet (After buy-back and issue of bonus shares)
Particulars Notes 2
Equity and Liabilities
1 Shareholders’ funds
A Share capital 1 1,125
B [Reserves and Surplus 2 436
2 Nen-current liabilities
Long term borrowings 3 750
3 Current liabilities
A [Trade Payables 745
B [Other Current Liabilities 195
Total 3,251
Assets
1 Nen-current assets N
A |Property, plant and equipment 4 2,026
2 Current assets
A lInventories 600
B [Trade receivables 260
C |Cash and Cash equivalents 365
Total 3,251
Motes to accounts
No. |Particulars 1
1 Share Capital
Authorized, issued and subscribed capital:
Equity share capital Tfully paid up shares of £10 each) 1,125
2 Reserves and Surplus
General Reserve 265
Less: Transfer to C [265) -
B E;;;E;I Hedemptigh Reseryve 200
Add.: Transfer due to buy-back of shares from P/L 35
Add: Transfer due to buy-back of shares from General Reserve 265
Less: Utilisation for issue of bonus shares [225) 275
Securities premium 175
Less: Adjustment for premium paid on buy-back (150) 25
Profit & Loss Afc 170
Add: Profit on sale of investment 1
Less: Transfer to CRR (35) 136
Total 436
3 Long term borrowings
12% Debentures 750
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4 Property, Plant and Equipment
Land and Building 1,800
Plant and machinery 226
Met carrying value 2,026

Woerking Notes:
1. Amount of bonus shares = 25% of (1,200 — 300) lakhs = £225 lakhs

2. Cash at bank after issue of bonus shares
Particulars X in lakhs
Cash balance as on 1% April, 20X1 740
Add: Sale of investments 75
815
Less: Payment for buy-back of shares {450)
365

Mote: In the given solution, it is possible to adjust transfer to capital redemption reserve account or
capitalization of bonus shares from any other free reserves or securities premium (to the extent available) also.

Cuestion 16

Viwitzu Ltd. has the following capital structure as on 31st March, 2017; Rs. in crore
Particulars Situation Situation
(i) Equity share capital (shares of Rs. 10 each) 1,200 1,200
(ii) Reserves:
General Reserves 1,080 1,080
Securities Premium 400 400
Profit & Loss 200 200
Infrastructure Development Reserve (Statutory Reserve) 320 320
|[iii} Loan Funds 3,200 6,000

The company has offered buy back price of Rs. 30 per equity share. You are required to calculate maximum
permissible number of equity shares that can be bought back in both situations and also required to pass
necessary Journal Entries. (MTP 10 Marks, Apr'l9 & Mar'18, MTP 12 Marks Aug'18, Mar'19) (Same concept
different figures PYP 15 Marks Jul’'21)(SM)

Answer 16
Statement determining the maximum number of shares to be bought back
Number of shares (in crores)

Particulars When loan fund is
Rs.3,200 Rs. 6,000
crores crares

Shares Outstanding Test (W.N.1) 30 30

Resources Test (W.N.2) 24 24

Debt Equity Ratio Test (W.N.3) 32 Ml

Maximum number of shares that can be bought back [least of the 24 Nil

above]

Journal Entries for the Buy Back
(applicable only when loan fund is Rs. 3,200 crores)

Rs. in crores
Debit Credit
(a) Equity Share buyback account Dr. 720
To Bank Account 720

(Being payment for buy back of 24 crores equity shares of 10 each
@ Rs. 30 per share)
(b) Equity share capital account Dr. 240
Premium Payable on buyback account Dr. 480

To Equity Share buyback account 720
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(Being cancellation of shares bought back)

Securities Premium account 400
General Reserve / Profit & Loss Afc Dr. 20
To Premium Payable on buyback account 480

(Being Premium Payable on buyback account charged to securities

_premium and general reserve/Profit & Loss A/c

(C). General Reserve / Profit & Loss Alc Dir. 240
To Capital redemption reserve account 240

(Being transfer of free reserves to capital redemption reserve to

the extent of nominal value of share capital bought back out of

redeemed through free reserves)

Working Notes:
1. Shares Outstanding Test

Particulars (Shares in crores)
Number of shares outstanding 120
| 25% of the shares outstanding 30
2. Resources Test
Particulars (Rs. in crores)
Paid up capital (Rs. in crores) 1,200
Free reserves (Rs. in crores) (1,080 + 400 +200) 1,680
Shareholders’ funds (Rs. in crores) 2,880 |
25% of Shareholders fund (Rs. in crores) Rs, 720 crores
Buy back price per share Rs. 30
Number of shares that can be bought back 24 crores shares
3. Debt Equity Ratio Test: Loans cannet be in excess of twice the Equity Funds Post Buy Back
Particulars o] When loan fund is

Rs. 3,200 crores| Rs. 6,000 crores
a) Loan funds (Rs.) 3,200 6,000
(b} Minimum equity to be maintained after buy back in the 1,600 3,000
ratio of 2:1 (Rs.) (a/2)
) Present equity shareholders fund (Rs.) 2,880 2,880
(d) Future equity shareholders fund (Rs.) (see W.N.4) 2,560 MNLA.

(2,880-320)

(&) Maximum permitted buy back of Equity (Rs.) [(d) — (b}] 960 Nl
(f) Maximum number of shares that can be bought back @ 32 crore shares MNil
Rs. 30 per share
As per the provisions of the Companies Act, 2013, company Qualifies | Does not Qualify

A KPS L S EL =T Ty S

4. Amount transferred to CRR and maximum equity to be bnught back will be calculated by simultaneous
equation method
Suppose amount transferred to CRR account is %" and maximum permitted buy-back of equity is 'y Then
Equation 1 : (Present Equity- Transfer to CRR}- Minimum Equity to be maintained = Maximum Permitted

Buy Back

= (2,880-x) - 1,600 =y

=1280—x =y (1)

Equation 2;: Maximum Permitted Buy Back X Nominal Value Per Share/Offer Price Per Share
=(Zx10) =X or 3x =y 2)

by solving the above two equations we get

%= Rs. 320 v = Rs. 960

Exam insights: Majority examinees erred in calculation of ‘maximum permissible number of equity shares
that can be bought back’ while applying Debt Equity Ratio test. Consequently, they were unable to compute
the maximum permitted buyback and failed to give the necessary journal entries for buy back,
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Fellowing is the Balance Sheet of Competent Limited as at 31st March, 20X1:
Particulars Notes %
]Equit!.r and Liabilities
! |5harehnlder5’ funds
A [Share capital 1 12,50,000
B |Resnrue5 and Surplus 2 18,75,000
2 INon-current liabilities
|Lnng term borrowings 3 28,75,000
3 |Current liabilities
A |Other Current Liabilities 16,50,000
Total 4 76,50,000
IAssets
1 [Nnn-curre nt assets
A |Pruperl:',r, plant and Equipment 46,50,000
Z }Currunt assets
A |Other Current Assets 30,00,000
Total 76,50,000
Motes to accounts
No. |Particulars 3
1 Share Capital
Authorized, issued and subscribed capital:
Equity share capital (fully paid up shares of X10 each) 12,50,000
2 Reserves and Surplus
Securities premium 2,50,000
Profit and loss account 1,25.000
Revenue reserve 15,00,000
Total 18,75,000
3 Long term borrowings
14% Debentures 18,75,000
Unsecured Loans 10,00,000
Total 28,75,000
14 Property, plant and equipment
Land and Building 19,30,000
Plant and machinery 18,00,000
Furniture and fitting 9,20,000
MNet carrying value 46,50,000

The company wants to buy-back 25,000 equity shares of X 10 each, on 1st April, 20X1 at % 20 per share. Buy-back
of shares is duly authorized by its articles and necessary resolution has been passed by the company towards
this. The payment for buy-back of shares will be made by the company out of sufficient bank balance available

shown as part of Current Assets.

Comment with your calculations, whether buy-back of shares by company is within the provisions of the
Companies Act, 2013. If yes, pass necessary journal entries towards buy-back of shares and prepare the Balance
Sheet after buy-back of shares. (SM) (Same concept different figures MTP 15 Marks Oct'18, RTP May'18, May'22)

Answer 17

Determination of Buy-back of maximum no. of shares as per the Companies Act, 2013

1. Shares Outstanding Test

|PE| rticulars

(Shares)

Number of shares outstanding

1,25,000

25% of the shares outstanding

31,250
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2, Resources Test: Maximum permitted limit 25% of Equity paid up capital + Free Reserves
Particulars

Paid up capital (%) 12,50,000

Free reserves (%) (15,00,000 + 2,50,000 + 1,25,000) 18,75,000

Shareholders’ funds (%) 31,25,000

25% of Shareholders fund (%) 7,81,250

Buy-back price per share %20

Number of shares that can be bought back (shares) 39,062

Actual Number of shares for buy-back 25,000

3. Debt Equity Ratio Test: Loans cannot be in excess of twice the Equity Funds

|Particu|ars R
(a) |Loan funds (%) (18,75,000+10,00,000+16,50,000) 45,25,000
(b)  [Minimum equity to be maintained after buy-backin

the ratio of 2:1 (%) (a/2) 22,62,500
(c) [Present equity/shareholders fund (%) 31,25,000
(d) |Future equity/shareholders fund (%) (see W.N.) 28,37,500.*

(31,25,000 — 2,87,500) ) .
(e) |Maximum permitted buy-back of Equity (%)[(d) — (b)] 5,75,000

(f)  Maximum number of shares that can be boughtback @
%20 per share

28,750 shares

(g) |Actual Buy-Back Proposed

25,000 Shares

post Buy-Back

*As per Section 68 (2) (d) of the Companies Act 2013, the ratio of debt owed by the company should not be more
than twice the capital and its free reserves after such buy-back. Further under Section 69 (1), on buy-back of shares
out of free reserves a sum equal to the nominal value of the share bought back shall be transferred to Capital
Redemption Reserve (CRR). As per section 69 (2) utilization of CRR is restricted to fully paying up unissued shares
of the Company which are to be issued as fully paid-up bonus shares only. It means CRR is not available for
distribution as dividend. Hence, CRR is not a free reserve. Therefaore, for calculation of future equity i.e. share
capital and free reserves, amount transferred to CRR on buy-back has to be excluded from the present equity.

Summary statement determining the maximum number of shares to be bought back

Particulars

. Number of shares

Shares Qutstanding Test 31,250 !
Resources Test 39,062 |
Debt Equity Ratio Test B | 28,750 !
Maximum number of shares that can be boughtback [least of the above] | 28,750 |

Company qualifies all tests for buy-back of shares and came to the conclusion that it can buy maximum 28,750 shares

on 1st April, 20X1.

However, company wants to buy-back only 25,000 equity shares @ % 20. Therefore, buy-back of 25,000 shares, as
desired by the company is within the provisions of the Companies Act, 2013.
Journal Entries for buy-back of shares

|Fa rticulars

Debit (%)

Credit (%)

{a) |Equity shares buy-back account

Dr. 2,00,000

To Bank account
(Being buy-back of 25,000 equity shares of %
10 each @ 220 per share)

5,00,000

(b} [Equity share capital account

Dr. 2,50,000

Securities premium account

2 rom—— o o el e = = R 88 e s i

Dr.| ' 2,50,000

To Equity shares buy-back account
(Being cancellation of shares bought back]

5,00,000

(c) |Revenue reserve account

Dr. 2,50,000

To Capital redemption reserve account

(Being transfer of free reserves to capital redemption
reserve to the extent of nominal value of capital
bought back through free reserves)

2,20,000
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Balance Sheet of M/s. Competent Ltd.as at 31st March, 20X1

Particulars Notes X
Equity and Liabilities
1 Shareholders’ funds
A Share capital 1 10,00,000
B_lﬂesewes and Surplus i 2 15,25,[][}[}_
2 hlun-n urrent liabilities
|1_Dng term borrowings 3 28,75,000
3 Current liabilities
A IOther Current Liabilities 16,50,000
Total 71,50,000
Assets
1 hnn-: urrent assets
A IF‘n:rpertv, plant and equipment 4 46,50,000
2 Current assets
A [Other Current Assets (30,00,000 - 5,00,000) 25,00,000
Total 71,50,000
Motes to accounts
MNe. |Particulars b 1
1 Share Capital
Authorized, issued and subscribed capital:
Equity share capital (fully paid up shares of 210 each) 10,00,000
2 Reserves and Surplus
Profit and Loss Afc 1,25,000
Revenue reserves 15,00,000
|Less: Transfer to CRR (2,50,000) 12,50,000
Securities premium 2,550,000
Less: Utilization for share buy-back (2,50,000) | -
Capital Redemption Reserves 2,50,000
Total 16,25,000
3 Leng term berrowings
14% Debentures 18,75,000
Unsecured Loans 10,00,000
Total 28,75,000
4 |Property, plant and equipment
Land and Building 19,30,000
Plant and machinery 18,00,000
Furniture and fitting 9,20,000
Net carrying value 46,50,000

Werking Note
Amount transferred to CRR and maximum equity to be bought back will becalculated by simultaneous equation
method.
Suppose amount transferred to CRR account is "x" and maximum permitted buy- back of equity is 'y’

Then
(31,25,000 — x) — 22,62,500 = y (1)
{%:ﬁ:m} =X or 2x=y (2)
by selving the above equation, we get
¥ = %2,87,500
y = %5,75,000
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Wiwitsu Ltd. furnishes the following summarized Balance Sheet as at 31-03-2018,

Liabilities {in %) (in X)
[Share Capital
Equity Share Capital of X 20 each fully paid up 50,00,000
10,000, 10% Preference Shares of X 100 each fully paid up 10,00,000 [60,00,000
Reserves & Surplus
Capital Reserve 1,00,000
Security Premium 12,00,000
Revenue Reserve 5,00,000
Profit and Loss 20,00,000
Dividend Equalization Fund 5,50,000 43,50,000
Man-Current Liabilities
12% Debenture 12,50,000
Current Liabilities and Provisions 5,50,000
Total 1,21,50,000
Assets
Fixed Assets
Tangible Assets 1,00,75,000
|[Current Assets
Investment 3,00,000
Inverntory 2,000,000
Cash and Bank 15,75,000 20,75,000
Total 1,21,50,000

The shareholders adopted the resolution on the date of the above mentioned Balance Sheet to:

(1) Buy back 25% of the paid up capital and i was decided to offer a price of 20% over market price. Theprevailing
market value of the company's share is Rs. 30 per share.

(2) To finance the buy back of share company :

(3) Issue 3000, 14 % debenture of 100 each at a premium of 20%

(4) Issue 2500, 10 % preference share of Rs. 100 each

(5) Sell investment worth Rs. 1,00,000 for Rs. 1,50,000.

(6) Maintain a balance of Rs. 2,00,000 in Revenue Reserve,

Later the company issue three fully paid up equity share of Rs. 20 each by way of bonus share for every 15 equity

share held by the equity shareholder.

You are required to pass the necessary journal entries to record the above transactions and prepare Balance

Sheet after buy back. (PYP 15 Marks, Nov’19, RTP Nov’'21)

Answer 18
In the books of Wiwitsu Limited Journal Entries
Particulars Dr. Cr.
1 1
1. |Bank A/fc Dr. 3,60,000
To 14 % Debenture Afc 3,00,000
To Securities Premium A/c 60,000
(Being 14 % debentures issued to finance buy back)
2. [Bank Afc Dr. 2,50,000
To 10% preference share capital A/c 2,50,000
(Being 10% preference share issued to finance buy back)
3. Bank A/c Dr, 1,50,000
To Investment A/c 1,00,000
To Profit on sale of investment 50,000
(Being investment sold on profit)
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4. [Equity share capital Afc (62,500 x %20)

Dr.

12,50,000

Securities premium Afc (62,500 x %16}

Dr.

10,00,000

To Equity shares buy back Afc (62,500 x X36)

22,50,000

(Being the amount due to equity shareholders on buy
back)

5. [Equity shares buy back Afe

Dr.

22,50,000

To Bank Afc

22,50,000

(Being the payment made on account of buy back of
62,500 Equity Shares as per the Companies Act)

6. |[Revenue reserve

Dr,

3,00,000

Securities premium

Dr.

2,60,000

Profit and Loss A/c

Dr.

4,40,000

To Capital redemption reserve A/c*

10,00,000

(Being amount equal to nominal value of buy back
shares from free reserves transferred to capital
redemption reserve account as per the law)

=Lt T i Sl o T L it e i L o

7. |Capital redemption reserve Afc

Dr.

7,50,000

To Bonus shares Afc (W.N.1)
(Being the utilization of capital redemption reserve to
issue 37,500 bonus shares)

7,550,000

8. |[Bonus shares Afc

Dr.

7,50,000

To Equity share capital Afc

7,50,000

(Being issue of 3 bonus equity share for every 15 equity
shares held)

*Alternatively, entry for combination of different amounts (from Revenue reserve, Securities premium and profit
and Loss account.) may be passed for transferring the required amount te CRR.
Mote: It may be noted that as per the provisions of the Companies Act, no buy-back of any kind of shares or other
specified securities shall be made out of the proceeds of an earlier issue of the same kind of shares or same kind
of other specified securities. Issue of debentures has been excluded for the purpose of “specified securities” and
the entire amount of Rs, 10,00,000 {after deducting only pref. share capital) has been credited to CRR while solving

the question,
Balance Sheet (After buy back and issue of bonus shares)

Particulars Note No Amount I
|. Equity and Liabilities
(1) Shareholder's Funds
~ (a) Share Capital 1 57,50,000
(b) Reserves and Surplus 2 27,10,000
(2) Non-Current Liabilities 3
(a) Long-term borrowings 15,50,000
(3) Current Liabilities
{a) Trade payables -
{b) current liahilities & Provisions 5,50,000
Total 1,05,60,000
Il. Assets
(1) Nen-current assets
(a) Property, Plant and Equipment 1,00,75,000
(2) Current assets
(a) Investments 2,00,000
(b) Inventory 2,00,000
(c) Cash and cash equivalents (W.N. 2) 85,000
Total 1,05,60,000
Chapter 12 Buyback of Securities



N\

Motes to Accounts

T
1. [Share Capital
Equity share capital (Fully paid up shares of % 20 each)
(2,50,000-62,500+37,500 shares) 45,00,000
10% preference shares @ % 100 each 12,50,000
(10,00,000 + 2,50,000) 200
2. [Reserves and Surplus
Capital Reserve 1,00,000
Revenue reserve 2,00,000
E;at:ur'itiea premium 12,000,000
Add: Premium on debenture 60,000
Less: Adjustment for premium paid on buy back (10,00,000)
Less: Transfer to CRR (2,60,000) Mil
Capital Redemption Reserve
Transfer due to buv—hack'nf shares from P&L ’
10,00,000
Less: Utilisation for issue of bonus shares (7,50,000) 2,50,000
Profit & Loss A/c 20,00,000
Add: Profit on sale of investment 50,000
Less: Transfer to CRR (4,40,000)|  16,10,000
Dividend equalization reserve (5,50,000) 5,50,000| 27,10,000
Long-term borrowings - 12% Debentures 12,50,000
3 | 14% Debentures 3,00,000 15,50,000
Werking Notes:
1. Amount of bonus shares = [(2,50,000 -25%)3/15] x 20 = 37,500 x 20=7,50,000
2. Cash at bank after issue of bonus shares
Rs.
Cash balance as on 30.3.2018 15,{51Gﬂﬂ
Add: Issue of debenture 3,60,000
Add: issue of preference shares 2,50,000
Add: Sale of investments 1,50,000
23,35,000
Less: Payment for buy back of shares (22,50,000)
85,000
Aerodots Ltd. has the following capital structure as on 31.03.2024 :
Particulars Amount
(% in thousands)
Equity Share Capital (shares of % 10 each) 600
Reserves:
General Reserve 540
[Securities Premium 200
|Frnfit & Loss 100
|Re1ura|uatinr| Reserve 30
||nue5tment Allowance Reserve (Statutory Reserve) 75
|In'Fr=|strul:tu re Development Reserve 25
lLoan Funds 2000

On 1st April, 2024 the company wants to buy back 14,000 equity shares of T 10 each at X 30 per Equity share.
You are required to calculate maximum permissible number of equity shares that can be bought back.

Buy Back of shares is duly authorized by its articles and necessary resolution has been passed by the company.
(PYP 7 Marks Sep’24)
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(in thousands)

Answer 19
Statement determining the maximum number of shares to be bought back

Particulars Number of

shares
Shares Outstanding Test {W.N.1) 15
Resources Test (W.N.2) 12
Debt Equity Ratio Test (W.N.3) 11
Maximum number of shares that can be bought back [least of the above] 13

Thus, the lowest being 11,000 shares, the company cannot buy back 14,000 shares.
Working Motes:
1. Shares Outstanding Test

Particulars Fﬁh:rnslrt thousands)

Number of shares outstanding | 60

25% of the shares outstanding | 15

2. Resources Test

Particulars % (in thousands)

Paid up capital 600

Free reserves (540 + 200 +100) 840

Shareholders’ funds 1,440

25% of Sharehalders fund 360

Buy-back price per share %30

Number of shares that can be bought back 12,000 shares

3. Debt Equity Ratio Test: Loans cannot be in excess of twice the Equity Funds pest Buy-Back

Particulars % in thousands
{a) |Loan funds 2,000 |
(b) |Minimum equity to be maintained after buy-back in the ratio of 1,000

2:1(R) (a/2)
(e} |Present equity shareholders fund (%) 1,440 |
(d) |Future equity shareholders fund (%) (see W.N.4) (1,440-110) 1,330
(e) Maximum permitted buy-back of Equity (%) [(d) = (b]] 330
(f)  |Maximum number of shares that can be bought back @ % 30 per 11,000 shares
share

4. Amount transferred to CRR and maximum equity to be bought back will be calculated by simultaneous
equation method.
Suppose amount transferred to CRR account is %' and maximum permitted buy-back of equity is '
Then

Equation 1: (Present Equity- Transfer to CRR)- Minimum Equity to be maintained = Maximum Permitted

Buy-Back

= (1,440 - x) - 1,000 = y

=440 —x =y (1]

Equation 2: Maximum Permitted Buy-Back X MNominal Value Per Share/Offer Price Per Share
v/30x 10 = x

or

=y (2

by solving the above two equations we get

x = % 110 thousands

y = % 330 thousands

Alternatively, Maximum number of shares from debt equity ratio test may be worked out as follows:
Buy-back price + Face value of equity shares2 30+ % 10 =% 40

Excess of equity fund over the minimum equity to be maintained 1440-1000 = 440 thousands
Number of Shares that can be bought back = 440/40 thousands= 11 thousands.
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1. As per section 68(1) of the Companies Act, buy-back of own shares by the company, shall not exceed
(5M)
(a) 25% of the total paid-up capital and free reserves of the company.
(b) 20% of the total paid-up capital and free reserves of the company.
(c) 15% of the total paid-up capital and free reserves of the company.
(d) 10% of the total paid-up capital and free reserves of the company
Ans: (a)

Multiple Choice Questions (MCQs)

2. The companies are permitted to buy-back their own shares out of (SM)
(a) Free reserves and Securities premium
(b) Proceeds of the issue of any shares.
(c) Both (a)and (b)
(d] Meither (a) and (b)
Ans: (¢)

3. When a company purchases its own shares out of free reserves; a sum equal to nominal value of shares so
purchased shall be transferred to (SM)
(a) Revenue redemption reserve,
(b) Capital redemption reserve,
(¢) Buy-back reserve
(d) Special reserve
Ans: (b)

4. State which of the following statements is true? (SM)
[a) Buy-back is for more than twenty-five per cent of the total paid-up capital and free reserves of the
company,
(b) Partly paid shares cannot be bought back by a company.
[¢) Buy-back of equity shares in any financial year shall exceed twenty-five per cent of its total paid-up equity
capital in that financial year,
(d) Partly paid shares can be bought back by a company.
Ans: (b)

5. Premium {excess of buy-back price over the par value) paid on buy-back should be adjusted against (SM)
(a) Free reserves.
(b) Securities premium.
(c) Both (a) and (b).
(d) Meither (a) nor (b).
Ans: (c)

6. Advantages of Buy-back of shares include to {SM)
(a) Encourage others to make hostile bid to take over the company.
(b) Decrease promoters holding as the shares which are bought back are cancelled.
(c) Discourage others ta make hastile bid to take over the company as the buy-back will increase the
promoters holding.
(d) All of the above.
Ans: (c)
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CHAPTER 13: AMALGAMATION OF COMPANIES

CONCEPTS OF THIS CHAPTER
* Meaning of amalgamation and accounting methods H
e Concept of transferee and transferor companies
* Meaning and calculation of purchase consideration
® Pass entries to close books of vendor company LDR Questions
* Journal entries in purchasing company's books for assets, liabilities, Q22 Qz3
and adjustments Q25

* Prepare balance sheet of transferee company post-amalgamation

QUICK REVIEW OF IMPORTANT CONCEPTS

-, Amalgamation L Absorptien External Reconstruction
Two or more companies are wound | In this case an existing company In this case, a newly formed
up and a new company is formed to | takes over the business of one or company takes over the business of
_take over their business, more existing companies. an existing company.

Best of Distinction Amalgamation in the Nature of Merger Amalgamation in the Nature of
Purchase
(a) Transfer of Assets and There is transfer of all assets & liabilities, Mot all assets & liabilities need to be
Liabilities transferred.
|b) Shareholders of 90% equity shareholders become Equity shareholders need not becom:
____transferor company shareholders of the transferee company.. shareholders of transferee company.
(e} Purchase Discharged wholly by equity shares (except  Need not be wholly in equity shares.
___ Consideration cash for fractional shares), -
{d) Same Business Transferee company continues the same Business need not be continued.
. business. &
(e) Recording of Assets & Recorded at carrying amounts, adjusted Recorded at carrying amounts or fair
___ Liabilities for accounting policy uniformity. values,
(f) Method of Accounting  Recorded at carrying amounts with Purchase method is used with journa
~ adjustments for uniformity. entries

PURCHASE CONSIDERATION

Can be computed in the following methods-

* Lumpsum method :Under this method, the transferee company agrees to pay a lumpsum/fixed amount
to shareholders of the transferor company.

* Net payment method- Under this method the transferee company makes individual payments to the
equity shareholders and preference shareholders either by way of cash, issue of shares and debentures,

* Net assets method- Purchase consideration = Value of assets = Outside liabilities {excluding share capital
& reserves), As per AS 14, assets & liabilities are valued as agreed; if not, book value applies,

® |Intrinsic Value/Share Exchange Method: Purchase consideration = Intrinsic value of shares = Share
exchange ratic, Share capital of the transferor company is divided by the total number of shares,

METHODS OF ACCOUNTING FOR AMALGAMATIONS
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_Feature Pooling of Interest Method | Purchase Method
Asset & Liability Valuation Taken over at carrying amounts | Taken over at carrying or fair
3 {book value) values L
Consideration No poodwill or capital reserve Goodwill or capital reserve is

L recorded .
Reserves Transferor's reserves are carried | Transferor's reserves are not
r forward ___jcarriedformard
Financial Impact Reflects continuity of business Reflects an acquisition

JOURMAL ENTRIES TO CLOSE THE BOOKS OF VENDOR COMPANY

Steps to close the Books of the Vendor Company

1. Open Realization Account and transfer all assets at book value,

Exception: If cash is not taken over by the purchasing company, it should not be transferred.

Note: Profit and Loss Account (Dr.) and expenses not written off are not assets and should not be transferred
to the Realization Account.

2. Transfer to the Realization Account the liabilities which the purchasing company is to take over. In case of
the provisions, the portion which represents liability expected to arise in future should be so transferred and
the portion which is not required (i.e., the reserve portion) should be treated as profit,

3. Debit purchasing company and credit Realization Account with the purchase consideration.

4, On receipt of the purchase consideration dehit what is received (cash, debentures, shares etc.) and credit
the purchasing company.

5. Expenses of liguidation have to be dealt with according to the circumstances of each case.
(a) If the vendor company has to bear and pay them:
Realization Account should be debited and Cash Account credited.
(b) If the expenses are to be borne by the purchasing company, the question may be dealt within one of
the two ways mentioned below:
(i} It may be ignored inthe books of the vender company.
(ii) If the expenses are to be paid first by the vendor company and afterwards reimbursed by the
purchasing company, the following two entries will be passed:
a. Debit Purchasing company and credit Cash Account when expenses are paid by the vendor
company; and
b. Dehit Cash Account and credit purchasing company (on the expenses being reimbursed).

6. Liabilities not assumed by the purchasing company, have to be paid off. On payment, debit the liability
concerned and credit cash. Any difference between the amount actually paid and the book figure must be
transferred to the Realization Account,

7. Credit the preference shareholders with the amount payable to them, debiting Preference Share Capital with
the amount shown in the books, transferring the difference between the two, if any, to the Realization Account.

8. Pay off preference shareholders by debiting them and crediting whatever is given to them.

9. Transfer equity share capital and account representing profit or loss (including the balance in Realization
Account) to Equity Shareholders Account. This will determine the amount receivable by the equity
shareholders.

10. On satisfaction of the claims of the equity shareholders, debit their account and credit whatever is given to
them,.

ENTRIES IN THE BOOKS OF PURCHASING COMPANY

1. Debit Business Purchase Account and Credit Liquidator of the vendor company with the account of the
purchase consideration.

2. (i) Debit assets acquired (except goodwill) at the value placed on them by the purchasing company;
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(ii} Credit liabilities taken over at agreed values and credit Business Purchase Account with the amount of
purchase consideration; and

(iii} If the credits as per (ii) above exceed debits as per (i} above, the difference should be debited to Goodwill
Account, in the reverse case, the difference should be credited to Capital Reserve.

3. If the purchasing company is required to pay the expenses of liquidation of the vendor company, the amount

should be debited to the Goodwill or Capital Reserve Account, as the case may be. In the instant case, the entry
shall be:

Typical adjustments which shall be noted while working out the problems
Entries at Par Value: The purchasing company records a large Goodwill debit and a Securities Premium credit
, which cannot be adjusted directly. However, entries are made at par value, ensuring Goodwill (or Capital
Reserve) is automatically adjusted for the premium.
Inter-Company Owing: If one company owes the other, the amount appears as book debts in one and trade
payables in the other. These entries are made after acquisition without affecting the Realization Account
initially.
Stock Value Adjustment: If inter-company transactions include goods in stock, unrealized profits must be
eliminated. The purchasing company adjusts stock value, affecting Goodwill or Capital Reserve accordingly.
Inter-Company Loans: Any loan taken by the transferor company from the transferee company is assumed
by the transferee.

Question & Answer

What are the conditions, which, according to AS 14 on Accounting for Amalgamations, must be satisfied
for an amalgamation in the nature of merger?

( SM, MTP 4 Marks Apr'21, Mar’22, PYP 5 Marks Jan’21)

Answer 1

Amalgamation in the nature of merger is an amalgamation where there is a genuine pooling not only of assets

and liabilities of the transferor and transferee companies but also of the shareholders’ interests and of the

businesses of thecompanies. The accounting treatment of such amalgamations should ensure thatthe
resultant figures of assets, liabilities, capital and reserves more or less represent the sum of the respective
figures of the transferor and transferee companies,

Amalgamation in the nature of merger is an amalgamation, as per para 3(e) of AS-14, which satisfies all the

following conditions:

(i) All the assets and liabilities of the transferor company become, after amalgamation, the assets and
liabilities of the transferee company.

(i) Shareholders holding not less than 90% of the face value of the equity sharesof the transferor company
(other than the equity shares already held therein, immediately before the amalgamation, by the
transferee company or its subsidiaries or their nominees) become equity shareholders of the transferee
company by virtue of the amalgamation,

(iii} The consideration for the amalgamation receivable by those equity shareholders of the transferor
company who agree to become equity shareholders of the transferee company is discharged by the
transferee company wholly by the issue of equity shares in the transferee company,except that cash
may be paid in respect of any fractional shares,

[iv) The business of the transferor company is intended to be carried on, after the amalgamation, by the
transferee company.

[v) No adjustment is intended to be made to the book values of the assets and liabilities of the transferor
company when they are incorporated in the financial statements of the transferee company except
to ensure uniformityof accounting policies. For example, if transferor company is following weighted
average method for inventory valuation, the book value of the inventory of the transferor company will
be revised by applying the FIFOmethod {if the transferee company follows FIFO method for inventory
valuation),

If any one or more of the above conditions are not satisfied in an amalgamation,such amalgamation is

called amalgamation in the nature of purchase.
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Distinguish between (i) the pooling of interest’'s methed and (ii) the purchase method of recording
transactions relating to amalgamation. (SM, MTP 4 Marks Oct’20, Oct’21)

Answer 2

Pooling of Interest Method

Under pooling of interest’'s method, the assets, liabilities and reserves of the Transferor Company will be taken
aover by Transferee Company at existing carrying amounts unless any adjustment is required due to different
accounting policiesfollowed by these companies. As a result, the difference between the amount recorded
as share capital issued(plus any additional consideration in the form of cash or other assets) and the amount
of share capital of Transferor Company should be adjusted in the reservesof the financial statements of
Transferee company (recorded as deduction from the reserves where the capital issued is more than the capital
of the transferor company).

In simple terms, where in case of pooling method- the amount to be adjustedagainst the reserves- can
be computed in the following 3 steps-

Step |- Equity Share capital + Preference share capital issued+ any other additionalconsideration in form of
cash and other assets by the Transferee Company.

Step Il- Existing Equity share capital + Existing Preference share capital in the booksof Transferor Company.
Step |- Step |- Step ll= amount to be adjusted from the reserves of Transfereecompany.

Purchase Method

Assets and Liabilities: the assets and liabilities of the transferor company should be incorporated at their
existing carrying amounts or the purchase consideration should be allocated to individual identifiable assets
and liabilities on the basis of their fair values at the date of amalgamation.

Difference between the Purchase Consideration and Net Assets transferred: Any excess of the amount of
purchase consideration over the value of the net assets of the transferor company acquired by the transferee
company should be recognized as goodwill in the financial statement of the transferee company. Any short
fall should be shown as capital reserve. Goodwill should be amortized over period of five years unless a
somewhat longer period can be justified.

In simple terms, where in case of purchase method- the amount to be transferredto capital reserve or to
be recorded as Goodwill- can be computed in the following 3 steps-

Step |- Find out the Net assets amount using the following formula- Total assets- Outside liabilities (Non-current
liabilities + Current Liabilities)

Step |- Compute the purchase consideration using any of the methods as given under Purchase consideration
caomputation.

Step |ll- (a) If Step |- Step |I= Positive amount- then it is capital reserve- since the assets received more than the
amount paid as purchase consideration to acquire them.

(b) If Step |- Step lI= Negative amount- then it is to be recorded as Goodwill (intangible asset) - since the amount
paid for acquiring business is more than the Net assets, which is technically due to its goodwill.

On 1st April, 2021, Bimal Ltd. take over the business of Vimal Ltd. and discharged purchase consideration as

follows:

[a) Issued 50,000 fully paid Equity shares of Rs. 10 each at a premium of Rs. 5 per share to the equity
shareholders of Vimal Ltd.

{b) Cash payment of Rs. 50,000 was made to equity shareholders of Vimal Ltd.

e} Issued 2,000 fully paid 12% Preference shares of Rs. 100 each at par to discharge the preference
shareholders of Vimal Ltd.

(d) Debentures of Vimal Ltd. {Rs.1,20,000) will be converted into equal number and amount of 10%
debentures of Bimal Ltd.
Calculate the amount of Purchase consideration as per AS 14 and pass Journal Entry relating to
discharge of purchase consideration in the books of Bimal Ltd. (MTP 5 Marks Apr'21, PYP 5 Marks
Nov’18}
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Answer 3

|F'artil:u|ars Rs. |
Equity Shares (50,000 x 15) 7,50,000
Cash payment 50,000 |
12% Preference Share Capital 2,00,000
Purchase Consideration 10,00,000 J

As per AS 14, consideration for the amalgamation means the aggregate of the shares and other securities
issued and the payment made in the form of cash or other assets by the transferee company to the
shareholders of the transferor company. Thus, payment to debenture holders are not covered by the term
‘consideration’,

Journal entry relating to discharge of consideration in the books of Bimal Ltd.

Liquidation of Vimal Ltd. A/c 10,00,000

To Equity share capital A/c 5,00,000
To 12% Preference share capital Afc 2,00,000
To Securities premium A,:’r: | 2,50,000
To Bank/Cash A/c 50,000
(Discharge of purchase consideration) |

Exam Insights: Few examinees were not able to compute correct amount of purchase consideration as
per AS 14 “Accounting for Amalgamation of Companies” and failed to pass journal entry relating to
discharge of purchase consideration.

Moon Limited is absorbed by Sun Limited; the consideration, being the takeover of liabilities, the payment
of cost of absorption not exceeding % 10,000 (actual cost X 9000); the payment of 9% Debentures of ¥ 50,000
at a premium of 20% through 8% debentures issued at a premium of 25% of face value; the payment of X 18
per share in cash; allotment of two 11% preference shares of X 10/- each and one equity share of X 10/- each
at a premium of 30% fully paid for every three shares in Moon Limited respectively. The number of shares of
the vendor company is 1,50,000 of X 10/- each fully paid. Calculate purchase consideration as per AS-14. (PYP
5 Marks Dec’21) (Same concept different figures RTP May’21)

Answer 4
As per AS 14 “Accounting for Amalgamations”, the term consideration has been defined as the aggregate of

the shares and other securities issued and the payment made in the form of cash or other assets by the
transferee company to the shareholders of the transferor company,

Purchase consideration will be:
. Form
Equity shareholders: 1,50,000 = %X 18 27,00,000 Cash
1,50,000 = 2/3 x % 10 10,00,000 11% Pref. shares
1,50,000 x 1/3 x % 13 6,50,000 Equity shares
43,50,000

MNote:
1.  According to AS 14, ‘consideration’ excludes the any amount payable to debenture- holders. The liability

in respect of debentures of vendor company will be taken by transferee company, which will then be
settled by issuing new debentures,

2. Liguidation expenses will also not form part of purchase consideration.

Exam Insights: This part of the guestion required calculation of purchase consideration. Few
examinees wrongly included amount payable to debenture-holders and cost of absorption expenses
as part of purchase consideration.
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Raman Limited and Naman Limited decided to amalgamate and form a new company Rana Limited as on
31st March, 2023 and provided you the following information:

Particulars As on 31st March,2023 Revalued Figures for
Amalgamation
Raman Naman Limited Raman Naman Limited
Limited (%) Limited (%)
(%) (%)

Equity shares of X 10 each 6,72,000 2,52,000

10% Preference Shares of T 100 each 3,326,000 1,628,000

Reserves and Surplus 5,44,240 2,65,480

Trade Payables 84,000 1,76,000 80,640 1,68,960

Property, Plant and Equipment 7,69,000 4,36,400 10,58,100 5,20,100

Goodwill 1,62,000 “ 1,62,000 .

Inventories 1,889,000 1,17,600 2,78,620 2,086,780

Trade Receivables 2,81,000 1,47,000 2,47,140 1,38,180

ICash & Cash Equivalents 2,35,240 1,60,480

The purchase consideration is to be satisfied as follows:

(il By issue of 4 Preference Shares of < 100 each in Rana Limited @ X 85 paid up and at a premium of X 30
per share for every 3 preference shares held in both the companies.

(i) By issue of 5 Equity shares of X 10 each in Rana Limited @ % 7 paid up and at a premium of 5 per
share for every 3 equity shares held in both the companies.

[iif} In addition, necessary cash should be paid to equity shareholders of both the companies as required
to adjust the rights of shareholders of both the companies in accordance with the intrinsic value of the
shares of both the companies.

You are required to compute the purchase consideration for both the companies. (PYP 5 Marks Nov'23)

Answer 3
Purchase consideration
Raman Ltd.% Naman Ltd.X
Payable to preference shareholders:
Preference shares at X 115 per share 5,15,200 2.57,600
(3360 x ;) (1,680) :a:%
Equity Shares at X 12 per share 13,44,000 5,04,000
(67,200) x ; (25,200) }ig
Cash [See W.N.] 41,260 94,980
15,00,460 8,56,580
Working note:
Raman Ltd. X MNaman Ltd. %

Goodwill 1,62,000
PPE 10,58,100 5,20,100
Trade receivables 2,47,140 1,38,180
Inventory 2, 78,620 2,086,780
Cash & Cash Equivalent 2,35,240 1,60,480

19,81,100 10,25,540
Less: Trade payables (80,640) (1,68,960)

159,00,460 8,56,580
Payable in shares 18,59,200 7,61,600
Payable in cash 41,260 94,980
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Exam Insight: A few examinees made mistakes in calculating the assets of Raman Ltd and Naman Ltd,
resulting in incorrect calculations of cash payments to equity shareholders of both companies.

MNaresh Ltd. had the following transactions during the financial year 2022-2023:

i.  Maresh Ltd. acquired running business of Sunil Ltd. for X 10,80,000 on 15th May, 2022, The fair value of
Sunil Ltd.'s net assets was X 5,16,000. Naresh Ltd. is of the view that due to popularity of Sunil Ltd.'s
product in the market, its goodwill exists,

iil. Naresh Ltd. had taken a franchise on July 2022 to cperate a restaurant from Sankalp Ltd. for X 1,80,000
and at an annual fee of 10% of net revenues (after deducting expenditure). The franchise expires after 6
years. Net revenues were X 60,000 during the financial year 2022-2023.

jii. On 20th August, 2022, Naresh Ltd, incurred costs of X 2,40,000 to register the patent for its product.
Naresh Ltd. expects the patent’s economic life to be 8 years.

MNaresh Ltd. follows an accounting policy to amortize all intangibles on straight line basis over the
maximum period permitted by accounting standards taking a full year amortization in the year of
acquisition.
Goodwill on acquisition of business to be amortized over 5 years [SLM) as per AS 14.
Prepare a schedule showing the intangible assets section in Naresh Ltd. Balance Sheet at 31st March,
2023. (RTP May’24) {Same Concept Different Figure MTP § Marks Oct’22, RTP May ‘21)

Answer 6

Naresh Ltd.Balance Sheet {Extract relating to intangible asset) as on 31st March 2023

Note No. 1
Assets
(1) MNon-current assets
Intangible assets 1 8,11,200
Notes to Accounts (Extract)
g A
1. Intangible assets
Goodwill {Refer to note 1) 4,51,200
Franchise (Refer to Note 2) 1,50,000
Patents (Refer to Note 3) 2,10,000 |8.11,200
Working Netes:
1
(1) | Goodwill on acquisition of business
Cash paid for acquiring the business (purchase consideration) 10,80,000
Less: Fair value of net assets acquired [5,16,000)
Goodwill 5,64,000
Less: Amortisation as per AS 14 ie. over 5 years (as per SLM) (1,12,800)
Balance to be shown in the balance sheet 4,51,200
(2} | Franchise 1,880,000
Less: Amortisation (over & years) (30,000)
Balance to be shown in the balance sheet 1,50,000
(3) | Patent | 2,40,000
Less: Amortisation (over 8 years as per SLM) (30,000)
Balance to be shown in the balance sheet 2,10,000
Following is the information of Anu Ltd. and Banu Ltd. as on 31.03.2023 were as under:
Anu Ltd. Banu Ltd.
(X %)
Share Capital:

Chapter 13 Amalgamation of Companies w



N\

50,000 Equity Shares of 10 each, Fully Paid 5,00,000

37,500 Equity Shares of K10 each, Fully Paid 3,75,000
General Reserve 3,00,000 -
Profit and Loss Account 62,500 62,500
Trade Payables 2,62,500 1,62,500
5% Debentures - 1,50,000
Freehold Property 3,75,000 3,00,000
Plant and Machinery 75,000 50,000
Meotor Vehicle 37,500 25,000
Trade Receivables 2,50,000 1,00,000
Inventory 2,87,500 2,25,000
Cash at Bank 1,00,000 50,000

Anu Ltd. and Banu Ltd. carry on business of similar nature and they agreed to amalgamate.

A new Company, Anban Ltd. is formed to take over the Assets and Liabilities of Anu Ltd. and Banu Ltd

following basis:

Assets and Liabilities are to be taken at Book Value, with the following exceptions:

(a) Goodwill of Anu Ltd. and Banu Ltd. is to be valued at %1,75,000 and 150,000 respectively.
(b} Plant and Machinery of Anu Ltd. are to be valued at %1,25,000.
(¢} The Debentures of Banu Ltd. are to be discharged by the issue of 6% Debentures of Anan Ltd. at a

premium of 5%.
You are required to:

1. Compute the basis on which shares in Anban Ltd. will be issued to Shareholders of the existing

Companies assuming nominal value of each share of Anban Ltd. is X10.

2. Draw up a Balance Sheet of Anban Ltd. as on 1st April, 2023, when Amalgamation is completed. (MTP

14 Marks Apr'24)
Answer 7
Calculation of Net Assets
Particulars Anu Ltd. (%) Banu Ltd. (X)
Goodwill 1,75,000 50,000
Freehold property 3,75,000 3,00,000
Plant & Machinery 1,25,000 50,000
Motor vehicle 37,500 25,000
Trade receivable 2,50,000 1,00,000
Inventory 2.87,500 2,25,000
Cash at Bank 1,000,000 50,000
Total 13,50,000 &,00,000
Less : Trade payable (2,62,500) (1,62,500)
6% debentures - (1,57,500)
Net Assets 10,87,500 4,80,000
Calculation of Purchase Consideration
Sr. Particulars Computation Anu Ltd Banu Ltd
No.
1 Amount payable to Equity Share
Helder in the form of
1,08,750 Equity shares of €10 each (1,08,750 = 10) 10,87,500
48,000 Equity shares of 10 each {48,000 = 10} 4,80,000
Purchase Consideration 10,87,500 4,80,000
Balance Sheet of Anban Ltd. as on 1st April, 2023
Particulars Mote No. X
Equity and Liabilities
(1) [Shareholders' Funds
(a} |Share Capital 1 15,67,500
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(2) |Non-current Liabilities
(a} |Longterm borrowings 2 1,57,500
(3} |Current Liabilities
(a) [Trade Payables (2,62,500 + 1,62,500) 4,25,000
Total 21,350,000
Assets
(1} [Non-current Assets
(a) [Property Plant and Equipment 3 9,12,500
(b) [Intangible assets 4 2,25,000
(2) [Current Assets
(a) [Inventories (2,87,500 + 2,25,000) 5,12,500
(b) [Trade Receivables (2,50,000 + 1,00,000) 3,50,000
(c] |Cash and cash equivalents (1,00,000 + 50,000) 1,50,000
Total 21,500,000
Notes to Accounts:
Nete No. Particulars L
1 Share Capital
Equity share capital
1,56,750 equity shares of £10 each 15,67,500
(out of above shares are issued for consideration other than cash)
2 Long term borrowings
6% Debentures 1,57,500
3 Property, Plant & Equipment’s
Freehold property (3,75,000 + 3,00,000) 6,75,000
Plant & Machinery (1,25,000 + 50,000) 1,75,000
Maotor Vehicle (37,500+25,000) 62,500
4 Intangible assets 9,12,500
Goodwill {1,75,000 + 50,000) 2,25,000

Black Limited and White Limited have been carrying their business independently from 01/04/2022. Because
of synergy in business, they amalgamated on and from 1* April, 2022 and formed a new company Gray
Limited to take over the business of Black Limited and White Limited. The information of Black Limited and
White Limited as on 31st March, 2022 are as follows:

Black Ltd. () White Ltd. ()
Share Capital:
Equity share of % 10 each 15,00,000 14,50,000
10% Preference shares of X 100 each 2,00,000 1,40,000
Revaluation Reserve 1,00,000 2,00,000
General Reserve 1,65,000 85,000
Profit & Loss Account:
Opening balance (Credit balance) 1,50,000 1,20,000
Profit for the Year 2,00,000 1,320,000
15% Debentures of X 100 each (Secured) 4 00,000 5,00,000
Trade payables 3,10,000 1,20,000
Land and Buildings 3,20,000 7,40,000
Plant and Machinery 18,00,000 14,00,000
Investments 1,00,000 60,000
Inventory 2,20,000 1,50,000
Trade Receivables 4,25,000 2,65,000
Cash at Bank 1,60,000 1,30,000

Additional Infoermation:
i) The authorized capital of the new company will be X 54,00,000 divided into 2,00,000 equity shares of
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% 25 each, and 4,000 preference shares of X 100 each.

[ii) Trade payables of Black Limited includes % 15,000 due to White Limited and trade receivables of
White Limited shows X 15,000 receivable from Black Limited.
[iii} Land & Buildings and inventory of Black Limited and White Limited are to be revalued as under:

Black Ltd.(X) White Ltd.[X)
Land and Buildings 5,20,000 10,40,000
Inventory 1,80,000 1,25,000

(i) The purchase consideration is to be discharged as under:
fa) Issue 1,80,000 equity shares of X 25 each fully paid up in propertion of their profitability in the

preceding two financial years.

b} Preference shareheolders of two companies are issued equivalent number of 12% preference shares
of Grey Limited at a price of X 120 per share (face value % 100),
{¢) 15% Debenture holders of Black Limited and White Limited are discharged by Grey Limited issuing
such number of its 18% Debentures of X 100 each so as to maintain the same amount of interest.
You are required to prepare the Balance Sheet of Grey Limited after amalgamation. The amalgamation
tock place in the nature of purchase. (MTP 15 Marks Sep’22)

Answer 8
Balance Sheet of Grey Ltd. as at 1st April, 2022
Particulars Note No. (%)
I.  Equity and Liabilities
(1) Shareholder's Funds
(a) Share Capital 1 48,40,000
(b) Reserves and Surplus 2 1,85,000
(2) Nen-Current Liabilities
Long-term borrowings 3 7,50,000
(3) Current Liabilities
Trade payables 4,15,000
Total 61,90,000
Il. Assets
(1) Non-current assets
(a) Property, Plant and Equipment 4 47,60,000
(b) Nen-current investments 1,60,000
(2) Current assets
(a) Inventory 3,05,000
(b) Trade receivables 6,75,000
(c) Cash and bank balances 2,90,000
Total 61,90,000
Motes to Accounts:
(%) (%)
1. Share Capital
Authorized:
2,00,000 equity shares of % 25 each 50,00,000
4,000 preference share of X 100 each 4.00,000
Issued, subseribed, and paid up share capital:
1,80,000 Equity shares of % 25 each 45,00,000
3,400 Preference shares of % 100 each 3,40,000
(all the above shares are allotted as fully paid-up pursuant to 48,40,000
contracts without payment being received in cash)
2. |[Reserves and surplus
Securities Premium (3,400 x % 20) 68,000
Capital Reserve 1,17,000 1,85,000
3. |Long-term borrowings
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18% Debentures 7,50,000
4. Property, plant and equipment
Land and Euﬂding 15,60,000
Plant and Machinery 32,00,000 47.60,000
Working Notes:
(%)
Black Ltd. Grey Ltd.
1. Computation of Purchase consideration
Preference shares:
Shares at £ 120 each 2,40,000 1,68,000
lEquitv,r shares:
Preceding 2 years profitability
Year 1 1,50,000 1,20,000
Year 2 2,000,000 1,30,000
3,50,000 2,50,000
Shares (in ratio 35: 25)
1,05,000 shares at % 25 26,25,000
75,000 shares at ¥ 25 18,75,000
‘Amount of purchase consideration (a + b) 28,65,000 20,43,000
2. Net Assets Taken Over
Assets taken over:
Land and Building 5,20,000 10,40,000
Plant and Ma:hirrer\f 18,00,000 14,00,000
Investments 1,000,000 60,000
Inventory 1,80,000 1, 25,000
Trade receivables 4,25,000 2,50,000
Cash and bank 1,60,000 1,30,000
31,85,000 30,05,000
Less: Liabilities taken over:
Debentures 3,33,333 4,16,667
Trade payables 2,895,000 1,20,000
6,28,333 5,36,667
Met assets taken over 25,56,667 24,68,333
Purchase consideration 28,65,000 20,43,000
Goodwill 3,08,333
ECapitaI reseryve 4,25,333
Met amount of capital reserve % 1,17,000
3. Black Limited White Limited
Existing Debentures % 4,000,000 x % 5,00,000 x 15%
15%
=X 60,000 = § 75,000
Debentures to be issued in Grey Limited @ 18% to maintain % 60,000 x % 75,000x100/18
tthe same amount of interest 100/18
=% 333,233 =% 4,16,667

The summarized Balance Sheets of Black Limited and White Limited as on 31st March, 2020 is as follows:

Particulars Notes Black Limited White Limited
(% In 000) (% In ODO)
Equity and Liabilities
Shareholders' Funds
(a) Share Capital 1 6,000 3,600
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(b) Reserves and Surplus 2 1,080 660
Current Liabilities
Trade payables 600 360
Total 7,680 4,620
Assets
Non-current assets
Property, Plant and Equipment 3,600 2,400
Current assets
(a) Inventories 960 720
(b) Trade receivables 1,680 1,080
(e) Cash and Cash Equivalents 1,440 420
Total 7,680 4,620
Note Particulars Black Limited White Limited
No. (X in 000) (% in 000)
« 1} Share Capital 6,000 3,600
Equity Shares of X 100 each
Reserves and Surplus
2. | General Reserve 360 180
Profit and Loss Account 720 480
Total 1,080 660

Black Limited takes over White Limited on 1st July, 2020,

No Balance Sheet of White Limited is available as on that date. It is, however estimated that White Limited
earned profit of X 2,40,000 after charging proportionate depreciation @ 10% p.a. on Property Plant and
Equipment, during April-June, 2020.

Estimated profit of Black Limited during these 3 months was I 4,80,000 after charging proportionate
deprecation @ 10% p.a. on Property Plant and Equipment

Both the companies have declared and paid 10% dividend within this 3 months' period.

Goodwill of White Limited is valued at ¥ 2,40,000 and Property Plant and Equipment are valued at % 1,20,000
above the depreciated book value on the date of takeover.

Purchase consideration is to be satisfied by Black Limited by issuing shares at par. Ignore income tax. You are
required to:

(i) Compute No. of shares to be issued by Black Limited to White Limited against purchase consideration.

(ii} Calculate the balance of Net Current Assets of Black Limited and White Limited as on 15t July, 2020.
(iii) Give balance of Profit or Loss of Black Limited as on 15 July, 2020
(iv) Give balance of Property Plant and Equipment as on 15% July, 2020 after takeover. (PYP 10 Marks Jul’21)

Answer 9
(i) MNo. of shares issued by Black Ltd. to White Ltd. against purchase consideration
White Ltd. % 1
Goodwill 2,40,000
Property, plant and equipment 24,00,000
Less: Depreciation [24,00,000 X 10 % X 3/12] {60,000)
23,40,000
Add: Appreciation 1,20,000 24,60,000
Inventory 7,20,000
Trade receivables 10,80,000
Cash and Bank balances 4,220,000
Add: Profit after depreciation 2,40,000
Add: Depreciation (non-cash) 60,000 3,00,000
Less: Dividend [36,00,000 X 10%] (3,60,000) 3,60,000
48,60,000

e A o



Less: Trade payables

(3.60,000)

Purchase Consideration

45,00,000

Number of shares to be issued by Black Ltd, @ % 100 each

(i) Calculation of Net Current Assets as on 01.07.2020

45,000 shares

Black Ltd. White Ltd.
% L X
Current assets:
Inventory 9,60,000 7,20,000
Trade receivables 16,580,000 10,80,000
Cash and Bank 14,40,000 4,20,000
Less: Dividend (6,00,000) (3,60,000)
Add: Profit after depreciation 4,80,000 2,40,000
Add: Depreciation being non cash 90,000 14,10,000 &0,000 3,60,000
40,50,000 21,60,000
Less: Trade payables (6,00,000) {3,60,000)
34,50,000 18,00,000
(iii} Profit and Loss Account balance of Black Ltd. as on 1.07.2020
!
P& LA balance as on 31.03.2020 7,20,000
Less: Dividend paid (6,00,000)
T . 1,20,000
Add: Estimated profit for 3 months after charging depreciation 4,80,000
' S— 6,00,000
liv) Property, plant and equipment as on 01.07.2020
Property, plant and equipment of Black Ltd. as on 31.03.2020 36,00,000
Less: Depreciation for 3 months [36,00,000 x 10% x 3/12] (50,000)
Property, plant and equipment of White Ltd. Taken over as on 24,00,000 35,10,000
31.03.2020
Less: Proportionate depreciation for 3 months on fixed assets (60,000)
23,40,000
Add: Appreciation above the estimated book value 1,20,000 24,60,000
Total Property, plant and equipment as on 1.7.2020 59,70,000

Exam Insights: Large number of the examinees could not compute number of shares to be issued by Black
Limited to White Limited against purchase consideration, They failed to calculate the balance of net
current assets of Black Limited and White Limited as on 1Ist July, 2020. Some of them also erred in
computation of balances of profit or loss and property, plant and equipment of Black Ltd. after
takeover.

Galaxy Ltd. and Glory Ltd., are two companies engaged in the same business of chemicals. To mitigate
competition, a new company Glorious Ltd, is to be formed to which the assets and liabilities of the existing
companies, with certain exception, are to be transferred. The summarized Balance Sheet of Galaxy Ltd. and
Glory Ltd. as at 31st March, 2020 are as follows:

Galaxy Ltd. Glory Ltd.
3 %
(1) Equity & Liabilities
(1) Shareholders' fund
Share Capital
Equity shares of ® 10 each 8,40,000 4,55,000
Reserves & Surplus
General Reserve 4.48,000 40,000
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Profit & Loss A/c 1,12,000 72,000
(2] Non-current Liabilities
Secured Loan
6% Debentures 3,30,000
(3) Current Liabilities
Trade Payables 4,20,000 1,83,000
Total 18,20,000 10,80,000
() Assets
{1) Non-current assets
Property, Plant & Equipment
Freehold property, at cost 5,88,000 3,36,000
Plant & Machinery, at cost less 1,40,000 £4,000
depreciation
Motor wehicles, at cost less depreciation 56,000 .
{2) Current Assets
Inventories 3,36,000 4.38,000
Trade Recelvables 4,62,000 1,18,000
Cash at Bank 2,38,000 1,04,000
Total 18,20,000 10,280,000

Assets and Liabilities are to be taken at book value, with the following exceptions:
The Debentures of Glery Ltd. are to be discharged, by the issue of 8% Debentures of Glorious Ltd. at a

(i)

(i)
(iii)

premium of 10%.

Plant and Machinery of Galaxy Ltd. are to be valued at ¥ 2,52,000.
Goodwill is to be valued at : Galaxy Ltd. $4,48,000 Glory Ltd. < 1,68,000

(iv) Liquidator of Glory Ltd. is appointed for collection from trade debtors and payment to trade creditors.
He retained the cash balance and collected X 1,10,000 from debtors and paid % 1,80,000 to trade
creditors. Liquidator is entitled to receive 5% commission for collection and 2.5% for payments. The
balance cash will be taken over by new company.

You are required to :

(1) Compute the number of shares to be issued to the shareholders of Galaxy Ltd. and Glery Ltd, assuming
the nominal value of each share in Glorious Ltd. is ¥ 10.

(2) Prepare Balance Sheet of Glorious Ltd., as on 1st April, 2020 and alseo prepare notes to the accounts
as per Schedule Il of the Companies Act, 2013. (PYP 20 Marks, Jan’21)

Answer 10
{i) Calculation of Purchase consideration (or basis for issue of shares of Glorious Ltd.)
Galaxy Ltd. Glory Ltd.
Purchase Consideration: ;. %
Goodwill 4,485,000 1,68,000
Freehold property 5,88,000 3,36,000
Plant and Machinery 2,52,000 84,000
Motor vehicles 56,000 -
Inventory 3,36,000 4,38,000
Trade receivables 4,62,000 -
Cash at Bank 2,38,000 24,000
23,80,000 10,50,000

Less: Liahilities:
6% Debentures (3,00,000 x 110%) ; (3,30,000)
Trade payables (4,20,000) -
Met Assets taken over 159,60,000 7,20,000
To be satisfied by issue of shares of Glorious. 1,96,000 72,000
Ltd. @ % 10 each




(ii} Balance Sheet of Glorious Ltd. as at 1st April, 2020

Particulars Note No Amount
A
EQUITY AND LIABILITIES
1 Shareholders' funds
(a) Share capital 1 26,280,000
(b) Reserves and surplus 2 30,000
2 Non-current liabilities
(a) |Long-term borrowings 3 3,00,000
3 Current liahilities
(a) [Trade payables 4,20,000
ASSETS Total 34,30,000
1 Mon-current assets
(a) | Property, plant and equipment 4 13,16,000
Intangible assets 5 6,16,000
2 Current assets
(a) [nventories & 7,74,000
(b) [Trade receivables 4,62,000
(c) [Cash and cash equivalents 7 2,62,000
Total 34,30,000
MNotes to accounts:
. %
1. Share Capital
Equity share capital 26,80,000
2,68,000 shares of ¥ 10 each
(All the above shares are issued for consideration other
tthan cash)
2. Reserves and surplus
Securities Premium 30,000
(10% premium on debentures of %3,00,000)
3. Long-term borrowings 3,00,000
Secured 8% 3,000 Debentures of 100 each
4. [Property Plant and Equipment
reehold property
Galaxy Ltd. 5,88,000
Glory Ltd. 3,36,000 9,24,000
Plant and Machinery
Galaxy Ltd. 2,52,000
Glory Ltd. 84,000 3,36,000
Maotor vehicles - Galaxy Ltd. 56,000
l 13,16,000
5 |[Intangible assets
Goodwill
Galaxy Ltd. 4,48,000
Glory Ltd. 1,68,000 6,16,000
& |Inventories
Galaxy Ltd. 3,36,000
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Glory Ltd. 4,38,000 7,74,000
7 |Cash and cash equivalents
Galaxy Ltd. 2,38,000
Glory Ltd.(As per working note) 24,000 2,62,000
Woerking note:
Calculation of cash balance of Glory Limited to be taken over by Glorious Limited
f
Cash balance as at 31st March,2020 1,04,000
Add: Received from debtors 1,10,000
214,000
Less: paid to creditors 1,80,000
34,000
Less: Commission to liquidators
On Debtors @ 5% 5,500
On Creditors @ 2.5% 4,500
(10,000)
24,000
|
The following are the Balance Sheets of P Ltd. and Q Ltd. as at 31st March, 20X1:
Particulars Notes TP Ltd 2 QLtd
lEquiw and Liabilities
1 Shareholders’ funds
A [Share capital 1 £ 00,000 400,000
B |Reserves and Surplus 3,00,000 2,00,000
2 Non-current liabilities
A |Long-term borrowings b 2,00,000 1,50,000
3 Icurrent liabilities
A [Trade Payables 2,50,000 1,50,000
Total 15,50,000 9,00,000
Assats
1 Non-current assets
A |Property, Plant and Equipment 7,00,000 2,50,000
B Non-current investments 20,000 20,000
2 [Current assets
A lInventories 2,40,000 3,20,000
B [Trade receivables 4,20,000 2,10,000
C [Cash and Cash equivalents 1,10,000 40,000
Total 15,50,000 9,00,000
Notes to accounts
P Ltd. Q Ltd.
1 Share Capital
Equity shares of % 10 each 6,00,000 3,00,000
10% Preference Shares of % 100 each 2,00,000 1,00,000
8,00,000 4.00,000
2 |Long term borrowings
12% Debentures 2,00,000 1.50,000
2,00,000 1,50,000
Details of Trade receivables and trade payables are as under:
P Ltd. () Q Ltd. (%)
Trade receivables
Debtors 3,60,000 1,90,000
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Bills Receivable 60,000 20,000
4,20,000 2,10,000

Trade payables

Sundry Creditors 2,220,000 1,25,000

Bills Payable 30,000 25,000
2,50,000 1,50,000

Property, plant and equipment of both the companies are to be revalued at 15% above book value. Both

the companies are to pay 10% Equity dividend, but Preference dividend having been already paid. After the

above transactions are given effect to, P Ltd. will abserb Q Ltd. on the following terms:

(i) 8 Equity Shares of X 10 each will be issued by P Ltd. at par against 6 shares of Q Ltd.

{ii) 10% Preference Shareholders of Q Ltd. will be paid at 10% discount by issue of 10% Preference Shares
of X 100 each at par in P Ltd.

{iii) 12% Debenture holders of Q Ltd. are to be paid at 8% premium by 12% Debentures in P Ltd. issued at
a discount of 10%.

{iv) < 30,000 is to be paid by P Ltd. to Q Ltd. for Liquidation expenses. Sundry Creditors of Q Ltd.
include X 10,000 due to P Ltd.

{v) Inventery in Trade and Debtors are taken over at 5% lesser than their book value by P Ltd.
Prepare:

(a) Journal entries in the books of P Ltd.

(b) Statement of consideration payable by P Ltd. {S\M)

(Same concept different figures RTP May "23, PYP 10 Marks May ’18, MTP 14 Marks Jul’24)

Answer 11
{a) Journal Entries in the Books of P Ltd.

Dr. Cr.

Property, Plant and Equipment Dr. | 1,05,000

To Revaluation Reserve 1,05,000
(Revaluation of PPE at 15% above book value)
Reserve and Surplus Dr,
To Equity Dividend

(Declaration of equity dividend @ 10%)

Equity Dividend D,

60,000

60,000

G0,000

To Bank Account 60,000

(Payment of equity dividend)

Business Purchase Account D, 4,90,000
To Liquidator of Q Ltd.

(Consideration payable for the business taken overfrom Q Ltd.)
Property, Plant and Equipment (115% of % 2,50,000) Dr.
Inventory (95% of ¥ 3,20,000) Dr.
Debtors Dr.,
Bills Receivable Dr.
Investment Dr.

Cash at Bank Dr.

(% 40,000 —% 30,000 dividend paid)
To Provision for Bad Debts (5% of £ 1,90,000)

4,930,000

2,87,500
3,04,000
1,90,000
20,000
50,000
10,000

9,500

To Sundry Creditors

1,25,000

To 12% Debentures in Q Ltd.

1,62,000

To Bills Payable

25,000

To Business Purchase Account

4,900,000

To Capital Reserve (Balancing figure)

80,000

(Incorparation of various assets and liabilities taken over from Q Ltd. at
agreed values and difference ofnet assets and purchase consideration
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being credited to capital reserve)

Liguidator of Q Ltd.

Dir,

4,90,000

To Equity Share Capital

4,00,000

To 10% Preference Share Capital

90,000

(Discharge of consideration for Q Ltd.'s business)

12% Debentures in Q Ltd. (%1,50,000 = 108%)

Dr.

1,62,000

Discount on Issue of Debentures

Dr.

18,000

Ta 12% Debentures

1,80,000

(Allotment of 12% Debentures to debenture holdersof Q Ltd. at a
discount of 10%)

Sundry Creditors of Q Ltd.

Dr.

10,000

To Sundry Debtors of P Ltd.

10,000

(Cancellation of mutual owing)

Goodwill

D,

30,000

To Bank

30,000

(Being liquidation expenses reimbursed to Q Ltd.)

Capital Reserve

Dr.

30,000

To Goodwvill

20,000

(Being goodwill set off)

(b) Statement of Consideration payable by P Ltd. for 30,000 shares (payment method)

Shares to be allotted Eﬂ.:DD * 8 = 40,000 shares of P Ltd.

Issued 40,000 shares of £ 10 each i.e. % 4,00,000

For 10% preference shares, to be paid at 10% discount
R 100,000 x90 < 90,000
100 :

Consideration amount [{i) + {ii]]

< 4,90,000

Mohan Ltd. gives you the following information as on 31st March, 2020:

(i)

(i)

1

Share capital:

Equity shares of Rs. 10 each 3,00,000
6,000, 9% cumulative preference shares of Rs. 10 each 60,000
Profit and Loss Account [Dr. balance} 1,70,000
10% Debentures of Rs. 100 each 2,00,000
Interest payable on Debentures 20,000
Trade Payables 1,50,000
Property, Plant and Equipment 3,40,000
Goodwill 10,000
Inventory 80,000
Trade Receivables 1,10,000
Bank Balance 20,000

A new company Ravi Ltd. is formed with authorised share capital of Rs. 4,00,000 divided into 40,000 Equity
Shares of Rs. 10 each. The new company will acquire the assets and liabilities of Mohan Ltd. on the following

terms:

(i)

(a) Meohan Ltd.'s debentures are paid by similar debentures in new company and for outstanding
accrued interest on debentures, equity shares of equal amount are issued at par.
(b) The trade payables are paid by issue of 12,000 equity shares at par in full and final settlement of

their claims.

() Preference shareholders are to get equal number of equity shares issued at par. Dividend on
preference shares is in arrears for three years. Preference shareholders to forgo dividend for twe
years. For balance dividend, equity shares of equal amount are issued at par.

(d) Equity shareholders are issued one share at par for every three shares held in Mohan Ltd.
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[ii) Current Assets are to be taken at book value (except inventory, which is to be reduced by 10%).

Goodwill is to be eliminated. The Property, plant and equipment is taken owver at Rs. 3,08,400.

{ili) Remaining equity shares of the new company are issued to public at par fully paid up.
iv) Expenses of Rs. 5,000 to be met from bank balance of Mohan Ltd. This is to be adjusted from the bank
balance of Mohan Ltd. before acquisition by Ravi Ltd.

You are required to prepare:

(a) Realization account and Equity Shareholders' account in the books of Mohan Ltd.
(b) Bank Account and Balance Sheet with notes to accounts in the books of Ravi Ltd. (RTP May’'21)

Answer 12
In the books of Mohan Ltd.
(i) Realisation Account
Rs. Rs.
To Goodwill 10,000| By 10% Debentures 2,00,000
To Property, plant and equipment 3,40,000| By Interest accrued ondebentures 20,000
To Inventory 80,000 By Trade payables 1,50,000
To Trade receivables 1,10,000| By Ravi Ltd. (Purchase consideration) 1,65,400
(W.N. 1)
To Bank (20,000 - 5,000) 15,000 By Equity shareholders A/c 25,000
(loss on realization) (Bal. fig.)
To Preference shareholders Afc (W.N.2) 5,400
5,60,400 5,60,400
(ii) Equity shareholders’ Account
Rs. Rs.
To Profit & loss Afc 1,70,000 By Equity Share capital 3,00,000
To Expenses® 5,000
To Equity shares in Ravi Ltd. 1,00,000
To Realization A/fc 25,000
3,00,000 3,00,000
*Alternatively, expenses may be routed through Realization account,
In the books of Ravi Ltd.
{iii) Bank Account
Rs. Rs.
To Business Purchase 15,000 By Balance c/d (Bal. fig.) 1,09,600
To Equity shares application & 94,600 )
allotment Afc (W.N. 3)
1,059,600 1,09,600
(iv) Balance Sheet as at 31st March, 2020
Particulars Note No. Rs.
|, Equity and Liabilities
(1) Shareholder's Funds
Share Capital 1 4,000,000
{2) Non-Current Liabilities
Long-term borrowings 2 2,00,000
Total 6,00,000
Il Assets
(1) Non-current assets
(a) F;-r'nperty, plant and equipment E,Dﬂ,dﬂﬂ
(2) Current assets
{a) Inventories 72,000
(b) Trade receivables 1,10,000
(e Cash and cash equivalents 1,09,600
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Total 6,00,000
Notes to Accounts
Rs.
1. |Share Capital
Authorised share capital
140,000 equity shares of Rs. 10 each 4,00,000
|I55ued and Subscribed
140,000 shares of Rs. 10 each fully paid up 4,00,000
(out of the above, 30,540 (W.N.3) shares have been allotted as fully paid-up
pursuant to contract without payment being received in cash])
2. |Leng Term Berrowings
10% Debentures 2,00,000
Woerking Notes:
1. Calculation of Purchase consideration
Rs.
Payment to preference shareholders
6,000 equity shares @ Rs. 10 20,000
For arrears of dividend: (6,000 x Rs. 10) x 9% 5,400
Payment to equity shareholders
(30,000 shares x 1/3) @ Rs. 10 1,00,000
Total purchase consideration 1,65,400
2. Preference shareholders’ Account in books of Mohan Ltd.
Rs. Rs.
To Equity Shares in Ravi Ltd. 65,400By Preference Share capital 60,000
By Realization A/c (Bal. fig.) 5,400
65,400 65,400

3. Calculation of number of Equity shares issued to public

Number of shares
Authorized equity shares 40,000
Less: Equity shares issued for
Interest accrued on debentures 2,000
Trade payables of Mohan Ltd. 12,000
Preference shareholders of Mohan Ltd. 6,000
Arrears of preference dividend 540
Equity shareholders of Mohan Ltd. 10,000 (30,540)
INumber of equity shares issued to public at par for cash 9,460 |

P Ltd. and Q Ltd. agreed to amalgamate their business. The scheme envisaged a share capital, equal to the
combined capital of P Ltd. and Q Ltd. for the purpose of acquiring the assets, liabilities and undertakings of
the two companies in exchange for share in PQ Ltd. The Summarized Balance Sheets of P Ltd. and Q Ltd. as
on 31st March, 2017 (the date of amalgamation) are given below:

Summarized balance sheets as at 31-03-2017

Liabilities P Ltd. Rs. |Q Ltd. Rs. Assets PLtd. Rs. | Q Ltd. Rs.
Equity & liabilities: Assets:
Shareholders Fund Non-current Assets:
a. Share Capital 6,00,000 | 8,40,000 Property, Plant &

Equipment

b. Reserves 10,20,000 | 6,00,000 (excluding Goodwill) | 7,20,000 | 10,80,000
Current Liabilities Current Assets
Bank Overdraft -| 5,40,000 a. Inventories 3,60,000 | 6,60,000
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Trade payables 2,40,000| 5,40,000 b. Trade receivables 4,80,000 | 7,80,000
c. Cash at Bank 3,00,000 -
18,60,000 | 25,20,000 18,60,000 | 25,20,000

The consideration was to be based on the net assets of the companies as shown in the above Balance Sheets,

but subject to an additional payment to P Ltd. for its goodwill to be caleulated as its weighted average of net

profits for the three years ended 31st March, 2017. The weights for this purpose for the years 2014-15, 2015-

16 and 2016-17 were agreed as 1, 2 and 3 respectively.

The profit had been:

2014-15 Rs. 3,00,000; 2015-16 Rs. 5,25,000 and 2016-17 Rs. 6,30,000.

The shares of PQ Ltd. were to be issued to P Ltd. and Q Ltd. at a premium and in proportion to the agreed

net assets value of these companies. In order to raise working capital, PQ Ltd proceeded to issue 72,000

shares of Rs. 10 each at the same rate of premium as issued for discharging purchase consideration to P Ltd.

and Q Ltd.

You are required to:

(i) Caleulate the number of shares issued to P Ltd. and Q Ltd; and

{ii) Prepare required journal entries in the books of PQ Ltd.; and

{iii) Prepare the Balance Sheet of PQ Ltd. as per Schedule Il after recording the necessary journal
entries. (RTP May’'18, Nov’'21)

Answer 13
(i) Caleulation of number of shares issued to P Ltd. and Q Ltd.:
Amount of Share Capital as per balance sheet Rs.
P Ltd. 6,00,000
Q Ltd. £,40,000
14,40,000

Share of P Ltd. =Rs. 14,40,000 x [21,60,000/ (21,60,000 + 14,40,000)]
= Rs. 8,64,000 or 86,400 shares _

Securities premium = Rs. 21,60,000 - Rs. 8,64,000 = Rs. 12,96,000

Premium per share = Rs. 12,96,000 / Rs. 86,400 = Rs. 15

|ssued 86,400 shares @ Rs. 10 each at a premium of Rs.15 per share

Share of Q Ltd.= Rs. 14,40,000 x [14,40,000/ (21,60,000 + 14,40,000)]

= Rs, 5,76,000 or 57,600 shares
Securities premiurmn = Rs. 14,40,000 — Rs, 5,76,000 = Rs. 8,64,000
Premium per share = Rs. 8,64,000 / Rs. 57,600 = Rs. 15

Issued 57,600 shares@ Rs. 10 each at a premium of Rs. 15 per share
(i) Journal Entries in the books of PQ Ltd.

Dr. Cr.
Particulars Amount (Rs.)| Amount
(Rs.)
Business purchase account Dr, 36,00,000 J
To Liguidator of P Ltd. account 21,60,000
To Liquidator of Q Ltd. account 14,40,000
(Being the amount of purchase consideration
payable to liguidator of P Ltd. and Q Ltd. for assets
taken over)
Goodwill Dr. 5,40,000
Property, Plant & Equipment account Dr, 7,20,000
Inventory account Dir, 3,60,000
Trade receivables account Dr. 480,000
Cash at bank Dir. 3,00,000
To Trade payables account 2,40,000
To Business purchase account 21,60,000
(Being assets and liabilities of P Ltd. taken over)
Property, Plant & Equipment account Dr. 10,80,000
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Inventory account D, 6,60,000
Trade receivables account Dr. 7,80,000
To bank overdraft account 5,40,000
To Trade payables account 5,40,000
To EljsinEES purchase account 1d,dﬂ,ﬂﬁﬂ
(Being assets and liahilities of Q Ltd. taken over)
Liquidator of P Ltd. Account Dr. 21,60,000
To Equity share capital account (86,400 x Rs. 10} 8,64,000
To Securities premium (86,400 x Rs. 15) 12,96,000
(Being the allotment of shares as per agreement for
discharge of purchase consideration)
Liquidator of Q Ltd. account Dr. 14,40,000
To Equity share capital account (57,600 x Rs. 10) 5,76,000
To Securities premium (57,600 x Rs. 15) 8,64,000
(Being the allotment of shares as per agreement for
discharge of purchase consideration)
Bank Afc 18,00,000
To Equity share capital account 7,20,000
To Securities premium 10,80,000
(Equity share capital issued to raise working capital)
(iii) Balance Sheet of PQ Ltd. on 31st March, 2017 after amalgamation 4
Particulars Notes 1
Equity and Liabilities
1 Shareholders' funds
a [Share capital 1 21,60,000
b [Reserves and Surplus 2 32,40,000
2 Current liabilities
a [Trade payables (2,40,000 + 5,40,000) 7,80,000
Total 61,80,000
\Assets
1 |Nnn—cu rrent assets
a [Fixed assets
2 Tangible assets (7,20,000 + 10,80,000) 18,00,000
Intangible assets (goodwill) ! 5,40,000
Current assets
a (Inventories (3,60,000 + 6,60,000) 10,20,000
b [Trade receivables (4,280,000 +7,80,000) 12,60,000
¢ |[Cash and cash equivalents 3 15,60,000
Total 61,80,000
MNotes to accounts
Rs.
1 bhare Capital
I]SSUEEL subscribed and paid up share capital
2,16,000 Equity shares of Rs. 10 each 21,60,000
l{Dut of the above 1,44,000 shares issued for non-cash consideration
under scheme of amalgamation)
2 Reserves and Surplus
Securities premium 32,40,000
{@ Rs. 15 for 2,16,000 shares)
3 Cash and cash equivalents
Cash at Bank 15,60,000
4 lIntangible Assets
Goodwill 5,40,000
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Woerking Notes:
1.Calculation of goodwill of P Ltd.

Particulars Amount Weight Weighted
Rs. amount Rs.
2014-15 3,00,000 1 3,00,000
2015-16 5,25,000 2 10,50,000
2016-17 &,30,000 3 18,90,000
Total (a+b+c) 14,55,000 | 6 32,40,000
weighted Average = [Total weighted amount/
Total of weight][ Rs. 32,40,000/6]
Goodwill 5,40,000
2. Calculation of Net assets
P Ltd. Rs. Q Ltd. Rs.
Assets
Goodwill 5,40,000
Property, Plant & Equipment 7,20,000 10,80,000
Inventory 3,60,000 &,60,000
Trade receivable 4,80,000 7,80,000
Cash at bank 3,00,000
Less: Liabilities
Bank overdraft 5,40,000
Trade payables 2,40,000 5.,40,000
Met assets or Purchase consideration 21,60,000 14,40,000
New authorized capital
= Rs. 14,40,000 + Rs. 12,00 000 = Rs. 26,40,000
ICash and Cash equivalents Rs.
P Ltd. Balance 3,00,000
Cash received from Fresh issue (72,000 X Rs.25) 18,00,000
21,00,000
Less: Bank Overdraft 5,40,000
15,60,000*

*The balance of cash and equivalents has been shown after setting off overdraft amount.

The balance sheets of Truth Limited and Myth Limited as at 31.03.2021 is given below. Myth Limited is te be
amalgamated with Truth Limited from 1.04.2021. The amalgamation is to be carried out in the nature of

purchase
Particulars Note No. Truth Ltd. (%) Myth Ltd. ()
(1) Equity and Liabilities
1. Shareholders’ Funds
(a) Share Capital | 10,00,000 4,00,000
(b) Reserves and Surplus . 11,35,000 4,13,000
2. Non -Current Liabilities 3 - 1,50,000
3. Current Liabilities 4 1,40,000 1,82,000
Total 22,75,000 11,45,000
(2) Assets
1. Non -Current Assets
(a) Property, Plant & Equipment 15,75,000 6,80,000
(b) Investments 1,87,500 1,00,000
2. Current Assets 5 5,12,500 3,65,000
Total 22,75,000 11,45,000
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Note Particulars Truth Limited (X) Myth Limited (X
No.
1 Share Capital 10,00,000 4,00,000
|Equit1|,r shares of X 10 each
2  |Reserves & Surplus
|Eenera| Reserve 5,05,000 2,320,000
|Frnfit & Loss Afc 4,45,000 1,58,000
Export Profit Reserve 1,85,000 25,000
11,35,000 4,13,000
3  |Non- Current Liabilities
14% Debentures e 1,50,000
4 Current Liabilities
Trade Payables 90,000 1,42,000
Other Current Liabilities 50,000 40,000
1,40,000 1,82,000
5 Current Assets
Inventary 2,15,000 85,000
Trade Receivables 2,02,500 1,75,000
Cash and Cash equivalents 95,000 1,05,000
512,500 3,65,000

Truth Limited would issue 12% debentures to discharge the claim of the debenture holders of Myth Limited
50 as to maintain their present annual interest income. Non-trade investment, which constitute 80% of their
respective total investments yielded income of 20% to Truth Limited and 15% te Myth Limited. This income
is to be deducted from profits while computing average profit for the purpose of ealculating goedwill. Profit

before tax of both the companies during the last 3 years were as follows:

Truth Limited (X) Myth Limited (%)
2018-2019 8,20,000 2,55,000
2019-2020 7,45,000 2,15,000
2020-2021 6,04,000 2,14,000

Goodwill is to be calculated on the basis of simple average of three years profit by using Capitalization
method taking 18% as normal rate of return. Ignore taxation. Purchase consideration is to be discharged by
Truth Limited on the basis of intrinsic value per share. Prepare Balance Sheet of Truth Limited after the

amalgamation. (RTP Nov’'22)

Answer 14
Balance Sheet of Truth Ltd. (after amalgamated with Myth Ltd.) as at 1.4.2021
Particulars Nete No. (%)
l. Equity and liabilities
(1) Shareholder's funds
(a) Share capital 1 13,13,750
(b) Reserves and surplus 2 20,76,250
(2) Non-current liabilities
12% Debentures 3 1,75,000
(3) Current liabilities
(a) Trade payables 4 2,32,000
(b}  Other current liabilities 5 90,000
Total 38,87,000
Il. Assets
(1) Non-current assets
(a) Property, plant and equipment 6 22,55,000
(b) Intangible assets {Goodwill) [WN 1] 4,67,000
(e} Non-current investments ) 2,87,500
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(2) Current assets
(a) Inventeries (2,15,000 + 85,000) 3,00,000
(b} Trade receivables (2,02,500 + 1,75,000) 3,77,500
(] Cash & cash eguivalents (95,000 + 1,05,000) 2,00,000
Total 38,887,000
MNotes to Accounts
(%) (%)
1. | Share Capital
1,31,375 Equity Shares of X 10 each [1,00,000 + 31,375] 13,13,750
(of the above shares, 31,375 shares were issued to the vendors
otherwise than for cash)
2. | Reserves and surplus |
General Reserve 5,05,000
Profit and Loss Afc 4.45.000
Securities Premium [31,375 x 30] 9,41,250
Export profit reserve 1,85,000
Add: Balance of Myth Ltd. 25,000 2,10,000
Amalgamation Adjustment Reserve (25,000] 20,76,250
3. Lcmg_T erm Enrrawings
12% Debentures issued to Myth Ltd. 1,75,000
4. | Trade payables
Trade payables 90,000
Add: Taken over 1,42,000 2,32,000
5 Other Current Liabilities
Truth Ltd. 50,000
Myth Ltd. 40,000 90,000
6. | Property, Plant & Equipment
Truth Ltd. 15,75,000
Myth Ltd. 6,80,000 22,55,000
o investment
Truth Ltd. | 1,87,500
Myth Ltd. 1,00,000 2,87,500

Working Notes:
(1) Valuation of Goodwiill

I. Capital Employed

Truth Ltd. Myth Ltd.

2 3 % 3
Assets as per Balance Sheet 22,75,000 11,45,000
Less: Non-trade Investment (1,50,000) (80,000}

21,25,000 10,655,000
Less: Liabilities:
14% Debhentures . 1,50,000
Trade payables 90,000 1,42,000
Other current liabilities 50,000 (1,40,000) 40,000 (3,32,000)
Capital Employed 19,85,000 7,33,000
Il. Average Profit before Tax

Truth Ltd. Myth Ltd.
2018-2019 8,20,000 2,55,000
2019-2020 7,445,000 2,15,000
2020- 2021 6,04,000 2,14,000
Total profit of 3 years (a) 21,659,000 6,84,000
Simple Average [(a)/3] 7,23,000 2,28,000
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Less: Non-trading income® {30,000) (12,000)
(iil) Goodwill 6,93,000 2,16,000
Capitalized value of average [{6,93,000 / 18) 38,50,000 [(2,16,000 / 18) x| 12,00,000
profit % 100] 100]
Less: Capital Employed (19,85,000) (7,33,000)
[Fram (i) above]
Goodwill 18,65,000 4,67,000
* For Truth Ltd. = 1,87,500 x 8B0% x 20% = 30,000; and
Myth Ltd. = 1,00,000 x 80% x 15% = 12,000
(2} Intrinsic Value per Share
Truth Ltd. Myth Ltd.
3 1

Goodwill [W.N, 1] 18,65,000 4,67,000
Other Assets 22,75,000 41,40,000 11,455,000 16,12,000
Less: Liabilities
12% Debentures - 1,75,000**
Trade payables 90,000 1,42,000
Provision for Tax 50,000 (1,40,000) 40,000 (3,57,000)
|N et Assets 40,000,000 12,55,000
intrinsic value per share [Net 40,00,000 / 12,55,000 /
Assets [ No. of Shares] 1,000,000 40,000

=3 40 =% 31.375
** 1,50,000% ——=1,75,000

125

(3) Purchase Consideration & manner of its discharge

Intrinsic Value of Myth Ltd. [a]

l

% 31.375 per share

|Nu. of shares [b]

I

40,000 shares

|Furchase Consideration ¢= [a x b]

%12,55,000

Intrinsic Value of Truth Ltd. [d]

% 40 per share

INo. of shares to be issued [c / d]

31,375 shares

The summarized Balance Sheet of A Ltd. and B Ltd. as at 31st March,2022 are as under:

A Ltd. (in X) B Ltd. (inX)
Equity shares of 10 each, fully paid up 30,00,000 24.00,000
Securities Premium Account 4,00,000
General Reserve 6,20,000 5,00,000
Profit and Loss Account 3,60,000 3,20,000
Retirement Gratuity Fund Account 1,00,000
10% Debentures 20,00,000
Unsecured Loan (including loan from A Ltd.) &,00,000 8,20,000
Trade Payables 1,00,000 3,40,000
71,80,000 43,80,000
Land and Buildings 28,00,000 21,00,000
Plant and Machinery 20,00,000 7,60,000
Long term advance to B Ltd. 2,20,000
Inventories 10,40,000 7,00,000
Trade Receivables 8,20,000 5,20,000
Cash and Bank 3.00,000 3,00,000
71,80,000 43,80,000
B Ltd. is to declare and pay X 1 per equity share as dividend, before the following amalgamation takes place

with Z Ltd.
Z Ltd. was incorporated to take over the business of both A Ltd. and B Ltd.
(a} The authorized share capital of Z Ltd. is X 80 lakhs divided into T 6 lakhs equity shares of X 10 each.
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(b) As per Registered Valuer the value of equity shares of A Ltd. is X 18 per share and of B Ltd. is 12 per
share respectively and agreed by respective shareholders of the companies.

(e} 10% Debentures of A Ltd. to be issued 12% Debentures of Z Ltd. at par in consideration of their
holdings.

(d) A contingent liability of A Ltd. of X 2,00,000 is to be treated as actual liability.

|e) Liquidation expenses including Registered Valuer fees of A Ltd.X 50,000 and B Ltd.X 30,000
respectively to be borne by Z Ltd,

() The shareholders of A Ltd. and B Ltd. is to be paid by issuing sufficient number of fully paid up equity
shares of X 10 each at a premium of X 10 per share.
Assuming amalgamation in the nature of purchase, you are required to pass the necessary journal
entries {narrations not required) in the books of Z Ltd. and Prepare Balance Sheet of Z Ltd. immediately
after amalgamation of both the companies. (PYP 20 Marks May'22]

Answer 15
Journal Entries in the books of Z Ltd.

a1 g1
Business Purchase A/c Dr. 54,00,000
To Liquidator of A Ltd, Afc 54,00,000
Land & Building A/c Dr. 28,00,000
Plant & Machinery A/c Dr. 20,00,000
Long term advance to B Ltd. Afc Dr. 2,20,000
Inventories Afc Dr. 10,40,000
Trade Receivables A/c Dr, 8,20,000
Cash and Bank A/c Dr. 3,00,000
Goodwill Afe Dr. 12,20,000
To Retirement Gratuity Fund A/fc 1,00,000
To 10% Debentures Afc 20,00,000
To Unsecured Loan Afc 6,00,000
To Trade Payables Afc 1,00,000
To Other liabilities A/fc 2,00,000
To Business Purchase A/c 54,00,000
10% Debentures Afc Dr. 20,000,000
To 12% Debentures Afc 20,00,000
Liquidator of A Ltd. A/e Dr, 54,00,000
To Equity Share Capital Afc 27,00,000
To Securities Premium Afc 27,000,000
Business Purchase A/c Dr. 28,80,000
| To Liquidator of B Ltd. A/c 28,80,000
Land and Building Afc Dr. 21,00,000
Plant & Machinery A/c Dr. 7,60,000
Inventories Afc Dr. 7,00,000
Trade Receivables A/c Dr. 5,20,000
Cash and Bank (less dividend) Afc Dr, 60,000
To Unsecured Loan Afc 8,20,000
To Trade Payables Afc 3,40,000
To Business Purchase A/c 28,80,000
To Capital Reserve AJfc 1,00,000
Liguidators of B Ltd. Afc Dr. 28,80,000
To Equity Share Capital Afc 14,40,000
To Securities Premium A/c 14.,40,000
Unsecured Loans A/c Dr. 2,20,000
To Long term Advance to B Ltd. Afc 2,20,000
| *Capital Reserve Afc Dr. 1,00,000
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Note:

1. The journal entries for A Ltd. and B Ltd, have been given separately in the above solution, Alternatively,
the entries may be given as combined for both companies.

2. Alternatively, following set of entries may be given in place of the last entry given in the above solution:

To Cash and Bank A/c (Liquidation expenses) 80,000
To Goodwill Afc 20,000

Goodwill Afc Dr. 50,000 o
To Cash & Bank A_,.”E.{_quuidatinn expenses of ATtd.}l 50,000
Capital Reserve A/fc Dr. 30,000
To Cash and Bank A/c (Liquidation expenses of B Ltd.) 30,000
Capital Reserve Afc Dr, 70,000
To Goodwill Ale 70,000
Balance Sheet of Z Ltd. as at 31st March, 2022
Particulars Note No. (%)
|. Equity and Liabilities
(1) Shareholder's Funds
(a) Share Capital 1 41,40,000
{b) Reserves and Surplus 2 41,40,000
(2) Non-Current Liabilities
(a) Long-term barrowings 3 20,00,000
(b) Long term provisions 4 1,00,000
{3) Current Liabilities
(a) Short-term borrowings® 5 12,00,000
{b) Trade payables = 4,40,000
(a) Other liability 2,00,000
Total 1,22,20,000
Il. Assets
{1) Nen-current assets
(a) i. Property, plant and equipment 7 76,60,000
ii. Intangible assets (Goodwill 12,20,000-20,000) 12,00,000
(2) Current assets
(a) Inventories 8 17,40,000
(b) Trade receivables 9 13,40,000
{c) Cash and cash equivalents 10 2,80,000
Total 1,22,20,000

' Unsecured loans have been considered as short-term borrowings. Alternatively, it may be considered as
long-term borrowings and presented accordingly
Notes to Accounts

() (%)

1. Share Capital
Authorized Share Capital
6,00,000 Equity shares of X 10 each 60,00,000
Issued: 4,14,000 Equity shares of % 10 each (all these shares 41,40,000
were [ssued for consideration other than cash)
2. |Reserves and surplus

Securities Premium Account (4,14,000 shares = % 10) 41,40,000
3. |Long-term borrowings
12% Debentures 20,00,000
4 |Lang term Provisions
Retirement gratuity fund 1,00,000
5. [BShort-term borrowings
Unsecured loans

A Ltd, 6,00,000
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B Ltd. 8,20,000 14,20,000
Less: Mutual (2,20,000) 12,00,000
6. [Trade payables
A Ltd, 1,00,000
B Ltd. 3,40,000 4.,40,000
7. |Property, plant & equipment
Land and Building
A Ltd, 28,00,000
B Ltd. 21,00,000 49.00,000
Plant and Machinery
A Ltd, 20,00,000
B Ltd. /,60,000 27.60,000
/7b,60,000
8. |Inventories
A Ltd, 10,40,000
B Ltd. 7,00,000 17,40,000
9 |[Trade receivables
A Ltd. 8,20,000
B Ltd. 5,20,000 13,40,000
10 |Cash & cash equivalents
A Ltd. 3,00,000
B Ltd. [3,00,000-2,40,000(dividend)] 60,000
3,60,000
Less: Liquidation Expenses (80,000) 2,80,000
Working Note:
Calculation of ameunt of Purchase Consideration
A Ltd, B Ltd.
Existing shares 3,00,000 2,40,000
Agreed value per share X118 %12
Purchase consideration 54,00,000 28, 80,000
|N::=. of shares to be issued of % 20 each (including % 10 premium) 2,70,000 1,44,000
Face value of shares at % 10 27,00,000 | 14,40,000
Premium of shares at % 10 27,00,000 | 14,40,000

Exam Insights Few examinees were not able to give the necessary journal entries in the books of
amalgamated company and failed to prepare the balance sheet of the amalgamated company
immediately after amalgamation of both the companies.

Intelligent Limited and Diligent Limited are carrying their business independently for last two years.
Following financial information in respect of both the companies as at 31st March, 2024 has been given to

you:

Particulars Intelligent Limited {%) | Diligent Limited(%)
Equity Shares Capital of X 100 each 12,00,000 10,00,000
8% Preference shares of X 100 each 3,00,000 2,00,000
Trade Payables 12,00,000 4,00,000
Retirement Gratuity Fund (Long Term) 3,00,000 2,00,000
Profit and Loss Account
Opening balance 4,50,000 2,50,000
Profit for the current year 2,50,000 1,50,000
Land and Buildings 10,00,000 8,00,000
Plant and Machinery 10,00,000 6,00,000
Inventories 7,00,000 4,00,000
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Trade Receivables 6,00,000 3,00,000
Cash and Bank 4,00,000 1,00,000

On 1st April, 2024, both the companies agreed to amalgamate and form a new company 'Genius Limited,
with an authorized capital of X 40,00,000 divided into 30,000 equity shares of X 100 each and 10,000 8%
preference shares of % 100 each.

The amalgamation has to be carried out on the basis of following agreement:

(1) Assets of both the companies were to be revalued as follows:

IParticulars Intelligent Limited (%) Diligent Limited (%)
Land and Buildings 11,00,000 8,50,000
Plant and Machinery 9,00,000 4,00,000
Inventories &,00,000 3,00,000

(2) Trade payables of Intelligent Limited includes X 1,00,000 due to Diligent Ltd. and the Trade receivables
of Diligent Limited shows % 1,00,000 receivables from Intelligent Limited.
(3) The purchase consideration is to be discharged in the following manner:

(i)
(i)
(iii)

Issue 22,000 Equity Shares of X 100 each fully paid up in the proportion of the sum of their
profitability in the preceding two financial years.

Preference shareholders of both companies are issued equivalent number of 8% Preference
Shares of X 100 each of Genius Limited at a price of X 125 per share.

12% debentures of X 100 each in Genius Limited at par to provide an income equivalent to 10%
return on the basis of net assets in theirrespective business as on 1* April, 2024 after revaluation
of assets.

You are required to:
(a) Compute the amount of Shares & Debentures to be issued to IntelligentLimited and Diligent

Limited.
(b) Prepare a Balance Sheet of Genius Limited showing the position immediately after amalgamation.
(PYP 14 Marks May’24)
Answer 16
Computation of shares and debentures to be issued
Intelligent Ltd. Diligent Ltd.
(1) Equity shares  |22,000 x 7/11 = 14,000 14,00,000
(W.N.1)
22,000 x 4/11 =8,000 8,00,000
(W.N.1)
lii)Preferenceshares (3-“*””“ % 135) 3,75,000
100
(E'EM X 135) 2,50,000
(iii} Debentures Refer (\W.N.3) 17,50,000 11,25,000
Total Purchase Consideration (i + ii + iii) 35,25,0001 21,75,000
Balance Sheet of Genius Limited
as at 1" April, 2024 (after amalgamation)
Notes no. X
I. Equity and Liabilities
(1) [Shareholder’s fund
{a) [Share Capital 1 27,00,000
(b) |Reserves & Surplus 2 1,25,000
(2) |Non-current Liabilities
(a) |Long term borrowings 3 28,75,000
(b) |Other non-current liabilities 4 5,00,000
(3) Current Liabilities
(a) [Trade Payables 15,00,000
(12,00,000 + 4,00,000 —1,00,000)
Total 77,00,000

13.30

Chapter 13 Amalgamation of Companies



Il Assets
(1) Non-current Assets
(a) Property, Plant & Equipment 5 32,50,000
(b) Intangible Assets 6 22,50,000
(2) Current Assets
(a) | Inventories {6,00,000 + 3,00,000) 9,00,000
(b} Trade Receivables 8,00,000
(6,00,000 + 3,00,000 - 1,00,000)
(e} |Cash & Cash Equivalents 5,00,000
Total 77,00,000
Motes to Accounts:
’Sr. Particular X
Ne.

1. [Share Capital
Authorized Share Capital
)  Equity Share Capital

30,000 Equity Shares of 100 each 30,00,000

b) Preference Share Capital

10% 10,000 Preference Shares £100 each 10,00,000
40,00,000

lissued, Subseribed & Paid-up Capital
la)  Equity Share Capital

22,000 Equity Shares of 100 each 22,000,000
[out of the above all shares are issued for consideration other
than cash)
b)  Preference Share Capital .
10% 5,000 Preference Shares of $100 each 5,00,000
(out of the above all shares are issued for
consideration other than cash)
27.,00,000
2. |[Reserves & Surplus
Securities Premium 1,25,000
3. _Lr::_ng term borrowings | —
12% Debentures of £100 each 28,75,000
4, |Other Non-current Liabilities
Gratuity Fund 5,00,000
5. [Property, Plant & Equipment
Land & Building (11,00,000 + 8,50,000) 19,50,000
Plant & Machinery (9, 00,000 + 4,00,000) 13,00,000
32,50,000

6. |Intangible Assets
Goodwill 22,50,000
Working Notes:

1. Calculation of Ratio of Equity Shares

Intelligent Ltd. Diligent Ltd
*Opening balance P&L 4,50,000 2,50,000
Profit for the current year 2,50,000 1,50,000
Total 7,00,000 4,00,000

The total profits- £7,00,000+ %4,00,000 = £11,00,000,
No. of shares to be issued = 22,000 equity shares in the proportion of the preceding 2 years’ profits. i.e.
In 7:4,
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2. Calculation of Net assets as on 31.3.2024

Particulars Intelligent Ltd. Diligent Ltd
Ilﬁssets (after revaluation)

|Lam:| and Buildings 11,00,000 &,50,000
Plant & Machinery 9,00,000 4,00,000
Inventories 6,00,000 3,00,000
Trade Receivables E,_D_[]Tﬂﬂ_ﬁ E,UD,IEIDD_
Cash & Cash Equivalents 4,00,000 1,00,000
Total (a) | 36,00,000 19,50,000
Liabilities '
Trade Fa*,,fah_IEE IE,E}D_,DUU ﬁ:ﬂﬁ,ﬂﬁfﬁl—
Gratuity Fund 3,00,000 2,00,000
Total (b) 15,000,000 6,00,000
Net Assets {a— b 21,00,000 13,50,000
3. Calculation of 12% Debentures to be issued to Intelligent Ltd. and Diligent Ltd.

Intelligent Ltd. Diligent Ltd
% X
Net assets (Refer working note) 21,00,000( 13,50,000
10% return on Net assets 2,10,000 1,35,000
12% Debentures to be issued 17,500
2291 = 17,50,000 of % 100 each
1,35,000 X —| = 11,25,000 of X 100 each 11,250
4. Calculation of Goodwill / Capital Reserve
S. |Particulars Intelligent Diligent
No. Ltd. Ltd.
(i} |Purchase Consideration Paid 35,25,000 | 21,75,000
[ii)) [Less: Net Assets 21,00,000 | 13,50,000
(iii) |Goedwill 14,25,000 | 8,25,000 |22,50,000
Alternatively:
5. Calculation of Goodwill / Capital Reserve
S. Particulars Intelligent |Diligent
No. Ltd. |Led |
(i) Purchase Consideration Paid 35,25,000 | 21,75,000
(ii) Less: Net Assets® 22,000,000 12,50,000 I
(iii) Goodwill 13,25,000 9,25,000 IEEED!UGU
* Caleulation of Net assets taken over
IParticulars Intelligent Ltd. Diligent Ltd
Assets [after revaluation)
Land and Buildings 11,00,000 8,50,000
Plant & Machinery 9,00,000 4.00,000
Inventories 6,00,000 3,000,000
Trade Receivables 6,00,000 2,00,000*
Cash & Cash Equivalents 4,00,000 1,00,000
Total (a) 36,00,000 18,50,000
Liabilities
Trade Payables 11,00,000%* 4,00,000
Gratuity Fund 3,00,000 2,000,000
Total (b) 14,00,000 6,00,000
E&t Assets [a—b) 22,000,000 12,500,000
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*%3,00,000 - £ 1,00,000= %2,00,000
*#%12,00,000 - £ 1,00,000 = £11,00,000

The following were the Balance Sheets of P Ltd. and V Ltd. as at 31st March, 20X1:

Particulars Notes XPLtd TV Ltd
(X in Lakhs) (% in Lakhs)
Equity and Liabilities
1 Shareholders’ funds
A [Share capital 1 15,000 6,000
B |H.E5EF'I."E5 and Surplus 2 15,370 4,335
2 Mon-current liabilities
Long term borrowings 3 - 1,000
3 ICurrent liahilities
A [Trade Payables 1,200 463
B  [Short term provisions 1,830 702
Total 33,400 12,500
IAssets
1 Mon-current assets
A Property, Plant and Equipment 4 22,304 6,750
2 [Current assets
A [Inventories 7,862 4,041
B  [Trade receivables 2.120 1,100
IC Cash and Cash equivalents 1,114 &09
Total 33,400 12,500
Notes to accounts
TPLtd IVid
(% in Lakhs) (% in Lakhs)
i Share Capital 15,000 6,000
2 Reserves and Surplus
securities premium 3,000 --
Foreign project reserve == 310
General reserve 9,500 3,200
Profit and loss account 2,870 825
15,370 4,335
3 Long term borrowings
12% debentures -- 1,000
- 1,000
4 Property, Plant and Equipment
Land and Building 6,000 -
Plant and machinery 14,000 5,000
Furniture and fixtures 2,304 1,750
22,304 6,750

All the bills receivable held by V Ltd. were P Ltd.'s acceptances.

On 1st April 20X1, P Ltd. tock over V Ltd in an amalgamation in the nature of merger. It was agreed that in
discharge of consideration for the business P Ltd. would allot three fully paid equity shares of X 10 each at
par for every two shares held in V Ltd. It was also agreed that 12% debentures in V Ltd. would be converted
into 13% debentures in P Ltd. of the same amount and denomination.

Details of trade receivables and trade payables as under:

P Ltd. (% in Lakhs) V Ltd. (% in Lakhs)
Trade Payables
Bills Payable 120 -
Trade Creditors 1,080 463
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TOTAL 1,200 463
Trade receivables
Trade debtors 2,120 1,020
Bills Receivable - 80
TOTAL 2,120 1,100

Expenses of amalgamation amounting to X 1 lakh were borne by P Ltd.

You are required to: (i) pass journal entries in the books of P Ltd. and (ii) prepare P Ltd.'s Balance Sheet
immediately after the merger. {SM) (Same concept different figures MTP 16 Marks Apr’22, MTP 20 Marks
Mar'21 &May'20, MTP 20 Marks Apr'lS, MTP 15 Marks Aug 18, MTP 14 Marks Aug’24)

Answer 17
Books of P Ltd. Journal Entries
Particulars Dr. Cr.
% (in lacs) % (in lacs)
Business Purchase Afc Dr, 5,000
To Liguidator of V Ltd 9,000

(Being business of V Ltd. taken over for consideration
settled as per agreement)

|P|ant and Machinery Dr, 5,000

Furniture & Fittings Dr. 1,750

|Inver1tc:r~,r Dr, 4,041

Debtors Dr. 1,020

Cash at Bank Dr. 609

Bills Receivable Dr. 80
To Foreign Project Reserve 310
To General Reserve (3,200 - 3,000) 200
To Profit and Loss A/c (825) 825
To Liability for 12% Debentures 1,000
To Creditors 463
To Provisions 702
To Business Purchase 9,000

(Being assets & liabilities taken over from V Ltd)

Liguidater of V Ltd. Afc Dr, 9,000
To Equity Share Capital A/c 9,000

(Purchase consideration discharged in the form of

equity shares)

Goodwill Afc Dr. 1
To Bank A/c 1

(Liguidation expenses paid by P Ltd dehited to

Goodwill Afc)

Profit and loss Afc Dr, 1
To Goodwill Afc 1

(being the Goodwill charged to Profit and loss account)

Liability for 12% Debentures Afc Dr, 1,000
To 13% Debentures Afc 1,000

[12% debentures discharged by issue of 13%

debentures)

Bills Payable A/c Dr, 80
To Bills Receivable A/c 80

(Cancellation of mutual owning on account of bills)




Balance Sheet of P Ltd. as at 1st April, 20X1 (after merger)

Particulars Notes % (in lakhs)
Equity and Liabilities
1 Shareholders' funds
A Share capital 1 24,000
B Reserves and Surplus 2 16,704
2 |Nun-=urrent liabilities
A |Lr:mg~term borrowings 3 1,000
3 Current liabilities
A Trade Payables (1,543 + 40) 1,583
B Short-term provisions 2,532
Total 45,819
\Assets
1 |Mnn-|:urren1: assets
A |Pmpert1|,r, Plant and Equipment 4 29,054
2 |Eurren1. assets
A Inventaries 11,903
B [Trade receivables 3,140
C Cash and cash equivalents 1,722 |
Total 45,819
MNotes to accounts
{
1. |Share Capital
Equity share capital
Authorized, issued, subscribed and paid up
24 crores equity shares of 210 each 24,000
(Of the above shares, 9 crores shares have been issued forconsideration
other than cash)
Total 24,000
2. |Reserves and Surplus
General Reserve 9,700
Securities Premium 3,000
Foreign Project Reserve 310
Profit and Loss Account 3,694
Total 16,704
3. |Long-term borrowings '
Secured
13% Debentures 1,000
4. Property, Plant and Equipment
Land & Buildings 6,000
Plant & Machinery 15,000
Furniture & Fittings 4,054
Total 29,054 |

Woerking Note:
Computation of purchase consideration
The purchase consideration was discharged in the form of three equityshares of P Ltd. for every two

equity shares held in V Ltd. Purchase consideration = 6,000 lacs x S = %9,000 lacs.

The financial position of twe companies Hari Ltd. and Vayu Ltd. as at 31 st March, 2023 was as under:
Particulars Notes Hari Ltd. Vayu Ltd.
[Equity and Liabilities
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1 Shareholders’ funds

A [Share capital 11,00,000 4,00,000
B ]Resewes and Surplus 70,000 70,000
2 INon-current liabilities
A h.nng term provisions 50,000 20,000
3 Current liabilities
A [Trade Payables 1,320,000 80,000
Total 13,50,000 5,70,000
Assets
1 INon-current assets
A [Property, Plant and Equipment 8,00,000 2,50,000
B [Intangible assets 50,000 25,000
2 Current assets
A |Inventories 2,50,000 1,75,000
B [Trade receivables 2,00,000 1,00,000
C [Cash and Cash equivalents 50,000 20,000
Total 13,50,000 5,70,000
Notes to accounts
Hari Ltd. Vayu Ltd.
1 |Share Capital
Equity shares of % 10 each 10,00,000 3,00,000
9% Preference Shares of X 100 each 1,00,000 -
10% Preference Shares of X 100 each == 1,00,000
11,00,000 4,00,000
2 [Reserves and Surplus
General reserve 70,000 70,000
70,000 70,000
3 |Long term Provisions
Retirement gratuity fund 50,000 20,000
50,000 20,000
4 [Property, plant and Equipment
lLand and Building 3,00,000 1,00,000
Plant and machinery 5.00,000 1,50,000
8,00,000 2,50,000
5 (Intangible assets
Goodwill 50,000 25,000
50,000 25,000

Hari Ltd. absorbs Vayu Ltd. on the following terms:

Ltd.

1,60,000.

absorption as at 31st March, 2023.

Nov’18) (Same concept different figures SM)

(a) 10% Preference Shareholders are to be paid at 10% premium by issue of 9% Preference Shares of Hari
(b) Goodwill of Vayu Ltd. is valued at X 50,000, Buildings are valued at X 1,50,000 and the Machinery at X

(c) Inventory to be taken over at 10% less value and Provision for Doubtful Debts to be created & 7.5%.
(d) Equity Shareholders of Vayu Ltd. will be issued necessary Equity Shares @ 5% premium.
Prepare necessary the acquisition entries in the books of Hari Ltd. Also draft the Balance Sheet after

(MTP 14 Marks Mar'24) (Same Concept Different Figure MTP 16 Marks Oct'20, Mar'22 & Oct’23, RTP

Answer 18
In the Books of Hari Ltd. Journal Entries
X %
Business Purchase A/c Dr. 5,30,000
To Liguidators of Vayu Ltd. Account 5,30,000
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(Being business of Vayu Ltd. taken over])

Goodwill Account Dr. 50,000
Bui Idan Account Dr. 1,50,000
|M-EIC|“IiﬂEf"y" Account Dr. 1,60,000
inventory Account Dr. 1,557,500
Trade recejvables Account Dr, 1,00,000
Bank Account Dr, 20,000
To Retirement Gratuity Fund Account 20,000
To Trade payables Account 80,000
To Provision for Doubtful Debts Account 7,500
To Business Purchase A/c
(Being Assets and Liahilities taken over as per agreed 5,30,000
valuation).
Liguidaters of Vayu Ltd. Afc Dr. 5,30,000
To 9% Preference Share Capital A/c 1,10,000
To Equity Share Capital Afc 4,00,000
To Securities Premium A/c
(Being Purchase Consideration satisfied as above). 20,000
Balance Sheet of Hari Ltd. [after absorption) as at 31st March, 2023
Particulars Notes X
Equity and Liabilities
1. Shareholders' funds
A |Share capital 1 16,10,000
B |Reserves and Surplus 2 90,000
2 Non-current liabilities
A |Long-term provisions
3 Current liabilities 3 70,000
A Trade Payables 2,10,000
Total 19,80,000
|Assets
1 Non-current assets
A [Property, Plant and Equipment 4 11,10,000
B Intangihle_aﬂetS 5 1,00,000
2 Current assets
A linventories 4,077,500
B [Trade receivables 6 2,92,500
C [Cash and cash equivalents 70,000
Total 19,80,000
MNotes to accounts
X
1 Share Capital
Equity share capital
1,40,000 Equity Shares of X 10 each fully paid (Out of above 40,000 Equity Shares 14,00,000
were issued in consideration other than for cash)
Preference share capital
2,100 9% Preference Shares of % 100 each (Out of above 1,100 Preference Shares 2,10,000
were issued in consideration other than for cash)
Total 16,10,000
2 Reserves and Surplus Securities Premium 20,000
General Reserve 70,000
Total 90,000
3 Long-term provisions
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Retirement Gratuity fund 70,000
Total 70,000
4 Property, Plant and Equipment
Buildings 4,50,000
Machinery 6,60,000
Total 11,10,000
5 Intangible assets
Goodwill 1,00,000
& Trade receivables 3,00,000
Less: Provision for Doubtful Debts 7,500
2,92,500
Weorking notes:
Purchase Consideration:
Good will 50,000
Building 1,50,000
Machinery 1,60,000
Inventory 1,57,500
Trade receivables 92,500
Cash at Bank 20,000
5,30,000
Less: Liabilities:
Retirement Gratuity Fund (20,000)
Trade Payables (80,000)
Met Assets/ Purchase Consideration 5,30,000
To be satisfied as under:
10% Preference Shareholders of Vayu Ltd. 1,00,000
Add: 10% Premium 10,000
1,100 9% Preference Shares of Hari Ltd, 1,10,000
Equity Shareholders of Vayu Ltd. to be satisfied by issue of 40,000 4,20,000
Equity Shares of Hari Ltd. at 5% Premium
Total 5,320,000

Sun and Neptune (both companies) had been carrying on business independently. They agreed to
amalgamate and form a new company Jupiter Ltd. with an authorised share capital of Rs. 4,00,000 divided
into 80,000 equity shares of Rs. 5 each. On 31st March, 2021 Sun and Neptune provide the following

information:

Sun (Rs.) | Neptune (Rs.)
Property, Plant & Equipment 6,35,000 3,65,000
Current Assets 3,27,000 1,67,750
9,62,000 5,32,750
Less: Current Liabilities (5,97,000) (1,80,250)
Representing Capital 3,65,000 3,52,500

Additional Infoermation:

(a) Revalued figures of Property, Plant & Equipment and Current assets were as follows:

Sun (Rs.) Neptune (Rs.)
Property, Plant & Equipment 7,10,000 2,90,000
|Curren1 Assets 2,939,500 1,57,750

(b) The debtors and creditors include Rs. 43,350 owed by Sun to Neptune.

The purchase consideration is satisfied by issue of the following shares and debentures.

(i) 60,000 equity shares of Jupiter Ltd. to Sun and Neptune in the proportion to the profitability of their
respective business based on the average net profit during the last three years which were as
follows:




W

Sun (Rs.) |Neptune (Rs.)
2019 Profit 4,49,576 2,73,500
2020 (Loss)/Profit (2,500 3,42,100
2021 Profit 3,77,924 3,59,000

(ii)) 15% debentures in Jupiter Ltd. at par to provide an income equivalent to 8% return business as on

capital employed in their respective business as on 31 5t March, 2021 after revaluation of assets.
You are required to :

(1) Compute the amount of debentures and shares to be issued to Sun and Neptune,

(2) A Balance sheet of Jupiter Ltd. showing the position immediately after amalgamation.
(MTP 16 Marks Oct’21 & Apr'23, SM) (PYP 20 Marks May’'23)

Answer 19
(1) Computation of Amount of Debentures and Shares to be issued:
Sun Neptune
Rs. Rs.
(i) lAverage Net Profit
Rs. {4,49,576-2,500+3,77,924)/3 = 2,75,000
Rs. (2,73,900+,3,42,100+3,59,000)/3 =3,25,000
[ii) Equity Shares Issued
(a) Ratio of distribution
Sun : Meptune
275 : 325
(b) Number
Sun : 27,500
Neptune - 32,500
| 60,000
(e) Amount
Sun Meptune
Rs. Rs.
27,500 shares of Rs. 5 each 1,37,500
32,500 shares of Rs. 5 each 1,62,500
(iif) ':‘apital Employed Rs. Rs.
after revaluation of assets)
Property, Plant & Equipment 7,10,000 |3,90,000
Current Assets 2,99,500 |1,57,750
10,059,500 |5,47,750
Less: Current Liahilities -5,97,000 |-1,80,250
4,12,500 |3,67,500
(iv) l[.’lehenturer. Issued
EE'#E Return on capital employed 33,000 29,400
|:5515 Debentures to be issued to provide
quivalent income:
Sun: 33,000 x 100/15 2,20,000
INeptune: 29,400 x 100/15 1,96,000

(2)
Balance Sheet of Jupiter Ltd.
As at 31st March 2021 (after amalgamation)
Particulars Note No Rs.
|. Equity and Liabilities
(1) Shareholders’ Funds
(a) Share Capital 1 3,00,000
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(b) Reserves and Surplus 2 64,000
(2) Non-Current Liabilities
(a) Long-term borrowings 3 4,16,000
(3) Current Liabilities
(a) Other current liabilities 7,33,900
Total 15,13,900
1. Assets
(1) Nen-current assets
{a) Property, Plant & Equipment 11,00,000
{2) Current assets
(a) Other current assets 4,13,900
Total 15,13,900
Motes to Accounts
Rs.
Share Capital
Authorized
80,000 Equity Shares of Rs. 5 each 4,00,000
lssued and Subscribed
60,000 Equity Shares of Rs. 5 each 3,00,000
(all the above shares are allotted as fully paid-up pursuant to a
contract without payment being received in cash)
2  |Reserve and Surplus
Capital Reserve 64,000
3 |ong-term borrowings
Secured Loans
15% Debentures d4,16,000
Working Notes:
Sun Neptune Total
Rs. Rs. Rs.
{1) |Purchase Consideration
Equity Shares |ssued 1,37.500 1,62,500 3,00,000
15% Debentures |ssued 2,20,000 1,896,000 4,16,000
3,57,500 3,58,500 7,16,000
(2) E:apital Reserve
(a) Met Assets taken over
Property, Plant & Equipment 7,10,000 3,90,000 11,00,000
Current Assets 2,99,500| 1,14,400% 4,13,900
10,09,500|  5,04,400|  15,13,900
Less: Current Liabilities (5,53,650**) | (1,80,250)| (7,33,900)
4,55,850 3,24,150 7,80,000
(b} Purchase Consideration 3,57,500 3,58,500 7,16,000
(c)  [Capital Reserve [{a) - (b)] 58,350
(d}  |Goodwill [(b) - (a)] 34,350
(e) Capital Reserve 64,000
[Final Figure(c) -(d}]

* 1,57,750-43,350= 1,14,400**

5,97,000-43,350=5,53,650

Exam Insights: Few examinees erred in computation of the amount of debentures and shares to
be issued to the amalgamating companies ie. 'X' Ltd, and 'Y' Ltd. Hence, they failed to give the
correct balance sheet of the amalgamated company in the format prescribed as per schedule il
to the Companies Act, 2013,
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The following information from Balance Sheet of X Ltd. as at 21st March, 2023;

%
4,000 Equity shares of X 100 each 4,00,000
10% Debentures 2,00,000
Loans 80,000
Trade payables 1,60,000
General Reserve 40,000
Building 1,70,000
Machinery 3,20,000
Inventory 1,10,000
Trade receivables 1,30,000
Bank 68,000
Patent 65,000
Share issue Expenses 17,000

Y Ltd. agreed to absorb X Ltd. on the following terms and conditions:

{1} ¥ Ltd. would take over all assets, except bank balance and Patent at their book values less 10%.
Goodwill is to be valued at 4 year's purchase of super profits, assuming that the normal rate of return
be 8% on the combined amount of share capital and general reserve.

(2} Y Ltd. is to take over trade payables at book value.

(3) The purchase consideration is to be paid in cash to the extent of X 3,00,000 and the balance in fully
paid equity shares of X 100 each at X 125 per share.
The average profit is X 62,200. The liquidation expenses amounted to X 8,000. Y Ltd. sold prior to 31st
March, 2023 goods costing X 60,000 to X Ltd. for X 80,000. X 50,000 worth of goods are still in Inventory
of X Ltd. on 31st March, 2023. Trade payables of X Ltd. include 20,000 still due to ¥ Ltd.

Show the necessary Ledger Accounts to close the books of X Ltd. and prepare the Balance Sheet of ¥ Ltd.
as at 1st April, 2023 after the takeover. (RTP Nov'23, New SM| (Same concept different figures MTP
16 Marks Nov’'21 & Mar'23, RTP Nov'19)

Answer 20
Books of X Limited Realization Account
5] x
To Building 1,70,000 By Trade payables 1,60,000
To Machinery 3,20,000 By Y Ltd. 6,05,000
To Inventory 1,10,000 By Equity Shareholders (Loss) 38,000
To Trade receivables 1,30,000
To Patent 65,000
To Bank (Exp.) 8,000
8,03,000 8,03,000
Bank Account
To Balance b/d 68,000 |By Realization {Exp.) 8,000
To Y Ltd. 3,00,000 By 10% Debentures 2,00,000
By Loan 20,000
By Equity shareholders 20,000
3,68,000 3,68,000
10% Debentures Account
To Bank 2,00,000 By Balance b/d 2,00,000
2,00,000 2,00,000
Loan Account
To Bank 80,000 By Balance b/d 80,000
80,000 80,000
Share Issue Expenses Account
Ta Balance b/d 17,000 By Equity shareholders 17,000
17,000 17,000
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General Reserve Account

To Equity shareholders 40,000 |By Balance b/d 40,000
40,000 40,000
Y Ltd. Account
To Realization A/c 6,05,000 By Bank 3,00,000
By Equity share in Y Ltd, 3,05,000
(2,440 shares at £ 125 each)
6,05,000 6,05,000
Equity Shares in ¥ Ltd. Account
To ¥ Ltd. 3,05,000 By Equity shareholders 3,05,000
3,05,000 3,05,000
Equity Share Holders Account
To Realization 38,000 By Equity share capital 4,00,000
To Share issue Expenses 17,000 |By General reserve 40,000
To Equity shares in B Ltd. 3,05,000
To Bank 20,000 4,400,000
Y Ltd Balance Sheet as on 1st April, 2023 (An extract) *
Particulars Notes 3
Equity and Liabilities
1 Shareholders’ funds
a Share capital 1 2,44,000
b Reserves and Surplus 2 53,500
2 Current liabilities
a Trade Payahles 3 1,40,000
b Bank overdraft 3,00,000
Total 7,37,500
Assets
1 MNon-current assets
a Property, Plant and Equipment 4 4.41,000
Intangible assets 5 1,08,000
2 Current assets
a Inventories & 91,500
b Trade receivables 7 97,000
7,37,500
Notes to Accounts
p.f
1 [Share Capital
Equity share capital
2,440 Equity shares of £ 100 each (Shares have been
issued for consideration other than cash) 2,44,000
Total 2,44,000
2 |[Reserves and Surplus (an extract)
Securities Premium 61,000
Profit and loss account
Less: Unrealised profit {?,EDD_}h (7,500)
Total 53,500
3 [Trade payahles
Opening balance 1,60,000
Less: Inter-company transaction cancelled upon
amalgamation {20,000) 1,40,000
4 |Property, Plant and Equipments
|Eui1ding5 1,53,000
Machinery 2,88,000




Total 4,41,000

5 [Iintangible assets

Goodwill 1,08,000

6 [Inventories
Opening balance 99,000
Less: Cancellation of profit upon amalgamation (7,500) 91,500
7 [Trade recelvables

Opening balance 1,17,000

Less: Intercompany transaction cancelled upon {20,000) 97,000

amalgamation
Working Notes:
1. Valuation of Goodwill =
Average profit 62,200
Less: 8% of ¥ 4,40,000 (35,200)
Super profit 27.000
" Goodwill = 27,000 x 4 1.08,000
2. Net Assets for purchase consideration
Goodwill as valued in W.N.1 1,08,000
Building 1,53,000
Machinery 288,000
Inventory 99,000
Trade receivables (1,30,000-13,000) 1,17,000
Total Assets 7,65,000
Less: Trade payables (1,60,000)
Met Assets 6,05,000

2,440 shares,

Out of this % 3,00,000 is to be paid in cash and remalning i.e., (6,05,000 - 3,00,000) ®
3,05,000 in shares of % 125, Thus, the number of shares to be allotted 3,05,000/125 =

3. Unrealised Profit on Inventory %
The Inventory of X Ltd. includes goods worth % 50,000 which was sold by

¥ Ltd. on profit. Unrealized profit on this Inventory will be [20,000/80,000

x 50,000] 12,500
As Y Ltd purchased assets of X Ltd. at a price 10% less than the book value,

10% need to be adjusted from the Inventory i.e., 10% of 50,000, (5,000)
Amount of unrealized profit 7,500

*In the absence of the particulars of assets and liabilities (other than those of X Ltd.), the complete Balance

Sheet of ¥ Ltd. after takeover cannot be prepared.

Dark Ltd. and Fair Ltd. were amalgamated on and from 1st April, 2021. A new company Bright Ltd. was
formed te take over the business of the existing companies. The balance Sheets of Dark Ltd. and Fair Ltd. as

at 31st March, 2021 are given below:

{% In Lakhs)
Particulars Note No. Dark Ltd. Fair Ltd.
p ! Equity and Liabilities
|Sharehnlders" Funds
Share Capital 1 1,650 1,425
|He=-erues and Surplus 2 630 495
|Nnn-Current Liabilities
|LnnE Term Borrowings:
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Additional Information:

10% Debentures of 100 % each a0 45
Current Liabilities Trade Payables 630 285
Total 3,000 2,250
i Assets
Non Current Assets
|Frupert1||r, Plant and Equipment 1,350 975
|Mnn Current Investments 225 75
Current Assets
Inventories 525 375
Trade Receivables 450 525
Cash and Cash Equivalents 450 300
Total 3,000 2,250
Notes to Accounts
Dark Ltd. Fair Ltd.
(% in Lakh) (% in Lakh])
1 [Share Capital 1,200 1,125
Equity Shares of X 100 each 450 300
14% Preference Shares of X 100 each 1,650 1,425
2 |Reserves and Surplus
Revaluation Reserve 225 150
General Reserve 255 225
Investment Allowance Reserve 73 75
|Profit and Loss Account 75 45
630 495

(i)

{
(i)

Bright Limited will issue 5 equity shares for each equity share of Dark Limited and 4 equity shares for
each equity share of Fair Limited. The shares are to be issued @ X 35 each having a face value of X 10
per share.

Preference shareholders of the two companies are issued equivalent number of 16% preference shares
of Bright Limited at a price of X 160 per share (face value X 100).

10% Debenture holders of Dark Limited and Fair Limited are discharged by Bright Limited, issuing such
number of its 16% Debentures of X 100 each so as to maintain the interest.

(iv)] Investment allowance reserve is to be maintained for 4 more years.

(v} Liquidation expenses are for Dark Limited X 6,00,000 and for Fair Limited % 3,00,000. It is decided that
these expenses would be borne by Bright Limited.

(vi) All the assets and liabilities of Dark Limited and Fair Limited are taken over at book value.

[vii} Authorized equity share capital of Bright Limited is X 15,00,00,000 divided into equity share of X 10 each,

After issuing required number of shares to the liquidators of Dark Limited and Fair Limited, Bright
Limited issued balance shares to public. The issue was fully subseribed.

You are required to prepare Balance Sheet of Bright Limited as at 1st April, 2021 after amalgamation has
been carried out on the basis of Amalgamation in the nature of purchase (PYP 15 Marks Dec'21) (Same
concept different figures PYP 15 Marks Nov’'20) (MTP 15 Marks Sep’23)

Answer 21
Balance Sheet of Bright Ltd. as at 1st April, 2021
Particulars Note Ne. (X in lakhs)
I.  Equity and Liabilities

(1) Shareholder's Funds

(a) Share Capital 1 2,250

(b] Reserves and Surplus 2 4,200
{2) Mon-Current Liabilities

Long-term borrowings 3 84.375
{3) Current Liabilities

13.44
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Trade payables 4 915
Total 7449375
Assets
(1) Non-current assets
(a} i. Property, plant and equipment 5 2,325
Intangible assets & 633.375
(b} Non-current investments 7 300
{2) Current assets
(a) Inventories 3 900
(b) Trade receivables 9 975
(e} Cash and cash equivalents 10 2316
Total 7449.375
MNotes to Accounts
(% in lakhs) (X in lakhs)
Share Capital
Authorized Share Capital
1,50,00,000 Equity shares of 10 each 1500
7,50,000 16% Preference Share of 100 each 750
lssued: 1,50,00,000 Equity shares of % 10 each 1500
{Out of which 1,05,00,000 Shares were |ssued for
consideration other than cash)
7,50,000 16% Preference Shares of 100 each (Issued [
for consideration other than cash) 750 2,250
Reserves and surplus
Securities Premium Account
{1,50,00,000 shares =% 25} 3750
(7,50,000 shares = T 60) 450 4,200
Investment Allowance Reserve 150
Amalgamation Adjustment Reserve (150) 4,200
Long-term borrowings
16% Debentures (56,25,000+28,12,500)
(W.N. 3) 84.375
Trade payables
Dark Ltd. 630
Fair Ltd. 285 915
Property, plant & equipment
Land and Building 1350
Plant and Machinery 975 2,325
Intangible assets
Goodwill [W.N. 2] 624.375
Add: liquidation exp. (6+3) 9,00 633.375
Non-current Investments
Investments {225+75) 300
Inventories
Dark Ltd. 525
Fair Ltd. 375 900

Trade receivables
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Drark Ltd. 450
Fair Ltd. 525 975
10 Kash & cash equivalents
Dark Ltd. 450
Fair Ltd. 300
Liguidation Expenses (6+3) (9)
Shares issued for cash (45 lakh shares x %35) 1575 2316
Working Notes:
(X in lakhs)
Dark Ltd. Fair Ltd.
(1) |[Computation of Purchase consideration
Preference shareholders:
4,50,00,000 720
( 100 )
00 shares x % 160 each
3,00,00,000
( 100 )
i.e. 3,00,000 shares = % 160 each ARD
(b}  Equity shareholders:
12,00,00,000X 5 2,100
( 100 )
i,e. 60,00,000 shares x % 35 each
11,25,00,000X4
S am.
i.e, 45,00,000 shares x % 35 each
1,575
Amount of Purchase Consideration Net 2,820 2,055
(2) MNet Assets Taken Over
Assets taken over:
Praperty Plant & Equity 1,350 975
Mon-Current Investments 225 15
Inventory 525 375
Trade receivables 450 525
Cash and bank 450 300
Less: Liabilities taken over: 3,000 2.250
10% Debentures 56.25 28,125
Trade payables 630 (686.25) 285 313.125)
Met assets taken over 2,313.75 1936.875
Purchase consideration 2,820 2055.00
Goodwill 506.25 118.125
Total goodwill 624.375
(3) lssue of Debentures
Debentures % 90,00,000 1% 45,00,000
Interest 10% F 9,000,000 " 4,50,000
9,000,000 X 100 4,50,000 x 100
‘ ( ~ ) = 56,25,000 ( — ) = 28,12,500




W

NOTE: In the above selution % 35 has been considered as the issue price of Equity shares for public issue also.
Alternative considering this as % 10 also possible. In that case, the balance of cash and cash equivalents will
be % 1,191 lakhs and securities premium will be ¥ 3,075 lakhs in place of the balances given in the balance

sheet in the above solution.

Exam Insights: Few examinees erred in computation of amounts of net assets taken over and purchase
consideration. Some of them also failed to calculate the number of debentures issued t o the debenture
holders of the amalgamating companies so as to maintain the same amount of interest. Consequently,
they failed to draw up the resultant balance sheet of the company immediately after the amalgamation.

4 LDR

A Limited and B Limited are carrying on business of same nature. On 31st March, 2021 the information

given by both these companies is as follows:

A Ltd. (X) | B Ltd. (%)

Share Capital

- Equity Shares 10 each (Fully Paid) 12,00,000 7,20,000

- 10% Preference Shares of X 100 each 6,00,000 -

- 8% Preference Shares of X 100 each - 5,00,000
General Reserve 3,00,000 2,50,000
Investment Allowance Reserve - 60,000
Security Premium 2,40,000 -
Export Profit Reserve 1,80,000 1,20,000
Profit & Loss Account 2,16,000 1,92,000
9% Debentures (X 10 each) 3,00,000 2,00,000
Secured Loan - 3,60,000
Sundry Creditors 3,12,000 2,04,000
Bills Payable 75,000 1,00,000
Other Current Liabilities 50,000 75,000
Land and Building 10,80,000 8,40,000
Plant and Machinery €,00,000 5,60,000
Office Equipment 3,45,000 2,10,000
Investments 96,000 3,00,000
Stock in Trade 6,30,000 4,20,000
Sundry Debtors 4,590,000 3,20,000
Bills Receivables 60,000 70,000
Cash at Bank 1,72,000 61,000

A Limited take over B Limited on the above date, both companies agreeing on a scheme of Amalgamation

on the following terms:

(a)
(B)

(c)

A Limited will issue 80,000 Equity Shares of X 10 each at par to the Equity Shareholders of B Limited.
A Limited will issue 10% Preference Shares of X 100 each to discharge the Preference Shareholders
of B Limited at 15% premium in such a way that the existing dividend quantum of the preference
shareholders of B Limited will not get affected. Accordingly, % 5,00,000 pref. shares are discharged
at X 5,75,000 (5,00,000X 115%) by issue of 4,000 preference shares of X 100 each at premium of X
43.75 each.

The Debentures of B Limited will be converted into equivalent number of Debentures of A Limited.

(d] All the Bills Receivable of A Limited were accepted by B Limited.

(e} A contingent liability of B Limited amounting to % 72,000 to be treated as actual liability in trade
payables.

(fl Expenses of Amalgamation amounted to % 12,000 were borne by A Limited.

You are required to pass opening Journal Entries in the books of A Limited and prepare the opening
Balance Sheet of A Limited as on 1st April, 2021 after amalgamation, assuming that the amalgamation
is in the nature of Merger. (MTP 20 Marks Oct’22, MTP 14 Marks Dec'24)
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Answer 22
Journal Entries in the books of A Ltd.
Particulars Debit Credit
3 %
Business purchase A/c {(W.N.1) D, 13,75,000
To Liquidator of B Ltd. 13,75,000
{Being business of B Ltd. taken over)
Land & Building Afc Dir. 8,40,000
Plant and machinery A/c Dr. 5,60,000
Office equipment A/c Drr. 2,10,000
Investments A/fc Dr. 3,00,000
Inventory A/c Dir. 4,20,000
Debtors Afc Dr. 3,20,000
Bills receivables Afc Dr, 70,000
Bank A/c Dir. 61,000
To General reserve Afc (W.N.2) 95,000
(2,50,000-1,55,000)
To Export profit reserve Afc 1,20,000
To Investment allowance reserve A/c 60,000
To Profit and loss A/c 1,20,000
To Liability for 9% Debentures A/fe (% 100 each) 2,00,000
I To Secured Loan 3,60,000
To Trade creditors A/fc 2,?ETDDD
To Bills payables Afc 1,00,000
To Other current liabilities A/c 75,000
To Business purchase Afc 13,75,000
__{.Eeing assets and liabilities taken over)
Liquidator of B Ltd. Dir. 13,75,000
To Equity share capital A/c 8,00,000
To 10% Preference share capital Afe 4,00,000
To Securities premium A/c 1,75,000
(Being purchase consideration discharged)
General Reserve® Afc Dr. 12.000
To Cash at bank 12,000
_JEEEI'HE expenses of amalgamation paid)
Liability for 9% Debentures in B Ltd. A/c Dr. 2,00,000
To 9% Debentures Afc 2,00,000
|Being debentures in B Itd. discharged by issuing own
9% debentures)
Bills payables A/c D, 60,000
To Bill receivables Alc 60,000
(Cancellation of mutual owing on account of bills of
exchange)
*Alternatively, profit & loss A/c may be debited in place of general reserve A/c.
Opening Balance Sheet of A Ltd. (after absorption) as at 1st April,
2021
Particulars MNotes %
Equity and Liabilities
1 Shareholders' funds
a Share capital 1 30,00,000
b Reserves and Surplus 2 14,894,000
2 MNon-current liabilities
a Long-term borrowings 3 8,60,000
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3 Current liabilities
a[Trade Payables 4 7,03,000
b (Other current liabilities 5 1,25,000
Total 61,82,000
Assets
1 Non-current assets
a [PPE 6 36,35,000
b |nvestments 7 3,96,000
2 Current assets
a lnventories & 10,530,000
b [Trade receivables 9 8,80,000
¢ |Cash and cash equivalents 10 2,221,000
Total 61,82,000
Motes to accounts
"
Share Capital
Equity share capital
2,00,000 Equity shares of X 10 each
(Out of above, 80,000 shares were issued for consideration ather 20,00,000
than cash)
Preference share capital
10,000 10% Preference shares of ¥ 100 each
[Out of above, 4,000 shares were issued for consideration other 10,00,000
than cash)
Total 30,000,000
Reserves and Surplus
General Reserve
Opening balance 3,00,000
Add: Adjustment under scheme of amalgamation 95,000
Less: Amalgamation expense paid (12,000) 3,83,000
Securities premium (2,40,000+1,75,000) 4,15,000
Export profit reserve
Opening balance 1,80,000
Add: Adjustment under scheme of amalgamation 1,20,000 3,00,000
Investment allowance reserve 60,000
Profit and loss account
Opening balance 2,16,000 )
Add: Adjustment under scheme of amalgamation 1,20,000 3,36,000
Total 14,94,000
Long-term borrowings
Secured
9% Debentures 3,00,000
Add: Adjustment under scheme of amalgamation 2,00,000
Secured loan 3,60,000 8,60,000
Trade payables
Creditors: Opening balance 3,12,000
Add: Adjustment under scheme of amalgamation 2,76,000 5,88,000
Bills Payables: Opening balance ?;S,Dﬂﬂ
Add: Adjustment under scheme of amalgamation 1,00,000
Less: Cancellation of mutual owning  upon (60,000) 1,15,000
amalgamation
/,03,000

Other current liabilities
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Opening balance 50,000
Add: Adjustment under scheme of amalgamation 75,000 1,25,000
& |PPE
Land & Building- Opening balance 10,80,000
Add: Adjustment under scheme of amalgamation 8,40,000 19,20,000
Plant and machinery- Opening balance 6,00,000
Add: Adjustment under scheme of amalgamation 5,60,000 11,60,000
Office equipment- Opening balance 3,45,000
Add: Adjustment under scheme of amalgamation 2,10,000 5,55,000
Total 36,35,000
7 [Investments
Opening balance 96,000
Add: Adjustment under scheme of amalgamation 3,00,000 3,96,000
8 |[Inventories
Opening balance 6,30,000
Add: Adjustment under scheme of amalgamation 4,20,000 10,50,000
9 [Trade receivables
Debtors: Opening balance 4,90,000
Add: Adjustment under scheme of amalgamation 3,20,000 #,10,000
Bills Payables: Opening balance 60,000
Add: Adjustment under scheme of amalgamation 70,000
Less: Cancellation of mutual owning upon amalgamation (60,000) 70,000
) Total 8,80,000
10 |Cash and cash equivalents
Opening balance 1,72,000
Add: Adjustment under scheme of amalgamation 61,000
Less: Amalgamation expense paid (12,000) 2,21,000
Working Notes:
1. Calculation of purchase consideration
=
Equity shareholders of B Ltd. (80,000 x % 10) 8,00,000
Preference shareholders of B Ltd. (5,00,000 x 115%) 5,75,000
Purchase consideration would be 13,75,000

2. Amount to be adjusted from general reserve
The difference between the amount recorded as share capital issued and the amount of share capital of
transferor company should be adjusted in General Reserve.
Thus, General reserve will be adjusted as follows:

B
Purchase consideration o f 13,75,000 |
Less: Share capital issued (% 7,20,000 + ¥ 5,00,000) (12,20,000)
Amount to be adjusted from general reserve 1,55,000

P&L (X) Creditors

(%)

Balance as per Balance Sheet of B Limited 1,92,000 2,04,000

|LE'55 / Add: Contingent Trade Payable treated as Actual Liability (72,000) 72,000
Taken by A Limited 1,20,000  2,76,000

The following are the Balance Sheets of Aakash Limited and Ganga Limited as at March 31, 2021:

3. Calculation of balances of Profit & Loss and Sundry Creditors of B Limited to be taken over by A Limited

&= LDR

Particulars

MNote No.

Aakash Limited
(Rs.)

Ganga Limited
(Rs.)

Equity and Liahilities:

T s SR——
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(1) Shareholder's Funds:
(a) Share Capital 80,00,000 20,00,000
(b) Reserves and Surplus (3,24,00,000) 56,00,000
{2) Non-Current Liabilities:
(a) SecuredLoans 3,20,00,000 1,60,00,000
(b) Unsecured Loans 1,72,00,000 -
(3) Current Liabilities:
(a) Trade Payables 56,00,000 36,00,000
(b) Other Current Liabilities 2,04,00,000 56,00,000
Total 5,08,00,000 3,28,00,000
il. Assets:
(1) Nen-Current Assets:
Praperty, Plant & Equipment 68,00,000 1,36,00,000
{2) Current Assets:
(a) Inventories 3,68,00,000 -
(b) Other Current Assets 72,00,000 1,92,00,000
Total 5,08,00,000 3,28,00,000
Motes to Accounts:
Azkash Limited | Ganga Limited
(Rs.) (Rs.)
1. |Share Capital
Authorized, Issued, Subscribed & Paid up:
|6,00,000 Equity Shares of Rs.10 each 60,00,000 -
20,000 Preference Shares of Rs. 100 each 20,00,000 -
2,00,000 Equity Shares of Rs. 10 each - 20,00,000
80,00,000 20,00,000
2. |Reserves and Surplus
hnnural Reserve 8,00,000 56,00,000
Surplus (2,32,00,000) -
(3,24,00,000) 56,00,000
3. |Secured Loans
|Secured Loans of Aakash Limited are secured 3,20,00,000 1,60,00,000
Lgainst pledge of Inventories)
4, |Uns ecured Loans 1,72,00,000 -
5. |Other Current Liabilities
Statutory Liabilities 1,44,00,000 20,00,000
Liability to Employees 60,00,000 36,00,000
2,04,00,000 56,00,000

Both the companies go into liquidation and a new company 'Aakash Ganga Limited’ is formed to take over

their business. The following information is given:

(i} All Current Assets of two companies, except pledged inventory are taken over by Aakash Ganga
Limited. The realizable value of all the Current Assets {including pledged inventory) is 80% of book
value in case of Aakash Limited and 70% for Ganga Limited.

(il Property, Plant and Equipment of both the companies are taken over at book value by Aakash

Ganga Limited.

(i} Secured Loans include Rs. 32,00,000 accured interest in case of Ganga Limited.

(iv) 4,00,000 Equity Shares of Rs. 10 each are allotted by Aakash Ganga Limited at par against cash
payment of entire face value to the shareholders of Aakash Limited and Ganga Limited in the ratio
of shares held by them in Aakash Limited and Ganga Limited.

|¥) Preference Shareholders in Aakash Limited are issued Equity Shares in Aakash Ganga Ltd. worth

Rs. 4,00,000 in lieu of their present holdings.

[vi) Secured Loan agree to continue the balance amount of their loans to Aakash Ganga Limited after
adjusting realizable value of pledged asset in case of Aakash Limited and after waiving 50% of
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interest due in the case of Ganga Limited.

[vii) Unsecured Loans are taken over by Aakash Ganga Limited at 25% of loan amounts.

(viil) Employees are issued fully paid Equity Shares in Aakash Ganga Limited in full settlement of their

dues.

(iX) Statutery Liabilities are taken over by Aakash Ganga Limited at full value and Trade Payables are

taken over at 80% of the book value.

You are required to prepare the opening Balance Sheet of Aakash Ganga Limited as at 1.4.2021. (RTP

May’22)
Answer 23
Balance sheet of Aakash Ganga Ltd. as at 1st April, 2021
Particulars Note No. (Rs.)
I.  Equity and Liabilities
(1) Shareholders’ Funds
(a) Share Capital 1 1,40,00,000
(2) MNon-Current Liabilities
(a) Longterm borrowings 2 2,12,60,000
(3) Current Liabilities
(a) Trade Payables 3 73,60,000
(b} Other current liabilities 4 1,64,00,000
Total 5,90,20,000
Il.  Assets
(1) Non-current assets
(a) Property, Plant & Equipment 5 2,04,00,000
(b} Intangible assets 6 1,54,20,000
(2) Current assets
(a) Cash and cash equivalents 40,00,000
(b) Other current assets 7 1,52,00,000
Total 5,90,20,000
Motes to Accounts
(Rs.)
1. Share Capital
Issued, subscribed & Paid up:
14,00,000 equity shares of Rs, 10 each, 1,40,00,000
ully paid up (W.N.4) (of the above 10,00,000 shares
|'|(13ve been issued for consideration other than cash)
2. |Ln:mg Term borrowings
Secured Loans
Aakash Limited 25,60,000
anga Limited 1,44,00,000 1,69,60,000
|Unsécured Loans 43,000,000 2,12,60,000
3. [Trade Payables (W.N.1)
Walkash Limited d44,80,000
Ganga Limited 28,80,000 73,60,000
4. |Other current liabilities
Statutory Liabilities
\Aakash Limited 1,44,00,000
IGanga Limited 20,00,000 1,64,00,000
5. |Property, Plant & Equipment
Aakash Limited 68,00,000
anga Limited 1,36,00,000 | 2,04,00,000
6. Ilntangible assets
Goodwill (W.N.3) 1,54,20,000




7. |Other Current Assets

Aakash Limited 57,60,000
Ganga Limited 1,34,40,000 | 1,92,00,000
Working Notes:
1. Value of total liabilities taken over by Aakash Ganga Ltd. (Rs.)

Aakash Limited Ganga Limited
Current liabilities
Statutory liabilities 1,44,00,000 20,00,000
Liability to employees EEI,DD,DEEI 36,00,000
Trade payables @ 80% 44,80,000 2,48,80,000 28,80,000 &4,80,000
Secured loans
Given in Balance Sheet 3,20,00,000 1,60,00,000
interest waived - 16,00,000 1,44,00,000
Value of Inventory 2,94,40,000 25,60,000
(80% of Rs. 3,68,00,000)
Unsecured Loans
(25% of Rs.1,72,00,000) 43,00,000 -
3,17,40,000 2,28,80,000
2,  Assets taken over by Aakash Ganga Ltd. (Rs.)
Aakash Limited Ganga Limited
Rs. Rs.
Property, Plant & Equipment 68,00,000 1,36,00,000
Current Assets
(B0% and 70% respectively of book value) 57,60,000 1,34,40,000
1,25,60,000 2,70,40,000
3. Goodwill / Capital Reserve on amalgamation (Rs.)
Liabilities taken over (W.N. 1) 3,17,40,000 2,28,80,000
Equity shares to be issued to Preference Shareholders 4,00,000 -
A 3,21,40,000 2,28,80,000
Less: Total assets taken over (W.N, 2} B (1,25,60,000) (2,70,40,000) |
A-B 1,95,80,000 {41,60,000)
Goodwil| Capital Reserve
Net Goodwill (1,95,80,000- 41,60,000) 1,54,20,000
4,  Equity shares issued by Aakash Ganga Ltd.
(I} |For Cash 40,00,000
For consideration other than cash
{ii} [In Discharge of Liabilities to Employees 96,00,000
{iii} [To Preference shareholders 4,00,000 1,00,00,000
1,40,00,000
Mo. of shares @ Rs. 10 14,00,000
5. Journal Entries in the Books of Z Ltd.
Rs. Rs.
(i) [Equity Share Capital (Rs. 10 each) Afc Dr. 50,00,000
To Equity Share Capital (Rs. 5 each) Afc 25,00,000
To Reconstruction Afc 25,00,000
(Being conversion of 5,00,000 equity shares of
Rs. 10 each fully paid into same number of fully paid
equity shares of Rs. 5 each as per scheme of
reconstruction.
(i} 9% Preference Share Capital (Rs. 100 each) A/c Dr. 20,00,000
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0% Preference Share Capital (Rs. 50 each) A/c 10,00,000
To Reconstruction Afc 10,00,000
(Being conversion of 9% preference share of
Rs. 100 each into same number of 10% preference share
of Rs. 50 each and claims of preference dividends settled
as per scheme of reconstruction.)
[iii) [10% Secured Debentures A/c Dir. 9,60,000
Trade payables Afc Dr. 1,00,000
Interest on Debentures payable Afc Dr. 96,000
Bank A/c Dr. 1,00,000
To 12% Debentures Afc 6,78,000
To Reconstruction Afc 5,78,000
(Being Rs. 11,56,000 due to ¥ {including trade payables)
cancelled and 12% debentures allotted for the amount
after waving 50% as per scheme of reconstruction.)
(iv] [10% Secured Debentures Afc Dr. 6,40,000
Trade Payables 60,000
Interest on debentures payable Afc 64,000
Bank A/c 60,000
To 12% debentures Afc 4,42,000
To Reconstruction Afc 3,822,000
(Being Rs. 7,64,000 due to Z (including trade payables)
cancelled and 12% debentures allotted for the amount
after waving 50% as per scheme of reconstruction.)
(v) [Trade payables Afc Dr. 1,70,000
o Reconstruction Afe 1,70,000
(Being remaining trade payables sacrificed 50% of their
claim.}
(vi) |Directors’ Loan Afc Dr. 1,00,000
To Equity Share Capital (Rs. 5) Afc 40,000
To Reconstruction Afc 60,000
(Being Directors' loan claim settled by issuing 8,000 equity
shares of Rs. 5 each as per scheme of reconstruction.)
{vii) |Reconstruction Afe Dr. 15,000
To Bank A/fc 15,000
(Being payment made towards penalty of 5% for
cancellation of capital commitments of Rs. 3 Lakhs.)
(wviil) Bank Afc Dr. 1,00,000
To Reconstruction Afc 1,00,000
I |Being refund of fees by directors credited to -
reconstruction Afe.)
(ix) [Reconstruction Afc D, 15,000
To Bank Afc 15,000
(Being payment of reconstruction expenses.)
(x) [Provision for Tax Afc Dr. 1,00,000
To Bank Afc 75,000
To Reconstruction Afc 25,000

(Being payment of tax liability in full settlement against
provision for tax)
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(xi) |Land and Building A/c Dr. 2,00,000
To Reconstruction Afc 2,00,000
(Being appreciation in value of Land & Building recorded)

[xii) |[Reconstruction A/c Dir. 49 85,000
To Goodwill Afc 11,000,000
To Patent Afc 5,00,000
To Profit and Loss Afc 14,60,000
To Plant and Machinery A/c £,50,000
To Furniture & Fixture Afc 1,00,000
To Trade Investment A/fc 50,000
To Inventory Afc E:E:E-II_,IGDDJ
To Trade Receivables Afc 1,00,000
To Capital Reserve (bal. fig.) 7,75,000

(Being writing off of losses and reduction in the value of
assets as per scheme of reconstruction, balance of
reconstruction Afc transfer to Capital Reserve.)

Bank Account
Rs., Rs.
To Reconstruction () 1,00,000 By Balance b/d (overdraft) 1,00,000
To Reconstruction(Z) &0,000 iEwr Reconstruction Afc 15,000
To Reconstruction Afc 1,00,000 fcapital commitment penalty paid)
(refund of earlier fees by directors) r
LE',.' Reconstruction A/c 15,000
reconstruction expenses paid)
lEv Provision for tax Afc (tax paid) 75,000
By Balance ¢/d 55,000
2,60,000 2,60,000
Reconstruction Account
Rs. Rs.
To Bank (penalty) 15,000 By Equity Share Capital A/c 25,00,000
To Bank (reconstruction expenses) 15,000
To Goodwill 11,00,000 By 9% Pref. Share Capital Afc 10,00,000
To Patent STDE]:{_IIGU By Mr. ?Eiettiement}l 5,?3,{]55
ToP & LA/ 14,60,000 By Mr. Z (Settlement) 3,82,000
To P& M 6,50,000 By Trade Payables A/c 1,70,000
To Furniture and Fixtures 1,00,000 By Director’s loan 60,000
To Trade investment 50,000 By Bank 1,00,000
To Inventory 2,50,000 By Provision for tax 25,000
To Trade Receivables 1,00,000 By Land and Building 2,00,000
To Capital Reserve (bal. fig.) 7,75,000
50,15,000 50,15,000

Question 24

The following are the summarized Balance Sheets of Well Ltd. and Nice Ltd. as at 31st March, 2024 :

Particulars Notes Nice Ltd. Well Ltd,
(X in '000) (X in '000)

|Equi11,r and Liabilities
1. [Shareholder's funds
a. |5ha re capital 1 41,000 14,300
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b. |Re:-'farues and Surplus 19,500 (7,350)
2. |N-:| n-current liabilities
a. |Lang-tﬂrrn borrowings 20,500 5,425
3. Current Liabilities
a. [Trade Payables 15,740 4,850
b. [Short-term Borrowings - 1,975
Total 96,740 19,200
|Assets
1. |Nnn-cu rrent Assets
a. |Prnparw, plant, and equipment 62,550 16,380
b. |Nen-current Investments 22,500 -
2. Current assets
a. |[Inventories 300 870
b. [Trade Receivables 6,590 1,950
¢. [Cash and Cash equivalents 4,800 -
Total 96,740 19,200
Notes to Accounts
Nice Ltd, Well Ltd,
(X in '000) (X in '000)
1. [Share Capital
|Equit-,r Share Capital
|Issuud, subseribed & paid up capital
|Equit'-,r Shares of X 100 each 31,500 12,500
|Freferen:a Share Capital
|Issued, subsecribed & paid up capital
9% Preference Shares of % 100 each 9,500
10% Preference Shares of X 100 each 1,800
Total 41,000 14,300
Reserves and Surplus
|Ba=lanr.e of Profit and Loss A/c 19,500 (7,350)
; |Lang-term borrowings
9% Debentures of < 100 each 11,200
10% Debentures of X 100 each 900
Loan from Banks 9,300 4,525
20,500 5,425
Details of Trade receivables and Trade payables are as under :
Nice Ltd. Well Ltd.
(% in '000)| (% in '000)
. [Trade receivables
Debtors 16,200 1,800
Bills Receivables 390 150
6,590 1,950
Trade payables
Creditors 14,750 4,400
Bills Payables 990 450
15,740 4,850

On 31.03.2024, Nice Ltd. absorbs the business of Well Ltd. on the following terms:

* Forevery five equity shares held by the equity shareholders of Well Ltd., they receive three equity shares
of Nice Ltd. issued at a premium of X 20 per share.

® The 10% debenture-holders of Well Ltd. were to be allotted such 9% debentures in Nice Ltd. as would
bring the same amount of interest.

e 10% Preference Shareholders of Well Ltd. are to be paid at 10% discount by issue of 9% Preference

oot 8 rsownatn f oo




Shares at par in Nice Ltd.
Banks agreed to waive off the loan of X 270 thousand of Well Ltd.
Expenses of Liquidation of Well Ltd. are to be reimbursed by Nice Ltd. % 55 thousand.
Inventery of Well Ltd. is taken over at 10% more than their boek value by Nice Ltd.
Debtors of Nice Ltd. include X 215 thousand receivables from Well Ltd.
e Property, Plant, and Equipment of Well Ltd. are revalued at 20% abo their book value,
¢ The remaining Assets and Liabilities of Well Ltd. are taken over at book value by Nice Ltd.
You are required to :
1. Record Journal Entries in the books of Nice Ltd.
2. Prepare Balance Sheet of Nice Ltd. after absorption as at 31 March, 2024.(PYP 14 Marks Sep’24)

Answer 24
Journal Entries in the Books of Nice Ltd.
Dr. Cr.
% in ‘000 % in ‘000
Business Purchase Account Cir. 10,620
"~ To Liquidator of Well Ltd. 10,620
(Consideration payable for the business taken over from Well Ltd.)
Property, Plant and Equipment {120% of % 16,380) Dr. 19,656
Inventory (110% of % 870) Dr. 957
Trade receivables Dr. 1,950
Goodwill Afc (Balancing figure) Dir. 137
To Trade payables 4,850
To Debenture Holders Account 1,000
To Loan from bank (4,525-270) 4,255
To Short term borrowings 1,975
To Business Purchase Account 10,620
(Incorporation of various assets and liahilities taken over from Well
Ltd. at agreed values and difference of net assets and purchase
consideration debited to Goodwill A/c)
Liquidator of Well Ltd. Dr. 10,620
To Equity Share Capital (75,000x 100) 7,500
To 9% Preference Share Capital 1,620
To Securities premium (7,5000x 20} 1,500
(Discharge of consideration for Well Ltd.'s business)
Debenture holders &/c Or. 1,000
To 9% Debentures Afc 1,000
(Being 9% debentures issued to 10% debenture holders)
Sundry Creditors of Well Ltd, Dr. 215
To Sundry Debtors of Nice Ltd. 215
(Cancellation of mutual owing)
Goodwill Dr. 55
To Bank 55
(Being liguidation expenses reimbursed to Well Ltd.)
Wnrking Note:
The purchase consideration will be:
= Farm
Preference shareholders: 16,200 x 100 16,20,000 9% Pref, shares
Equity shareholders: 1,25,000 = 3/5 = 120 90,00,000 |[Equity shares
1,06,20,000
10 % Preference shares 18,000,000
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Less: 10% discount 1,80,000
16,20,000
Debenture calculation
Interest
10% Debenture 9,00,000 90,000
Therefore 9% debentures 90,000/9% = 10,00,000
Balance Sheet of Nice Ltd. (After absorption) as at 31" March 2024
Particulars Notes T in ‘000
| Equity and Liabilities
1 Shareholders' funds
(a) Share capital 1 50,120 h
{b) Reserves and Surplus 2 21,000
2 Non-current liabilities
(a) I:r:mg-te rm borrowings 3 25,755
3 Current liabilities
(a) Trade payables 4 20,375
{b) Short term borrowing 1,875
Total P B
Il Assets
1 Mon-current assets
(a) Property, Plant and Equipment and Intangibles 5
(i) Property, plant and equipment 82,206
[ii) Intangible assets 192
(b) Non-current investments 22,500
2 Current assets
(a) Inventories B 1257
(b) Trade receivables 7 8,325
(c) Cash and Cash equivalents 8 4,745
Total | 1,159,225
Motes to accounts
% in ‘000
1 [Share Capital
|Eq uity share capital
Issued, subscribed and paid up
3,90,000 Equity shares of ® 100 each
lout of above 75,000 shares are issued for consideration 39,000
other than cash)
Preference Shares
Issued, subscribed and paid up
1,11,200 9% Preference Shares of % 100 each (9,500 + 1,620) 11,120
lout of above 16,200 shares are issued for consideration
other than cash) 50,120
2 |Reserves and Surplus
Securities premium 1,500
Reserves and surplus 19,5{15 Ei,ﬁ{]_
3 |Long-term borrowings
9 % Debentures (11,200+1,000) 12,200
Loan from bank (9,300+4255) 13,555 25,755
4 [Trade Payable
Nice Limited 15,740
Well Limited 4,850




20,590
Less: Inter Company holdings 215 20,375
5 |Property, Plant and Equipment and Intangibles
Property, Plant and Equipment 62,550
Acquired during the year 19,656 82,206
Intangibles
Goodwill (137+55) 192
6 (Inventeries 300
Acguired during the year 957 1,257
7 [Trade receivables 6,590
Acquired during the year (1,585+150) 1,735 8,325
8 |Cash and Cash Equivalents
Nice Limited 4,800
Less: Expenses on liguidation [55) 4,745
% LDR
The financial details of X Ltd. and Y Ltd. as on 21st March, 2024 was as under:
X Ltd. (%) Y Ltd. (%)
Equity Shares of X 10 each 30,00,000 9,00,000
9% Preference Shares of X 100 each 3,00,000 -
10% Preference Shares of X 100 each - 3,00,000
General Reserve 2,10,000 2,10,000
Retirement Gratuity Fund (long term) 1,50,000 60,000
Trade Payables 3,90,000 2,40,000
Goodwill 1,50,000 75,000
Land & Buildings 9,00,000 3,00,000
Plant & Machinery 15,00,000 4,50,000
Inventories 7,50,000 5,25,000
Trade Receivables 6,00,000 3,00,000
Cash and Bank 1,50,000 60,000

X Ltd. absorbs Y Ltd. on the following terms:

{i)
(ii)
(iii)
(iv)
{v)
(vi)

{wii)

10% Preference Shareholders are to be paid at 10% premium by issue of 9% Preference Shares of X
Ltd.

Goodwill of Y Ltd. on absorption is to be computed based on two times of average profits of
preceding three financial years (2022-23 : X 90,000; 2021-22 : X 78,000 and 2020-21: X 72,000).
The profits of 2020 -21 included credit of an insurance claim of X 25,000 (fire occurred in 2019- 20
and loss by fire X 30,000 was booked in Profit and Loss Account of that year). In the year 2021 -22,
there was an embezzlement of cash by an employee amounting te T 10,000.

Land & Buildings are valued at X 5,00,000 and the Plant & Machinery at X 4,00,000.

Inventories are to be taken over at 10% less value and Provision for Doubtful Debts is to be created
@ 2.5%.

There was an unrecorded current asset in the books of Y Ltd. whose fair value amounted to % 15,000

and such asset was also taken over by X Ltd.
The trade payables of ¥ Ltd. included % 20,000 payable to X Ltd.

{viii) Equity Shareholders of Y Ltd. will be issued Equity Shares @ 5% premium.
You are required to

(i)

Prepare Realisation A/c in the books of Y Ltd.

[ii} Prepare the Balance Sheet of X Ltd. After absorption as at 31st arch,2024.{MTP 14 Marks Nov'24)

Answer 25

In the Books of ¥ Ltd. Realisation Account

T

2

To Sundry Assets:

By Retirement Gratuity Fund

60,000
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Goodwill 75,000 By Trade payables 2,40,000
Land & Building 3,00,000 By X Ltd. 15,90,000
(PurchaseConsideration)
Plant & Machinery 4,50,000
Inventory 5,25,000
Trade receivables 3,00,000
Bank 60,000 17,100,000
To Preference Shareholders 30,000
(Premium on Redemption)
To Equity Shareholders
(Profit onRealisation) 1,50,000
18,90,000 18,90,000
Balance Sheet of X Ltd. (after absorption) as a 31st March, 2024
Notes to accounts
Particulars Notes .
Equity and Liabilities
1 Shareholders' funds
A [Share capital 1 48,30,000
B |H.E5EWES and Surplus 2 2,70,000
i2 Non-current liabilities
A Long-term provisions 3 2,10,000
3 Current liabilities
A [Trade Payables 4 6,10,000
B Short term provision 5 7,500
Total 29,27,500
Assets
1 MNon-current assets
A Fixed assets
Tangible assets 6 33,00,000
Intangible assets 7 3,00,000
2 Current assets
A Inventories 8 12,22,500
B Trade receivables 9 £,80,000
C 10ther current Assets 10 15,000
, D Cash and cash equivalents 11 2,10,000
| Total 59,27,500
i
1 Share Capital
Equity share capital
A,20,000 Equity Shares of % 10 each fully paid {Out of above 1,20,000 Equity Shares 42,00,000
were issued in consideration other than for cash)
Preference share capital
5,300 9% Preference Shares of X 100 each (Out of above 3,300 Preference Shares were 6,30,000
issued in consideration other than for cash)
Total 48,30,000
2 Reserves and Surplus
Securities Premium 60,000
General Reserve 2,10,000
Total 2,70,000
3 |Long-term provisions
Retirement Gratuity fund 2,10,000

4 [Trade payables




W

{3,90,000 + 2,40,000 - 20,000%)
* Mutual Owings eliminated. 6,10,000
5 Short term Provisions
Provision for Doubtful Debts 7,500
6  [Tangible assets
Land & Buildings 14,00,000
Plant & Machinery 19,00,000
Total 33,00,000
7 |Intangible assets
Goodwill (1,50,000 +1,50,000) 3,00,000
8 Inventories (7,50,000 + 4,72,500) 12,22,500
9  [Trade receivables (6,00,000 + 3,00,000 - 20,000) 8,80,000
10 Other current Assets 15,000
11 Cash and cash equivalents (1,50,000 +60,000) 2,10,000
Working Notes:
1. Computation of goodwill T
Profit of 2022-23 90,000
|Frnfit of 2021-22 adjusted ¥ 78,000 + 10,000) 88,000
Profit of 2020-21 adjusted (% 72,000 = 25,000) 47,000
2,25,000
Average profit 75,000
2. Goodwill to be valued at 2 times of average profits = 75,000 x 2 =< 1,50,000
Purchase Consideration: 2
Goodwill 1,50,000
Land & Building 5,00,000
Plant & Machinery 4,00,000
Inventory 4, 72,500
Trade receivables 3,00,000
Unrecorded assets 15,000
Cash at Bank 60,000
18,897,500
Less: Liabilities:
Retirement Gratuity 60,000
Trade payables 2,40,000
Provision for doubtful debts 7.500 (3,07,500)
Met Assets/ Purchase Consideration 15:,%3?],[]{]1]
To be satisfied as under:
10% Preference Shareholders of ¥ Ltd. 3.00,000
Add: 10% Premium 30,000
9% Preference Shares of X Ltd. 3,30,000
Equity Shareholders of Y Ltd. to be satisfied by issue of 1,20,000
equity Shares of X Ltd. at 5% Premium 12,60,000
Total 15,890,000

Multiple Choice Questions [MCQs)

1. In case of amalgamation, the entry for elimination of unrealized profit or losson stock is made (SM)
{a) By the vendor company
(b) By the purchasing company
{c] By the third party
(d) By the court
Ans: (b)
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2. If expenses of liquidation of the vender company are paid by the purchasing company then, in
purchasing company’'s book, the account debited is (SM)
(a) Goodwill account,
{b) Liguidation expense account,
e} Vendor company account.

{d) General Reserve
Ans: (a)

3. Amalgamation adjustment reserve is opened in the books of the amalgamated company to incorporate
(SM)
(a) Assets of the amalgamating company
(b) Mon- Statutory reserves of the amalgamating company
(c) Statutory reserves of the amalgamating company

(d) General Reserve of the amalgamating company
Ans: (c)

4. Amalgamation Adjustment Reserve is presented in the financial statements of the transferee company
as (SM)
(a) Other current asset,
(b} Separate line item with a negative sign under the head ‘Reserves and Surplus’,
() Other non-current assets,
(d) Investment of the company
Ans: (b)

5. A company inte which the vendor company is merged is called [SM]
(a) Transferee company.
(b) Transferor company.
(c) Selling company.
(d) Acquiree Company
Ans: (a)

€. If the purchase consideration is more than net assets (at agreed values) of the transferor company,
difference shall be recorded as in the books of the transferee company. {SM)
(a) Goodwill,
(b} Capital Reserve,
(c) Profit
(d) loss.
Ans: (a)




CHAPTER 14: ACCOUNTING FOR RECONSTRUCTION OF COMPANIES

CONCEPTS OF THIS CHAPTER
* Meaning and types of reconstruction

® Sub-division and consolidation of shares, conversion of shares to stock
and vice versa

* MMeaning of capital reduction account
* Presentation of accounts post-reconstruction under Companies Act 2013

G

LDR Questions
o)
Q18
Q19

QUICK REVIEW OF IMPORTANT CONCEPTS

Difference Between Internal and External Reconstruction

Basis
Liguidation and
formation of
new company
Reduction of
capital and
varying rights

Internal Reconstruction

The existing company is not liquidated rather
the capital and debt structure is changed to
bring the company back to normaley

There is certain reduction of capital and
sometimes the outside liabilities like
debenture holders may have to reduce their
claim in this scheme.

External Reconstruction

The existing company is liquidated to form a new
company in which the existing shareholders
become shareholders of new company as well
There is no reduction of capital. In fact, there is
a fresh share capital of the company. The
shareholders need not wvary their rights in
company

It can be affected without the court's
interference and less time-consuming process.

Legal formalities | It requires court's confirmation and other
legal procedures before it be

implemented

Can

Methods of Internal Reconstruction
Alteration of Share Capital
The following types of Alteration can be done under Section 61-

(a) Increase of authorized share capital;

(b} Consolidation and sub-division into shares of larger or smaller denominations;

(c) Conversion of all or any of the shares into stock or vice versa;

(d) Cancellation of shares which have not been taken or agreed to be taken by any person.

* The existing share capital can be sub-divided or consolidated into the shares into those of a smaller or
higher denomination than that fixed by the Memorandum of Association, so long as the proportion
between the paid up and unpaid amount, if any, on the shares continues to be the same as it was in the
case of the original shares.

¢ [f authorized by its Articles, a company may, in a general meeting by passing an ordinary resolution, can
convert its fully paid shares into stock and reconversion of stock into shares,

Variation of Shareholders Rights

When a company has issued different classes of shares with different rights or privileges attached to such shares
e.g. rights as to dividend, voting rights etc., any of such right may be changed in any manner,

For example, the company may change rate of (a) dividend on preference shares or (b} convert cumulative
preference shares into non-cumulative preference shares without changing the amount of share capital.

Reduction of Share Capital
When liability of the shareholders is extinguished or reduced in respect of unpaid amount on the shares held by
them: Here the shareholders are not called upon to pay the unpaid amount on shares held by them in future.
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Share Capital (Partly Paid-Up) Account _:Er. (%75 :{F‘ur T10) X N;:n. of Share_ﬁ-}

To Share Capital {Fully Paid-up) Account (X 7.5 (Fv- 27.5) X No. of Shares)

When excess paid up capital is paid off: When its not possible for the company te employ profitably its paid up

capital, then in such case it may decide to refund the excess capital to its shareholders.
|

{ Share Capital Account (% 10) _Dr. | (X 10 X No. of Shares)
| To Share Capital Account (% 8) Wewi e (% 8 X No. of Shares)
| To Sundry Shareholders Account L | (% 2 X No. of Shares)
Sundry Shareholders Account Dr. (% 2 X No. of Shares)
To Bank Aceount i (%2 X No. of Sha res)

When the paid up capital which is lost or not represented is cancelled: Reduction in paid up value only- Here the
nominal value of the share remains the same and only the paid value is reduced.
! Share Capital Account Dr. I (X 90 X No. of Shares)

!

i To Capital Reduction Account , (% 90 X No. of Shares)

Reduction in both neminal and paid up values- In this case, both the paid up capital and nominal value of the
shares are reduced.

Share Capital Account (% 100 Share) or. (X100 X No. of Shares) |
To Share Capital (% 10 Share) (% 10 X No. of Shares) i
To Capital Reduction Account o {% 90 X No. of Shares) I

Compromise/Arrangements

A scheme of compromise and arrangement is an agreement between a company and its members and outside
liabilities when the company faces financial problems. Such an arrangement therefore also invelves sacrifices by
shareholders, or creditors or debenture holders or by all of them.

Accounting treatment for some of the cases is as follows;
al When equity shareholders give up their right over the reserves and accumulated profits of the company:

E Reserves Account Dr. | {With the amount of reserves)

i To Reconstruction Account

|
|
|
- |
b) Settlement of outside liabilities at lesser amount: Liahilities such as sundry creditors may agree to accept less
amount in lieu of final settlement. Treatment will be as follows:

Outside Liabilities Account Dr. | (With the amount of sacrifice)
| |

i Provision Account (if any) Dr. i {made by creditors, debenture holders etc.)

To Reconstruction Account

Surrender of Shares
Shares are divided into shares of smaller denominations and then the shareholders are made to surrender their
shares to the company.

ENTRIES IN CASE OF INTERNAL RECONSTRUCTION

* Under the above-mentioned methods- the alteration of share capital and the varying of the shareholders
rights do not involve opening the capital reduction/reconstruction account.

* |tis only under the reduction of share capital, unrepresented reserves, compromise/ arrangements with the
outsiders liahilities and surrender of shares, there shall be capital reduction/reconstruction account used to
which the unrepresented assets/liabilities will be transferred as per the arrangement.

* An appreciation in the value of an asset or reduction in the amount of a liability should be debited to the
account concerned and credited to Capital Reduction Account (or Reconstruction Account).

¢ Eliminate debit balance of profit and less account and all over-valuation of assets by crediting the accounts
concerned and debiting the Capital Reduction {or Reconstruction) Account. For this purpose, any reserve
appearing in the books of the company may be used. If any balance is left in the Capital Reduction [or
Reconstruction) Account, it should be transferred to the Capital Reserve Account.

* |f there is any balance in the reconstruction account it is finally transferred to the Capital reserve under
Reserves and Surplus, But if the amount for writing off the assets and accumulated losses is more than the
reconstruction amount, then reserves will be adjusted against the same.

While preparing the balance sheet of a reconstructed company, the following points are to be kept in mind:
¢ After the name of the company, the words “and Reduced” should be added only if the Court so orders.

¢ |ncase of fixed assets, the amount written off under the scheme of reconstruction must be shown for five years.

14.2 Chapter 14 Accounting for Reconstruction of Companies



NV

Question & Answers

C Ltd. had % 5,00,000 authorized capital on 31-12-2021 divided into shares of % 100 each out of which 4,000
shares were issued and fully paid up. In June 2022 the Company decided to convert the issued shares into
stock. But in June, 2023 the Company re-converted the stock into shares of T 10 each, fully paid up.

Pass entries and show how Share Capital will appear in Notes to Balance Sheet as on 31-12-2022 and 31-12-
2023. (MTP 4 Marks Apr'24, New SM)

Answer 1
Journal Entries
1 2
2022 Equity Share Capital A/c Dr. 4,00,000
June To Equity Stock Afc 4,00,000
(Being conversion of 4,000 fully paid Equity
Shares of X 100 into X 4,00,000 Equity Stock as
per resolution in general meeting dated...)
2023 Equity Stock A/c Dr, 4,00,000
June To Equity Share Capital Afc 4,00,000
(Being re-conversion of £ 4,00,000 Equity Stock into
40,000 shares of % 10 fully paid Equity Shares as per
resolution in General Meeting dated...)

Question 2

As a part of the reconstruction scheme of Getting better Ltd, the following terms were agreed upon-
1. The shareholders to receive in lieu of their present heldings (viz. 10,000 shares of X 50 each), the following-
a) 15,000 Fully paid equity shares of X 10 each;
b) 12% fully paid preference shares to the extent of 2/5 of total equity shares;
¢) To pay them X 50,000 and transfer the remaining to the reconstruction account.
2. 8% Preference share capital - X 3,00,000
To write down the value of preference shares to X 50 (original face value % 100).
3. 14% debentures of the nominal value of % 2,00,000 along with accrued interest X 56,000 was walved off for
three fourths of the total amount, and the remaining being paid in cash.
Show the necessary journal entries in the books of Getting better company based on the above scheme. (RTP
May'24)

Answer 2
Journal entries in the books of Getting better Co.
Date Particulars Dr. Cr.
. ;)
Share capital A/c (%50} Dr. 5,00,000
To Share capital A/c (%10) 1,50,000
To 12% Preference share capital A/c 2,00,000
To Bank A/c 50,000
To Reconstruction Afc 1,00,000
(Being 15,000 equity shares of % 10 and 12% preference
shares issued, paid in cash and remaining forgone as a part
of Reconstruction Scheme dated...)
Preference Share capital A/c (% 100) Dr, 3,00,000
To Preference share capital Afc (X 50) 1,50,000
To Reconstruction Afc 1,50,000
(Being the preference share capital reduced and
forfeited as per reconstruction scheme)
14% Debenture Afc Dr. 2,000,000
Interest accrued on Debentures Ajfc Dr. 56,000
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To Bank A/c 64,000
To Reconstruction Afc 1,92,000
(Being the debenture holders paid their interest and
amount foregone as per reconstruction scheme)
Reconstruction Afc Dr. 4,42,000

To Capital Reserve Afc 4,42,000
(Being the balance in reconstruction ac transferred to
capital reserve as per reconstruction scheme)

Question 3

The following scheme of reconstruction has been approved for Equity shareholders and Debenture holders of
TP Ltd.
(i}  The Equity shareheolders to receive in lieu of their present holding of 1,50,000 shares of % 10 each, the
following :
(1) For % 50,000, equivalent cash
(2) For%9,00,000, 10% debentures issued at premium of 20% (Face value of debenture is X 100 each)
(3) For balance X 5,50,000, Equity shareholders agreed to accept 50,000 equity shares of X 10 each
in full settlement.
(ii) 8% Debenture % 5,00,000.
Debenture holders agreed to accept Freehold preperty (Book value X 3,50,000) at a valuation of % 4,45,000
in full settlement of their claim. Pass necessary lournal Entries in the Books of TP Ltd. for the above
reconstruction. Narration for Journal entries is not required to be given. (PYP 6 Marks Sep’24)

Answer 3
Journal Entries
1 1
Equity Share Capital (old) A/c Dr. 15,00,000
To Equity Share Capital (% 10) A/c 5,00,000
To Cash Afc 50,000
To 10% Debentures Afc 7,50,000
To Securities premium 1,50,000
Te Capital Reduction/Reconstruction Afc 50,000
(Being new equity shares, 8% Debentures issued, cash of X 50,000
and the balance transferred to Reconstruction account as per the
Scheme)
8% Debentures Afc Dr. 5,00,000
To Freehold Property Afc 4,45,000
To Capital Reduction/Reconstruction Afc 55,000
(Being the debenture holders claim settled partly and foregone
partly as per reconstruction scheme)
Capital Reduction/Reconstruction A/c To Capital Reserves Afc Dir. 1,05,000
(Being balance in capital reduction account transferred to Capital 1,05,000
Reserves A/c)

The Paid-up capital of 5 Limited amounted to Rs, 5,00,000 Equity Shares of Rs. 10 each. Due to continuous
losses incurred by the company, the following scheme of reconstruction has been approved for S Limited on
1st April, 2020:
(i} Inlieu of present heolding the Equity Shareholders are to receive:

(@) Fully Paid Equity Shares equal to 3/5th of their holding.

(b) 8% Preference Shares fully paid to the extent of 20% of the above new Equity Shares.

(e} 10% Second Debentures of Rs. 40,000.

{ii) An issue of 8% Debentures First Debentures of Rs. 1,00,000 was made and fully subscribed for cash,
(iii) The Assets were reduced as follows: -
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(a) Building from Rs. 2,00,000 te Rs. 1,50,000

(b) Plant & Machinery from Rs. 1,50,000 to Rs. 1,30,000

(¢) Goodwill from Rs. 30,000 to Nil.
Show the Journal Entries in the books of S Limited to give effect of the scheme of Reconstruction.
(MTP 5 Marks Mar'21, May’20, Apr'22) (Same concept different figures MTP 5 Marks Sep’22, SM)

Answer 4
lournal Entries in the bocks of S Ltd.
Dr. Cr,
2020 Rs. Rs.
April 1 Equity Share Capital A/c (Rs. 10) Dr. | 5,00,000
To Equity Share Capital Afc 3,00,000
To 8% Preference Equity Share Capital Afc 60,000
To 10% Second Debentures A/c 40,000
To Capital Reduction /Reconstruction Afc 1,00,000
(Being reduction of equity shares to 3/5 shares, issue of
preference shares and debentures as per Reconstruction
Scheme dated...)
Capital Reduction / Reconstruction Afc Dr. | 1,00,000
To Building A/c 50,000
To Plant and Machinery A/c 20,000
To Goodwill Afc 30,000
(Being value of building and plant and machinery reduced
and goodwill written off completely.)
Bank Afc DOr. | 1,000,000
To 8% First Debentures A/c 1,00,000
(Being Rs. 1,00,000 debentures issued)

X Ltd. had X 1,00,000 equity share capital divided into 1,000 shares of X 100 each out of which X 80 per share

was called up and paid up. it has 1,500 cumulative preference shares of X 100 each fully paid up. Intangible

assets include Goodwill of < 80,000 and patents of X 27,800. Preference dividends are in arrears of X 33,000.

You are required to show the entries (lgnore dates) under each of the following conditions:

(i) If X Ltd. resolves to subdivide the equity shares into 10,000 equity shares of X 10 each of which % 8 per
share is called up and paid up.

(i) If X Ltd. resolves to convert its 1,000 equity shares of X 100 each (assume fully - paid) inte X 1,00,000
worth of stock.

(iii) The preference shares are to be converted into 11% unsecured debentures of ¥ 100 each (including
arrears of dividends).

(iv) Patents and Goodwill to be written-off. (PYP 5 Marks May’'23)

Answer 3
Journal Entries in the books of X Ltd.

(i} | Equity Share Capital (% 100) A/c Dr. 80,000
To Equity Share Capital (% 10) Afc 80,000

(Being the sub-division of 1,000 shares of £ 100 each with
% 80 paid up inte 10,000 shares % 10 each with X 8 paid up by
resolution in general meeting dated....)

{ii} | Equity Share Capital (% 100) A/c Dr. 1,00,000
To Equity Stock Afc 1,00,000

(Being conversion of 1,000 fully paid Equity
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Shares of £ 100 into % 1,000,000 Equity Stock as
per resolution in general meeting dated...)

(iii) | Cumulative Preference Share Capital A/c Dr. | 1,50,000

33,000

Capital Reduction (Reconstruction) Afc Dr.
To 11% Debentures (Unsecured)

(Being 1,500 cumulative preference shares of % 100 each fully
paid up converted into 11% debentures of % 100 each (including
arrears of dividends amounting  33,000)

1,83,000

[iv) | Capital Reduction {Reconstruction) Afc Dr.
To Goodwill
To Patents (Writing off patents, goodwill}

1,07,800

80,000
27,800

Exam Insights : Some examinees failed to pass the required journal entries under the given conditions for
reconstruction scheme,

Sapra Limited has laid down the following terms upon the sanction of the reconstruction scheme by the court.
(i) The shareholders to receive in lieu of their present helding at 7,50,000 shares of T 10 each, the following:

~ New fully paid X 10 Equity Shares equal to 3;'5”‘ of their helding.
- Fully paid % 10, 6% Preference Shares to the extent of 2/5th of the above new equity shares.
~ 7% Debentures of X 250,000.
(ii) Goodwill which stood at X 2,70,000 is to be completaly written off.
(iii) Plant & Machinery to be reduced by X 1,00,000, Furniture to be reduced by % 88,000 and Building to be
appreciated by £ 1,50,000.
(iv] Investment of X 6,00,000 to be brought down to its existing market price of X 1,80,000.
(v)] Write off Profit & Loss Account debit balance of X 2,25,000.
In case of any shortfall, the balance of General Reserve of X 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. (PYP 5

Marks Jul’21)
Answer 6
lournal Entries
i !

Equity Share Capital (old) A/c Dr. 75,00,000
To Equity Share Capital (% 10) A/c 45,00,000
To 6% Preference Share Capital (% 10) Ajc 18,00,000
To 7% Debentures Afc 2,50,000
To Capital Reduction Afc 9,50,000

(Being new equity shares, 6% Preference Shares, 7% Debentures

issued and the balance transferred

to Reconstruction account as per the Scheme)

Building A/c Dir. 1,50,000

Capital Reduction Afc Dr. 9,53,000
To Goodwill Account 2,70,000
Ta Plant and Machinery Account 1,00,000
To Furniture Account 88,000
To Investment Afc 4,20,000
To Profit & Loss Afc 2,25,000

(Being Capital Reduction Account utilized for writing off of

Goodwill, Plant and Machinery, furniture,
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investment and Profit & Loss as per the scheme)
General reserve Afc Cir. 3,000
To Capital Reduction Afc 3,000
(Being general reserve utilized to write off the balance in Capital
reduction A/c)
Note: In place of Capital Reduction Account, Reconstruction Account or Internal Reconstruction Account may
also be used in the above journal entries.

Exam Insights : Very few examinees failed to give the necessary journal entries for the given reconstruction
scheme.,

The summarised Balance Sheet of Preeti Limited as on 31st March 2019, was as follows:

Liabilities () Assets i)
Authorized and subseribed capital: Property, plant and equipment:
20,000 Equity shares of X 100 each 20,00,000 | Machineries 7,00,000
fully paid
Unsecured loans: Current Assets:
15% Debentures 6,00,000 | Inventory 5,06,000
Interest payable thereon 90,000 | Trade receivables 4,60,000
Current Liabilities: Bank 40,000
Trade payables 1,04,000 | Profit & loss Afc 11,60,000
Provision for income tax 72,000

28,66,000 28,66,000

It was decided to reconstruct the company for which necessary resolution was passed and sanctions were

obtained from the appropriate authorities. Accordingly, it was decided that:

(i) Each share be sub-divided into 10 fully paid up equity shares of X 10 each.

(ii) After sub-division, each shareholder shall surrender to the company 50% of his helding for the purpose
of reissue to debenture holders and trade payables as necessary.

(iii) Out of shares surrendered 20,000 shares of X 10 each shall be converted into 10% Preference shares of
% 10 each fully paid up.

(iv) The claims of the debenture holders shall be reduced by 50%. In consideration of the reduction, the
debenture holder shall receive Preference Shares of X 2,00,000 which are converted out of shares
surrendered.

(v) Trade payables claim shall be reduced by 25%. Remaining trade payables are to be settled by the issue
of equity shares of X 10 each out of shares surrendered.

(vi) Balance of Profit and Loss account to be writtean off.

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

Pass Journal Entries giving effect to the above. (MTP 8 Marks Oct’20, MITP 5 Marks Mar’22) (Same concept
different figures SM)

Answer 7
In the books of Preeti Limited Journal Entries

2 o
(i) Equity Share Capital (% 100) A/c Dr. 20,00,000
To Share Surrender A/c 10,00,000
To Equity Share Capital (X 10) A/c 10,00,000

(Sub-division of 20,000 equity shares of % 100 each into
2,00,000 equity shares of % 10 each and surrender of 1,00,000
of such sub-divided shares as per capital reduction scheme)
(i) 15% Debentures Afc Dr. 3,00,000

Interest payable A/c (proportionate 50%) Dr. 45,000
To Reconstruction Afc 3,45,000
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(Transferred 50% of the claims of the debenture holders to
Reconstruction A/c in consideration of which 10% Preference
shares are being issued, out of share surrender Afc as per
capital reduction scheme)

(i)

Trade pavyables A/c

Dr.

1,04,000

To Reconstruction Afc

1,04,000

(Transferred claims of the trade payables to Reconstruction Afc,
25% of which is reduction and equity shares are issued in
consideration of the balance amount)

(iv]

Share Surrender A/c

Dr.

10,00,000

To 10% Preference Share Capital Afc

2,00,000

To Equity Share Capital A/c

78,000

To Reconstruction Afc

7,22,000

(lssued preference and equity shares to discharge the claims of
the debenture holders and the trade payables respectively as
per scheme and the balance in share surrender account is
transferred to reconstruction account)

Reconstruction Afc

Dr.

11,71,000

To Profit & Loss Afe

11,60,000

To Capital Reserve Afc

11,000

[Adjusted debit balance of profit and loss account against
reconstruction account and the balance is transferred to Capital
Reserve account)

Mote: Alternative set of correct journal entries may be given for transfer of surrendered shares to trade payables
and debenture holders.

The following is the Balance Sheet of Weak Ltd. as at 31.3.20X1:

Particulars Notes T
Equity and Liabilities
1 Shareholders’ funds
Share capital 1 1,50.00,000
Reserves and Surplus 2 (6,00,000)
2 Non-current liabilities
Leng-term borrowings 3 40,00,000
3 Current liabilities
Trade Payables 50,00,000
Short term provisions 4 1,00,000
Total 2,35,00,000
Assets
1 Non-current assets
Property, plant and equipment 1,25,00,000
Mon-current investment 3 10,00,000
. Current assets 1,00.00,000
Total 2,35,00,000
Motes to accounts
X
1 | Share Capital
Equity share capital
1,00,000 Equity Shares of X 100 each 1,00,00,000
50,000, 12% Cumulative Preference shares of < 100 each 50,00,000
1,50,00,000
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2 | Reserves and Surplus

Debit balance of Profit and loss Account (6,00,000)
(6,00,000)
3 | Long-term borrowings
40,000, 10% debentures of T100 each 40,00,000
40,00,000
4 | Short term provisions
Provision for taxation 1,00,000
1,00,000
5 | Non-current investments
Investments (market value of < 9,50,000) 10,00,000
000

The following scheme of reorganization is sanctioned:
(i) All the existing equity shares are reduced to T 40 each.
(ii) All preference shares are reduced to X 60 each.

(iii) The rate of interest on debentures is increased to 12%. The debenture holders surrender their existing
debentures of X 100 each and exchange the same for fresh debentures of 70 each for every debenture

held by them.

(iv)] One of the creditors of the company to whom the company owes 20,00,000 decides to forgo
40% of his claim. He is allotted 30,000 equity shares of X 40 each in full satisfaction of his claim.

(v) Property, plant and equipment are to be written down by 30%.

(vi) Current assets are to be revalued at X 45,00,000.

[vii) The taxation liability of the company is settled at X 1,50,000.

[viii) Investments to be brought to their market value.

(ix) It is decided to write off the debit balance of Profit and Loss account.

Pass Journal entries and show the Balance sheet of the company after giving effect to the above.(SM) (Same

concept different figures RTP Nov'21, PYP 10 Marks Nov’'18)

Answer 8
Journal Entries in the books of Weak Ltd.
X <
(i) Equity share capital (2 100) A/c Dr. 1,00,00,000
To Equity Share Capital (% 40) A/c 40,00,000
To Capital Reduction Afc 60,00,000
(Being conversion of equity share capital of X 100 each into
% 40 each as per reconstructionscheme)
(ii) | 12% Cumulative Preference Share capital(X 100} A/c  Dr. 50,00,000
To 12% Cumulative Preference ShareCapital (% 60) Afc 30,00,000
To Capital Reduction Afc 20,00,000
(Being conversion of 12% cumulative preference share capital of £ 100
each into % 60 each as per reconstruction scheme)
(iii) | 10% Debentures Afc Dr. 40,00,000
To 12% Debentures A/c 28,00,000
To Capital Reduction Afc 12,00,000
(Being 12% debentures issued to 10% debenture- holders for 70% of
their claims. The balance transferred to capital reduction account as per
recanstruction scheme)
(iv] | Trade payables Afc Dr. 20,00,000
To Equity Share Capital A/c 12,00,000
To Capital Reduction Afc 8,00,000
(Being a creditor of £ 20,00,000 agreed to surrender his claim by 4054
and was allotted 30,000 equity shares of X 40 each in full settlement
of his dues as per reconstruction scheme)
(v} Provision for Taxation Afc Dr. 1,00,000
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Capital Reduction A/c Dr. 50,000
To current assets(bank A/c) Afc 1,50,000
[Being liability for taxation settled)
(vi) | Capital Reduction A/c Dr. 99,00,000
To P& LA/ 6,00,000
To Property, plant and equipment A/c 37,50,000
To Current Assets A/c 55,00,000
To Investments Afc 50,000
(Being amount of Capital Reduction utilized in writing off P & L Afc (Dr.)
Balance, Property, plant and equipment, Current Assets, Investments
through capital reduction account)
(vii) | Capital Reduction A/c Dr 50,000 50,000
To capital Reserve Afc
(Being balance in capital reduction accounttransferred to capital
reserve account)
Balance Sheet of Weak Ltd. (and reduced) as at 31.3.20X1
Particulars Notes 3
Equity and Liabilities
Shareheolders’ funds
a Share capital 1 &2,00,000
b Reserves and Surplus 2 50,000
2 Nen-current liabilities
a Long-term borrowings 3 28,000,000
Current liabilities
a Trade Payables 30,00,000
Total 1,40,50,000
Assets
MNon-current assets
a Property, plant and equipment 4 87,50,000
b Investments 5 9,50,000
Current assets B 43,50,000
Total 1,40,50,000
Motes to accounts
z %
1. | Share Capital
Equity share capital
Issued, subscribed and paid up
1,30,000 equity shares of X 40 each 52,00,000
Preference share capital
lssued, subscribed and paid up
50,000 12% Cumulative Preference shares of T 60 each 30,00,000
Total 82,00,000
2. | Reserves and Surplus
Capital Reserve 50,000
3. | Long-term borrowings
Secured
12% Debentures 28,000,000
4. | Property, plant and Equipment
Total PPE 1,25,00,000
Adjustment under scheme of reconstruction (37,50,000) 87,50,000
5. | Investments 10,00,000
Adjustment under scheme of reconstruction (50,000) 9,50,000
6. | Current assets 45,00,000
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Adjustment under scheme of reconstruction (1,50,000) 43,50,000
Working Note:
Capital Reduction Account
X 1
To Current Asset 50,000| By Equity share capital 60,00,000
To P &L Afc 6,00,000| By 12% Cumulative preference 20,00,000
share capital

To Property, plant andequipment 37,50,000| By 10% Debentures 12,00,000
To Current assets 55,00,000| By Trade payables 8,00,000
To Investment 50,000
To Capital Reserve (bal. fig.) 50,000

1,00,00,000 1,00,00,000

Question 9

Planet Limited has decided to reconstruct the Balance Sheet since it has accumulated huge losses. The
following is the balance sheet of the company as on 31 st March, 2022 before reconstruction:

Particulars Note Ne. Amount (% In lakh)
Equity & Liabilities
Shareholders’ Funds
Share Capital 1 2,100
Reserves & 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 6 1,125
Current Investments 7 300
Inventories 8 450
Trade Receivables 9 675
Cash & Cash Equivalents 10 6
Total 2,556
Motes to Accounts:
T In lakh
(1) Share capital
Authorised:
300 lakh Equity shares of X 10 each 3,000
12 lakh, 8% preference Shares of ¥ 100 each 1,200
4,200
Issued, Subscribed and Paid up:
150 Lakh Equity Shares of X 10 each, fully paid up 1,500
6 lakh 8% Preference Shares of % 100 each, fully paid up 600
2,100
(2) Reserves and Surplus
Debit balance of Profit & Loss A/c (783)
(3) Long term borrowings
6% Debentures (Secured by freehold property) 600
Director’s Loan 450
1,050
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(4) Trade payables

Trade payables for Goods 153
(5) Other Liahilities

Interest Accrued and Due on 6% Debentures 36
(6) PPE

Freehold Property 825

Plant & machinery 300

1,125

(7) Current Investment

Investment in Equity Instruments 300
(8) Inventories

Finished Goods 450
{9) Trade Receivables

Trade receivables for Goods 675
(10) Cash and Cash equivalents

Balance with bank &

The Beoard of Directors of the company decided upen the following scheme of reconstruction with the consent
of respective shareholders:
|1) Preference Shares are to be written down to X 75 each and Equity Shares to X 2 each.
(2) Preference Shares Dividend in arrears for 3 years to be waived by 2/3rd and for balance 1/3rd, Equity

Shares of X 2 each to be allotted.
(3) Debenture holders agreed to take one Freehold Property at its book value of % 450 lakh in part payment

of their holding. Balance Debentures te remain as liability of the company.

[4) Interest accrued and due on Debentures to be paid in cash.
[S) Remaining Freehold Property to be valued at X 550 lakh.
(6) All investments sold out for X 425 lakh.

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

(8) 40% of Trade receivables and 80% of Inventeories to be written off.
(9) Company's contractual commitments amounting to X 900 lakh have been settled by paying penalty of

72 lakhs.
You are required to:

(8) Pass Journal Entries for all the transactions related to internal 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. (RTP Nov'22)

Answer 9

a) Journal Entries related to internal reconstruction In the books of Planet Ltd.

(X in lakhs)

Particulars

Debit
%

Credit

8% Preference share capital A/c (% 100 each)

Dr.

600

To 8% Preference share capital A/c (X 75 each)

450

To Capital reduction Afc
(Being the preference shares of X 100 each reduced to
%, 75 each as per the approved schemae)

150

Equity share capital Afc (% 10 each)

Dr.

1,500

To Equity share capital A/c (% 2 each)

300

To Capital reduction A/c
{Being the equity shares of X 10 each reduced to X 2 each)

1,200

fii

Capital reduction A/c

Dr.

48

To Equity share capital A/c (% 2 each)
(Being 1/3rd of arrears of preference share dividend of three years to be
satisfied by issue of 24 lakh equity shares of X 2 each)

48

14,12
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iv | 6% Debentures A/fc Cir. 450
Tao Freehold property Afc 450
(Being claim settled in part by transfer of freehold property)
v | Accrued debenture interest Afc Dr. 36
To Bank Afc 36
(Being accrued debenture interest paid)
vi | Freehold property Afc Dr. 175
To Capital reduction Afc 175
(Being appreciation (550-375) in the value of freehold property)
vii | Bank A/c Cir. 425
To Investment Afc 300
Ta Capital reduction Afc 125
 (Being investment sold on profit)
viil | Director's loan A/c Dr. 450
To Eguity share capital A/c (% 2 each) 135
To Capital reduction A/c 315
{Being director’s loan waived by 70% and balance being
discharged by issue of 67.5 lakh equity shares of X 2 each)
ix | Capital Reduction A/c Dr. 1,485
To Profit and loss Afc 783
To Trade receivables Afe (675 x 40%) 270
To Inventories-in-trade Afc (450 x 80%) 360
To Bank A/c 72
(Being various assets, penalty on cancellation of contract, profit
and loss account debit balance written off through capital reduction
account)
x | Capital Reduction A/c Dr. 432
To Capital reserve A/c 432
(Being balance transferred to capital reserve account as per the scheme)
b) Capital Reduction Account
(% in lakhs)
To Equity Share Capital 48| By 8% Pref. Share Capital 150
ToeP&LA/: 783 | By Equity Share Capital 1,200
To Trade Receivables 270| By Freehold property 175
To Inventories 360 | By Bank 125
(profit on sale of investment)
To Bank 72| By Director’s loan 315
To Capital Reserve 432
1,965 1,965
Bank Account (X in lakhs)
To Balance b/d 6 | By Accrued debenture interest 36
To Investments 300 | By Capital Reduction Account 72
(Penalty on cancellation of contract)
To Capital reduction 125 | By Balance ¢/d 323
| 431 431

¢) MNote to Accounts on Share Capital and PPE after implementation of internal recenstruction

Share Capital (% in lakhs
Authorised:
300 lakh shares of ® 2 each 600
12 lakh, 8% Preference shares of X 75 each 900
1,500

|ssued, subscribed and paid up:
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241.5 lakh Equity shares of X 2 each 483
(out of which 91.5 lakh shares have been issued for consideration other than cash)
6 lakh, 8% Preference shares of X75 each fully paid up 450
Total 933 |
FPE
Freehold property 825
Less: Utilised to pay Debenture holders (450)
Add: Appreciation 175 550
Plant and machinery 300
Total 850
Working Note:
Calculation of number of equity shares issued
To equity shareholders 150 Lakh
To Preference shareholders (in lieu of arrear of preference dividend) 24 Lakh
To Directors 67.5 Lakh
241.5 Lakh

The following information of Vivtsu Ltd. as at March 31, 2024:

%inlacs
Fully paid equity shares of T 10 each S00
Capital Reserve 6
12% Debentures 400
Debenture Interest Outstanding 48
Trade payables 165
Directors’ Remuneration Outstanding 10
Other Outstanding Expenses 11
Provisions 33
Assets
Goodwill 15
Land and Building 184
Plant and Machinery 286
Furniture and Fixtures 41
Inventory 142
Trade receivables 80
Cash at Bank 27
Discount on Issue of Debentures 8
Profits and Loss Account 390

The following scheme of internal reconstruction was framed, approved by the Tribunal all the concerned
parties and implemented:

{i) All the equity shares be converted into the same number of fully- paid equity shares of X 2.50 each.

(i) Directors agree to forego their outstanding remuneration.

(iii) The debenture holders also agree to forego outstanding interest in return of their 12% debentures
being converted into 13% debentures.

liv) The existing shareholders agree to subscribe for cash, fully paid equity shares of £ 2.50 each for X 125
lacs.

(v} Trade payables are given the option of either to accept fully-paid equity shares of ¥ 2.50 each for the
amount due to them or to accept 80% of the amount due in cash. Trade payables for % 65 lacs accept
equity shares whereas those for ¥ 100 lacs accept X 80 lacs in cash in full settlement.

(vi} The Assets are revalued as under:
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T in lacs
Land and building 230
Plant and Machinery 220
Inventory 120
Trade receivables 76

Pass Journal Entries for all the above mentioned transactions immediately after the reconstruction.
(MTP Dec’24 10 Marks)

Answer 10
Journal Entries

Rin lacs
Dr. CF

Equity Share Capital (X 10 each) Afc Dir. 500

To Equity Share Capital (% 2.50 each) Afc 125

To Reconstruction Afc 375

(Conversion of all the equity shares into the same number of
fully paid equity shares of
® 2.50 each as per scheme of reconstruction)

Director's Remuneration Qutstanding Afc Dr. 10
To Reconstruction Afc 10

(Outstanding remuneration foregone by the directors as per
scheme of reconstruction)

12% Debentures Afc Dr. | 400
Debenture Interest Outstanding Afc Dir. 48
To 13% Debentures Afc 400
To Reconstruction Afc 48

(Conversion of 12% debentures intoe 13% debentures, Debenture
holders forgoing outstanding debenture interest)

Bank Afc Dr. | 125
To Equity Share Application Afc 125

(Application meney received for fully paid equity shares of £ 2.5 each
from existing shareholders)

Equity Share Application Afc Dr. | 125
To Equity Share Capital (% 2.50 each) Alc 125
(Application maoney transferred to  share capital)
Trade payables Afc Dr. | 165
To Equity Share Capital (% 2.50 each) Afc 65
To Bank Afe 80
To Reconstruction Afc 20

(Trade payables for % 65 lakhs accepting shares for full amount and
those for £ 100 lakhs accepting cash equal to 80% of claim in full
settlement)

Capital Reserve A/c Dr.| 6
To Reconstruction Afc &

|Being the loss on reconstruction (balance in the Reconstruction A/c)
transferred to Capital Reserve)

Land and Building A/c Dr. | 46
To Reconstruction Afc 46
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(Appreciation made in the value of land and building as per
scheme of reconstruction)

Dr. 505

Reconstruction A/c

To Goodwill Afc 15
To Plant and Machinery A/c 66
To Inventary Afc 22
To Trade receivables A/c 4
To Discount on issue of Debentures Afc 8
To Profit and Loss Afc 390

(Writing off losses and reduction in the values of assets as per
scheme of reconstruction— W.N. 1)

Mote: In a scheme of Reconstruction, Goodwill, Losses ete should be written off against the Reconstruction

Account whether or not it is mentioned in the question.

Following information from Balance Sheet of Ruby Limited as on 31st March, 2023.

Amount X

Authorised and Issued equity share capital:

60,000 shares of X 100 each fully paid 60,00,000
40,000 7% cumulative preference shares of %X 100 each fully paid 40,00,000
General Reserve 12,00,000
Loan from Director 8,80,000
Trade Payables 49,20,000
Outstanding expenses 6,40,000
Bank loan 6,00,000
Patent 8,00,000
Plant & machinery 60,00,000
Building 11,00,000
Trade receivables 47,00,000
Inventory 32,60,000
Cash 2,40,000
Bank Balance 4,60,000
Profit and Loss account 16,80,000

Note: The arrears of preference dividend amount te X 5,60,000,

The company had suffered losses since last 3 years due to bad market conditions and hope for a better position

in the future.

The following scheme of reconstruction has been agreed upon and duly approved by all concerned:

(1} Equity shares to be converted into 6,00,000 shares of X 10 each.

(2) Equity shareholders to surrender to the company 80 percent of their holdings.

(3) Preference shareholders agree to forgo their right on arrears of dividends in consideration of which 7%
preference shares are to be converted into 8% preference shares.

(4) Trade payables agree to reduce their claim by one fourth in consideration of their getting shares of ¥
10,00,000 out of the surrendered equity shares.

(5] Directors agree to forego the amounts due on account of loan.

(6) Surrendered shares not otherwise utilized to be cancelled,

(7) Assets to be reduced as under:

Patent to Mil
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Plant & Machinery by

8,00,000

Inventory by

6,80,000

(8] Trade receivables to the extent of X 34,00,000 are considered pood.

(9) Revalued figures for building is accepted at % 14,00,000.
{10} Bank loan is paid.

[11] Any surplus after meeting the losses should be utilized in writing down the value of the plant further.

(12) Expenses of reconstruction amounted to % 1,20,000.

(13) Further 80,000 equity shares were issued to the existing members for increasing the working capital. The

issue was fully subscribed and paid up.

You are required to pass the lournal Entries for giving effect to the above arrangement and also to draw up

the resultant Balance Sheet of the Company. (RTP Nov'23)
Answer 11

Books of Ruby Ltd.
Journal Entries

[ -

Particulars

Debit (X )

Credit (%)

Equity Share Capital (% 100 each) a/c

Dr

60,00,000

To Equity share capital (% 10 each) A/c
(Sub division of equity share into X 10 each)

60,000,000

Equity Share Capital (% 10) A/c

Cir.

48,00,000

To Share surrendered AJc
(Surrender of 80% of share holding by equity share holders)

48,00,000

7% Cumulative preference share capital Afc

D,

40,00,000

To 8% cumulative preference share capital A/c
(Conversion of 7% Cumulative Preference share capital into 8%
Cumulative Preference share capital. They also forgo their right to
arrears of dividends)

40,00,000

Shares Surrendered Afc

Dir.

10,00,000

To Equity share capital A/c
(Surrendered share issued against trade payables under
reconstruction sch Eme'_l

10,00,000

Bank loan A/c

Dr.

6,00,000

Expenses of reconstruction Afc

Dr.

1,20,000

To Bank A/c
(Bank loan and reconstruction expenses paid)

7,20,000

Share surrendered A/c

Dr.

38,00,000

To Capital Reduction Afc
(Cancellation of unissued surrendered shares) (48,00,000-
10,00,000)

38,00,000

Loan from Director Ajfc

D,

8,80,000

Trade Payables A/c

Dr,

12,30,000

Building A/e

Dr.

3,00,000

To Capital reduction A/c
(Amount sacrificed by directors and trade payables and appreciation
in value of building)

24,10,000

Capital reduction A/c

Dr.

62,10,000

To Patent Afc

8,00,000

To Trade receivables Afc

13,00,000

To Inventory Afc

6,80,000

To Profit and Loss Afc

16,80,000

To Expenses on Reconstruction Afc

1,20,000

To Plant Afc (bal. fig) (8,00,000+8,30,000)
(Various assets and expenses written off)

16,30,000

Bank A/c

Dr.

&,00,000
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To Share application money A/c 8,00,000
(Application money received on full and final payment)
Share application money A/c Dr. | 8,00,000

To Share capital A/c £,00,000
(Being 80,000 equity shares of £ 10 each issued and fully paid up]

MNote: Cancellation of preference dividend need not be journalized. On cancellation, it ceases to be contingent

liability and hence no further disclosure required.

Balance Sheet of Ruby Ltd. {(and Reduced) as at 31st March, 2023

Particulars Note Amount (T )
. EQUITY AND LIABILITIES
1. Shareholders’ funds
a.Share capital 1 70,00 000
b. General reserve 12,00 000
2. Current liabilities ]
a. Trade payables (49,20,000-12,30,000) 36,90,000
b.Other current liabilities (outstanding expenses) 6,40,000
Total 125,30,000
Il. | ASSETS i
1. Non-current assets
i. Property, Plant and Equipments 2 57,70,000
ii. Intangible assets 3 -
2. Current assets
a. Inventories (32,60,000- 6,80,000) 25,80,000
b.Trade receivables (47,00,000 - 13,00,000) 34,00,000 |
¢. Cash and cash equivalents 4 7,80,000
Total 125,30,000 |
Notes to the financial statements
(1) Share capital
Particulars Amount ()
a. | Authorized
*  6,00,000 equity shares of % 10 each 60,00,000
s 40,000 8% cumulative preference shares of % 100 each 40,00,000
b. | Issued, subscribed and fully paid up
*  3,00,000 equity shares of X 10 each (of the above, 1,00,000 shares
were issued as fully paid up for consideration other than cash under 30,00,000
the scheme of reconstruction)
¢ 40,000 8% cumulative preference shares of 100 each 40,00,000
Total 70,00,000
(2) Preperty, Plant and Equipments
Particulars %
Plant (60,00,000-16,30,000) 43,70,000
Building (11,00,000 + 3,00,000) 14,00,000
Total 57,70,000
(3) Intangible assets
Particulars %
Patent (8,00,000-8,00,000) -
(4) Cash and cash equivalents
Particulars X
a. | Balance with bank (4,60,000-6,00,000-1,20,000+8,00,000) 5,40,000
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b. | Cash on hand 2,40,000
Total 7.,80,000

Recover Ltd decided to reorganize its capital structure owing to accumulated losses and adverse market
condition. The Balance Sheet of the company as on 31st March 2020 is as follows-

Particulars Notes Rs.
Equity and Liabilities
1 Shareholders’ funds
A Share capital | 3,50,000
B Reserves and surplus pJ (70,000}
2 Non-current liabilities
A Long-term borrowings 3 55,000
3 Current liabilities
A Trade Payables 80,000
B Short term Borrowings — Bank overdraft 90,000
5,05,000
Assets
1 Mon-current assets
A Property, Plant Equipment 4 3,35,000
B Intangible assets 5 50,000
C Mon-current investments B 40,000
2 Current assets
A Inventories 30,000
B Trade receivables 50,000
5,05,000
Notes to accounts:
1 | Share Capital Rs.
Equity share capital:
20,000 Equity Shares of Rs. 10 each 2,00,000
Preference share capital:
15,000 8% Cumulative Preference Shares of Rs. 10 each (preference dividend has 1,50,000
been in arrears for 4 years)
3,50,000
2 | Reserves and surplus
Securities premium 10,000
Profit and loss account (debit balance) (80,000)
(70,000)
3 | Long-term borrowings
Secured
9% Debentures (secured on the freehold property 50,000
Accrued interest on 9% debentures 5,000
55,000
4 |Property, Plant and Equipment
Freehold property 1,20,000
Leasehold property 85,000
Plant and machinery 1,30,000
3,35,000
5 | Intangible assets
Goodwill 50,000
50,000
b Mon-current investments
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Non-Trade investments at cost 40,000

40,000

|

Subsequent to approval by court of a scheme for the reduction of capital, the following steps were taken:

v.

vi.
vii.
wiii.
ix.

The preference shares were reduced to Rs. 2.5 per share, and the equity shares to Rs. 1 per share.
One new equity share of Rs, 1 was issued for the arrears of preferred dividend for past 4 years.

The balance on Securities Premium Account was utilized and was transferred to capital reduction
account.

The debenture holders tock over the freehold property at an agreed figure of Rs. 75,000 and paid the
balance to the company after deducting the amount due to them.

Plant and Machinery was written down to Rs. 1,00,000.

Non-trade Investments were sold for Rs. 32,000.

Goodwill and obsolete stock (included in the value of inventories) of Rs. 10,000 were written off.

A contingent liability of which no provision had been made was settled at Rs. 7,000 and of this amount,
Rs. 6,300 was recovered from the insurance.

You are required (a) to show the Journal Entries, necessary to record the above transactions in the company’s
books and (b) to prepare the Balance Sheet, after completion of the scheme. (RTP May'21) (New SM)
Answer 12

In the books of Recover Ltd Journal entries

Particulars Dr. Cr.

Rs. Rs.

8% Cumulative Preference share capital (Rs. 10} A/c Dr. 1,50,000

To 8% Cumulative Preference share capital (Rs.2.5) Afc 37,500

To Capital reduction (Rs. 7.5) A/c 1,12,500

(Preference shares being reduced to shares of Rs. 2.5 per share and
remaining transferred to capital reduction account as per capital
reduction scheme]

Equity share capital A/c (Rs.10) Dr. 2,00,000

To Equity Share capital Afc (Rs. 1) 20,000

To Capital reduction Afc (Rs, 9) 1,80,000

(Equity shares reduced to Rs. 1 per share with the remaining amount
transferred to capital reduction ac as a part of the internal
reconstruction scheme.)

Capital reduction A/c Dr. 48,000

To Equity share capital Afc 48,000

(Eqquity shares of Rs. 1 issued in lieu of the arrears of preference
dividend for 4 years as a part of the internal reconstruction scheme)

Securities Premium A/c Dr. 10,000

To Capital reduction Afc 10,000

(Amount from the securities premium utilized towards the capital
reduction a/c as a part of the internal reconstruction scheme)

9%

Debentures Afc Dr. 50,000

Accrued interest on debentures A/c Dr 5,000

Bank A/c Dr. 20,000

Capital reduction A/c Dr. 45,000

Ta Freehold property Afc 1,20,000

(Debenture holders being paid by the sale of property, which is sold
at a loss debited to the capital reduction account. Amount received in
excess being refunded to company by debenture holders as a part of
the internal reconstruction scheme.)

Capital reduction Afc Dr. 90,000

To Plant and Machinery Ac 30,000

14.20 Chapter 14 Accounting for Reconstruction of Companies




To Goodwill Afc 50,000
To Inventory Afc 10,000
(The assets written off as a part of the internal reconstruction scheme)
Bank Afc Dr. 32.000
Capital reduction Afc Dr. 8,000
To Investments A/fc 40,000
(Investments sold at a loss debited to capital reduction account as a
part of the internal reconstruction scheme])
Contingent Liability A/c Dr. 7,000
To Bank A/e 7,000
(Contingent liability paid as a part of the internal reconstruction
scheme)
Bank Afe Dr. 6,300
Capital reduction A/c Dr. 700
Te Contingent Liability Afc 7,000
(The insurance company remitting part of the contingency payment
amount)
Capital reduction A/c Dir. 80.000
To Profit and loss Afc 80,000
(Accumulated losses written off to capital reduction account as a part
of the internal reconstruction scheme),
Capital reduction A/c e — Dr. 30,800
To Capital reserve Afc 30,800
(The balance in capital reduction account transferred to capital reserve
as a part of the internal recenstruction scheme)
Balance sheet of Recover Ltd. as at 31st March 2020 (and reduced)
Particulars Notes Rs
Equity and Liabilities
1 Shareholders’ funds
A | Share capital 1,05,500
B | Reserves and surplus 30,800
2 Non-current liabilities
A Leng-term borrowings -
3 Current liabilities
A | Trade Payables 80,000
B Bank Overdraft 90,000
Total 3,06,300
Assets
1 Non-current assets
A | Property, Plant and Equipment 3 1,485,000
2 Current assets
A Inventories 20,000
B | Trade receivables 50,000
C | Cash and cash equivalents 4 51,300
' Total 3,06,300
Notes to accounts:
1 | Share Capital Rs.

Equity share capital
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68,000 Equity Shares of Rs. 1 each 68,000

Preference share capital

15,000 8% Cumulative Preference Shares of Rs. 2.5 each 37,500
2 | Reserves and surplus 1,05,500

Capital reserve 30,800
3 | Property, Plant and Equipment

Leasehold property 85,000

Plant and machinery 1,00,000

1,85,000

4 | Cash and cash equivalents 51,300

Bank A/c (20,000+32,000-7000+6,300)

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

Particulars Notes Amount inX

I. Equity and Liabilities

(1) Shareholders’ Funds

(a) Share Capital 1 15,00,000

(b) Reserves & Surplus 2 (3,00,000)

(2) Current Liabilities

(a) Trade Payables 2,20,000

(b) Short Term Borrowings = Bank Overdraft 2,00,000
Total 16,20,000

Il. Assets

(1) Non-Current Assets

(a) Property, Plant and Equipment 3 10,20,000
(b) Intangible Assets 4 1,20,600
(2) Current Assets
(a) Inventories 1,70,000
(b) Trade Receivables 3,01,800
(e} Cash and cash equivalents 7,600
Total 16,20,000
Notes to Accounts
1 .t

(1)Share Capital

90,000 Equity Shares of X 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

Goodwill 84,600

Patents 36,000 1,20,600

Dividends on preference shares are in arrears for 3 years.

On the above date, the company adopted the following scheme of reconstruction:

(i The preference shares are converted from 6% to 8% but revalued in a manner in which the total return
on them remains unaffected.

(il The value of equity shares is brought down to X 8 per share.

(i) The arrears of dividend on preference shares are cancelled.

(iv) The debit balance of Goodwill account is written off entirely.

(v] Land and Building and Plant and Machinery are revalued at 85% and 80% of their respective book
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values.

(vij Book debts amounting to X 14,400 are to be treated as bad and hence to be written off.
(viii The company expects to earn a profit at the rate of X 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 capital reduction process.
(viii) The balance of total capital reduction is to be utilized in writing down Patents.
lix} A secured loan of X 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 reconstructed Balance Sheet. (PYP 20 Marks Nov'22)

Answer 13
Particulars Debit Credit
(%) (%)
1. 6% Preference share capital A/e Dr. | 6,00,000
To 8% Prefgrencg_iﬁr_g capital Afe 4,50,000
To Capital reduction Afc 1,50,000
(Being 6% preference shares converted to 8% preference shares so that
return to pref. shareholders remains unaffected)
2. | Equity share capital A/c (% 10) Dr. | 9,00,000
To Equity share capital A/c (% 8) 7.,20,000
To Capital reduction Afc 1,80,000
(Being equity capital reduced to nominal value of
% 8 each)
B Capital Reduction Afc Dr. | 3,30,000
To Goodwill Afe 84,600
To Land and Building Afc 81,000
To Plant and Machinery A/c 96,000
To Trade Receivables Afc (Book debts) 14,400
To Patents Afc (Bal. fig.) 24,000
To Profit and loss Afe 30,000
[Being losses and assets written off to the extent required)
4, Bank A/c Cir. 4,80,000
To Bank Loan A/fc 4,880,000
(Being Loan taken)
5. Bank overdraft A/c Dr. 2,00,000
To Bank Afc 2,00,000
(Being Bank overdraft repaid)
Capital Reduction Account
Particulars . Particulars %
To Goodwill A/e 84,600 | By Equity Share Capital A/c 1,80,000
To Land & Building A/c 81,000 | By 6% Preference Share Capital A/c 1,50,000
To Plant and Machinery, Afc 96,000
To Trade receivables 14,400
(Book Debts) Afc
To Profit & Loss Afe 30,000
To Patents Afc (Bal. fig.) 24,000
3,30,000 3,30,000
Balance Sheet of Purple Ltd. {and reduced) as at 31.3.2022
Particulars Notes %
Equity and Liabilities
1 Shareholders’ funds
a Share capital 1 11,70,000
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b Reserves and surplus 2 (2,70,000)
2 Current liabilities
a Short term bnrrnw]nithcured Bank Loan) 4,80,000
b Trade Payables 2,20,000
Total 16,00,000
Assets
1 Non-current assets
a Property, plant and equipment 3 8,43,000
b Intangible assets 4 12,000
2 Current Assets
a Inventory 1,70,000
b Trade receivables 5 2,87,400
¢ [Cash and cash equivalents (7,600+4,80,000-2,00,000) 2,87,600
| Total 16,00,000
Motes to Accounts:
E:
: Share Capital
Authorized
Issued, subseribed and paid up:
90,000 equity shares of X 8 each fully paid 7,20,000
8% Preference share capital® 4,50,000 11,70,000
2. Reserves and Surplus
Profit and Loss Account (Dr. balance) (2,70,000)
3. Property plant and equipment
Land and Building 4,59,000
Plant and Machinery 3,884,000 8,43,000
4, Intangible assets
Patent % (36,000 - 24,000) 12,000
5. Trade Receivables
Sundry Debtors 3,01,800
Less: Bad debts (14,400) 2.87,400

Note: *Face value of preference share is not given in the question (pre and post reconstruction) and hence any

suitable value of preference share may be assumed,
Working Notes:

1. Calculation of new Preference Shares
Rate of return : 6% on Preference Shares
Dividend ; {6/100) x X 6,00,000 = % 36,000
Rate of return : 8% on Preference Shares
Dividend :  (8/100) x X =% 36,000

X = (36,000/8) x 100 = % 4,50,000

Mew Preference Share Capital = % 4,50,000
Old Preference Share Capital =% 6,00,000

[6,00,000 - 4,50,000) =% 1,50,000 Amount taken to Capital Reduction A/c.
2, Since the company expects to earn a profit of £ 90,000 p.a. consecutively for three years and it shall
be used to write-off debit balance of P & L account, hence % 2,70,000 being loss shall be shown in the
Balance Sheet under Reserve & Surplus head and % 30,000 shall be written-off from Capital Reduction

Alc.
3. Calculation of Amount written off on Land & Building and Plant & Machinery
Land & Building = (85/100) x 5,40,000 | =% 4,59,000
Plant & Machinery = (80/100) x 4,80,000 =% 3,84,000
Reduced by:
Land & Bu]lding = (5,40,000 - 4,59,000) =X 51,000
Plant & Machinery = (4,80,000 - 3,84,000) = % 96,000
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EXAM INSIGHTS: Some of the examinees erred in passing the journal entries as per the terms of
rreconstruction given In the question and alse failed to prepare the Capital reduction account . Consequently,
they falled to draw up the resultant balance sheet of the Company immediately after the reconstructed.

Following is the Balance Sheet of Wiwitsu Ltd. as at 31st March, 2023:

The following scheme of reconstruction was finalized:

Chapter 14 Accounting for Reconstruction of Companies

Particulars Notes %
Equity and Liabilities
Shareholders’ funds
A Share capital 1 26,00,000
B Reserves and Surplus 2 (4,05,000)
Non-current liabilities
A Long-term borrowings 3 12,00,000
Current liabilities
A Trade Payables 5,92,000
B Short term borrowings - Bank overdraft 1,50,000
Total 41,37,000
Assets
Non-current assets
A Property, plant and equipment 4 11,50,000
B Intangible assets S 70,000
C MNon-current investment 6 68,000
ICurrent assets
A Inventory 14,00,000
B Trade recelvables 14,39,000
o Cash and cash equivalents 10,000
Total 41,37,000
Motes to accounts
2
Share Capital
Equity share capital:
2,00,000 Equity Shares of X 10 each 20,00,000
6,000, 8% Preference shares of X 100 each 6,00,000
26,00,000
Reserves and Surplus
Debit balance of Profit and loss A/c (4,05,000)
(4,05,000)
Long-term borrowings
9% debentures 12,00,000
12,00,000
Property, Plant and Equipment
Plant and machinery 9,00,000
Furniture and fixtures 2,50,000
11,50,000
Intangible assets
Patents and copyrights 70,000
70,000
Non-current investments
Investments (market value of X 55,000) 68,000
68,000

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

* Debenture holders having charge on plant and machinery would accept plant and machinery in full
settlement of their dues.

* |nventory equal to X 5,00,000 in book value will be taken over by trade payables in full settlement of
their dues.

*  Investment value to be reduced to market price.

*  The company would issue 11% Debentures for X 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 extract for Equity & Liabilities of the company after internal reconstruction. (Chapter - Accounting for

Reconstruction of Companies) (MTP 10 Marks Mar'24, New SM)

Answer 14
In the Books of Wiwitsu Ltd. Journal Entries

Particulars G <

8% Preference share capital Afc Dr. 6,00,000

To 11% Debentures A/c 4,20,000
To Capital reduction A/c 1,880,000

[Being 30% reduction in liability of preference share capital

and issue of 11% debentures]

9% Debentures Afc Dr.| 12,00,000

To Plant & machinery A/c 9,00,000

Ta Capital reduction Afe 3,00,000

[Settlement of debenture holders by allotment of plant &

machinery]

Trade payables A/c Dr. 5,92,000

To Inventory Afc 5,00,000
To Capital reduction Afc 92,000

[Being settlement of creditors by giving Inventories]

Bank Afc Dir. 3,00,000

To 11% Debentures Afc 3,00,000

[Being fresh issue of debentures]

Bank overdraft A/c Dr. 1,50,000

To Bank A/c 1,50,000

|Being settlement of bank overdraft]

Capital reduction A/c Dr. 5,72,000

To Investment Afc 13,000
To Profit and loss Afc 4,05,000

To Capital reserve Afc 1,54,000
[Being decrease in investment and profit and loss account (Dr. bal.); and
balance of capital reduction account transferred to capital reserve]

Capital Reduction Account

B X

To Investments Afc 13,000 | By Preference share capital A/c 1,80,000

To Profit and loss Afc 4,05,000 | By 9% Debenture holder’s A/c 3,00,000

To Capital reserve Afc 1,54,000 | By Trade payables A/c 92,000
5,72,000 2,72,000 |

Balance Sheet Extract of Wiwitsu Ltd. (And Reduced) As at 31st March 2023

Particulars Note No X

il Equity and Liabilities
(1) Shareholder's Funds
|a) Share Capital 1 20,00,000
(b} Reserves and Surplus 2 1,54,000

14.26 Chapter 14 Accounting for Reconstruction of Companies



dfp

|2) Nen-Current Liabilities 3 7,20,000
Long-term borrowings

Total 28,74,000
Motes to Accounts
%
1 Share Capital
2,00,000 Equity shares of % 10 each fully paid-up 20,00,000
2. Reserve and Surplus
Capital Reserve 1,54,000
3. Long Term Borrowings
11% Debentures (% 4,20,000 + % 3,00,000) 7,20,000

Following is the summarized Balance 5heets of Wivitsu Limited as on 31 st March, 2024:

Particulars (%)
EQUITY AND LIABILITIES:
Share Capital
Equity shares of % 100 each 60,00,000
8% Preference shares of X 100 each 21,00,000
10% Debentures of X 100 each 18,00,000
Trade Payables 16,80,000
Total 1,15,80,000
ASSETS:
Goodwill 81,000
Property, Plant and Equipment 72,00,000
Trade Receivables 13,75,000
Inventories 2,80,000
Cash at Bank 1,33,000
Own Debentures (Nominal value of % 6 lakhs) 5,76,000
Profit and Loss Afe 12,35,000
Total 1,15,80,000

On 1stApril, 2024, court approved the following reconstruction scheme for Wivitsu Limited:

(i) Each equity share shall be sub-divided into 10 equity shares of X 10 each fully paid up. After sub-division,
equity share capital will be reduced by 40%.

(ii) Preference share dividends are in arrear for last 4 years. Preference shareholders agreed to waive 75%
of their dividend claim and accept payment for the balance.

(iii) Own debentures of X 2,40,000 (nominal value) were sold at 98 cum interest and remaining own
debentures were cancelled.

(iv) Debenture holders of ¥ 6,00,000 agreed to accept one machinery of bock value of % 9,00,000 in full
settlement.

(v} Remaining Property, Plant and Equipment were valued at X 60,00,000,

(vi) Trade Payables, Trade Receivables and Inventories were wvalued at< 15,00,000,<X 13,00,000
and % 9,44,000 respectively. Goodwill and Profit and Loss Account (Debit balance) are to be written off.

{vii) Company paid % 60,000 as penalty to aveid capital commitments of T 12 lakhs.

(viii) Interest on 10% Debentures is paid every year on 31" March.
You are required to:
(1) Pass necessary journal entries in the books of Wivitsu Limited to implement the above

schemaes.
(2) Prepare Capital Reduction Account.
(3) Prepare Bank Account (PYP 14 Marks May’'24)
Answer 15
Journal entries In the Bocks of Wivitsu Limited. as on 1st April 2024
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Particulars

Dr.

Cr.

01.04.2024

Amount (X}

Amount ()

1

Equity share capital A/c (%100)

Dr,

60,00,000

To Equity share capital Afc (10)

60,00,000

(Being sub-division of one share of
%100 each into 10 shares of $10 each)

Equity share capital A/c (%10)

D,

24,00,000

] To Capital reduction Afc

24,00,000

(Being reduction of Equity capital by 40%)

Capital reduction Afc

D,

1,68,000

To Bank A/c

1,68,000

{Being payment in cash of 25% of arrear of preference dividend)
[21,00,000x8%] x 4 years

Bank Afc

I-Dr'.

2 35,200

To Own debentures Afc (5,76,000/6,00,000) x 2,40,000

2,30,400

! Ta Capital reduction A/c

4,800

(Being profit on sale of own debentures of
% 2,40,000 transferred to capital reductionA/c)

10% Debentures Afc
(6,00,000 -2,40,000)

Dr.

3,060,000

To Own debentures A/c

3,45,600

To Capital reduction A/c

14,400

{Being profit on cancellation of own debentures transferred to capital
reduction A/c)

10% Debentures Afc

Dir.

6,00,000

Capital reduction Afc

Dir,

3,00,000

Te Machinery or PPE Afe

9,00,000

(Being machinery taken up by debenture holders for
% 6,00,000)

Capital reduction A/c (balancing figure)

Dr.

3,00,000

To PPE Afc
(72,00,000 - 9,00,000 - 60,00,000)

3,00,000

(Being PPE revalued)

Tr‘air;l payables Afe (16,80,000 -15,00,000)

Dr.

1,80,000

To Trade receivables Afc (13,75,000-13,00,000)

75,000

To Inventory A/c (9,80,000-9,44,000)

36,000

To Capital Reduction Afc

69,000

(Being assets and liabilities revalued)

Capital reduction Afc

Cir,

13,16,000

To Goodwill Afc

81,000

To Profit and Loss Afc

12,35,000

{Being the above assets written off)

10.

Capital reduction Afc

Dir.

60,000

Te Bank Afe

60,000

(Being penalty paid for avoidance of capital commitments)

11.

Capital reduction A/c

Dr.

3,44,200

To Capital reserve Afc

3,44,200

(Being the credit balance in Capital Reduction Afc transferred to
Capital Reserve)

Capital Reduction Account

(%)

(%)

To Bank

1,68,000

By Equity Share Capital

24.00,000
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To Property, Plant &Equipment 3,00,000| By Trade Payable 1,80,000
To Property, Plant &Equipment 3,00,000 | By Bank A/c [Profit onSale) 4,800
To Trade Receivables 75,000| By 10% debentures A/c (Profit on 14,400
To Inventory 36,000| cancellation)
To Goodwill 81,000
To Profit and Loss A/fc 12,35,000
To Cash/Bank A/c 60,000
To Capital Reserve 3,44,200
25,99,200 25,959,200
3. Bank Account
2 2
To balance b/d 1,33,000 | By Capital Reduction 1,68,000
To Own Debenture 2,35,200 By Capital Reduction A/c 60,000
{2,30,400 +4,800)
By balance ¢/d 1,40,200
3,68,200 3,68,200

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

Particulars Note No. Amount (X in lakh)
Equity & Liabilities
Shareholders' Funds
Shares’ Capital 1 1,400
Reserves & Surplus 2 (522)
Mon-Current Liabilities
Long term Borrowings 3 700
Current Liabilities
Trade Payables 4 102
Other Liabilities 5 24
Total 1704
Assets
MNon-Current Assets
Fined Assets
Tangible Assets & 750
Current Assets
Current Investments 7 200
Inventories 8 300
Trade Receivables 9 450
Cash & Cash Equivalents 10 4
Total 1704
Motes to Accounts:
T in Lakhs
(1) Share Capital
Authorised :
200 lakh shares of X 10 each 2,000
8 lakh, 8% Preference Shares of X 100 each 800
2,800
Issued, Subscribed and paid up:
100 lakh Equity Shares of X 10 each, full paid up 1,000
4 lakh 8% Preference Shares of X 100 each, fully paid up 400
Total 1400
(2) Reserves and Surplus
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Debit balance of Profit & Loss A/fc (522)
(2) Long Term Borrowings
6% Debentures (Secured by Freehold Property) 400
Directors’ Loan 300
700
(4) Trade Payables
Trade payables for Goods 102
(5) Other Current Liabilities
Interest Accrued and Due on 6% Debentures 24
(6) Tangible Assets
Freehold Property 550
Plant & Machinery 200
750

(7) Current Investment

Investment in Equity Instruments 200

(8) Inventories

Finished Goods 300

[9) Trade Receivables

Trade receivables for Goods 450

(10) Cash and Cash Equivalents

Balance with Bank 4

The Board of Directors of the company decided upon the following scheme of reconstruction with the
consent of respective sharehelders:

(1)
(2)

(3)

(4)
(5)
(6)
(7)
(8)
(9)

Preference Shares are to be written down to Rs. 80 each and Equity Shares to Rs. 2 each.

Preference Shares Dividend in arrears for 3 years to be waived by 2/3rd and for balance 1/3rd,
Equity Shares of Rs. 2 each to be allotted.

Debenture holders agreed to take one Freehold Property at its book value of Rs. 300 lakh in part
payment of their holding. Balance Debentures to remain as liability of the company.

Interest accrued and due on Debentures to be paid in cash.

Remaining Freehold Property to be valued at Rs. 400 lakh.

All investments sold out for Rs. 250 lakh.

70% of Directors’ loan to be waived and for the balance, Equity Shares of Rs. 2 each to be allowed.
40% of Trade receivables and 80% of Inventories to be written off.

Company's contractual commitments amounting to Rs. 600 lakh have been settled by paying 5%

penalty of contract value,

You are required to :

(a) Pass Journal Entries for all the transactions related to internal reconstruction;
(b) Prepare Reconstruction Account; and
(e) Prepare notes on Share Capital and Tangible Assets to Balance Sheet, immediately after the

implementation of scheme of internal reconstruction.

{MTP 15 Marks Mar’18, MTP 16 Marks Apr’21, RTP May’19)

Answer 16
Journal Entries in the books of Lion Ltd.
Particulars Debit Credit
(Rs. in lakhs) | (Rs. in lakhs)
(i) 8% Preference share capital A/c (Rs. 100 each) Dr. 400
To 8% Preference share capital Afc (Rs. 80 each) 320
To Capital Reduction Afc 80

(Being the preference shares of Rs. 100 each reduced to

Rs. 80 each as per the approved scheme)

(i) Equity share capital Afc [Rs. 10 each) Dr. 1,000
To Equity share capital Afc (Rs. 2 each) 200
To Capital Reduction Afe 800
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(Being the equity shares of Rs, 10 each reduced to Rs. 2 each)
(iii) Capital Reduction Afc Dr. 32
To Equity share capital Afe (Rs. 2 each) 32
(Being 1/3rd arrears of preference share dividend of 3 years to be
satisfied by issue of 16 lakhs equity shares of Rs. 2 each)
{iv) 6% Debentures A/fc Dr, 300
To Freehold property Afc 300
(Being claim of Debenture holders settled in part
by transfer of freehold property)

{v) Accrued debenture interest Ajc Dir. 24
To Bank A/c 24
(Being accrued debenture interest paid)
{vi) Freehold property Afc Dr. 150
Te Capital Reduction A/c 150
(Being appreciation in the value of freehold property)
{vii) Bank A/c Dr. 250
To Investments Afc 200
To Capital Reduction A/c 50
(Being investment sold at profit)
[viii) Director's loan Afc Dr. 300
To Equity share capital A/c (Rs. 2 each) a0
To Capital Reduction Afc 210

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

(ix) Capital Reduction Afc Dr, 972
To Profit and loss Afc 522
To Trade receivables Afc (450 x 40%) 180
To Inventories-in-trade Afc (300x 80%) 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 of

through Capital Reduction Account)

(x) Capital Reduction AJc 286

To Capital reserve Afc 286

(Being balance transferred to capital reserve account as per the scheme)
Capital Reduction Account

Dr. (Rs. in lakhs) Cr. (Rs. 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 Afc 522 By Bank 50 |
To Bank A/c 30
To Capital Reserve 286 By Director’s Loan 210
1,290 1,290
MNotes to Balance Sheet
(Rs. in lakhs) | (Rs. in lakhs)
1. Share Capital
Authorized:
200 lakhs Equity shares of Rs. 2 each AD0
8 lakhs 8% Preference shares of Rs. 80 each 640
1,040
lssued;
161 lakhs equity shares of Rs. 2 each 322
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4 lakhs Preference Shares of Rs. 80 each 320
642
2. Tangible Assets
Freehold Property 550
Less: Utilized to pay Debenture holders (300]
250
Add: Appreciation 150 400
Plant and Machinery 200
00
|
The Balance Sheet of Radhika Ltd. as at 31-3-2024 is as follows:
Particulars Notes g
Equity and Liabilities
1 Shareholders’ funds
a | Share capital 1 13,280,000
b | Reserves and Surplus 2 (6,42,000)
2 Non-current liabilities
a | Long-term borrowings 3 4,50,000
3 Current liabilities
a | Trade Payables 3,60,000
b | Short term borrowings - Bank Overdraft 2,34,000
¢ | Other current Iiabififi-es 4 1,47,000
Total 19,259,000
Assets
1 MNon-current assets
a | Property, plant and equipment 5 5,70,000
b | Intangible assets 6 2,01,000
¢ | Non-current investments 7 66,000
2 Current assets
a | Inventories 5,10,000
Trade receivables 5,00,000
¢ | Cash and Cash Equivalents 82,000
Total 19,259,000
Notes to accounts
!
1 | Share Capital
Equity share capital:
9,000 Equity Shares of 100 each 9,00,000
Preference share capital:
4,800 6% Cumulative Preference Shares of 100 each 4,80,000
13,80,000
2 | Reserves and Surplus
Debit balance of Profit and loss Account (6,42,000)
3 | Long-term borrowings
Secured: 6% Debentures 4,50,000
4 | Other current liabilities
Loan from directors 1,20,000
Interest payable on 6% debentures 27,000
1,47,000
5 | Property Plant and Equipment
Freehold property 5,10,000
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Plant 60,000
9,70,000

6 | Intangible assets
Goodwill 1,56,000
Patents 45,000
2,01,000

7 | Non-current investments
Investments at cost 66,000

The Court approved a Scheme of re-organization to take effect on 1-4-2024, whereby:

(1) Equity Shares to be reduced to X 20 each.

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

(3) Of the Preference Share dividends which are in arrears for four years, three fourths to be waived and
Equity Shares of X 20 each to be allotted for the remaining quarter,

(4) Interest payable on debentures te be paid in cash.

(5) Goodwillto be written off.

(6) Inventory to be written off by 65,000,

(7) Amount of % 68,500 to be provided for bad debts.

(8) Freehold property to be revalued at $6,49,000

(9) Investments be sold for X 1,40,000.

(10) Directors to accept settlement of their loans as to 90% thereof by allotment of equity shares of X 20
each and as to 5% in cash, and balance 5% being waived.

(11) There were capital commitments totaling X 2,50,000. These contracts are to be cancelled on payment
of 5% of the contract price as a penalty.

(12) lgnore taxation and cost of the scheme.

(13} Eliminate debit balance of Profit and Loss A/e

You are requested to prepare the Balance Sheet of the company after completion of the Scheme.

(MTP 10 Marks Apr'24) (RTP Nov’18) (Same concept different figures- RTP May’'22 & Nov’'20)

Answer 17

Balance Sheet of Radhika Ltd. {(and Reduced) as on 1.4.2024

Particulars Motes :
. Equity & Liabilities
A Shareholders' Fund
a Share Capital 1 3,16,800
b Reserves & Surplus 3 1,10,200
B Mon-Current Liabilities
a Long Term Borrowings 3 7,86,000
C Current Liabilities
8 Trade Payables 3,60,000
b Short Term borrowings: Bank OD 2,34,000
Total 18,07,000
. Ass:—:r-‘ts
A Mon-Current Assets
a Property, Plant & Equipment 4 7,09,000
b Intangible assets: Patents 45,000
B Current Assets
ab Inventory {5,10,000-65,000) 4,45,000
Trade Receivahle 5 4,31,500
Cash & Cash Equivalent 1,76,500
Total 18,07,000
MNotes to Accounts
Particulars L 4
1 Share Capital -
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Authorised, Issued, Subscribed & Paid Up Capital

Equity share Capital

15,840 Shares of %20 Paid up 3,16,800
(Out of above 6,840 shares are issued for consideration other cash) (W.N 1)
2 Reserves & Surplus
Capital Reserve (W.N 2) 1,10,200
3 Long Term Borrowings Secured
ab | 6% Debentures 4,50,000
11%  Debentures(70% of 4,80,000 preference shares) 3,36,000
7,86,000
4 PPE
Freehold property 6,49,000 |
Plant 00,000
7,09,000
5 Trade receivable 5,00,000
|Less: Provision for Doubtful Debts (68,500)
4,31,500
Working notes:
1. Computation of equity shares:
Equity share No. of
capital shares at
% 20 each
1 After the reduction to £ 20 each 90,000 x 20 1,80,000 ET[TDD
Equity shares allotted to preference 6% of 28,800 1,440
shareholders for their ¥ arrears. A,E-E.'r,{]ﬂ[]
3. Equity shares allotted to Directors in 90% of 1,08,000 5,400
settlement of their loan 1,20,000
Total equity shares 3,16,800 15,840

2. Calculation of capital reserve: Equity Share 7,20,000 + Preference share 1,44,000 + Freehold property
1,359,000 +Investment 74,000 + Director Loan 6,000 — Preference share dividend 28,800 - Goodwill 1,56,000

— Inventory 65,000 — Bad debts 68,500 — Profit & Loss A/c 6,42,000 = Capital Reserve 1,22,700
3. Cash balance:

!

Cash & cash equivalent 82,000

Add: Investment sold 1,40,000
Less: Directors Loan (1,20,000 x 5%) 6,000
Penalty (2,50,000x 5%) 12,500

Interest on debentures (6% on 4,50,000) 27,000 45,500

1,76,500

The following information is being provided by Fortunate Ltd. as on 31st March, 2022.

Particulars Amount (%)
Authorized and Issued Share Capital

{a) 15,000 8% Preference shares of X 50 each 7,50,000

(b) 18,750 Equity shares of X 50 each 9,37,500
Profit and Loss Account (Dr. balance) | 5,63,750
Loan 7,16,250
Trade Payables 2,58,750
Other Liabilities 43,750
Building at cost less depreciation 5,00,000 |
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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

(Note: Preference shares dividend is in arrear for last five years).

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:

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

(i}  The preference shareholders have agreed to forege the arrears of dividends and to accept for each T 50
preference share, 4 new 6% preference shares of X 10 each, plus 3 new equity shares of ¥ 5.00 each, all
credited as fully paid.

(i}  Lenders to the company for X 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 X 5.00
each.

liv) The directors have agreed to subscribe in cash for 25,000 new equity shares of X 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.

(vij The equity share capital cancelled is to be applied:

[a)  To write off the debit balance in the Profit and Loss A/¢, and
(b)  To write off X 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 X 8,12,500 for preference share capital and X 9,837,500 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. (RTP May’23, PYP 15 Marks Nov’'19, MTP 10 Marks Nov’24) (Same concept

different figures Old & New SM)

Answer 18
In the books of Fortunate Ltd. Journal Entries
Particulars Debit Credit
(%) (%)
1. | Equity share capital A/c (% 50 Dr. 9,37,500
To Equity share capital A/c (X 5) 93,750
To Capital reduction A/fc* 8,43,750
(Being equity capital reduced to nominal value of X 5 each)
2. | Bank A/c Dr. 2,81,250
To Equity share capital 2,81,250
(Being 3 right shares against each share was issued and
subscribed)
3. | 8% Preference share capital Afc (% 50) Dr. 7,50,000
Capital reduction Afc Dr. 75,000
Ta 6% Preference share capital (% 10) 6,00,000
To equity share capital {% 50) 2,25,000
(Being 8% preference shares of % 50 each converted to 6%
preference shares of % 10 each and also given to them 3
equity shares for every share held)
4. | Loan Afc Dr. 1,87,500
To 6% Preference share capital A/fc 1,50,000
(15,000 x % 10)
To Equity share capital Af/c (7,500 x £ 5) 37,500
{Being loan to the extent of % 1,50,000 converted into share
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5. | Bank A/c (25,000 x %5) Dr. 1,25,000
To Equity share application A/c 1,25,000
{Being shares subscribed by the directors)
6. | Equity share application A/c Dr. 1,25,000
To Equity share capital Afc 1,25,000
{Being application money transferred to capital A/c)
7. | Loan Afc Dk 2,50,000
To Bank Afe 2,50,000
(Being loan repaid) -
8. | Capital reduction A/c Dr. 7,68,750
To Profit and loss Ajc 5,863,750
To Plant A/c 43,750
To Trademarks and Goodwill A/c (Bal. ﬂg.} 1,61,250
(Being losses and assets written off to the extent required)
Balance sheet of Fortunate Ltd. (and reduced) as on 31.3.2022
Particulars MNotes X
1. a Equity and Liabilities
Shareholders’ funds
Share capital 1 15,12,500
2. Non-current liabilities
a lﬂl:ang—terrn borrowings 2,778,750
(7,16,250 — 1,87,500 — 2,50,000)
3. Current liabilities
a | Trade Payables 2,58,750
b | Other current liabilities 43,750
Total 20,93,750
Assets
1. Mon-current assets
a | Property, Plant and Equipment 2 7,591,250
b | Intangible assets 3 2,36,250
2. Current assets
a Invent-c;ies. 5,00,000
b | Trade receivables 4,10,000
¢ | Cash and cash equivalents 4 1,56,250
Total 20,93,750
Notes to accounts:
X e
1. Share Capital
Authorized capital:
81,250 Preference shares of ® 10 each 8,12,500
1,87,500 Equity shares of £ 5 each 9.37,500 17,50,000
lssued, subscribed and paid up:
1,52,500 equity shares of £ 5 each 7,62,500
75,000, 6% Preference shares of £ 10 each 7.50,000 15,12.,500
2. Property, Plant and Equipment
Building at cost |ess depreciation 5,00,000
Plant at cost less depreciation 2,91,250 7,91,250
3. Intangible assets
Trademarks and goodwill 2,35,255
4, Cash and cash equivalents
Bank (2,81,250+1,25,000-2,50,000) 1,56,250
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Note: *In place of Capital Reduction Account, Reconstruction Account or Internal Reconstruction Account may also
be used.

Following is the Balance Sheet of Tourma Limited as at 31st March,2023:
Particulars MNeotes X in lakhs
Equity and Liabilities
1. Shareholders’ funds
A. Share Capital 1 24.00
B. Reserves and Surplus 2 {9.10)
2. Non-current liabilities
A. Long-term borrowings 3 3.20
3. Current liabilities
A. Trade Payables 1.15
B. Short Term Borrowings = Bank Overdraft 1.40
C. Other current liabilities a 0.32
D. Short term provisions 5 0.42
Total 21.39
Assets
1. MNen-current assets
A. Property, Plant and Equipment 6 7.80
B. Intangible Assets 7 1.70
C. Non-Current Investments 8 1.80
2. Current Assets
A. Inventory .12
B. Trade receivables 4.32
C. Cash and cash equivalents 0.65
Total 21.39
MNotes to Accounts:
% in lakhs
1 | Share Capital
Equity share capital
16,000 Equity Shares of X 100 each 16.00
8,000 6% Preference Shares of % 100 each 8.00
24.00
2 | Reserves and Surplus
Debit balance of Profit and loss Account (9.10)
(2.10)
3 Long-term borrowings
3,200 10% Debentures 3.20
3.20
4 | Other current liabilities
Interest payable on debentures 0.32
0.32
5 | Short term provisions
Provision for taxation 0.42
0.42
& | Property, Plant and Equipment
Plant & Machinery 5.00
Furniture & Fixture 2.80

Chapter 14 Accounting for Reconstruction of Companies



7.80
7 | Intangible Assets
Patents & Copyrights 1.70
1.70
8 | Non-current Investments
Investments (Market Value X 1,10,000) 1.80
1.80

As on 1st April, 2023, the following scheme of reconstruction was finalized for which necessary resolution was

passed and approvals were obtained from appropriate authorities. Accerdingly, it was decided that:

(ij Each equity share is to be sub-divided into ten fully paid-up equity shares of % 10 each. After sub-division,
each shareholder shall surrender to the company 40 % of his holding, for the purpose of reissue to trade
payables as necessary.

(iij Preference shareholders would give up 30% of their capital and 129 Debentures (face value % 100 each)
shall be issued to them for balance holdings.

(iiij The company would issue additional 12% Debentures (face value % 100 each) for X 4,00,000 for meeting
its working capital requirement and final settlement of Bank Overdraft at 90% of the amount.

(iv] Existing debenture holders would accept Furniture & Fixture in full settlement of their dues.

(v} Trade payables claim shall be reduced to 70%, it is to be settled by the issue of equity shares of T 10 each
out of shares surrendered.

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

(vii) The taxation liability is to be settled at 50,000.

(viii) Investments value to be reduced to market price.

(ix) Balance of profit and loss account is to be written off.

(¢} The value of inventories is to be increased by X 32,000 and provision for Doubtful Debts is to be created at
5% of Trade Receivables.

You are required to:

(ij Pass necessary journal entries in the books of account of Tourma Limited.

(iil Prepare Reconstruction Account, and

(iii) Prepare Balance Sheet of the company after internal reconstruction. (PYP 20 Marks Nov'23)

Answer 19
Journal Entries in the books of Tourma Ltd.

Dr. Cr.
X In lakhs X In lakhs
Equity Share Capital (% 100) A/c Dr. 16.00
To Share Surrender A/c 6.40
To Equity Share Capital (% 10) A/c 9.60
(Subdivision of 16,000 equity shares of X 100 each into 1,60,000 equity
shares of X 10 each and surrender of 64,000 of such subdivided shares
as per capital reduction scheme)
Preference Share Capital (% 100) A/c Dr. 8.00
To 12% Debentures Afc Dir. 5.60
To Reconstruction (% 100) Afc 2.40
{12% Debenture issued to Preference Shareholders and 30% of the capital
foregone by them)
Bank A/c Dr, 4.00
To 12% Debentures (% 100) A/c 4.00
(Being 12% debentures jssued)
Bank Overdraft A/c Dr. 1.40
To Bank A/c 1.26
To Reconstruction Afc 0.14
(Being bank overdraft amount paid)
10% Debentures A/c Dr. 3.20
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Interest payable Afc Dr. 0.32
To Debenture holders A/c 3.52
(Being Interest payable on the 10% debentures credited to debenture
holders A/c)
10% Debentures A/c Dr. 3.52
To Furniture & fixtures Afc 2.80
To Reconstruction Afc 0.72
Trade payables A/c Dr. 1.15
To Reconstruction Afc 1.15
(Transferred claims of the trade payables to reconstruction account, 70%
of which is being clear reduction and equity shares are being issued in
consideration of the balance)

Share Surrender Afc 6.40
To Equity Share Capital A/c 0.805
To Reconstruction Afc 5.595

{Issued equity shares to discharge the claims of the trade payables
respectively as per scheme and the balance in share surrender account is
being transferred to reconstruction account)
Pravision for Taxation A/c Dr, 0.42
Reconstruction A/c 0.08
To Liability for taxation A/c 0.50
(Being conversion of the provision for taxation into liability for taxation.)
Liability for taxation A/e 0.50
To Cash/Bank Afc 0.50
(Being taxation liability settled)
Reconstruction A/c Dr. 0.70
To Investment Afc 0.70
(Being investments’ value reduce to market price]
Inventory Afe Dr. Dr. 0.32
To Reconstruction Afc 0.104
To Provision for doubtful debts {4,32,000 x 5%) 0.216
{Being inventory revalued and provision for doubtful debts created)
Reconstruction A/fc Dr. 9.329
To Profit and Loss Afc 9.10
To Capital Reserve Afc 0.229
({Adjusted debit balance of profit and loss account against the
reconstruction account and the balance in the latter is being transferred
to capital reserve)

Balance Sheet of Tourma Limited (and reduced) as at...

- Particulars Nete No. % In lakhs
| Equity and Liabilities
(1) Shareheolder's Funds
(a) Share Capital 1 10.405
(6] Reserves and Surplus 2 0,229
(2) MNen-Current Liabilities
(a) Long-term borrowings 3 9.60
(3) Current Liabilities
Total 20,234
I, Assets
{1} Non-current assets
(a) Property, plant and equipment 4 5.00
(b) Intangible assets 5 1,70 |
{c] Non-current investments 6 1.10
{2) Current assets
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(a) Inventories 7 5.44
(b} Trade receivables 8 4.104
e} Cash and cash equivalents (W.N] 2,89
Total 20.234
Motes to Accounts
% In lakhs

1. Share Capital

Equity Share Capital

Issued Capital: 10.405 Equity Shares of % 10 each 10.405

(9.6 + 0.805)

(Of the above shares all are allotted as fully paid up

pursuant to capital reduction scheme by conversion of

equity shares without payment being received in cash)

2, Reserve and Surplus
Capital Reserve 0,229
2 Long-term borrowings Unsecured Loans
12% Debentures [5.60 + 4) 9.60
4. | Property, plant and Equipment Plant &
Machinery 5.00
5 Intangible assets
Patents & copyrights 1.70
B, Mon-Current Investments
Investments ' 1.10
¥ Inventory 5.12
Add: Appreciation under scheme of reconstruction 0.32 5.44
8 | Trade Receivables 4.32
Less: Provision for doubtful debts 0.216 4.104

Exam Insights: Very few examinees, when passing journal entries for internal reconstruction, failed to include
the effect of interest payable to debenture holders in the reconstruction account. Furthermore, when settling
the accounts of trade payables, examinees incorrectly transferred the amount of equity share capital to
reconstruction and vice versa. These errors resulted in examinees being unable to calculate the correct amount
of capital reserve,

Multiple Choice Questions (MCQs)
1. When the object of reconstruction is usually to re-erganize capital or to compound with creditors or to effect
economies then such type of reconstruction is called (SM]
(a) Internal reconstruction with liquidation
(b) Internal reconstruction without liquidation of the company
(c} External reconstruction
(d) MNone of the above,
Ans: (b)

2. The accumulated losses under scheme of internal reconstruction are written off against (SM)
[a) Capital Reduction account
|b) Share Capital account
e} Shareholders’ account
(d) Reserve and surplus.
Ans: (a)
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3. Reconstruction is a process by which affairs of a company are reorganized by (SM)
{a) Revaluation of assets and Reassessment of liahilities.
(b) Writing off the losses already suffered by reducing the paid up value ofshares and/or varying the rights
attached to different classes of shares.
(e} Both (a) and (b),
{d] None of the above,
Ans: (c)

4. For reduction of the share capital, the permission has to be sought from (SM]
(a) Court,
(b) Controller.
[c) State government.
(d) Shareholders.
Ans: (a)

5. In case of internal reconstruction{SM)
(a) Only one company is liquidated.,
(b} Two or more companies are liquidated.
(¢} Mo company is liquidated.
(d] Two companies amalgamated,

Ans: [c)

6. A process of reconstruction, which is carried out without liquidating the company and forming 2 new one
is called (Chapter - Accounting for Reconstruction of Companies) (MTP 2 Marks Mar'24, SM)
la] Internal reconstruction.
ib) External reconstruction.
le) Amalgamation in the nature of merger.

id]  Amalgamation in the nature of purchase.
Ans: (a)
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CHAPTER 15: ACCOUNTING FOR BRANCHES INCLUDING FOREIGN
BRANCHES

CONCEPTS OF THIS CHAPTER

e Concept and classification of branches frem accounting view

Accounting treatment
Methods of charging poods to branches

transactions

Solve problems for goods sent to branch at wholeszale price
Prepare reconciliation statement of branch and head office

¢ |ncorporate branch balances in head office books
* Difference between integral and non-integral foreign branches
e Techniques of foreign currency translation for foreign branches

ff,r—-,‘ D
|_I:DR Questions
Q25

Q28
Q 30

QUICK REVIEW OF IMPORTANT CONCEPTS

METHOD OF ACCOUNTING FOR DEPENDENT BRANCHES

At cost or at selling price | Debtors method

Stock & Debtors method

Trading & P&L method

At wholesale price

Whaolesale branch method

When goods are invoiced at cost

Debtors method This method of accounting is suitable for small sized branches. Under this method,
separate branch account is maintained for each branch to compute profit or loss made by each branch,
Proforma Branch Account

To Balance b/d

By Bank A/c (Cash remitted)

Cash By Return to H.O.
Stock S S
Debtars - By Balance cfd
Petty Cash B Cash =
Fixed Assets :__ Stock :i
Prepaid Expenses Debitors

To Goods sent to Branch :__ Petty Cash ::
To Bank A/c o Fixed Assets
Salaries | Prepaid Expenses
Rent

Sundry Expenses

By Profit and Loss, Af/c—Loss

i To Profit & Loss Afc—Profit (if credit side is Iarger}

(if debit side is larger)

Stock and Debtors method :If it is desired to exercise a more detailed control over the working of a branch, the
accounts of the branch are maintained under Stock and Debtors Method.

Transaction Account debited Account credited
{(a} | Cost of goods sent to the Branch | Branch Stock Afc Goods sent to Branch A/c
(b) | Remittances for expenses Branch Cash A/c Cash Afc

(e} | Any asset (e.g. furniture} provided by H.O.

Branch Asset {Furniture) Afc

Asset Afc

(d) | Cost of goods returned by the branch

Goods sent to Branch Afc

Branch Stock AJjc

(e} | Cash Sales at the Branch

Branch Cash A/c

Branch Stock Ajfe

(f) Credit Sales at the Branch

Branch Debtors Afc

Branch Stack Afc

(g Return of goods by debtors to the Branch

15.1

Branch Stock Afc
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(h) | Cash paid by debtors Branch Cash A/c Branch Debtors Afc
(1) Discount & allowance to debtors, bad debts Branch Expenses A/c Branch Debtors Afc
(j} Remittances to H.O. Cash Afc Branch Cash Afc
(k) Branch Expenses directly paid by H.O. | Branch Expenses_ﬁ._fc Cash A/t

)

Expenses met by Branch

Branch Expenses A/c

Branch Cash Afc

{m) Closing Stock: Credit the Branch Stock Account with the value of closing stock at cost, It will be carried down as
opening balance (debit) for the next accounting period. The Balance of the Branch Stock Account, (after adjustment
therein the value of closing stock), if in credit, will represent the gross profit on sales and vice versa,

Other Steps.

(n} Transfer Balance of Branch Stock Account to the Branch Profit and Loss Account,
(o) Transfer Balance of Branch Expenses Account to the debit of Branch Profit & Loss Account,
{p) The balance in the Branch P&L A/c will be transferred to the (H.0.) Profit & Loss Account,

(q) The credit balance in the Goods sent to Branch Account is afterwards transferred to the Head Office Purchase
Account ar Trading Account {in case of manufacturing concerns), it being the value of goods transferred to the
Branch.

Branch Trading and Profit and Loss Account (Final Accounts Method): In this method, Trading and Profit and
Loss accounts are prepared considering each branch as a separate entity.

When goods are invoiced at selling price
Stock and Debtors Method - Under this method, when goods are invoiced at selling price, one additional account
i.e, 'Branch Adjustment account’ is also prepared in addition to all the accounts which are maintained on cost
basis.
(i) Journal Entries:

! Transaction

! Accounts debited I Accounts credited

la) 1 Sale price of the goods sent | Branch Stock Afc (at selling price) | (i) Goods sent to Branches A/fc
from H.O. to the Branch (il) Branch Adjustment 4A/fc
(b) | Return of goods By the Branch to | (i) Goods sentto Branch A/fc Branch Stock Ajc
] H.O, — . 1 ] {il} Branch Adjustment A/c
e} Cash sales at the Branch Branch Cash/Bank A/fc g Branch Stock A/c
_{d) 1 Credit Sales at the Branch Branch Debtors Afc ¥ Branch Stock Ajfc
(e} | Goods returned to Branch Stock Afc Branch Debtors Ajc (at selling price)
Branch by customers
(f) Goods lost in (i) Goods Lost in Transit A/C or Goods Branch Stock A/c
Transit or stolen Stalen Afc

| | {il} Branch Adjustment Afc !
{ii) Closing Stock
(iii) Elimination of unrealized profit in the closing stock

Debtors Methed- Under this method, the principal accounts that will be maintained are:

e The Branch Account;: ® The Goods Sent to Branch Account; and i-l The Stock Reserve Account.
Entries in these accounts will be made in the following manner:

Transaction Account debited Account credited
(a) ; Goods sent to Branch at selling price Branch Afc Goods 5ent to Branch Afc
| (b) | ‘Loading being the difference between selling price Goods Sent _t-;-:rﬁranr_'-ﬁuﬁ;}c | Branch A/c |
! | and cost of goods ! !
(c}) | Returns to H.O. at selling price Goods Sent to Branch Afc Branch A/c
| (d) | ‘Loading’ in respect of goods returned to H.O. Branch Afc - | Goods Sent to Branch Afc |
(e} | ‘Loading’ included in the opening stock to reduce it Stock Reserve Afe Branch A/c
(f) | Closing stock at selling price ﬁFiﬁEﬁ-StmcE-E.}c Branch Afc
ﬂg] ‘Loading’ included in closing stock to reduce it to Branch Afc Stock Reserve Afc
cost

Trading and Profit and Loss Account (Final Accounts) Method-All items of memorandum Branch Trading and
Profit and Loss Account are to be converted into cost price if the goods are invoiced to branch at selling price.
Other points will remain same as this method if goods are invoiced at cost,
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Goods invoiced at wholesale price to retail branches
Branch Profit Calculation:
Branch profit = Sales proceeds — Wholesale price of goods sold. The manufacturer’s profit = Wholesale
price — Cost.

Branch Stock/Trading Account:
Debits: (a) Opening stock at the branch, (b) Goods sent at wholesale price.
Credits: (a) Sales, (b) Closing stock at wholesale price, (c) Goods lost (valued at wholesale price),

Profit Determination: Gross profit (or loss) from the Branch Stock/Trading Account is transferred to the
Branch P&L Account. After deducting shop expenses and the wholesale price of lost goods, net profit (or
loss) is determined.

Stock Reserve: Closing stock is valued at wholesale price. A stock reserve (difference between wholesale
price and cost) is created by debiting the Head Office P&L Account. This reserve is carried forward and
adjusted in the next year,
ACCOUNTING FOR INDEPENDENT BRANCHES

The Head Office Account in branch books and Branch Account in head office books is maintained respectively.

! Transactions | Head office books ! Branch books
- (i} | Dispatch of goods to branch by Branch Afc i | Goods received from H.0, Afc Dr.
3 | H.O, | To Good sent to Branch Afc | | ToHead Office A/c
[ii} | wWhen goods are returned by the | Goods sent to Branch Ajc | Head Office A/c D,
Branch to H.O. To Branch A/c Dr, To Goods received from H.O,
_ L L Afc
[iiil) | Branch Expenses are paid by the | No Entry Expenses Afc Dr.
Branch To Bank or Cash Afc
[iv) Branch Expenses paid by H.0. Branch Afc To Bank or cash Dr. | Expenses Afc To Head Office Afc  Dr.
(v) Outside purchases made by the Mo Entr_y__ iy Purchases Ajc To Bank [or) Dr.
, Branch - v Creditors A/t
_[vi) 1 Sales effected by the Branch No Entry F Cash or Debtors Afc To Sales Dr.
(vii) | Collection from Debtors of the Cash or Bank A/c Dr. | Head office Afc Dr.
Branch recd. by H.O. To Branch Afc To Sundry Debtors Afc
- [viii} | Payment by H.O. for purchase Branch A/c To Bank " i Dr. | Purchases (or} Sundry Creditors D,
: made by Branch : g : Afc To Head Office
- (ix) | Purchase of Asset | Mo Entr_y__ R | Sundry Assets To Bank (o) Dr.
by Branch - t Liability
(] | Asset purchased by the Branch | Branch Asset A/c To Branch A/fc | Dr. | Head office To Bank {or) Liability  Dr.
but Asset Afc retained at H.O.
3 books g e
[ %I} Depreciation on (x] above Branch Afc To Branch Asset Dr. 1| Depreciation Afc To Head Office  Dr.,
Afc
(xii) | Remittance of funds by H.0. to Branch Afc Dr. | Bank A/c To Head Office Dr.
: Branch ToBank -
(xiil) | Remittance of funds by Branch to | Reverse entry of (xii) above i.e. Reverse entry of (xii) above
H.Q.
(xiv] | Transfer of goods from one (Recipient) Branch A/c To Dr. | Supplying Branch H.O. A/fc to Dr.
Branch to another branch Supplying Branch Afc Goods sent to H.O. A/t Recipient
| Branch Goods Received from Dr.

H.O. Afc To Head Office A/c

AEEDLIINTING FOR FOREIGN BRANEHEE;

Integral Foreign Operation (IFO)/e

Items

Non-Integral Foreign Operation (NFO)
Accounting For Branches Including Foreign Branches

Integral Foreign Operations

Non Integral Fareign Operations

Manetary Items (Cash, Bank Balance,

| Closing rate

| Closing rate

Debtor, Creditor, Loans, Bills ' | |
receivable, Bills Payable)

Rate on date of purchase Closing rate

Inventory

Generally, closing rate (but if rate | Closing rate

on the date of purchase of
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inventory is available, then that
rate)

Average rate (but if rate on the
date of transaction is available,
then that rate)

Average rate {but if rate on the date
of transaction is available, then that
rate)

Charge to P&L account.

1| Accumulated in Foreign Currency

Translation reserve,

Question & Answers

Why goods are marked on invoice price by the head office while sending goods to the branch? (MTP 4 Marks
Dec’24)

Answer 1

Goods are marked on invoice price to achieve the following objectives:

(i) To keep secret from the branch manager, the cost price of the goods and profit made, so that the branch
manager may not start a rival and competitive business with the concern; and

(i) To have effective control on stock i.e. stock at any time must be equal to opening stock plus goods received
from head office minus sales made at branch.

[iii) To dictate pricing policy to its branches, as well as save work at branch because prices have already been
decided.

L Ltd. has its head office at Mumbai and two branches at Pune and Goa. The branches purchase goods
independently. Pune branch makes a profit of one third on cost and Goa branch makes a profit of 20% on sales.
Goods are also supplied by one branch to ancther at the respective sales price. From the following particulars,
prepare the Trading and Profit and Loss Account of Pune branch and find out the profit or loss made by it
considering the reserve for unrealised profits:

Particulars Pune Branch X Goa Branch X
Opening Stock 40,000 30,000
Purchases (Including Inter Branch transfers) 2,00,000 2,50,000
Sales 2,280,000 2,95,625
Chargeable Expenses 15,000 27,500
Closing Stock 30,000 43,500
Office and Administration Expenses 13,250 7,000
Selling and Distribution Expenses 15,000 10,000

Information:

(i) Opening stock at Pune Branch includes goods of $ 10,000 [invoice price) taken from Goa Branch,

(i} Opening stock at Goa Branch includes goods of invoice price X 17,000 taken from Pune Branch,

(ili) The Pune Branch sales includes transfer of poods to Goa Branch at selling price % 20,000.

(iv)] The sales of Goa Branch include transfer of goods to Pune Branch at selling price % 15,000.

(v} Closing stock at Pune Branch includes goods received from Goa Branch (invoice price 5,000,

(vi) Closing stock at Goa Branch includes goods of % 4,000 {invoice price). ([MTP 6 Marks Mar'22, Oct’20)
Answer 2

Pune Branch Trading and Profit and Loss Account

Particulars X Particulars a
To Opening Stock (including 40,000 | By Sales 2,80,000
%10,000 from Goa Branch) [including 20,000 to Goa Branch)
To Purchases 2,00,000 | By Closing Stock 30,000

lincluding 25,000 from Goa Branch)

To Chargeable Expenses 15,000
To Gross Profit ¢/d (before making 55,000
adjustment for unrealised profit)
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3,10,000 3,10,000
To Stock Reserve (for unrealised profit 1,000 | By Gross Profit b/d 55,000
in Closing Stock lying at
Goa Branch) (%4,000 x 25/100)
To Office & Adm. Expenses 13,250 | By Stock Reserve 4,250
(for unrealized profit in Opening Stock
lying at Goa Branch) (X 17,000 x 25/100)
To 5\.’-’:”an & Distribution Expenses 15,000
To Met Profit 30,000
39,250 59,250

Question 3

Ganesh Ltd. has head office at Delhi (India) and branch at New York. New York branch is an integral foreign
operation of Ganesh Ltd. New York branch furnishes you with its trial balance as on 31st March, 2020 and the

additional information given thereafter:

Dr. (3) Cr. ($)

Stock on 1st April, 2019 300 -
Purchases and sales 800 1,500
Sundry Debtors and creditors 400 300
Bills of exchange 120 240
Sundry expenses 1,080 -
Bank balance 420 -
Delhi office A/c - 1,080

3,120 3,120

The rates of exchange may be taken as follows:

7 on1.42019@ %40 perUSS
#~ on31.3.2020 @342 per US 5

# average exchange rate for the year @ X 41 per US 5.

Mew York branch account showed a debit balance of X 44,380 on 31.3.2020 in Delhi books and there were no
items pending reconciliation. You are asked to prepare trial balance of New York in X in the books of Ganesh

Ltd. (MTP 4 Marks Mar’22, Oct’20)

Answer 3

In the books of Ganesh Ltd.

MNew York Branch Trial Balance in {X) as on 31st March, 2020

Conversion rate per US S Dr. Cr.
(%) i %
Stock on 1.4.19 40 12,000
Purchases and sales 41 32,800 61,500
Sundry debtors and creditors 42 16,800 12,600
Bills of exchange 42 5,040 10,080
Sundry expenses 41 44,280
Bank balance 42 17,640
Delhi office A/c - 44 380
1,28,560 1,28,560

Give Journal Entries in the books of Branch to rectify or adjust the following:

(1) Branch paid X 5,000 as salary to H.O supervisor, but the amount paid by branch has been debited to
salary account in the books of branch.

(2) Asset Purchased by branch for X 25,000, but the Asset account was retained in H.O Books,
(3) A remittance of 8,000 sent by the branch has not been received by H.O.

(4) H.O collected X 25,000 directly from the customer of Branch but fails to give the intimation to branch.
(5) Remittance of funds by H.O to branch 35,000 not entered in branch books. (PYP 5 Marks Jan'21)
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Answer 4
Journal Entries in Books of Branch A

Particulars Dr. Amount Cr. Amount
2 X
(1) Head office account  Dr. 5,000
To Salaries account 5,000
(Being the rectification of salary paid on behalf of H.0.)
(i) Head office account  Dr. 25,000
To Bank / Liahility A/c 25,000
(Being Asset purchased by branch but Asset account retained at
head office books)
(i) MNo Entry in Branch Books
(iv) Head office account  Dr. 25,000
To Debtors account 25,000
(Being the amount of branch debtors collected by H.O.)
(w) Bank A/c Dr. 5,000
To Head Office 5,000
[Remittance of Funds by H.O. to Branch)

Karan Enterprises having its Head Office in Mangalore, Karnataka has a branch in Greenville, USA. Following
is the trial balance of Branch as at 31-3-2024:

Particulars Amount ($) Amount ($)
Dr. Cr.
Fixed assets 8,000
Opening inventery 800
Cash 700
Goods received from Head Office 2,800
Sales 24,050
Purchases 11,800
Expenses 1,800
Remittance to head office 2,450
Head office account 4.300
28,350 28,350

(i) Fixed assets were purchased on 15t April, 2020.

(ii) Depreciation at 10% p.a. is to be charged on fixed assets on straight line method. -
(ili) Clesing inventory at branch is $ 700 as on 31-3-2024,

(iv) Goeods received from Head Office (HO) were recorded at 11,85,500 in HO books.
(v] Remittances to HO were recorded at X1,62,000 in HO books.

(vi) HO account is recorded in HO books at 32,84,500.

(vii) Exchange rates of US Dollar at different dates can be taken as:

1-4-2020 163
1-4-2023 %65 and
31-3-2024 167

Prepare the trial balance after been converted into Indian rupees inaccordance with AS-11.
(MTP 6 Marks July’24)

Answer 5

Particulars $ (Dr.) $(Cr.) |Conversion Basis Rate % (Dr.) T (Cr.)
Fixed Assets 8,000 Transaction Date Rate 63 5,04,000

OUpening Inventory 800 Opening Rate 65 52,000

Goods Received from HO 2,800 Actuals 1,85,500

Sales 24,050 |Average Rate 66 15,87,300
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Purchases 11,800 Average Rate 66 7,778,800
Expenses 1,800 Average Rate 66 1,18,800
Cash 700 Ctns!ng Rate 67 46,900
Remittance to HO 2,450 Actuals 1,62,000
HO Account 4,300 Actuals 2,84,500
Exchange Rate Difference Balancing Figure 23,800
28,350 | 28,350 18,71,800 18,71,800
Closing Stock 700 Closing Rate 67 46,900
Depreciation 800 Fixed Asset Rate b3 50,400

M/s Shrikant operates a number of retail outlets to which goeds are invoiced at wholesale price which is cost
plus 25%. These outlets sell the goods at the retail price which is wholesale price plus 20%.
Following is the information regarding one of the outlets for the year ended 31.3.2024:

Stock at the outlet 1.4.2023 145,000
Goods invoiced to the outlet during the year 1 4,86,000
Gross profit made by the outlet < 90,000
Goods lost by fire [+
Expenses of the outlet for the year % 30,000
Stock at the outlet 31.3.2024 % 54,000

You are required to prepare the following accounts in the books of M/s Shrikant for the year ended
31.3.2024: [a] Outlet Stock Account [b] Outlet Profit & Loss Account (MTP 5 Marks Aug’24)

Answer &
Outlet Stock Afc
Particulars X| Particulars <
To balance b/d 45,000 | By Sales (90,000/20 =120] 5,40,000
To Goods sent at outlet 4,86,000 | By goods lost 27,000
(balancing figure)
To Gross Profit 90,000 By balance c/d 54,000
6,21,000 6,21,000
Outlet Profit and Loss Afc
Particulars X | Particulars X
To Expenses 30,000 | By Gross Profit 90,000
To Goods lost 27,000
To Met Profit 33,000
(balancing figure)
50,000 90,000

From the following details of Western Branch Office of M/s. XYZ Corp. for the year ending 31st March, 2020,
ascertain branch stock reserve in respect of unrealized profit in opening stock and closing stock:

[l Goeds are sent to the branch at invoice price and branch alse maintains stock at the same price.

[iij Sale price is cost plus 40%.

[iiij Invoice price is cost plus 15%.

(iv) Other information from accounts of branch:

Opening Stock as on 01-04-2019 3,45,000
Goods sent during the year by Head Office to Branch 16,10,000
Sales during the year 21,00,000
Expenses incurred at the branch 45,000
(MTP 4 Marks Oct’21, May'20)
Answer 7

Branch Stock Reserve in respect of unrealized profit
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on opening stack = Rs. 3,45,000 x (15/115) = Rs. 45,000
on closing stock = Rs. 2,30,000 x (15/115) = Rs. 30,000

Warking Note: X
Cost Price 100
Invoice Price 115
Sale Price 140

_ Caleulation of closing stock at invoice price "
!'_Jpening stock at invoice price 3,45,000
Goods received during the year at invoice price 16,10,000

19,55,000
Less: Cost of goods sold at invoice price [21,00,000 X (115/140)] (17,25,000)
Closing stock 2,30,000

Following is the information of Kullu Branch of M/s Best Enterprises of Shimla for the year ending 31st March
2023 :
(1) Goods are invoiced to the branch at cost plus 20%
(2) Branch sold goods at invoice price plus 25%.
(3) Other Information is as follows:
(i) Stock (at cost price) as on 1st April, 20225 % 2,25,000
(ii) Goods sent by Head office to branch during the year (at cost price) are X 14,85,000
(iii) Goods returned by Branch to Head office during the year (at Invoice price) are X 75,000
(iv) Sales by the branch during the year % 19,50,000
{v) Expenses incurred at Branch X 56,000.
You are required to ascertain the following:
(a)  Profit earned by the Branch by Preparing Trading and profit and loss account far the year ended 31st
March 2023
(b) Also find the stock reserve on Closing stock (PYP 14 Marks Sep’24)

Answer 8
(a) In the books of Kullu Branch
Trading and Profit and Loss Account
Particulars Amaount Particulars Amount
 § b
To Opening stock 2,70,000 | By Sales 19,50,000
To Goods received by Head 17,82,000 | By Goods returned by Branch 75,000
affice
To Expenses 56,000 | By Closing stock (Refer W.N.) 4,17,000
To MNet profit [Bal fig) 3,34,000 .
24,42 000 24.,42,000
(b) Calculation of Clesing Stock
Cost price 100
Invoice price 120 (100+20)
Sales price 150 (120+25% of 120)
Opening Stock 2,70,000
Goods received 17,82,000
Less: Goods Returned 75,000
19,77,000
Less: Cost of Goods Sold (Invoice price) 15,60,000
Closing Stock 4,17,000

Stock reserve in respect of unrealised profit
=4,17,000 x (20/120) =% 69,500
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Question 9

Pass necessary Journal entries in the books of an independent Branch of a Company, wherever required, to
rectify or adjust the following:

(i)

(ii)
(iii)
(iv)

Branch incurred travelling expenses of % 4,000 on behalf of other Branches, but not recorded in the
books of Branch.

Goods dispatched by the Head office amounting to X 8,000, but not received by the Branch till date
of reconciliation. The Goods have been received subsequently.

Provision for doubtful debts, whose accounts are kept by the Head Office, not provided earlier for %
2,000.

Branch paid X 2,000 as salary to a Head Office Manager, but the amount paid has been debited by the
Branch to Salaries Account. ([MTP 4 Marks, Nov’'21 & Apr'23])

Answer 5
Journal Entries in Books of Branch
Amount in
Dr. Cr.
(i) Head Office Account Dr. | 4,000
To Cash Account 4,000
(Being expenditure incurred on account of other branch, now recorded in
books)
(ii) | Goods —in-transit Account Dr. | 8000
To Head Office Account 8,000
(Being goods sent by Head Office still in-transit) .
{ili) | Provision for Doubtful Debts Afc 2,000
To Head Office Account 2,000
(Being the provision for doubtful debts not provided earlier, now provided
for)
liv) | Head Office Account 2,000
To Salaries Account 2,000
(Being rectification of salary paid on behalf of Head Office)

Give Journal Entries in the books of Branch A to rectify or adjust the following:

(i)
(ii)

(iii)
(iv)

(v}
(vi)

Head Office expenses % 3,500 allocated to the Branch, but not recorded in the Branch Books.
Depreciation of branch assets, whose accounts are kept by the Head Office not provided earlier for %
1,500,

Branch paid % 2,000 as salary to a H.O. Inspector, but the amountpaid has been debited by the Branch
to Salaries account.

H.O. collected X 10,000 directly from a customer on behalf of the Branch, but no intimation to this effect
has been received by the Branch.

A remittance of X 15,000 sent by the Branch has not yet been received by the Head Office.

Branch A incurred advertisement expenses of X 3,000 on behalf of Branch B. (MTP 6 Marks Nov'24)

Answer 10
Books of Branch A
lournal Entries
Particulars Dr. Cr.
Amount % Amount %
li) | Expenses account Dr. 3,500
To Head office account 3,500
(Being the allocated expenditure by the head office recorded in
branch books)
(i) | Depreciation account Dr. 1,500
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To Head office account 1,500

(Being the depreciation provided)

(iii} | Head office account Dr. 2,000

To Salaries account 2,000

(Being the rectification of salary paid on behalf of H.O.)

(iv) | Head office account Dr. 10,000

To Debtors account 10,000

(Being the adjustment of collection from branch debtors)

(vl | No entry in branch books

{vi) | Head Office account Dr. 3,000

To Cash account 3,000

(Being the expenditure on account of Branch B, recorded in
books)

Note: Entry (vi) Inter branch transactions are routed ’-thrnug-h Head Office

Viwitzu Limited has a branch at Seattle USA. Its Trial Balance as on 31th December 2022 is as follows:
Dr.in USS Cr.lnUSS
Stock as on 01.01.2022 22,000
Purchases 1,00,000
Sales 1,30,500
Goods from H.O. 30,000
Salaries 4,000
Head Office A/c. 27,000
Sundry Debtors 2,200
Sundry Creditors 1,500
Cash at Bank & Hand 800
Total 1,59,000 1,59,000

The following information is given:
i) Salaries outstanding are $ 500.
ii) The Head Office sent goods to Branch for  24,00,000.
iii) The Head Office shows an amount of X 21,90,000 due from Branch.
The exchange rates were as below:
* On 1" January 2022 -X79to 15
® On 31" December 2022-X83to 15
* Average rate during the year was X79.50t0 15
You are required to prepare the Seattle Branch Trial Balance incorporating adjustments given above,
converting dollars into rupees. (PYP 5 Marks May’'23)

Answer 11
Seattle Branch Trial balance (in X)
Particulars Rate as per X Debit X Credit X

Stock (01-01-2022) 79.00 17,38,000

Purchases 79.50 79,50,000

Sales 79.50 1,03,74,750
Goods from HO Given 24,00,000

Salaries 79.50 3,57,750

($ 4,000 +$ 500 = $ 4,500 x % 79.50)!
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Head Office Afc Given 21,90,000
Sundry Debtors 83.00 1,82,600

Sundry Creditors 83.00 1,24,500
Cash at Bank & Hand 83.00 66,400

Salaries Qutstanding (S 500 x  83) 83.00 41,500
Exchange gain 36,000

Total 1,27,30,750 1,27,30,750

' The amount of outstanding salary amounting 5 500 (included in the salaries) may be converted at % 83 and
the salary paid during the year at £79.50. In that case the amount of salaries including outstanding salary
debited in the trial balance will be for £ 3,59,500 [(4,000 X 79.5 =3,18,000) + {500 x 83= 41,500). In this case,

the amount of exchange gain will be computed as % 34,250,

EXAM INSIGHTS: Some of the examinees failed to prepare Foreign Branch Trial Balance account after
incorporating the given adjustments, converting dollars into rupees.

Following is the information of the Jammu branch of Best New Delhi for the year ending 31st March, 2023

froem the following:

1) Goods are invoiced to the branch at cost plus 20%.

2) The sale price is cost plus 50%.
3) Other information:

e
Stock as on 01.04.2022(invoice price) 2,20,000
Goods sent during the year (invoice price) 11,00,000
Sales during the year 12,00,000
Expenses incurred at the branch 45,000

Ascertain

(i) the profit earned by the branch during the year.

(ii) branch stock reserve in respect of unrealized profit. (MTP 6 Marks Mar’24, New SM)

Answer 12

i. Caleulation of profit earned by the branch
In the books of Jammu Branch

Trading Account and Profit and Loss Account

Particulars Amount | Particulars Amount

% R

To Opening stock 2,20,000 | By Sales 12,00,000

To Goods received by Head office 11,00,000 | By Closing stock {Refer W.N.) 3,60,000
To Expenses 45,000
To Net profit (Bal fig) 1,95,000

15,60,000 15,60,000

ii.  Stock reserve in respect of unrealised profit

=% 3,60,000 x {20/120} = % 60,000

Working Note:
t
| Cost Price 100
Invoice Price 120
Sale Price 150
Calculation of closing stock at invoice price 1
Opening stock at invoice price 2,20,000
‘Goods received duri ng the year at invoice price 11,00,000
13,20,000

Chapter 15 Accounting for Branches including Foreign Branches




W

Less: Cost of goods sold at invoice price (9,60,000) | [12,00,000 x (120/150)]
Closing stock 3,60,000

Alfa of Chennai has a branch at Mumbai to which goods are sent @ 20% above cost. The branch makes both
cash and credit sales. Branch expenses are met partly from H.O. and partly by the branch. The statement of
expenses incurred by the branch every month is sent to head office for recording.

Following further details are given for the year ended 31st December, 2023:

z
Cost of goods sent to Branch at cost 2,00,000
Goods received by Branch till 31-12-2023 at invoice price 2,20,000
Credit Sales for the year @ invoice price 1,65,000
Cash Sales for the year @ invoice price 59,000
Cash Remitted to head office 2,22,500
Expenses paid by H.O. 12,000
Bad Debts written off 750
Balances as on 1-1-2023 31-12-2023

% X
Stock 25,000 [Cost) 28,000 (invoice price)
Debtors 32,750 26,000
Cash in Hand 5,000 2,500

You are required to prepare Branch stock account and branch debtor account in the books of the head office

for the year ended 31st December, 2023. (MTP 6 Marks Apr’24, New SM)

Answer 13

Books of Harrison
Branch Stock Account
% %
To Balance b/d — Op Stock 30,000 | By Branch  Debtors (Sales) 1,65,000
To Goods Sent to Branch Afc 2,40,000 | By Branch Cash 59,000
To Branch Adjustment A/c 2,000 | By Balance c/d
(Balancing Figure — Excess of Sale Goods in Transit
over Invoice Price) (% 2,40,000 — % 2,20,000) 20,000
Closing Stock  at Branch 28,000
2,72,000 2,772,000
Branch Debtors Account
3 <
To Balance b/d 32,750 | By Bad debts written off 750
To Branch Stock Afc (Sales) 1,65,000 | By Branch Cash (bal. fig.) 1,71,000
By Balance ¢/d 26,000
1,97,750 1,97,750

From the following particulars relating to Pune branch for the year ending December 31, 2024,
prepare Branch Account in the books of Head office.

X
Stock at Branch on lanuary 1, 2024 10,000
Branch Debtors on January 1, 2024 4 000
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Branch Debtors on Dec. 31, 2024 4,900
Petty cash at branch on January 1, 2024 500
Furniture at branch on January 1, 2024 2,000
Prepaid fire insurance premium on January 1, 2024 150
Salaries outstanding at branch on January 1, 2024 100
Good sent to Branch during the year 80,000
Cash Sales during the year 1,30,000
Credit Sales during the year 40,000
Cash received from debtors 35,000
Cash paid by the branch debtors directly to the Head Office 2,000
Discount allowed to debtors 100
Cash sent to branch for Expenses:
Rent 2,000
Salaries 2,400
Petty Cash 1,000
Annual Insurance up to March 31, 2025 600 6,000
Goods returned by the Branch 1,000
Goods returned by the debtors 2,000
Stock on December 31,2024 5000
: Petty Cash spent by branch 850

Provide depreciation on furniture 10% p.a.

Goods costing % 1,200 were destroyed due to fire and a sum of X 1,000 was received fram the Insurance

Company. (RTF Sep’24)
Answer 14
Pune Branch Account
Particulars L Particulars X %
To Opening Balance By Opening Balance: 100
Stock 10,000 Salaries Qutstanding
Debtors 4,000 |By remittances
Petty Cash 500 Cash Sales 1,30,000
Furniture 2,000 Cash Received from 35,000
debtors
Prepaid Insurance 150 Cash paid by debtors 2,000
directly to H.O
To goods sent to Branch Account 80,000 Recejved from Insurance 1,000 1,68,000
Company
To Bank (expenses) By Goods sent to Branch 1,000
(return of goods by the
branch to H.O)
Rent 2,000 By Closing Balances:
Salaries 2,400 Stock 5,000
Petty Cash 1,000 Petty Cash 650
Insurance 600 6,000 Debtors 4,900
To Net Profit 78,950 Furniture (2,000 - 10% 1,800
depreciation)
Prepaid Insurance 150
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(1/4 x 600)
1,81,600 1,81,600
Woerking Note:
Calculation of petty cash balance at the end: 3
Opening balance 500
Add: Cash received form the Head Office 1,000
Total Cash with branch 1,500
Less: Spent by the branch 850
Closing balance 650

DM Delhi has a branch in London which is an integral foreign operation of DM. At the end of the year 31st
March, 2021, the branch furnishes the following trial balance in U.K. Pound:

Particulars £ £
Dr. Cr.
Property, Plant & Equipment [Acquired on 15t April, 2017) 24,000
Stock as on 15 April, 2020 11,200
Goods from head Office 64,000
Expenses 4,800
Debtors 4,800
Creditors 3,200
Cash at bank 1,200
Head Office Account 22,800
Purchases 12,000
Sales 96,000
1,22,000 1,22,000
In head office books, the branch account stood as shown below:
Lendan Branch Afc
Particulars Amount X Particulars Amount
Te Balance b/d 20,10,000 By Bank Afc 52,16,000
To Goods sent to branch 49,26,000 By Balance ¢/d 17,20,000
69,36,000 69,36,000

The following further information is given:

{a) Property, Plant & Equipment are to be depreciated @ 10% p.a. on WDV.

(b} On 315t March, 2021:

Expenses outstanding

£ 400

Prepaid expenses

£ 200

Closing stock

£ 8,000

()  Rate of Exchange:

1* April 2017 T70tof 1
1° April, 2017 X76tof 1
31° March, 2017 X77t0E 1
Average X75t0f 1

You are regquired to prepare: (1) Trial balance, incorporating adjustments of outstanding and prepaid
expenses, converting U.K. pound into Indian rupees; and (2) Trading and profit and loss account for the year
ended 31st March, 2021 of London branch as would appear in the books of Delhi head office of DM. (MTP 8

Marks Apr'22, Apr'dl)
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Answer 15
Trial Balance of Lendon Branch as on 315t March, 2021
Particulars U.K. Rate Per Dr. () Cr. (%)
Pound U.K. Pound

Property, Plant & Equipment 24,000 70 16,880,000

Stock (as on 15% April, 2020) 11,200 76 8,51,200

Goods from Head Office 64,000 - 49,26,000

Sales 96,000 /5 72,00,000

Purchasas 12,000 Fi 9,00,000

Expenses (4,800 + 400 — 200) 5,000 75 3,75,000

Debtors 4,800 77 3,659,600

Creditors 3,200 77 2,46,400

Outstanding Expenses 400 77 30,800

Prepaid expenses 200 77 15,400

Cash at Bank 1,200 77 92,400

Head office Account = 17,20,000

Difference in Exchange 12,400
92.,09,600 92,09,600

Closing stock will be (8,000 = 77) =% 6,16,000

Trading and Profit & Loss Afc for the year ended 31 March, 2021

Particulars Saionrh Particulars arvauny
(X) (%)

To Opening Stock 8,51,200 | By Sales 72,00,000
To Purchases 9,00,000 | By Closing Stock 6,16,000
To Goods from H.O. 49,26,000
To Gross Profit 11,38,800

78,16,000 /78,16,000
To Expenses 3,75,000 | By Gross Profit 11,38,800
To Depreciation L8 a0y | BY Proftdue to Exchangs 12,400

difference

To Net Profit 6,08,200

11,51,200 11,51,200

Working Note:

Since Lendon Branch is an integral foreign operation. Hence, (1) Property, Plant & Equipment (cost and
depreciation) are translated using the exchange rate at the date of purchase of the assets, (2) Exchange
difference arising on translation of the financial statement is charged to Profit and Loss Account.

Question 16

Alpha Ltd. has a retail shop under the supervision of a manager. The ratio of gross profit at selling price is
constant at 25 per cent throughout the year to 31 March, 2020.
Branch manager is entitled to a commission of 10 per cent of the profit earned by his branch, calculated before
charging his commission but subject to a deduction from such commission egual to 25 per cent of any
ascertained deficiency of branch stock. All poads were supplied to the branch from head office. The following
details for the year ended 31st March, 2020 are given as follows:

2 b1
Opening Stock (at cost) 74,736 | Chargeable expenses 49,120
Goods sent te branch (at cost) 2,89,680 | Closing Stock (Selling Price) 1,23,328
Sales 3,61,280
Manager's commission paid 2,400
on account

From the above details, you are required to calculate the commission due to manager for the year ended 31st
March, 2020. (RTP May’21, May’18)
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Answer 16
In the books of Alpha Ltd.
Step 1: Calculation of Deficiency

Branch stock account (at invoice price)

Y,

Particulars T Particulars %
To Opening Stock 99,648 | By Sales 3,61,280
(% 74,736 + 1/3 of % 74,736)
To Goods sent to Branch A/c 3,86,240 By Closing Stock 1,23,328
(% 2,89,680 + 1/3 of £ 2,89,680) By Deficiency at sale price 1,280
[Balancing figure]
d&E,EEE 4,85, 888
Step 2: Calculation of Net Profit before Commission
Branch account
Particulars T Particulars T
To Opening Stock 99,648 | By Sales 3,61,280
[%74,736 + 1/3 of X 74,736]
To Gross sent to Branch Afc (% 2,89,680 + 3,86,240 | By Clesing Stock 1,23,328
1/3 of % 2,89,680)
To Expenses 49,120 | By Stock Reserve Afc 24,912
To Stock Reserve Afe [ 1,23,328 x 25/100] 30,832 | By Goods sent to Branch A/c 96,560
To Net Profit — subject to manager’s
commission 40,240
6,06,080 6,06,080
Step 3: Calculation of Commission still due to manager
!
A Calculation at 10% profit before charging his commission 4,024
[% 40,240 x 10/100]
B Less: 25% of cost of deficiency in stock [25% of (75% of ¥ 1,280)] (240)
C Commission for the year [A-B] 3,784
D Less: Paid on account (2,400)
E Balance due (C-D| 1,384

Question 17

PQR has a branch at Houston (USA). Business of the Branch is carried out substantially independent by way of
accumulating cash and other monetary items, incurring expenses, generating income and arranging borrowing
in its local currency. The trial balance of the Branch as at 31" March, 2022 is as follows:

uss
Particulars Debit Credit
Office equipment (Cost) 56,400
Opening Accumulated Depreciation (Office equipment) 5,400
Furniture and Fixtures (Cost) 36,000
Opening Accumulated Depreciation 6,840
[Furniture and Fixtures)
Opening Stock as on 1st April, 2021 24,500
Purchases 96,500
Sales 1,76,250
Salaries 4,250
Carriage inward 256
Rent, Rates & Taxes 956
Trade receivables 12,560
Trade payables 8,650
Cash at bank 2,540
Cash in hand 500
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Head office Account 37,322
Total 2,34 462 2,34 462
Following further information are given:
(i) Salaries outstanding as on 31st March, 2022 is USS 600.
(i) Depreciate office equipment and furniture & fixtures @ 10% at written down value.
il  Closing stock as on 31st March, 2022 is US §, 24,650.
(W]  Yeu are infermed that the Head office is showing receivable from the Branch as X 23,75,614 as on 31st
March, 2022. No transaction in respect of the Branch is pending in Head office.
[v] Office equipment [cost) includes one office equipment of US § 2,400 purchased on 1/04/2021,
(vl One furniture of carrying value of US § 450 as on 01/04/2021 (cost: US S 500 and Accumulated
depreciation: US $ 50) has been sold for US $ 405 on 31/03/2022 to Mr. M at no profit no loss. Mr. M
has not paid the amount till the finalization of branch account. No entry has been passed for this sale
of furniture in the above trial balance.

(viil The rate of exchange on different dates are:
Date 1 US S is equivalent to
1st April, 2021 % 64
31st December, 2021 70
31st March, 2022 R75
Average for the year X72

You are required to prepare the trial Balance after incorporating adjustments given and converting US §
into rupees. (RTP May’23)

Answer 17
In the books of PQR
Trial Balance {in Rupees) of Houston {USA) Branch — Non-Integral foreign operation as on 31st March, 2022
Dr. Cr. Cnn;ersinn | Dr. Cr.
uss uss rate a1 a1
Office Equipment 56,400 75 42,30,000
Depreciation on Office Equipment 10,500 75 7,87,500
(Accumulated) (5,40045,100)
Depreciation 8,016 75 6,01,200
Furniture and fixtures 35,500 75 26,62,500
(36,000-500)
Depreciation on furniture and 9,661 75 7,24,575
fixtures (Accumulated)
(6,840-50-45 +2,916)
Stock (1st April, 2021) 24,500 Bd 15,688,000
Purchases 96,500 72 69,48,000
Sales 1,76,250 72 126,590,000
Carriage inward 256 72 18,432
Salaries (4,250+600) 4,850 72 3,459,200
Rent, rates and taxes 956 72 68,832
' Salaries payable 600 75 45,000
Head Office A/c 37,322 23,75,614
{given)
Trade receivables 12,560 75 9,42,000
Trade payables #,650 i 6,48,750
Cash at bank 2,540 75 1,90,500
Cash in hand 500 75 37,500
Mr. M 405 75 30,375
(Receivable for sale of
furniture)
Exchange gain (bal. fig.) 3,75,100
2,42,983 | 242983 176,46,539 176,46,539

Closing stock 24,650 USS x X 75 =%18,48,750,
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Walkaway Footwears has its head office at Nagpur and Branch at Patna. It invoiced poods to its branch at 20%
less than the list price which is cost plus 100%, with instruction that cash sales were to be made at invoice price
and credit sales at catalogue price (i.e. list price).
The following information was available at the branch for the year ended 31" March,2022,

(Figures in X)

Stock on 1™ April,2021 (invoice price) 12,000
Debtors en 1* April, 2021 10,000
Goods received from head office {invoice price) 1,322,000
Sales:

Cash 46,000

Credit 1,00,000 1,46,000
Cash received. from debtors 85,000
Expenses at branch 17,500
Debtors en 31st March, 2022 25,000
Stock on 31st March,2022 (inveice price) 17,600
Remittances to head office 1,20,000

You are required to prepare Branch Stock Account, Branch Adjustment Account, Branch Profit & Loss Account
and Branch Debtors Account for the year ended 31st March,2022. (PYP 10 Marks May’22)

Answer 18

la)  Inthe books of walkaway footwears

Patna Branch S5tock Account

Particulars Amount (%) Particulars Amount (%)
1.1.21 Te Balance b/d Goods 12,000 |31.12.21 |[By Bank Afc 46,000
sent to (Cash sales)
31,1221 To branch Afe 1,32,000 By Branch debtors Afe 1,00,000
(credit sales)
To Branch adjustment 20,000 |31.12.21 | By Shortage in stock Afc 400
Afc (Surplus over
invoice price)
By Balance c/d 17,600
1,64,000 1,64,000
Patna Branch Adjustment Account
| Particulars Amount () Particulars Amount ()
31.12.21 |To Stock reserve - 6,600 31.12.21 |By Stock reserve — 4,500
%17,600x 60/160 %12,000x 60/160
(closing stock) (Opening stock]
To Shortage 150 By Goods sent to branch 49,500
(400x 60,/160) Afc (X1,32,000% 60/160)
To Branch profit & loss 67,250 By Branch stock Afc 20,000
Ale (Gross profit)
74,000 74,000
Branch Profit & Loss Account
Particulars Amount (%) Particulars Amount (%)
To Branch expenses A/c 17,500 | By Branch adjustment Afc 67,250
(Gross Profit)
To Shortage in stock Afc 250
To Net profit 49,500
(transferred to Profit & Loss A/c)
67,250 67,250
Branch Debtors Account
Particulars Amount (%) Particulars Amount (%)
1.1.21 To Balance b/d 10,000 | 31.12.21 | By Bank Afc 85,000
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31.12.21

To Branch stock Afc

1,00,000

By Balance c/d
[bal. fig.)

25,000

1,10,000

1,10,000

EXAM INSIGHTS: Most of 'th:_a_ examinees were not HHE-tn calculate correct amou n;;_._uf.t[ﬁsi_n'g stock End. stock
reserve, Consequently, they failed to prepare Branch Stock Account, Branch Adjustment Account, Branch
Profit & Loss Account and Branch Debtors Account correctly.

Modern Stores of Delhi operates a branch at Nagpur. The Head office affects all purchases and the branch is
charged at cost plus 60%. All the cash received by Nagpur Branch is remitted to Delhi. The Branch expenses are
met by the Branch out of an Imprest Account which is reimbursed by the Delhi Head Office every month. The
Branch maintains a Sales Ledger and certain essential subsidiary records, but otherwise all branch transactions

are recorded at Delhi.

The following branch transactions took place during the year ended 31st March, 2022:

1
Goods received from Delhi at Selling Price 1,50,000
Cash Sales 69,000
Goods returned to Delhi at Selling Price 3,000
Credit Sales (Net of returns) 63,000
Authorized Reduction in Selling Price of Goods Sold 1,500
Cash Received from Debtors 48,000
Debtors written off as irrecoverable 2,000
Cash Discount allowed te Debtors 1,500

= On 1st April, 2021 the Stock in trade at the Branch at Selling Price amounted to X 60,000 and the

Debtors were X 40,000.

- A consignment of goods sent to the Branch on 27th March,2022 with a Selling Price of X 1,800 was not
received until 5" April, 2022 and had not been accounted for in stock.

- The Closing Stock at Selling Price was % 72,900.

- The expenses relating to the Branch for the year ended 31* March,2022 amounted to 18,000,
You are required to prepare the Branch Stock Account, Branch Debtors Account, Branch Adjustment
Account and Branch Profit and Loss Account maintained at Delhi under Stock and Debtors method.

Any stock unaccounted for is to be regarded as normal wastage. (PYP 10 Marks Nov'22)

Answer 19
Books of Modern Store Delhi Nagpur Branch Stock A/c
Particulars X | Particulars T
To Opening stock 60,000 | By Bank Afc (Cash Sales) 69,000
To Goods sent to branch Afe 1,50,000 | By Branch Debtors A/c (Credit sales) 63,000
To Goods sent te branch Afc 1,800 | By Goods sent to branch A/c (Return) 3,000
By Branch adjustment A/c {Reduction in 1,500
selling price)
By Branch adjustment A/c (Normal Loss) 600
By Closing stock [including stock in 74,700
transit of X 1,800)
2,11,800 2,11,800
Branch Debtors A/c
Particulars % | Particulars X
To Bal. b/d 40,000 | By Cash/Bank A/c 48,000
To Branch Stock (Sales) 63,000 | By Branch P&L A/c (Bad debts) 2,000
By Branch P&L Afc (Discount) 1,500
By Bal. ¢/d 51,500
103,000 103,000

Chapter 15 Accounting for Branches including Foreign Branches




Branch Adjustment Afc
' Particulars % | Particulars %
To Branch Stock Account (Reduction 1,500 | By Stock reserve A/c (60,000 22,500
in selling price) % 60/160)
To Branch Stock Account (Normal 600 | By Goods sent to branch A/c 56,925
loss™) (Loading) (1,51,800 X 60/160)
To Goods sent to branch Afc 1,125
(loading on returns)
(3,000 X 60/160)
To Branch P&L Alc 48,187
To Stock reserve Afc 28,013**
(74,700 X 60/160)
719,425 79,425

Note: * Alternatively, the loading of £ 225 on normal loss may be charged to Branch Adjustment A/c and cost
%375 thereof may be charged to Branch P&L A/c.
** rounded off. Alternatively may be rounded off as % 28,012,

Branch P&L Afc
Particulars X | Particulars X
To Branch expenses Afc 18,000 | By Branch Adjustment A/c 48,187
To Bad debts Afe 2,000
To Discount Afc 1,500
To Net Profit 26,687
48,187 48,187

EXAM INSIGHTS : Most of the examinees were not able to calculate correct values of closing stock, stock

reserve and normal loss. Consequently, they failed to prepare Branch Stock Account, Branch Adjustment
Account, Branch Profit & Loss Account and Branch Debtors Account in the reguired manner.

Smart Limited is an Indian Company and has its Branch at New York. The following balances in respect of
Smart Limited's USA Branch office are provided:

(i)

(ii)

Debit Balances {in USD)

Expenditure |excluding Depreciation) : 1,03,095
Cash & bank balances : 2,175
Debtors : 7,365
Fixed Assets (Gross) 2 34,200
(Rate of Depreciation on Fixed Assets: 20%)

Inventory-Stock P - 5,520
Inventory- Stock 'Q' t 1,035

Credit Balances (in USD)

Incomes 3 1,32,000
Creditors - 15,570
HO Contrel afe . 5,820

The following additional information is provided:

(1)
(2)
(3)
(4)

(5)
(6)

The average exchange rate during the above financial year was 1 USD = X 56.

The fixed assets were purchased when the exchange rate was 1 USD X 55.

The closing exchange rate on reporting date is 1 USD = X 58.

Stock item 'P' is valued at cost of USD 5,520, purchased when the exchange rate was X 56.50, The present
net realizable value of this itemis % 2,85,000.

Stock item 'Q' is carried at net realizable value of USD 1,035, but its costin USD is 1,065, It was purchased
when exchange rate was 1 USD = X 53.

Branch Control Account as per HO books was X 2,66,265.
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You are required to show how it will be reflected in the books of Head OHice in the form of Trial
Balance, if the USA Branch Office is classified as an Integral Foreign Operation.

(PYP 6 Marks May’24)
Answer 20
Converted branch trail balance (in the books of head office)
Particular Dr. 5 Cr. S Rate per $ % Dr. % Cr.

Expenditure 1,03,095 56 57,73,320
Cash & bank balance 2,175 58 1,26,150
Debtors 7,365 58 4,27,170
Fixed assets 27,360 55 15,04,800
Depreciation 20% 6,840 55 3,76,200
Inventory P 5,520 Direct 2,685,000
Inventory Q 1,065 53 56,445
Income 1,32,000 56 73,92,000
Creditors 15,570 58 9,03,060
HO control Afc 5,820 2.66,265
Exchange difference 12,240

85,61,325 85,61,325
Waorking Note:
Inventery P $ 5,520 Inventary Q $ 1,065
Purchased Cost rate 56.50 MRV S 1,035
MRV % 2,85,000 Closing rate 58
Cost %3,11,880 Purchased Costrate 53
Value at cost or NRW 72,85,000 Value at cost or NRV whichever | 51,035 @ % 58 or
whichever is less is less S 1,065 @ %53

= 56,445 or 60,030

Mr. Chena Swami of Chennai trades in Refined Oil and Ghee. It has a branch at Salem. He despatches 30 tins of
Refined Oil @ X 1,500 per tin and 20 tins of Ghee @ T 5,000 per tin on 1st of every month. The Branch has
incurred expenditure of X 45,890 which is met out of its collections; this is in addition te expenditure directly
paid by Head Office.

Following are the other details:

Chennai H.O. Salem B.O.
Amount () Amount (%)
Purchases:
Refined Oil 27,50,000
Ghee 48,28,000
Direct Expenses 6,35,800
Expenses paid by H.O. 76,800
Sales:
Refined Oil 24,10,000 5,95,000
Ghee 38,40,500 14,50,000
Collection during the year 20,15,000
Remittance by Branch to Head Office 19,50,000
Chennai H.O,
Balance as on 01-04-2020 31-03-2021
Amount () Amount (%)
Stock:
Refined Oil 44,000 8,90,000
Ghee 10,65,000 15,70,000
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Building 5,10,800 7,14,780
Furniture & Fixtures 88,600 79,740
Salem Branch Office
Balance as on 01-04-2020 31-03-2021
Amount (%) Amount ()
Stock:
Refined Oil 22,500 19,500
Ghee 40,000 90,000
Sundry Debtors 1,280,000 ?
Cash in hand 25,690 ?
Furniture & Fixtures 23,800 21,420

Additional infermation:

li} Addition to Building on 01-04-2020 % 2,41,600 by H.O.

[ii) Rate of depreciation: Furniture & Fixtures @ 10% and Building @ 5% (already adjusted in the above figure)
(ili) The Branch Manager is entitled to 10% commission on Branch profits (after charging his commission).

[iv) The General Manager is entitled to a salary of X 20,000 per month.

(v] General expenses incurred by Head Office is 1,86,000.

You are requested to prepare Branch Account in the Head Office books and also prepare Chena Swami’s Trading
and Profit & loss Account {excluding branch transactions) for the year ended 31st March, 2021.

(RTP May’'22) (Same concept different figures Ofd & New SN)

Answer 21
In the books of Mr. Chena Swami
Salem Branch Account
| % w
To Balance b/d Opening stock: By Bank (Remittance to H.0.) 19,50,000
Ghee 40,000 | By Balance ¢/d
Refined Oil 22,500 Closing stock:
Debtors 1,80,000 Refined oil 19,500
Cash on hand 25690 | Ghee 90,000
Furniture & fittings 23,800 Debtors (W.N. 1) 2,10,000
To Goods sent to Branch A/c Cash on hand {W.N. 2) 44,800
Refined Qil (30 x X 1,500x12) 5,40,000 Furniture & fittings 21,420
Ghee (20 x % 5,000 x12) 12,00,000
To Bank (Expenses paid by H.O.) 76,800
To Manager’'s commission in profits
10% (2,26,930x10/110) 20,630
To Net Profit transferred
to General P & L A/c 2,006,300
23,35,720 23,35,720

Mr. Chena Swami Trading and Profit and Loss account for the year ended 31st March, 2021
(Excluding branch transactions)

2 %
To Opening Stock: By Sales:
Refined Oil 44,000 | Refined Qil 24,10,000
Ghee 10,65,000 | Ghee 38,40,500
To Purchases; By Closing Stock:
Refined Oil 27,50,000 Refined Oil 8,590,000
Less: Goods sent to Branch  (5,40,000) 22,10,000 | Ghee 15,70,000
Ghee 48,28,000
Less: Goods sent to Branch  (12,00,000) 36,28,000
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To Direct Expenses 6,35,800
To Gross Profit 11,27,700
87,10,500 &7,10,500
To Manager's Salary 2,40,000 | By Gross Profit 11,27,700
To General Expenses 1,86,000 | By Branch Profit transferred 2,06,300
To Depreciation 8,860
Furniture (88,600 - 79,740)
Building (5,10,800 + 2,41,600 - 7,14,780) 37,620
To Net profit 8,61,520
13,34,000 13,34,000
Working Notes:
(1) Debtors Account
% 3
To Balance b/d 1,80,000 | By Cash Collections 20,15,000
To Sales made during By Balance c/d 2,10,000
the year: (Bal. Figure)
Refined oil 5,95,000
Ghee 14,50,000
22,25,000 22,25,000
(2] Branch Cash Account
L R
To Balance b/d 25,690 | By Remittance 19.50,000
To Collectians 20,15,000 | By Exp. 45 890
By Balance ¢/d (Bal. Figure) 44,800
20,40,680 20,40,690

Wivitsu Ltd. Has a branch at Kanpur. Goods are invoiced from head office to Branch at cost plus 50%. Branch
remits all cash received to head office and all expenses are met by head office. Prepare necessary Ledger
accounts in the books of Wivitsu Ltd. Under Stock and Debtors system to show profit earned at the branch for

the year ending 31 st March, 2021.

Following information related to Branch is given:

Stock on 1™ April, 2020 31,200 | Goods returned by Debtors 3,000
[Invoice price)
Debtors on 1% April, 2020 17,400 | Surplus in stock (Invoice price) 600
Goods invoiced at cost 72,000 | Expenses at Branch 13,400
Sales at Branch: Cash sales 20,000 | Discount allowed to Debtors 700
] Credit sales 68,200 | Debtors on 31" March, 2021 14,300
(PYP 10 Marks, Dec’21)
Answer 22
Books of Wivitsu Ltd.
Kanpur Branch Stock Account
2 2
To Balance b/d — Opening Stock 31,200 | By Bank A/c— Cash Sales 20,000
To Branch Debtors A/fc — Sales Return 3,000 | By Branch Debtors A/c - Credit Sales 68,200
To Goods sent to Branch A/c (72,000 1,08,000 | By Balance ¢/d - Closing stock 54,600
+50% of 72,000)
To Surplus in stock 600
1,42,800 1,42 800
Kanpur Branch Stock Adjustment Account
2 %
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To Branch Profit and Loss Account 28,400 | By Balance b/d (1/3 of % 31,200) 10,400
To Balance ¢/d {1/3 of 18,200 | By Goods sent to Branch A/c 36,000
54,600) (1/3 of X 1,08,000)
By Surplus in stock 200
46,600 46,600
Goods Sent to Branch Account
2 .
To Kanpur Branch Stock Adjustment 36,000 By Kanpur Branch Stock Afc 1,08,000
Afc
To Purchases A/c 72,000
1,08,000 1,08,000
Branch Debtors Account
2 %
Toe Balance b/d 17,400 | By Bank (Bal fig.) 67,600
To Branch Stock Afc 68,200 | By Branch Expenses A/c (Discount allowed) 700
By Branch Stock - Sales Returns 3,000
By Balance ¢/d 14,300
85,600 85,600
Branch Expenses Account
. T
To Bank Afe (expenses) 13,400 |By Branch Profit & Loss Afc (Transfer) 14,100
To Branch Debtors A/c (Discount 700
allowed)*
14,100 14,100
Branch Profit & Loss Account for the year ending 31st March 2021
o .
' To Branch Expenses Afc 14,100 | By Branch Adjustment A/c EE:,ﬂ,CIG
To MNet Profit 14,700 | By surplus in stock (Cost) 400
28,800 28,800

Note: * Discount allowed to debtors may be shown in Branch Profit and Loss account directly instead of
transferring it through Branch Expenses account,

EXAM INSIGHTS: Majority of the examinees were not able to prepare Goods sent to Branch Account and Branch
Expenses Account. They also could not give the Branch P & L A/c in the correct manner.

Treadmill invoices goods to its branch at cost plus 20%. The branch sells goods for cash as well as on credit,
The branch meets its expenses out of cash collected from its debtors and cash sales and remits the balance of
cash to head office after withholding X 20,000 necessary for meeting immediate requirements of cash. On 31st
March, 2022 the assets at the branch were as follows:

X ('000)
Cash in Hand 20
Trade Debtors 768
Stock, at Invoice Price 2,160
Furniture and Fittings 1,000

During the accounting year ended 31st March, 2023 the invoice price of goods dispatched by the head office
to the branch amounted to % 2 crore 64 lakhs. Out of the goods received by it, the branch sent back to head

office poods inveoiced at X 1,44,000. Other transactions at the branch during the year were as follows:

(X '000)
Cash Sales 19,400
Credit Sales 6,280
Cash collected by Branch from Credit Customers 5,684
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Cash Discount allowed to Debtors 116
Returns by Customers direct to Head office (at invoice price) 204
Bad Debts written off 74
Expenses paid by Branch 1,684

office through a cheque.

concept different figures SM)

On 1st January, 2023 the branch purchased new furniture for X 2 lakh for which payment was made by head

On 31st March, 2023 branch expenses amounting to % 12,000 were cutstanding and cash in hand was again
% 20,000. Furniture is subject to depreciation @ 16% per annum on diminishing balance method.
Prepare Branch Account in the boolks of head office for the year ended 31st March, 2023. (RTP Nov'23) (Same

Answer 23
In the Head Office Books Branch Account for the year ended 31st March, 2023
% '000 %'000
To Balance b/d By Balance b/d
Cash in hand 20 Stock reserve X 2,160 x 1/6 360
Trade debtors 768
Stock 2,160 | By Goods sent to branch A/c (Returns to 314
Furniture and fittings 1,000 | H.O.) {144 + [204 -34 {loading]}
To Goods sent to branch Afe 26,400 | By Goods sent to branch Afc 4,376
(Loading on net goods sent to branch —
(26,256 x 1/6)
To Bank A/fc 200
(Payment for furniture)
To Balance ¢/d 456 | By Bank A/c 23,400
Stock reserve (2,736 x 1/6) |Remittance from branch to H.O.)
To Outstanding expenses 12 By Balance ¢/d
To Profit and loss Afc (Net Profit) 2,192 | Cash in hand 20
Trade debtors 970
Stock 2,736
Furniture and fittings 1,032
33,208 33,208
Working Notes:
1. Invoice price and cost
Let cost he 100
So, invoice price 120
Loading 20
Loading: Invoice price =20:120=1:6
2. Invoice price of closing stock in branch
Branch Stock Account
%000 % ‘000
To Balance b/d 2,160 | By Goods sent to branch 144
To Goods sent to branch 26,400 By Branch Cash 19,400
By Branch debtors 6,280
By Balance c/d (Bal fig) 2,736
28,560 28,560

account.

3. Closing balance of branch debtors

Branch Debtors Account

Note: adjustment regarding returns by Customers direct to Head office has not been made in branch stock

< ‘000 %000 |
To Balance b/d 768 | By Branch cash 5,684
To Branch stock 6,280 By Branch expenses discount 116
| By Goods sent to Branch (Returns) 204
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By Branch expenses (Bad debts) 74
By Balance ¢/d (Bal fig) 970
7,048 7,048

4, Closing balance of furniture and fittings

Branch Furniture and Fittings Account

% '000 T ‘000
To Balance b/d 1,000 | By Depreciation (16048) 168
To Bank 200 | By Balance ¢/d 1,032
1,200 1,200
MNote: Since the new furniture was purchased on 1st lan 2023 depreciation will be for 3 months.
5. Remittance by branch to head office
Branch Cash Account
T '000 % '000
To Balance b/d 20 | By Branch expenses 1,684
To Branch stock 19,400 | By Remittances to H.O, 23,400
To Branch debtors 5,684 | By Balance b/d 20
25,104 25,104

lolly Industries of Delhi is

a trader in spices. It has a branch at Jalandhar to which Head office invoice goods

at 20% on sales. The Jalandhar branch sells spices both on cash and credit. Branch remit all the cash received
to Head Office Bank account; thus, all expenses of branch are also directly paid from head office. From the
following information given, Prepare Branch Accounts in the Head office ledger using Stock and Debtors

Method. Branch does not

maintain any books of account, but send fortnightly returns to Head office.

.t
Stock at Jalandhar Branch as on 1st April, 2022 (Cost Price) 1,00,000
Sundry Debtors at Jalandhar as on 1st April, 2022 1,10,000
Cash received from Debtors 3,45,000
Bad debts during the year 9,500
Discount allowed to Debtors 5,500
Goods received from Head Office at Invoice Price 6,00,000
Returns to Head office at Invoice Price 60,000
Normal loss of goods during transport (Out of Goods sent by H.O. to Branch) 12,000
Sales returns at Jalandhar Branch 11,000
Salaries and staff welfare expenses at Branch 54,000
Rent and taxes at Branch 9,000
Other Office Expenses 2,500
Sundry Debtors at Branch as at 31st March 2023 1,55,000
Stock at Jalandhar as on 31st March, 2023 (Cost Price) 1,20,000
Credit sales at Branch are four times of the cash Sales at Branch. (PYP 10 Marks Nov'23)
Answer 24
Books of lolly Industries, Delhi Jalandhar Branch Stock Account
Particulars X | Particulars 1
To Balance b/d = Op Stock 1,25,000 | By Bank A/fc- Cash Sales 1,04,000
To Branch Debtors Afc = 11,000 | By Branch Debtors A/c —Credit 4,16,000
Sales Return Sales
To Goods Sent to Branch Afc 6,12,000 | By Goods sent to Branch (Returns 60,000
(6,00,000 + 12,000) to H.0.}
By Branch Stock Adjustment A/c 12,000
(Normal Loss)
By Branch Stock Adjustment A/c 6,000
(Abnormal Loss) (Bal.fig)
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By Balance ¢/d - Closing Stock 1,50,000
7, 48,000 7.48. 000
Jalandhar Branch Stock Adjustment Account
Particulars X | Particulars X
To Goods sent to Branch Afc (1/5 of % 12,000 | By Balance b/d 25,000
60,000) {on returns) (20% of 1,25,000) -
To Branch Stock A/c (abnormal Loss) 1,200 | By Goods sent to Branch A/e (1/5
(6,000x1/5) | of 2 6,12,000) 1,22,400
To Branch Stock Afc (Normal Loss) 12,000 i
To Balance ¢/d(1/5 of £ 1,50,000) 30,000
To Branch P & L A/c (Profit on sale) - Bal fig 92,200
1,47,400 1,47,400
Goods Sent to Branch Account
" Particulars X | Particulars X
To Jalandhar Branch Stock 1,22,400 | By Jalandhar Branch Stock A/c 6,12,000
Adjustment Afc
To Jalandhar Branch Stock 60,000 | By lalandhar Branch Stock Adjustment, A/ 12,000
Afc (Returns)
To Purchases Afc 4,41,600
6,24,000 6,24,000
Branch Debtors Account
' Particulars X | Particulars X
To Balance b/d 1,10,000 | By Bank 3,45,000
To Branch Stock Afc 4,16,000 | By Branch P&L A/e - Diseount 5,500
By Branch P8 A/c - Bad Debts 9,500
By Branch Stock - Sales Returns 11,000
By Balance c/d 1,55,000
5,26,000 5,26,000
Branch Expenses Account
Particulars % | Particulars Y
To Bank Afc (Rent & Taxes) 9,000 | By Branch Profit & Loss Afc 65,500
(Transfer)
To Bank Afc 54,000
(Salaries &Staff Welfare expenses)
Toe Bank A/c (office expenses) 2,500
65,500 65,500
Branch Profit & Loss Account for the year ending 31st March 2023
Particulars %X | Particulars 6 1
To Branch Expenses A/c 65,500 | By Branch Stock Adj. A/c 92,200
To Branch Debtors A/fc 5,500
To Branch Debtors A/fc 9,500
To Abnormal Loss (cost) 4,800
To Net Profit transferred to
Profit & Loss A/c 6,900
92,200 92,200

EXAM INSIGHTS: The majority of examinees lacked an understanding of the Stock and Debtors Method,
resulting in an inability to prepare branch accounts based on this method.
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M & S Co. of Lucknow has a branch in Canberra, Australia (as an integral foreign operation of M & S Co.). At the
end of 31st March 2019, the following ledger balances have been extracted from the books of the Lucknow
office and the Canberra.

Lucknow office Canberra Branch
(Rs. In thousand) (Aust. Dollars hthousand)
Dr. Cr. Dr. Cr.
Capital 2,000
Reserves & Surplus 1,000
Land 500
Buildings (Cost) 1,000
Buildings Dep. Reserves 200
Plant and Machinery (Cost) 2,500 200
Plant and Machinery Dep.
Reserves 600 130
Debtors/Creditors 280 200 60 30
Stock as on 1- 4-2018 100 20
Branch Stock Reserve 4
Cash & Bank Balances 10 10
Purchases/Sales 240 520 20 123
Goods sent to Branch 100 5
Managing Partner's Salary 30
Wages and Salary 75 45
Rent 12
Office Expenses Commission 25 18
Receipts 256 100
Branch/HO Current Account 120 7
4,880 4,880 390 390

The following information is also available:
(i) Stock as at 31st March, 2019
Lucknow Rs. 1,50,000
Canberra AS 3125 (all stock is out of purchases made at Abroad)
(ii} Head Office always sent goods to the Branch at cost plus 25%
(iii) Provision is to be made for doubtful debts at 5%
(iv)] Depreciation is to be provided on Buildings at 10% and on Plant and Machinery at 20% on written down
value.
You are required to:
(1) Cenvert the Branch Trial Balance into rupees by using the following exchange rates:

Opening rate 1AS5=Rs.50
Closing rate 1AS5=Rs. 53
Average rate 1A5=Rs. 51.00
For Property, Plant & Equipment 1AS5=Rs. 46.00

(2) Prepare Trading and Profit and Loss Account for the year ended 31st March 2019 showing to the
extent possible H.O. results and Branch results separately. (MTP Oct’'18, 12 Marks, RTP Nov'22, Old &
New SM) (Same concept fewer adjustments RTP Nov'20)

Answer 25
M & S Co. Ltd. Canberra, Australia Branch Trial Balance
As on 31st Mar 2019
($ ‘thousands) (Rs. ‘thousands)
Dr. Cr. Conversion Dr. Cr.
rate per $
Plant & Machinery (cost) 200 Rs. 46 9,200
Plant & Machinery Dep. Reserve 130 Rs. 46 5,980
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Trade receivable/payable 60 30 Rs.53 3,180 1,590
Stock (1.4.2018) 20 Rs. 50 1,000
Cash & Bank Balances 10 Rs. 53 530
Purchase / Sales 20 123 Rs. 51 1,020 6,273
Goods received from H.O. 5 Actual 100
Wages & Salaries 45 Rs. 51 2,295
Rent 12 Rs. 51 612
Office expenses 18 Rs. 51 918
Commission Receipts 100 Rs. 51 5,100
H.O, Current A/c 7 Actual 120
| 18,855 19,063
~ Foreign Exchange Loss (bal. fig.) 208
390 390 19,063 19,063
Closing stock 3.125 53 165.625
Trading and Profit & Loss Account for the year ended 31st March, 2013
(Rs.’000)
H.O. Branch Total H.O. | Branch Total
To Opening Stock 100 |1,000.000 |1,100.000 | By Sales 520 |6,273.000 6,793.000
To Purchases 240 1,020,000 1,260.000 By Goods sent to 100 100.000
Branch -
To Goods received - 100.000 = 100.000 | By Closing Stock 150 165.625 315.62
from Head Office 5
To Wages & Salaries 75 |2,295.000 12,370.000
To Gross profit ¢/d 355 |2,023.625 12,378.625
770 |6,438.625 7,208.625 770 | 6,438,625 7,208,625
To Rent ? 612.000 | 612.000 | By Gross profit b/d | 355 |2,023.625 | 2,378.625
To Office expenses 25 918.000 | 943.000 | By Commission 256 | 5,100.000 5,356.000
receipts
To Provision for 14 159.000 | 173.000
doubtful debts@ 5%
To Depreciation (W. N.})| 460 644.000 '1,104.000
To Balance ¢/d 112 |4,790.625 14,902.625
611 |7,123.625 |7,734.625 611 [7,123.625 | 7,734.625
To Managing Partner’s Salary 30.000|By Balance b/d 4,902.625
To Exchange Loss 208.000 |By Branch stock 4,000
reserve
To Balance c/d 4, 668.625
, 4,906,625 4,906.625
Working Note: Calculation of Depreciation
H. O Branch
Rs. ‘000 Rs. ‘000
Building. Cost 1,000
Less: Dep. Reserve 200
800
Depreciation @ 10% (A) &0
Plant & Machinery Cost 2,500 9,200
Less: Dep. Reserve &00 (5,980)
1,300 3,220
Depreciation @ 20% (B) 380 644
Total Depreciation (A+B) 460 644
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Note: As the closing stock of Branch does not consist any stock transferred from M& S Co,, there is no need
to create closing stock reserve. But the opening branch stock reserve has to be reversed in the P&L Afc,

Question 26

Moon Star has a branch at Virginia (USA). The Branch is a non-integral foreign operation of the Moon Star. The

trial balance of the Branch as at 31st March, 2022 is as follows:

Particulars Us $
Dr. Cr.
Office equipments 48,000
Furniture and Fixtures 3,200
Stock (April 1, 2021) 22,400
Purchases 96,000
Sales - 1,66,400
Goods sent from H.O 32,000
Salaries 3,200
Carriage inward 400
Rent, Rates & Taxes 800
Insurance 400
Trade Expenses 400
Head Office Account --- 45,600
Sundry Debtors 9,600
Sundry Creditors - 6,800
Cash at Bank 2,000
Cash in Hand 400
2,18,800 2,18,800

The following further information is given:

[1) Salaries outstanding $ 400.

(2] Depreciate office equipment and furniture & fixtures @10% p.a. at written down value.

(3] The Head Office sent goods to Branch for 15,80,000.

[4) The Head Office shows an amount of X 20,50,000 due from Branch.

|5) Stock en 31st March, 2022 -521,500.

[6) There were no transit items either at the start or at the end of the year.

[7) On April 1, 2020 when the fixed assets were purchased the rate of exchange was X 43 to one $. On April 1,
2021, the rate was 47 per 5. On March 31, 2022 the rate was % 50 per 5. Average rate during the year was
145 toone 5.
Prepare Trial balance incorporating adjustments given converting dollars into rupees and Trading, Profit
and Loss Account for the year ended 31st March, 2022 of the Branch as would appear in the books of Moen
Star for the purpose of incorporating in the main Balance Sheet.
(MTP 8 Marks Mar'21 & Oct'23, MTP 12 Marks Sep’22)

Answer 26

In the books of Moon Star
Trial Balance (in Rupees) of Virginia (USA) Branch as on 31st March, 2022

Dr. Cr. Conversion Dr. Cr.
uss Uss rate 1 1
Office Equipment 43,200 50 21,60,000
Depreciation on Office Equipment 4,800 50 2,40,000
Furniture and fixtures 2,880 50 1,44,000
Depreciation on furniture and fixtures 320 50 16,000
Stock {ISt April, 2[121} 22,400 47 10,52,800
Purchases 96,000 45 43,20,000
Sales 1,66,400 45 74,.88,000
Goods sent from H.O. 32,000 15,80,000
Carriage inward 400 45 18,000
Salaries (3,2004400) 3,600 45 1,62,000
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Outstanding salaries 400 50 20,000
Rent, rates and taxes 200 45 36,000
Insurance 400 45 18,000
Trade expenses 400 45 18,000
Head Office A/c 45,600 20,50,000
Trade debtors 9,600 50 4,80,000
Trade creditors 6,800 50 3,40,000
Cash at bank 2,000 50 1,00,000
Cash in hand 400 50 20,000
Exchange difference (bal. fig.) transferred to
foreign currency translation reserve account 4,066,800
2,19,200| 2,19,200 1,03,64,800| 1,03,64,800
Trading and Profit and Loss Account of Virginia Branch for the year ended 31st March, 2022
T %
To Opening stock 10,52,800 | By Sales 74,88,000
To Purchases 43,20,000 | By Closing stock 10,75,000
To Goods from Head Office 15,880,000 | {21,500 US 5 = 50)
To Carriage inward 18,000
To Gross profit ¢/d 15,92,200
85,63,000 85,63,000
To Salaries 1,62,000 | By Gross profit b/d 15,92,200
To Rent, rates and taxes 36,000
To Insurance 18,000
To Trade expenses 18,000
To Depreciation on office equipment 2,40,000
To Depreciation on furniture and fixtures 16,000
To Net Profit ¢/d 11,02,200
15,592,200 15,92,200

M/s Wivtsu & Co. has head office at U.S.A. and branch in Patna (India). Patna branch is an integral foreign

operation of Wivtsu & Ce.

Patna branch furnishes you with its trial balance as on 31st March, 2022 and the additional information given

thereafter:
Dr. Cr.
(Rupees in thousands)
Stock on 1st April, 2021 300
Purchases and Sales 800 1,200
Sundry Debtors & Creditors 400 300
Bills of Exchange 120 240
Wages & Salaries 560 -
Rent, Rates & Taxes 360 -
Sundry Charges 160 -
Plant 240 &
Bank Balance 420 -
U.5.A. Office Afc - 1,620
3,360 3,360
Infermation:

la)  Plant was acquired from a remittance of US $ 6,000 received from USA head office and paid to the

suppliers. Depreciate Plant at 60% for the year.

(b) Unsold stock of Patna branch was worth ¥ 4,20,000 on 31st March, 2022,
(] The rates of exchange may be taken as follows:
- On 01.04.2021 @ XI55 perUS S
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- On 31.03.2022 @ X 60 perUS S

- Average exchange rate for the year @ X 58 per US §

- Conversion in $ shall be made up to two decimal accuracy.
You are asked to prepare in US dollars the revenue statement for the year ended 31st March, 2022 and the
balance sheet as on that date of Patna branch as would appear in the books of USA head office of Wivtsu & Co.
You are infermed that Patna branch account showed a debit balance of US § 29845.35 on 31.3.2022 in USA
books and there were noe items pending reconciliation. (MTP 12 Marks Oct’22 & Aug’l8, 12 Marks) (Same

concept different figures PYP May’19 8 Marks, Old & New SM)

Answer 27
M/s Wivtsu & Co. Patna Branch Trial Balance in (US $) as on 31st March, 2022
Conversion Dr. Cr.
rate per US $ uss uss
(%)
Stockon 1.4.21 55 5,454.55 =
Purchases and sales 58 13,793.10 20,689.66
Sundry debtors and creditors 60 6,666.67 5,000.00
Bills of exchange 60 2,000.00 4,000.00
Wages and salaries 58 9,655.17 -
Rent, rates and taxes 58 6,206.90 -
Sundry charges 58 2,758.62 -
Plant - 6,000.00 -
Bank balance 60 7,000.00 -
USA office Afc - - 29,845.35
59,535.01 59,535.01
Trading and Profit & Loss Account for the year ended 31st March,2022
uss Us $
To Opening Stock 5,454.55 | By Sales 20,689.66
To Purchases 13,793.10 | By Closing stock 7.,000.00
To Wages and salaries 9,655.17 | (% 4,20,000/60)
By Gross Loss c/d 1,213.16
28,902.82 28,902.82
To Gross Loss b/d 1,213.16 | By Net Loss 13,778.68
To Rent, rates and taxes 6,206.90
To Sundry charges 2,758.62
To Depreciation on Plant 3,600.00
(US § 6,000 x 0.6)
13,778.68 13,778.68
Balance Sheet of Patna Branch as on 31st March, 2022
Liabilities uss Assets uss uss
LSA Office Afc 29,845.35 Plant B 6,000.00
Less: Net Loss (13,778.68) 16,066.67 |Less: Depreciation (3,600.00) 2,400.00
Sundry creditors 5,000.00 |Closing stock 7,000.00
Bills payable 4,000.00 |Sundry debtors 6,666.67
Bills receivable 2,000.00
Bank balance 7,000.00
25,086.67 25,066.67
 LDR

On 31st March, 2022 Chennai Branch submits the following Trial Balance to its Head Office at Lucknow:

L

Debit Balances

X in lacs

Furniture and Equipment

18

Chapter 15 Accounting for Branches including Foreign Branches m




Y,

Depreciation on furniture 2
Salaries 25
Rent 10
Advertising 6
Telephone, Postage and Stationery 3
Sundry Office Expenses 1
Stock on 1st April, 2021 &0
Goods Received from Head Office 288
Debtars 20
Cash at bank and in hand 8
Carriage Inwards 7
448
Credit Balances
Outstanding Expenses 3
Goods Returned to Head Office 5
Sales 360
Head Office 80
448

Additional Information:

Stock on 31st March, 2022 was valued at X 62 lacs. On 29th March, 2022 the Head Office dispatched goods
costing X 10 lacs to its branch. Branch did not receive these goods before 1st April, 2022. Hence, the fipure of
goods received from Head Office does not include these goods. Also the head office has charged the branch
X 1 lac for centralized services for which the branch has not passed the entry.
You are required to :(i} pass Journal Entries in the books of the Branch to make the necessary adjustments
and (ii) prepare Final Accounts of the Branch including Balance Sheet.
(MTP 12 Marks Mar’23, RTP May’19, RTP May'20, Old & New SM)

Answer 28

(i)

Books of Branch
Journal Entries

(Zin lacs)
Dr. Cr.
Goods in Transit Afe Dr. 10
To Head Office Afc 10
(Goods dispatched by head office but not received by branch
before 1st April, 2022)
Expenses Afc Dr. 1
Ta Head Office Afc 1
[Amount charged by head office for centralised services)
{ii)  Trading and Profit & Loss Account of the Branch for the year ended 31st March, 2022
T inlacs Tin lacs
To Opening Stock 60 | By Sales 360
To Goods received from By Closing Stock 62
Head Office 288
Less : Returns (5] 283
To Carriage Inwards 7
To Gross Profit ¢/d 72
422 422
To Salaries 25 | By Gross Profit b/d 72
To Depreciation on Furniture 2
To Rent 10

Chapter 15 Accounting for Branches including Foreign Branches




To Advertising &
To Telephone, Postage & Stationery 3
To Sundry Office Expenses 1
To Head Office Expenses 1
To Net Profit Transferred to
Head Office A/c 24 ]
12 12
Balance Sheet as on 31st March, 2022
Liabilities Xin lacs Assets Xin laes
Head Office 80 Furniture & Equipment 20
Add : Goods in transit 10 Less : Depreciation (2) 18
Head Office Expenses 1 Stock in hand 62
Net Profit 24 Goods in Transit 10
115 | Debtors 20
Qutstanding Expenses 3 | Cash at bank and in hand
8
118 118

Lal & Co. of Jaipur has a branch in Patna to which goods are sent @ 20% above cost. The branch makes both
cash & credit sales. Branch expenses are paid direct from Head office and the branch has to remit all cash
received into the bank account of Head office. Branch doesn't maintain any books of accounts but sends

monthly returns to the head office.
Following further details are given for the year ended 31st March, 2020:

Amount ()
Goods received from Head office at Inveice Price 4,20,000
Goods returned to Head office at Invoice Price 30,000
Cash sales for the year 2019-20 92,500
Credit Sales for the year 2019-20 3,12,500
Stock at Branch as on 01-04-2019 at Invoice price 36,000
Sundry Debtors at Patna branch as on 01-04-2019 48,000
Cash received from Debtors 2,19,000
Discount allowed to Debtors 3,750
Goods returned by customer at Patna Branch 7,000
Bad debts written off 2,750
Amount recovered from Bad debts previously written off as Bad 500
Rent, Rates & taxes at Branch 12,000
Salaries & wages at Branch 36,000
Office Expenses (at Branch) 4,600
Stock at Branch as on 31-03-2020 at cost price 62,500

Prepare necessary ledger accounts in the books of Head office by following Stock and Debtars method and

ascertain Branch profit. (RTP Nov'21, PYP 10 Marks Nov'20)

Answer 29
Branch Stock Account
% G 2 2

1.4.19 |To Balance b/d 36,000(31.3.20 | By 5ales:

|opening stock)
31.3.20 |To Goods Sent 4,20,000 Cash 92,500

to Branch Afc Credit 3,12,500

To Branch P&L 47,000 Less: Return (7,000)| 3,05,500{ 3,98,000

By Goods sent to 30,000
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branch - returns
By Balance 75,000
c/d (closing stock)
5,03,000 5,03,000
1.4.20 |To Balance b/d 75,000
Branch Debtors Account
! 2
1.4.19 To Balance b/d 48,000 | 31.3.20 By Cash 2,15,000
31.3.20 To Sales 3,12.500 By Returns 7,000
By Discounts 3,750
By Bad debts 2,750
By Balance ¢/d 1,28,000
3,60,500 3,60,500
1.4.20 To Balance b/d 1,28.000
Branch Expenses Account
2 =
31.3.20 To Salaries & Wages 36,000 31.3.20 | By Branch P&L Afc 59,100
To Rent, Rates &Taxes 12,000
To Office Expenses 4,600
To Discounts 3,750
To Bad Debts 2,750
59,100 59,100
Branch Profit & Loss Account for year ended 31.3.20
L X
31.3.20 To Branch Expenses A/c 59,100 | 31.3.20 By Branch stock 47,000
To Net Profit transferred 46,900 By Branch Stock 58,500
to General P & L Afc Adjustment account
By Baddebts recovered 500
1,06,000 106,000
Branch Stock Adjustment Account for year ended 31.3.20
? ?
31.3.20 To Goods sent to branch 5,000| 31.3.20 By Balance b/d 6,000
(30,000x1/6) -returns (36,000x1/6)
To Branch P & L Afc 58,500 By Goods sent to branch 70,000
To Balance ¢/d (75,000x1/6) 12,500 (4,20,000x1/6)
76,000 76,000

Manohar of Mohali has a branch at Noida to which the goods are supplied from Mohali but the cost thereof is
not recorded in the Head Office books. On 31st March, 2020 the Branch Balance Sheet was as follows:

Liabilities T Assets g
Creditors Balance 62,000 Debtors Balance 2,24,000
Head Office 1,88,000 Building Extension A/c

Closed by transfer to H.O. A/c -

Cash at Bank 26,000

2,50,000 2,00,000
During the six months ending on 30-09-2020, the following transactions took place at Noida:

3 1
Sales 2,78,0000 Manager's salary 16,400
Purchases 64,500, Collections from debtors 2,57,000
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Wages Paid Eﬂ,ﬂﬂﬂ| Discounts allowed 16,000

Salaries {inclusive of advance of 15,600, Discount earned 4,600

5,000)

General Expenses 7,800, Cash paid to creditors 88,500

Fire Insurance {Paid for one year) 11,200 Building Account (further payment) 14,000

Remittance to H.O. 52,900, Cashin Hand 5,600
Cash at Bank 47,000

Set out the Head Office Account in Noida Books and the Branch Balance Sheet as on 30.09.2020. Also give
journal entries in the Noida books. (PYP Jul’21,10 Marks) (Same concepts different figures Old & New SM) (MTP
10 Marks Sep’23)

Answer 30
Journal Entries in the Books of Neida Branch
Particulars Debit (%) Credit (%)
Salary Advance A/c Dr. 5,000
To Salaries Afc 5,000
(Being the amount paid as advance adjusted by debit to Salary Advance
Afc)
Prepaid Insurance A/c (11,200 X 6/12) Dr. 5,600
To Fire Insurance A/c 5,600
(Being the six months premium transferred to the Prepaid Insurance A/c)
Head Office A/c Dr, 1,44,900
To Purchases A/c 64,500
To Wages Afc 24,000
To Salaries Afc (15,600 = 5000) 10,600
To General Expenses Afc 7,800
To Fire Insurance A/c (11,200 X 6/12) 5,600
To Manager’s Salary Afc 16,400
To Discount Allowed Afc 16,000
(Being the transfer of various revenue accounts to the HO A/c for
closing the accounts)
Sales Afc Dr, 2,78,000
Discount Earned A/c Dr. 4 600
To Head Office Afc 2,82,600
(Being the transfer of various revenue accounts to HO)
Head Office Afc Dr, 14,000
To Bullding A/c 14,000
(Being the transfer of amounts spent on building extension to HO !
Afc)
Head Office Account
. 2020 Particulars Amount (%) 2020 Particulars Amount (]
Sept 30 |[To Cash Remittance 52,900 April 1 |By Balance b/d 1,88,000
To Sundries* (Revenue) 1,44,900 By Sundries* (Revenue) 2,82,600
To Building A/e 14,000
To Balance c/d 2,58,800 |
Total 4,70,600] Total 4,70,600

* |nstead of using Sundries (Revenue) Afc, the concerned revenue accounts can be posted in the ledger.
Balance Sheet of Noida Branch As at 30" Sept 2020

Liabilities Amt (%) Assets Amt ()

Creditors 33,400 | Debtors 2,29,000

Head Office Afc 2,58,800 | Salary Advance 5,000
Prepaid Insurance 5,600
Building Extension Afc transferred to HO
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Cash in Hand 5,600
Cash at Bank 47,000
Total 2,92,200 Total 2,92,200
Working Notes
Cash and Bank Account
Particulars Amt () Particulars Amt (%)
To Balance b/d 26,000 | By Wages 24,000
To Collection from debtors 2,57,000 | By Salaries 15,600
By Insurance 11,200
By General Expenses ?,ED_E'
By HO A/c 52,900
By Manager's Salary 16,400
By Creditors 88,500
By Building A/e 14,000
By Balance c/d
- Cashin Hand 5,600
- Cash at bank 47,000
Total 2.83,000 Total 2,863,000
Debtors Account
Particulars Amt [é!] Particulars Amt ()
To Balance b/d 2,24,000 | By Cash Collection 2,57,000
To Sales Afc 2,78,000 | By Discount {Allowed) 16,000
By Balance ¢/d 2,29,000
Total 5,02,000 Total 5,02,000
Creditors Account
Particulars Amt (%) Particulars Amt (%)
To Cash Afc 88,500 | By Balance b/d 62,000
Te Discount (Earned) 4,600 | By Purchases 64,500
To Balance ¢/d 33,400
Total 1,26,500 Total 1,26,500

Mote:

Since the date of payment of fire insurance has not been mentioned in the Question, it is assumed that it was
paid on 01 April 2020. Alternative Answer considering otherwise also possible,

EXAM INSIGHTS: Most of the examinees could not give the Head Office Account in Noida Books and the
Branch Balance Sheet. They also did net give correct journal entries in the Noida books.

(a)  Debtors method,
(c)  Either (a) or (b).
Ans: (c)

c)  Both(a)and (b).
Ans: (c)

15.37

Multiple Choice Questions (MCQs)

1. if goods are invoiced to branches at cost, trading results of branch can be ascertained by (SM)

(b)  Stock and debtor's method.
(d) Both (a) or [b).

2. Under branch trading and profit loss account method {SMV)
(a)  H.O prepares profit and loss account,

(b} Each branch is treated separate entity.
(d})  Either (a) or (k).
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3. Goods may be invoiced to branch at (SM)

{a)  Costor Selling price. (B)  Wholesale price,
[c)  Both (a)and (b). (d)  Either (&) or (b)),
Ans: (c)

4. Under debtor's method, opening balance of debtors is [SM]

(3} Debited to branch account. (b} Credited to branch account,
{c) Debited to H.O account. (d} Credited to H.O account.
Ans: (a)
5. Cost of goods returned by branch will have the following effect (SM)
[a) Goods sent to branch account will be debited. (b) Branch stock account will be credited.
(c) (a)and {b}, (d} Either {2) or (b).
Ans: (c)
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o

LDR Questions
C55 Cs7
cs17

Question & Answers

51 (MTP 8 Marks Mar'24)

SEAS Ltd., the “Company”, is in the business of tours and travels. It sells holiday packages to the customers.

The Company negotiates upfront with the Airlines for specified number of seats in flight. The Company

agrees to buy a specific number of tickets and pay for those tickets regardless of whether it is able to resell

all of those in package.

The rate paid by the Company for each ticket purchased is negotiated and agreed in advance. The Company

also assists the customers in resolving complaints with the service provided by airlines. However, each airline

is responsible for fulfilling obligations associated with the ticket, including remedies to a customer for
dissatisfaction with the service.

The Company bought a forward contract for three months of USS 1,00,000 on 1 March 2024 at 1 USS = INR

83.10 when exchange rate was USS 1 = INR 83.02. On 31 March 2024, when the Company closed its books,

exchange rate was USS 1 = INR 83.15. On 1 April 2024, the Company decided for premature settlement of

the contract due to some exceptional circumstances.

The Company is evaluating belew mentioned schemes:

i. Introduction of a formal retirement gratuity scheme by an employer in place of ad hoc ex - gratia
payments to employees on retirement.

ii. Management decided to pay pension to those employees who have retired after completing 5 years of
service in the organization. Such employees will get pension of X 20,000 per month. Earlier there was no
such scheme of pension in the organization.

SEAS Ltd. has a subsidiary, ADI Ltd., which is in the business of construction having turnover of X 200 crores.

SEAS Ltd. and ADI Ltd. hold 9% and 23% respectively in an associate company, ASOC Ltd. Both SEAS Ltd. and

ADI Ltd. prepare consolidated financial statements as per Accounting Standards notified under the companies

(Accounting Standards) Rules, 2006.

1. What would be the basis of revenue recognition for SEAS Ltd. as per the requirements of Accounting

Standards? (Chapter - AS 9- Revenue Recognition)

la] Gross basis,

(b) Net basis.

(c) Depends on the accounting policy of the Company.

(d) Indian GAAP allows a choice to the Company to recognize revenue on gross basis or net basis.

Ans:(a)

2. Please sugpgest accounting treatment of forward contract for the year ended 31 March 2024 as per
Accounting Standard 11. (Chapter — AS 11- The Effects of Changes in Foreign Exchange rates)
la)  MTM (marked to market value) of contract will be recorded on 31 March 2024,
(b}  MTM {marked to market value) of contract will be computed as at 31 March 2024 and only if there is
loss, it will be recorded during the year ended 31 March 2024.
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[c] Mo accounting will be done during the year ended 31 March 2024,
[d] Premium on contract will be amortized over the life of the contract.
Ans:(d)

3. You are requested to advise the Company in respect of the accounting reguirements of above schemes
related to employee benefits as to which one of those schemes should be considered as a change in
accounting policy during the year. (Chapter - AS 5- Net Profit or Loss for the period, Prior peried items &
Changes in Accounting policies)

[a) 1=Change in accounting policy. 2 = Change in accounting policy.

(b} 1— Mot a change in accounting policy, 2 = Change in accounting policy.

[c] 1-=Not achange in accounting policy. 2 = Not a change in accounting policy.

([d] 1-—Change in accounting pelicy. 2 = Mot a change in accounting policy.
Ans:(c)

4. Please comment regarding consolidation requirements for SEAS Ltd. and ADI Ltd. using the below
mentioned options as to which one should be correct. ([Chapter -AS 21- Consolidated Financial Statement)

(a] ADILtd. would be using equity method of accounting for 23% in ASOC Ltd, SEAS Ltd. would conseolidate
ADI Ltd. and consequently automatically equity account 23% and separately account for the balance 9%
as per AS 13,

(b} ADI Ltd. would account for 23% in ASOC Ltd. as per AS 13. SEAS Ltd. would consolidate ADI Ltd. and
consequently automatically account 23% and separately account for the balance 9%.

[c)] ADI Ltd. would account for 23% share in ASOC Ltd using equity method of accounting. SEAS Ltd. would
consolidate ADI Ltd. and consequently, automatically account for ASOC Ltd 23% share and separately
account for 9% share in ASOC Ltd. using equity method of accounting in consolidated financial
statements.

[d] ADI Ltd. would account for 23% in ASOC Ltd. as per AS 13. SEAS Ltd. would consolidate ADI Ltd. and using
equity method of accounting 23% in ASOC Ltd. and separately account for the balance 9% as per AS 13.

Ans:{c)

(VTP 8 Marks Mar'24)

On 1st April, 2022, Shubham Limited purchased some land for % 30 lakhs for the purpose of constructing a
new factory. This cost of 30 lakhs included legal cost of X 2 lakhs incurred for the purpose of acquisition of
this land. Construction work could start on 1st May, 2022 and Shubham Limited provides you the details of
the following costs incurred in relation to its construction:

%
Preparation and levelling of the land 80,000
Employment costs of the construction workers {per month) 29,000
Purchase of materials for the construction 21,24,000
Cost of relocating employees to new factory for work 60,000
Costs of inauguration ceremony on 1st January, 2023 80,000
DOverhead costs incurred directly on the construction of the factory (per month) 25,000
General overhead costs allocated to construction project by the Manager is % 30,000. However, as per
company’s normal overhead allocation policy, it should be X 24,000. The auditor of the company has
support documentation for the cost of X 15,000 only) and raised objection for the balance amount.

The construction of the factory was completed on 31st December, 2022 and production could begin on 1st
February, 2023. The overall useful life of the factory building was estimated at 40 years from the date of
completion. However, it was estimated that the roof will need to be replaced 20 years after the date of
completion and that the cost of replacing the roof at current prices would be 25% of the total cost of the
building.

The construction of the factory was partly financed by a loan of X 28 lakhs borrowed on 1st April, 2022, The
loan was taken at an annual rate of interest of 9%. During the period when the loan proceeds had been fully
utilized to finance the construction, Shubham Limited received investment income of X 25,000 on the
temporary investment of the proceeds,

You are required to assume that all of the net finance costs to be allocated to the cost of factory (not land)
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and interest cost to be capitalized based on nine months’ period. [4 MCQs of 2 Marks each: Total 8 Marks]
Based on the information given in the above scenario, answer the following multiple-choice questions:
1. Which of the following cost {incurred directly on construction) will be capitalized to the cost of factory
building? (Chapter - AS 10-Property, Plant & Equipment)
{a) % 2,00,000 incurred as legal cost
{b) % 60,000 - costs of relocating employees
[c] % 80,000 costs of inauguration ceremony
{d) % 24,000 - allocated general overhead cost
Ans:(a)
2. What amount of employment cost of construction werkers will be capitalized to the cost of factory
building? (Chapter - AS 10-Property, Plant & Equipment)
(a) % 2,90,000
(b} % 3,48,000
(c) T 2,32,000
(d} X 29,000
Ans:{c)
3. What is the amount of net borrowing cost capitalized to the cost of the factory?
(Chapter - AS 16-Borrowing Costs)
(a) % 1,89,000
(b) % 1,68,000
(c) %1,44,000
(d) %1,64,000
Ans:(d)
4. What will be the carrying amount (i.e. value after charging depreciation) of the factory in the Balance
Sheet of Shubham Limited as at 31st March, 20237 {Chapter - AS 10-Property, Plant & Equipment)
fa) % 30,00,000
(b) 57,78,125
(c) ®27,78,125
(d) % 58,00,000
Ans:(b)

(Chapter 12 Buyback of Securities) (MTP 8 Marks Mar'24)

Kesar Ltd., a company engaged in various business activities, has decided to initiate a share buy-back on 1st
April, 2023. The company plans to repurchase 25,000 equity shares of X 10 each at a price of X 20 per share.
This buy-back initiative is in compliance with the company's articles of association, and the necessary
resolution has been duly passed by the company. As part of the financial arrangement for the share buy-
back, Kesar Ltd. intends to utilize its current assets, particularly the bank balance, to make the payment for
the repurchased shares.
Here is a snapshot of Kesar Ltd.'s Balance Sheet as of 31 st March, 2023:
A. Share Capital: Equity share capital (fully paid up shares of X 10 each) - X 12,50,000
B. Reserves and Surplus: Securities premium X 2,50,000; Profit and loss account X 1,25,000; Revenue reserve
% 15,00,000;
C. Long term borrowings: 14% Debentures- % 28,75,000, Unsecured Loans - X 16,50,000
D. Land and building X 18,30,000; Plant and machinery ¥ 18,00,000; Furniture and fitting X 3,20,000 and Other
Current Assets - % 30,00,000
Authorized, issued and subscribed capital: Equity share capital (fully paid up shares of 10 each) - 12,50,000.
1. By using the Shares Outstanding Test, the number of shares that can be bought back
{fa] 1,25,000
(b) 31,250
{e) 25,000
{d) 30,000
Ans:(b)
2. By using the Resources Test determine the number of shares that can be bought back:
(a) 25,000
(b) 31,250
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{c) 28,750
{d) 39,062
Ans:(d)
3. By using the Debt Equity Ratio Test determine the number of shares that can be bought back:
{a) 25,000
(b) 31,250
(e} 28,750
(d) 39,062
Ans:(c)
4. On the basis of all three tests determine Maximum number of shares that can be bought back:
(a) 25,000
(b) 31,250
{c} 28,750
(d) 39,062
Ans:(c)

(V7P & Marks Apr'20
Mars Ltd. is a manufacturing enterprise which is starting a new manufacturing plant at X Village. It has
commenced construction of the plant on April 1, 2023 and has incurred following expenses:

* It has acquired land for installing Plant for X 50,00,000

* |Itincurred % 35,00,000 for material and direct labour cost for developing the Plant.

* The Company incurred X 10,00,000 for head office expenses at New Delhi which included rent, employee
cost and maintenance expenditure.

* The Company borrowed % 25,00,000 for construction work of Plant @12% per annum on April 1, 2023.
Director finance of the Company incurred travel and meeting expenses amounting to X 5,00,000 during
the year for arranging this loan.

* On November 1, 2023, the construction activities of the plant were interrupted as the local people
alongwith the activists have raised issues relating to environmental impact of plant being constructed.
Due to agitation the construction activities ecame to standstill for 3 months.

*  With the help of Government and NGOs, the agitation was over by February 28, 2024 and the work
resumed. However, to balance the impact on environment, government ordered the company to install
certain devices for which the Company had to incur % 6,00,000 in March 2024.

* The rate of depreciation on Plant is 10%.

Based on the above information, answer the following guestions. [4 MCQs of Z Marks each: Total 8 Marks]
1. Which of the following expenses cannot be included in the cost of plant: (Chapter 5.2: AS 10-Property,
Plant & Equipment)
(a) Cost of Land
(b) Construction material and labour cost
) Head office expenses
(d}) Borrowing cost
Ans: ()
2. How much amount of borrowing cost can be capitalized with the plant: (Chapter 5.4; AS 16-Borrowing
Costs)
(a) % 3,00,000
(b} < 2,00,000
(¢) % 7,00,000
(d) % 6,00,000
Ans: (b}
3. The amount of depreciation to be charged for the year end March 31, 2024 (Chapter 5.2: AS 10-Property,
Plant & Equipment
(a) %4,30,000
(b} %9,30,000
() %9,80,000
(d} il
Ans: (d)
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(MTP 10 Marks Apr'24) % LDR

Beloved Finance Ltd. is a financial enterprise which is in the business of lending loan to small businesses and
earn interest on loans.
® During the year the Company has lend 50 crores and earned % 1.5 crore as interest on loans.

® The Company had surplus funds during the year and invested then in Fixed Deposits with bank and earned
interest on fixed deposits of X 20 lacs.

¢ The Company also acquired a gold loan unit for T 10 crore during the year and the Company provided
interest free loan of X 15 crore to its whelly-owned subsidiary.

¢ The Company paid a total income tax of X 75 lacs for the year.
Based on the above information, answer the following questions. [5 MCQs of 2 Marks each: Total 10 Marks]

1. In the Cash Flow Statement as per AS 3, the interest income of X 1.5 crore earned on earned on loans
given by the Company will be disclosed as: [Chapter 4.2: AS 3- Cash Flow Statement)
(a) Cash Flow from Operating Activities
(b} Cash Flow from Investing Activities
{c) Cash Flow from Financing Activities
(d} MNon-cash Items
Ans: (a)

2. Inthe Cash Flow Statement as per AS 3, the interest income of 20 Lacs earned fixed deposits with bank
will be disclosed as: (Chapter 4.2: AS 3- Cash Flow Statement)
{a) Cash Flow from Operating Activities
{b) Cash Flow from Investing Activities
(e) Cash Flow from Financing Activities
(d} MNon-cash ltems
Ans: (a)

3. In the Cash Flow Statement as per AS 3, amount paid fer acquiring gold loan unit will be disclosed as:
(Chapter 4.2: AS 3- Cash Flow Statement)
{a) Cash Flow from Operating Activities
(b} Cash Flow from Investing Activities
(c) Cash Flow from Financing Activities

{d] Mon-cash ltems
Ans: (b)

4. In the Cash Flow Statement as per AS 3, total income tax of X 75 lacs paid for the year will be disclosed
as: {Chapter 4.2: AS 3- Cash Flow Statement)
(a] Cash Flow from QOperating Activities
(b} Cash Flow from Investing Activities
{c) Cash Flow from Financing Activities
(d}) Mon-cash Items
Ans: (a)

5. Is any specific disclosures required te made in relation to the interest free loan of X 15 crore provided by
the Company to its whelly-owned subsidiary, if yes, as per which Accounting Standard: (Chapter 4.4: AS
18- Related Party Disclosures)
(a) VYes, disclosure is required to be made as per AS 3, Cash Flow Statements,
(b} Yes, disclosure is required to be made as per AS 18, Related Party Disclosures
{¢) Yes, disclosure is required to be made as per AS 13, Accounting for Investments

(d) Mo specific disclosures are required.
Ans: (b)

16.5 Chapter 16 Case Scenarios
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Kumar Ltd., a privately-held company, operates in the manufacturing industry. Founded in 2008, the company
has steadily grown its operations and established a strong presence in the market. As of 315t March, 2023,
the company's capital structure reflects a blend of equity and debt financing.
Capital Structure Overview:
*  Equity Share Capital: The company has a total of X 30,00,000 invested in equity shares, each valued at %
10 and fully paid.
*  Reserves & Surplus: Kumar Ltd. has accumulated reserves and surplus totaling $49,00,000, comprising
contributions from various sources including General Reserve (X 32,50,000), Security Premium Account
(X 6,00,000), Profit & Loss Account (X 4,30,000), and Revaluation Reserve (X 6,20,000).
*  Loan Funds: The company has acquired loan funds amounting to X 42,00,000 to support its operational
and growth initiatives.
Buy-Back Decision:
Considering its financial position and market conditions, Kumar Ltd. has decided to initiate a share buy-back
program. The company intends to repurchase its shares at a price of X30 per share.
In accordance with financial regulations and internal policies, Kumar Ltd. aims to assess the maximum number
of shares it can repurchase while maintaining a prudent debt-equity ratio. By utilizing the Debt Equity Ratio
Test, the company seeks to strike a balance between its equity base and debt obligations.
Based on the above information, answer the following questions.
1. What is the minimum equity Kumar Ltd. needs to maintain after buy- back, according to the Debt Equity
Ratio Test?
la) %12,55,000
(b} % 21,00,000
(c) % 32,50,000
(d) < 6,00,000
Ans: (b)
2,  What is the maximum permitted buy-back of equity for Kumar Ltd.?
(a) ¥ 38,85,000
(b) % 42,00,000
(c) %12,95,000
(d) % 59,85,000
Ans: (a)
3. How many shares of Kumar Ltd. can be bought back at X 30 per share according to the Debt Equity
Ratio Test?
la) 43,000
(b} 1,29,500
(c) 2,00,000
(d} 78,000
Ans: (b)

(MTP 8 Marks July’24) (Chapter 12 AS Buyback of Securities) EXN
Super Ltd., a manufacturing company, has the following summarized Balance Sheet as of March 31, 2024:
Equity Shares of 10 each fully paid up: X17,00,000

Reserves & Surplus:

Revenue Reserve: 123,350,000

Securities Premium: X 2,50,000

Profit & Loss Account: X2,00,000

Infrastructure Development Reserve: <1,50,000

Secured Loan:

9% Debentures: $38,00,000

Unsecured Loan: $8,50,000

Property, Plant & Equipment: $58,50,000

Current Assets: X34,50,000

Super Ltd. plans to buy back 35,000 equity shares of X 10 each fully paid up on April 1, 2024, at % 30 per

Chapter 16 Carescenarior QA

(MTP 6 Marks Apr'24) (Chapter 12: Buyback of Securities)
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share. The buyback is authorized by its articles, and necessary resolutions have been passed. The payment
for the buyback will be made using the company's bank balance, which is part of its current assets.
Answer the following questions based on the above information:
1. As per The Companies Act, 2013 under Section 68 (2) the buy-back of shares in any financial year must
not exceed
la]  20% of its total paid-up capital and free reserves
(b)  25% of its total paid-up capital and free reserves
[c)  25% of its total paid-up capital
(d)  20% of its total paid-up capital
Ans: (b)

2. How many shares can Super Ltd. buy back according to the Shares Qutstanding Test?
(a] 35,000 shares
(b) 42,500 shares
(e) 37,500 shares
(d) 54,375 shares
Ans: (b)

3. What is the maximum number of shares that can be bought back according to the Resources Test?
la] 35,000 shares
(b} 42,500 shares
lc] 37,500 shares
(d) 54,375 shares
Ans: (c)

4. According to the Debt Equity Ratio Test, what is the maximum numberof shares that can be bought
back?
la] 35,000 shares
(b) 42,500 shares
[c) 37,500 shares
[d] 54,375 shares
Ans: (d)

(MTP & Marks July'24) (Chapter 9.1 AS 12-Accounting for Government Grants)

Venus Limited received a parcel of land at no cost from the government for the purpose of developing a
factory in an outlying area. The land is valued at X 75 lakhs, while the nominal value is X 10 lakhs. Additionally,
the company received a povernment grant of X 30 lakhs, which represents 25% of the total investment needed
for the factory development. Furthermore, the company received X 15 lakhs with the stipulation that it be
used to purchase machinery. There is no expectation from the government for the repayment of these grants.
Answer the following questions based on the above information:

1. The land received from Government, free of cost should be presented at:

la] %75 Lakhs
(b) %30 Lakhs
[cj  X10 Lakhs
(d) =45 Lakhs
Ans: (c)
2. As per AS 12, how the Government Grant of X 30 Lakhs should be presented:
(a) It should be recognised in the profit and loss statement as per therelated cost.
(b) It will be treated as capital reserve,
(¢} It will be treated as deferred income.
(d] It will not be recognised in the financial statements.
Ans: (b)

3. As per AS 12, how the Government Grant of 15 Lakhs with a condition te purchase machinery may
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be presented as:

(a]  Capital Reserve

(b)  Shareholders Fund

(c] Deferred Income

[d]  Income in statement of profit and loss as received.
Ans: (c)

4. Which of the above grants are required to be recognized in the statement of profit and loss on a
systematic and rational basis over the useful lifeof the asset:

(a] Land received as Grant
(b)  Government Grant of 30 Lakhs
(c] Government Grant of £ 15 Lakhs with a condition to purchase machinery
(d)  Noe of the above
Ans: (c)
(MTP 8Marks July'24) (Chapter 4.2 AS 3- Cash Flow Statement)

Axis limited is a manufacturing company. It purchased a machinery costing X 10 Lakhs in April 2023. It
paid X4 lakhs upfront and paid the remaining % 6,00,000 as deferred payment by paying instalment of
% 1,05,000 for the next & months. During the year, the Company sold a land which was classified as its
‘property, plant and equipment’ for X 25,00,000 and paid  1,00,000 as income tax as long term capital gain
on such sale. During the year, the Company also received income tax refund along with interest.

1. As per the requirements of AS 3, ‘Cash Flow Statements’, how the amount for purchase of machinery
should be presented:
(a) % 10 lakhs as ‘Cash flows from Investing Activities’ and % 30,000 will simply be booked in profit and
loss with no presentation if Cash Flow Statement,
(b) % 10.30 lakhs as ‘Cash flows from Investing Activities’ as entire amount is spend on purchase of

machinery.
[c) = 10 lakhs as ‘Cash flows from Investing Activities” and X 30,000 as ‘Cash flows from Financing
Activities'.
(d) % 10.30 lakhs as ‘Cash flows from Financing Activities’ as the machinery has been purchased on
finance.
Ans: (c)

2. At what amount, the machinery should be recognised in the financial statements:
{a) %4,00,000
|b) %10,30,000
{c) %6,00,000
[d) £10,00,000
Ans:(d)

3. How should the income tax paid on sale of land should be disclosed in the Cash Flows Statement
la] Cash flows from Operating Activities
(b) Cash flows from Investing Activities
c) Cash flows from Financing Activities
(d) Mo disclosure in Cash Flow Statement

Ans:(b)

4. How should the interest on income tax refunds should be disclosed in the Cash Flows Statement:
(a] Cash flows from Operating Activities
(b) Cash flows from Investing Activities
(¢} Cash flows from Financing Activities
(d) Mo disclosure in Cash Flow Statement
Ans: (b)
(MTP 8 Marks Aug’24) (Chapter 5.1 AS 2- Valuation of Inventory)
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Anshul manufacturers purchased 20,000 Kg. of raw material at $170 per Kg. Direct transit cost incurred X

5,00,000 and normal transit loss is 3%. Anshul manufacturers actually received 19,000 kg of raw material.

During the year it consumed 17,600 kg of raw material.

Further information:

(i) The purchase price includes 15 per kg as GST in respect of which full credit is allowed and will be availed
by Anshul manufacturers.

(ii) Assume that there is no opening stock.

Answer the following questions based on above:

1. What will be the cost of material:
(a] %36,00,000
(b} %34,00,000
(c) %39,00,000
(d) %31,00,000
Ans: (a)

2. what will be the value of the closing stock:

la) %1,70,000
(b} %1,85,500
e} %2,38,000
|d) X2,59,700
Ans: (d)
3. What will be the cost per Kg of raw material:
la] <180
(b] X183.6
(c] %1855
(d) %189.4
Ans: (c)

4. How much amount as abnarmal loss will be debited in P&L:
(a] % 72,000 approx
(b} % 73,440 approx
(c) % 74,200 appox
(d) % 75,760 approx

Ans: (c)

(MTP 8 Marks Aug'24) (Chapter 12 AS Buyback of Securities)

Aazad Ltd. has the following particulars:
Particulars X (l=es)
10% Preference Share Capital (X 10 each) 2,500
Equity Share Capital of X 10 each 8,000
Capital Redemption Reserve 1,000
Securities Premium 800
General Reserve 6,000
Profit & Loss Afc 300
Cash 1,650
Investments (Market Value % 1,500 lacs) 3,000

The company decides to redeem all it's preference shares at a premium of 10% and buys back 25% of equity
shares @ X 15 per share. Investments amounting to Market Value of X 1,000 lakhs sold at % 3,000 lakhs and
raises a bank loan of % 2,000 lakhs. Answer the following questions based on above:

1. The amount of Profit/Loss on Sale of Investment is:
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la] % 1,500 lakhs Profit
(b) = 1,000 lakhs Profit
(c) % 2,000 lakhs Lass
(d} % 1,000 lakhs Loss

Ans: (b)
2. Securities Premium available for Buyback after redemption of Preference Shares
(a] %550 lakhs
(b) = 800 lakhs
lc) Can't utilize securities premium for buyback
(d) % 350 lakhs
Ans: (a)

3. Total amount to be transferred to Capital Redemption Reserve:
la] = 2,000 lakhs
(b) % 4,500 lakhs
(¢} = 2,500 lakhs
(d) % 1,750 lakhs
Ans: (c)
4. Cash balance after buyback
(a] %1,150 lakhs
(b) =% 2,200 lakhs
c) ¥ 3,250 lakhs
(d) %900 lakhs
Ans: (d)

(MTP 8 Marks Aug’24) (Chapter 5.6 AS 26- Intangible Assets)
On April 1, 2022, Hello Limited approached a software company for implementation of SAP ERP at its
organisation. The cost of implementation of SAP ERP is % 25,00,000 and the time required is 15 months. The
company was also required to pay % 100,000 annually after implementation for maintenance and normal
updation of ERP. The implementation work started in June, 2022 and could not be finished in 15 months. The
ERP was implemented on May 2024. Due to delay in implementation the vendor refunded % 2,00,000. The
Company recognised the intangible asset ‘SAP ERP’ on September 2023 (15 months from June 2022). After
two years, the Company has got the SAP ERP more upgraded with latest version and additional features and
functions which also increased its speed and usage to Hello Limited for X 7,00,000.
1. On which date the Intangible asset should be recognised:

(a]  April 2022 (When it was decided that SAP ERP is to be implemented)

(b)  June 2022 (When the implementation work started)

(c)  September 2023 (When the implementation work should have completed as per agreed terms)

(dl  May 2024 (When the SAP actually got implemented)
Ans: (d)

2. At what amount the SAP ERP sheould be initially recognised as intangible asset:
(a) % 25,00,000
(b} % 26,00,000
(c) % 23,00,000
(d) % 32,00,000
Ans: (c)
3. How should the annual maintenance and updation expenses should be accounted for:
(a)  Should be capitalised with ‘Intangible Asset’
(b)  Should be recognised as a separate ‘Intangible Asset’
(e} Should be recognised as expense in Profit and Loss annually,
([d) Mo accounting is required
Ans: (c)

4. During the implementation period, how the expenditure incurred will be accounted for:
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la] It will be expensed in profit and loss as and when incurred
(b) It will be recognised as an asset ‘Intangible asset under development’
lc) It will only be disclosed in notes to accounts and will be recognised when complete
(d) It will be recognised as an item of Property, Plant and Equipment
Ans: (b)

(RTP May'24)

RTS Ltd, (“RTS" or the “Company”), is engaged in the business of manufacturing of
equipments/components. The Company has a contract with the Indian Railways for a brake component
which is structured such that:

¢ The Company’'s obligation is to deliver the component to the Railways’ stockyard, while the delivery
terms are ex-works, the Company is responsible for engaging a transporter for delivery.

* Railways sends an order for a defined quantity.

* The Company manufactures the required guantity and informs Railways for carrying out the inspection.

* Railways representatives visit the Company's factory and inspect the compeonents, and mark each
component with a quality check sticker.

* Goods once inspected by Railways, are marked with a hologram sticker to earmark for delivery
identification by the customer when they are delivered to the customer’s location.

* The Company raises an invoice once it dispatches the goods.

The management of RTS is under discussion with the auditors of the Company in respect of accounting of a
critical matter as regards its accounting with respect subsequent events i.e. events after the reporting
period. They have been checking as to which one of the following events after the reporting period provide
evidence of conditions that existed at the end of the reporting period?

i. MNationalization or privatization by government

ii. Out of court settlement of a legal claim

iii. Rights issue of equity shares

iv. Strike by workforce

v. Announcing a plan to discontinue an operation

The Company has received a grant of X 8 crores from the Government for setting up a factory in a backward
area. Out of this grant, the Company distributed X 2 crores as dividend. The Company alse received land, free
of cost, from the State Government but it has not recorded this at all in the books as no money has been spent.
RTS has a subsidiary, A Ltd, which is evaluating its production process wherein normal waste is 5% of input.
5,000 MT of input were put in process resulting in wastage of 300 MT. Cost per MT of input was X 1,000. The
entire quantity of waste was on stock at the end of the financial year.

1. When should RTS Ltd recognize revenue as per the Accounting Standards notified under the Companies
(Aecounting Standards) Rules, 20067 Would your answer be different if inspection is normally known to
lead to no quality rejections? (Chapter 8.2 AS 9- Revenue Recognition)

[a) Revenue should be recognized on dispatch of components, The assessment would not change even in
case where inspection is normally known to lead to no quality rejections,

b] Revenue should be recognized on completion of inspection of compenents. The assessment would not
change even in case where inspection is normally known to lead to no quality rejections.

[c] Revenue should be recognized on dispatch of components. The assessment would change where
inspection is normally known to lead to no quality rejections.

[d] Revenue should be recognized on delivery of the component to the Railways’ stockyard. The assessment

would change where inspection is nermally known to lead to no quality rejections.
Ans: (b)

2. In respect of A Ltd, state with reference to Accounting Standards notified under the Companies
(Accounting Standards) Rules, 2006, what would be value of the inventory to be recorded in the books of
accounts? (Chapter 5.1 AS 2- Valuation of Inventory)

[a) %X 4,700,000.
(b} % 5,000,000,
(] %4,950,000,
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d) %4,947,368.
Ans: (d)

3. Please guide regarding the accounting treatment of both the grants mentioned above in line with the
requireaments of Accounting Standard 12. (Chapter 9.1 AS 12-Accounting for Government Grants)
{a) Distribution of dividend out of grant is correct. In the second case also not recording land in the books
of accounts is correct.
(6] Distribution of dividend out of grant is incorrect, In the second case, not recording land in the books of
accounts is correct,
{c]  Distribution of dividend out of grant is correct. In the second case, land should be recorded in the books
of accounts at a nominal value.
({d] Distribution of dividend out of grant is incorrect. In the second case, land should be recorded in the
books of accounts at a nominal value.
Ans: (d)

(RTP Sep’24) (Chapter 8.2: AS Revenue recognition)

Suman lLtd. is in the business of manufacturing electronics equipment and selling these at its various
outlets. It provides installation services for the equipment seld and alse provide free 1 year warranty on all
the sold products.

Beach Resorts are leading resorts in the city. It purchased 5 air conditioners (AC) from Suman Ltd. for its
resort. Suman Ltd. sold 5 AC to Beach resort for X 45,000 each which includes installation fees of X 1,000 for
each AC. The Company also offers 1 year warranty for any repair etc. The Company also offered X 500 per
AC as trade discount. Beach resort placed order on March 15, 2024 and made payment on March 20, 2024.
The ACs were delivered on March 27, 2024 and the installation was completed on April 5, 2024.

1. How much revenue should be recognized by the Company as on March 31, 2024:

(a) % 2,25,000
(b} = 2,17,500
(c) X 2,00,000
(d] % 2,30,000
Ans: (b)
2. How much revenue should be recognised by the Company in the financial year 2024-25:
(a) %5000
(b} = 2,20,000
(c) % 10,000
(d) % 2,40,000
Ans: (a)

3. What will be the accounting for trade discount:
(a] The same will be recognised separately in the profit and loss.
(b) The trade discounts are deducted in determining the revenue.
(e} Trade discount will be recognised after one year, when the warranty will be over.
(d] Trade discount will be recognised after installation is complete,
Ans: (b)

4. Is the Company required to do any accounting for 1 year warranty provided by it:

la] Mo accounting treatment is required till some warranty claim is actually received by the Company.

(b) As there exist a present obligation to provide warranty to customers for 1 year, the Company should
estimate the amount that it may have to incur considering various factors including past trends and
create a provision as per AS 29,

(c) Accounting for claims will be done on cash basis i.e. expense will be recognised when expense is
made.

([d) As the Company is not charging separately for the warranty provided, there is no need to create any
provision,

Ans: (b)

(RTP Jan'25) (Chapter 5.7: AS 28 Impairment of Assets)
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Surya Ltd. Has a two fixed asset, FAl is being carried in the balance sheet for X 600 lakhs and FA 2 is being
carried at ¥ 300 lakhs
As at 31st March 2024, the value in use for FA 1 is X 500 lakhs and the net selling price is X 550 lakhs. The
Cempany did upward revaluation last year for % 20 lakhs for FA 1.
As at 31st March 2024, the value in use for FA 2 is X 350 lakhs and the net selling price is 320 lakhs.
1. How much is the total Impairment loss for current year for FA 1:
la] % 100 Lakhs
(b) %50 Lakhs
(c) = 30 lakhs
(d)  Nil
Ans: (b)

2. How much impairment loss will be charged to profit and loss for current year for FAL:
(a] = 100 Lakhs
(b) =50 Lakhs
(e} % 30 lakhs
(d)  Mil
Ans: (c)

3. How much is the total Impairment loss for current year for FA 2:
la] X 50 Lakhs
(b) %30 Lakhs
lc) X 20 lakhs
(d)  Nil
Ans: (d)

4. What will be the carrying value on 1st April 2024 for FA 1:
la] X 550 Lakhs
(b) X 530 Lakhs
le] 520 lakhs
(d) %500 lakhs
Ans: (a)

(PYP & Marks Sep'24

Mr. Vikram took a loan of X 6,00,000 carrying interest @ 10% p.a. on 1st August, 2023 to purchase raw
material. He purchased 4000 units of raw material @ 125 per unit. Replacement cost of raw material as on
31 March, 2024 is 100 per unit. Labour charges and variable overheads incurred are X 1,00,000 to produce
1000 units of finished goods.
1000 units of Finished goods are produced with raw material (for every unit of finished goods produced, 2
units of raw material are required). Net realizable value of finished good is X 300 per unit. All the finished
goods produced are lying in stock as on 31 March, 2024,
There is no opening stock of raw material and finished poods.
Mr. Vikram used 1500 units of raw material to construct an Asset {Qualifying Asset). Labour and other
overhead charges incurred on construction of asset are
X 90,000. Mr. Vikram also paid X15,000 to install the asset at Factory premises. Mr. Vikram used Balance of
loan proceeds of X 1,00,000 to invest in Equity Shares of P. Ltd. He purchased 3,000 Equity shares (Face
Value % 10 each) for X 1,00,000 on 25th March, 2024.
The P. Ltd declared and paid dividend @ 20% on 30th March for the year 2023-24,
Based on the information given in above Case Scenario, answer the following Question No. 1-4:
1. What would be the value of closing stock of Raw Material X and Finished Goods as on 31st March 20247
(Chapter 5.1 AS 2- Valuation of Inventery)
la] Closing Stock of Raw Material X % 50,000 and closing stock of Finished Goods % 3,50,000
(b} Closing Stock of Raw Material X % 50,000 and closing stock of Finished Goods® 3,00,000
l¢) Closing Stock of Raw Material X % 62,500 and closing stock of Finished Goods % 3,50,000
|[d) Closing Stock of Raw Material X X 62,500 and closing stock of Finished Goods % 3,00,000
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2. Cost of Self Constructed Asset as per AS 10 will be? (Chapter 5.2 AS 10-Property, Plant & Equipment)

Ans: (b)

la] %2,92,500

(b} % 2,77,500

e} R 3,05,000

[d) % 2,590,000
Ans : (c)

3. Asper AS 16 what will be the amount of interest to be capitalized and amount of interest to be charged to
Profit & Less Afc ? (Chapter 5.4 AS 16-Borrowing Costs)
la] % 12,500 interest to be capitalised and Profit & Loss Afc. 27,500 interest to be charged to Profit
& Loss Afc
(b) ¥ 12,500 interest to be capitalised and X 20,833 interest to be charged to Profit & Loss Afc.
{e) = 19,167 interest to be capitalised and £ 20,833 interest to be charged to Profit & Loss Afc.
(d] Whole of %40,000 interest to be charged to Profit & Loss Afc.
Ans : (a)

4, What is the carrying amount of investment as on 31st March, 2024 as per AS 13 and suggest the treatment

of dividend received from P. Ltd.? {Chapter 5.3 AS 13-Accounting for Investments)

la] Carrying amount of Investment as on 31% March, 2024 is % 72,000 and the dividend is deducted
fram the neminal value of investment,

(b} Carrying amount of Investment as on 31 March, 2024 is 50,000 and the dividend is credited to Profit
& Loss A/c.

[c)] Carrying amount of Investment as on 31% March, 2024 is% 1,00,000 and the dividend is credited
to Profit & Loss Afe.

(d) Carrying amount of Investment as on 31* March, 2024 is 82,000 and the dividend is deducted from
the cost of investment.

Ans : (d)

Cs 17 (PYP 12Marks Sep’24)

Kay Ltd. sold goods of X 22,00,000 to Mr. Ravi Kumar on 1st February, 2024 but at the request of the buyer,
these goods were delivered on 10th April 2024.

Kay Ltd. alse sold % 2,00,000 goods on approval basis on 1st January, 2024 to Sheetal Enterprises. The period
of approvals 3 months after which they were considered sold. Buyer sent disapproval for 25% of goods and
approval for 50% of goods till 31 March, 2024.

Mr. Ravi Kumar has commenced legal action against Kay Ltd. for supply of faulty goods to claim damages.
The lawyers of Kay Ltd, have advised that it is not remote yet that resources may be required to settle the
claim. Legal cost to be incurred irrespective of the outcome of the case is X 45,000. Settlement amount if
the claim is required to be paid X 5,00,000,

Sheetal Enterprises, a trade receivable of Kay Ltd. suffered a heavy loss due to an earthquake that occurred
an 30th March, 2024. The loss was not covered by any insurance pelicy. In April, 2024, Sheetal Enterprises
became bankrupt. The Balance due from Sheetal Enterprises as on 31 March, 2024 is X 75,000.

Kay Ltd. makes provision for doubtful debts @ 5%.

Based on the information given in above Case Scenario, answer the following Question No. 5-7

1. What is the amount to be recognized as Revenue as per AS 9 in the books of Kay Ltd. as oen 31 March, 20247
{Chapter 8.2 AS 9- Revenue Recognition)

la % 23,50,000

(b %1,50,000

e} %23,00,000

(d) %1,00,000
Ans : (a)
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2. What will be the treatment of legal cost and claim for legal action commenced by Mr. Ravi Kumar in the
Books of Kay Ltd. as on 31 March, 2024 as per AS 297 [Chapter AS 29- Provisions, Contingent Liabilities &
Contingent Assets)

(a] Create a Provision for % 5,45,000
(b} Create a Provision for  5,00,000
(¢} Create a Provision for® 45,000 and make a disclosure of contingent liability of % 5,00,000
[d] Make a disclosure of contingent liability of % 5,45,000
Ans : (c)

3. What is the treatment of insolvency of Sheetal Enterprises in the Books of Kay Ltd. as on 31st March, 2024
as per AS 47 ({Chapter AS 4- Contingencies & Events occurring after the Balance sheet Date)
la] An Adjusting Event, full provision of £ 75,000 should be made in the Final Accounts for the year
ended 31 March, 2024.
(b} An Adjusting Event, provision of X 3,750 should be made in the Final Accounts for the year ended 31
March, 2024,
[¢] A Non-adjusting event, no provision is required to be made as Sheetal Enterprises became bankrupt
in April, 2024,
[d) A Non-adjusting event, only disclosure is required in the Final Accounts for the year ended
31st March, 2024,
Ans : {a)

4. P Ltd. has 60% voting right in Q Ltd. Q Ltd. has 20% voting right in R Ltd. Alse, P Ltd. directly enjoys voting
right of 14% in R Ltd. R Ltd. is a Listed Company and regularly supplies goods to P Ltd. The Management of
R Ltd. has not disclosed its relationship with P Ltd. While preparing Financial Statements of P Ltd., which
entities would you disclose as related parties with reference to AS-187 (Chapter AS 4- AS 18- Related Party
Disclosures)

(a] Q Ltd.

(b) R Ltd,

(¢} Q Ltd. and R Ltd.

(d) MNeither of Q Ltd. or R Ltd.
Ans : (c)

5. A Machinery was giver on 3 years lease by a dealer of the machinery for equal annual lease rentals to yield
20% profit margin on cost of the machinery, which is Rs.3,00,000. Economic life of the machinery is 5 years,
and estimated output from the machinery in 5 years is as follows: [Chapter AS 19- Leases)

Year | 50,000 units
Year |l 60,000 units
Year lli 40,000 units
Year |V 65,000 units
Year V 85,000 units.
Compute Annual Lease Rent.
(a) 30,000

(b) % 60,000

(c) % 50,000

(d) % 36,000

Ans : (b)

6. A Ltd. had 1,50,000 shares of common stock outstanding on 1 April, 2023. Additional 50,000 shares were

issued on 1 November, 2023 and 32,000 shares were bought back on 1 February, 2024. Calculate the

weighted average number of shares outstanding at the year ended on 31 March, 2024 is: (Chapter AS 20-
EPS)

(a] 1,34,500 shares

(b} 1,65,500 shares

(c] 1,76,167 shares

(d) 1,23,833 shares
Ans : (b)




(PYP 10 Marks Se'24)

Jay Ltd. submits the following data extracted from the Final Accounts as on 31 March, 2023:

Equity Share Capital 50,000
Equity shares of T 10 each

Profit & Loss (Dr. balance) (50,000)
9% Debentures 2,00,000
Loan from Bank 3,00,000
Advance given to suppliers of goods 45,000
Provision for tax 14,000
Plant & Machinery 4,50,000
Furniture & Fixtures 85,000
Investment in Star Ltd. 1,25,000
10,000 equity shares of 10 each

Sundry Debtors 70,000
Cash & Bank Balance 65,500

Additional information given by Jay Ltd.:

On 31 March, 2023 Jay Ltd. decided to reconstruct the company for which necessary resolution was passed.

Accordingly, it was decided that:

(a) 9% Debentures to be settled in full by issuing them 15,000 Equity shares of 10 each.

(b} Equity shareholders will give up 40% of their capital in exchange for allotment of new 11%
Debentures of % 1,00,000,

(¢} Balance of Profit & Loss to be written off.

(d) Equity shares issued for % 1,00,000.

In addition to above, following information was alse presented by Jay Ltd. on 1st April, 2023:

{a) Interest is received on advances given to suppliers of goods % 3,000,

(b) Taxation liability is settled at % 14,000.

(c) A debtor of % 40,000 is insolvent, only 40% of his dues are recovered from his estate.

(d) Dividend is received on Investment in Star Ltd. X 1 per equity share invested.

(e) Part of Plant and Machinery is sold at a loss of% 3,000 (book value % 15,000)

Based on the information given in above Case Scenario-

1. The amount of Cash Flow from operating activity is: (Chapter 4,2 AS 3- Cash Flow Statement)
(a] % 2,000
(b} % 5,000
(c) % 12,000
(d) % 15,000
Ans : (b)

2. The amount of Cash Flow from investing Activity is (Chapter 4.2 AS 3- Cash Flow Statement)
(a] % 28,000
(b} % 25,000
(e} % 15,000
(d) % 22,000
Ans : (d)

3. What is the amount of closing Cash and Cash equivalents as on 1 April, 2023 ? {Chapter 4.2 AS 3- Cash
Flow Statement)
(a) %1,92,500
(b} % 92,500
(c) % 1,27,000
(d) % 1,98,500
Ans: (a)
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4. The Balance of Equity Share Capital after internal reconstruction is: [(Chapter 14 Accounting for
Reconstruction of Companies)

(a) % 6,50,000

(b) % 4,50,000

(c] % 5,50,000

{d) %7.50,000
Ans : (c)

5. "Fixed Asset held for sale” will be classified in the Balance Sheet as per Schedule Ill of the Companies Act
as: (Chapter 11.1 Preparation of Financial Statements)
(a] Deferred Tax Assets
(b} Current Asset
c) Non-Current Asset
id) Long term Investments
Ans : (b)

(MTP 8 Marks Nev'24) (Chapter 7.3: AS 11- The Effects of Changes in Foreign
€518
: Exchange rates)

Fly Ltd. made a sale of INR 7,00,000 to Wings International in May 2023 and recognised Trade Receivables
which was initially recorded at the prevailing exchange rate on the date of sales, transaction recorded at
USS 1= % 79.4. The Company also took a loan from U.S Company for % 10,00000 in December 2023 which
was initially recorded at the prevailing exchange rate on the date of transaction, transaction recorded at
UsS 1=%81.1.

On 31st March 2024, exchange rate was US$ 1 =% 83.3

1. What will be the closing balance of Trade Receivables an 31st March 2024:
la] % 700,000
(b} X 7,14,978 approx
()] % 7,34,383 approx
(d) % 7,50,000 approx
Ans: (c)

2. How much is the reporting difference {gain or loss) in case of Trade Receivable:
(a] Gainof % 34,383 approx
(b} Loss of % 34,383 approx
(c) Gain of 19,395 approx
(d) LossofX 19,395 approx
Ans: (a)

3. What will be the closing balance of Loan as on 31st March 2024:
(a] % 10,00,000
(b) %10,27,127 approx
[¢)] %9,79,002 approx
|d) X10,79,002 approx
Ans: (b}

4. How much is the reporting difference (gain or loss) in case of Loan:
(a] Gain of X 48,087 approx
(b} Loss of X 48,087 approx
(c] Gainof% 27,127 approx
(d} Lossof % 27,127 approx
Ans: (c)

(MTP 8 Marks Nov'24) (Chapter 5.3 AS 13-Accounting for Investments)
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X Ltd. purchased 3,000 shares of Amazing Ltd. in December 2023 @ X 100 each and paid brokerage @ 1%.
In May 2024, Amazing Ltd. issued bonus shares at one for every three shares held by shareholders. X Ltd.
sold 1000 shares in September 2024 at X 110 each. After issue of bonus, shares were quoted at X 95. In
December 2024, the shares were guoted at ¥ 70.

1. What would be the carrying cost of investments in Amazing Ltd. after sale of shares as per AS 13:
(a) %3,03,000
(b) %2,27,250
(] % 3,00,000
[d) %3,30,000
Ans: (b)

2. What is the cost of bonus shares:
(a) % 1,00,000
(b} % 1,10,000
(e] Nil
(d) %1,01,000
Ans: (c)

3. What is the Profit on sale of bonus shares:
(a] % 100,000
(b} % 75,750
(e} % 34,250
(d) %1,01,000
Ans: (c)

4, What would be the carrying cost of investments in Amazing Ltd. in quarter ending in December 2024 as
per AS 13:;
la) %2,10,000
(b) %2,27,250
(¢} %2,20,000
(d) % 3,00,000
Ans: (a)

8 Mar : r 10.2 AS 23- Accounting for Investments in Associates
cs 21 MTP 8 Marks Nov'24) [Chapter 10.2 AS 23~ Ac ing fo Associ

_in Consolidated Financial Statements)
Sun Limited has acquired 40% share in Moon Ltd. for X 500,000 on 01.07.2023. Moon Ltd. is holding 40%
stake in Star Limited. Now, sun limited can exercise significant influence on Moon Limited. Moon limited
declared dividend of X 80,000 for the Financial Year 2022-23 on 15.09.2023. For the year 2023-24, Moon Ltd.
earned profit of X 4,00,000 and declared dividend for X 90,000 on 15.05.2024.

1. With respect te relationship between Companies, it can be said that:
la] Star Ltd. is associate of Sun Ltd,
(b} Maoon Ltd. and Star Ltd. both are associates of Sun Ltd.
lc] Moon Ltd. is an associate of Sun Ltd.
(d) Sun Ltd. is Parent of both Moon Ltd. and Star Ltd.
Ans: (c)

2. What will be the carrying amount of investment in Separate Financial Statements of Sun Limited as on
31.03.2024?7
la] % 5,00,000
(b} % 5,20,000
() % 4,68,000
(d) %5,32,000
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Ans: (c)

3. What will be the carrying amount of investment in Consolidated Financial Statements of Sun Limited as on
31.03.2024?
(a] %9,00,000
(b) % 5,88,000
le] %4,52,000
ld) %6,20,000
Ans: (b)

4. As per AS 23, the existence of significant influence by an invester is usually evidenced in one or more of the
following ways:
(i} participation in policy making processes
(ii) interchange of managerial persennel
(iii) right to receive dividend
(iv) provision of essential technical information
(a] All the statements are correct
(b} Statements (i), {il}) and {iii} are correct
(c] Statements (ii), (i) and (iv) are correct
(d) Statements (i), (ii) and (iv) are correct

Ans: (d)

(MTP 8 Marks Dec'24) (Chapter 5.2 AS 10-Property, Plant & Equipment)

Excellence Ltd. is a Real Estate Company which constructs residential and commercial projects for selling. The

Company has commenced a new project and the expenses incurred are as follows:

*  The cost of land acquired for Project is X 10 crore

e  Cost of construction incurred is X 25 crores,

®  The Company also incurred cost of X 10 lacs for various administrative meetings in relation to planning of
the building.

¢ The construction of building completed and at the end of the year 1, the net realisable value of the
building was X 40 crore.

e Atthe beginning of the next year (year 2), the Company decided to use the building as its corporate office.

® The Company further incurred X 50 lacs for making necessary changes in the structure for using it as
corporate office in accordance with government norms for commercial spaces. Without these changes
the office cannot be set up.

* |gnore the effect of depreciation, if any.

In view of above informatien, answer the following issues:

1. Atthe end of Year 1, how the building should be classified:
(a] Inventory
(b] Investments
(c] Property, Plant and Equipment
(d) Intangible Asset
Ans: (a)

2. Atthe end of Year 1, at value Project should be recognised:
(a] % 40 Crore
(b) % 35 Crore
[¢)] % 35.10 Crore
ld) % 25 Crore
Ans : (b)

3. Atthe end of Year 2, when the intention is to use the building as corporate office, it should be classified as:

BEECDR oot 1o cone sconares



la] Inventory

(b} Investments

(c] Property, Plant and Equipment
[d) Intangible Assets

Ans : (c)

4. Atthe end of Year 2, the Project should be valued at:
la] % 40 Crore
(b} =% 35.50 Crore
(e} =% 35.10 Crore
(d) % 25 Crore
Ans: (b)

(MTP 8 Marks Dec’24) (Chapter 9.1 AS 12-Accounting for Government Grants)
Supercool Itd. is a manufacturing company, engaged in manufacturing eco- friendly equipment. On April 1,
2023, the Company received a grant of % 20 crore from the Government (which is 25% of the total capital of
the Company) for varicous purposes that the company deems fit and no repayment is required to be made to
Government.
The Company also borrowed % 10 crore from financial Institutions and interest paid on the same during the
yearis X 1lac.
The Company acquired plant and machinery frem the funds for X 10 crore and
X 1 crore was spent on its installation and assembly.
X 10 lacs were spent on professional fees necessary for installation and operating of the machine. The
Company also spent X 50 lacs on revenue expenditure.
The Plant and Machinery was ready for its intended use on September 30, 2023)
The depreciation on plant and machinery is charged @10%.
1. The grant of X 20 crores received by the Company should be presented as:
la] Grants related to Revenue
(b} Grants related to Specific Fixed Assets
[c)] Capital Reserve
(d] Other Income
Ans : (c)
2. At what value the plant and machinery acquired should be recognised as at 31st March 2024:
(a] X 11.10 Crore
(b} = 11 Crore
(¢} % 10.54 Crore
(d) % 11.60 Crore
Ans : (d]
3. The revenue expenditure of X 50 lacs should be recognised as:
la) Part of Plant and Machinery
(6] Part of Grant
(c) Revenue expenditure in the Profit and Loss
(d) Deducted from loan
Ans : ()
4. Which of the following statement is true:
{a] Plant and Machinery has been acquired out of Government Grant so the same should be disclosed at
Nil value.
(b) Plant and Machinery belongs to Financial Institution
{c) Plant and Machinery belong to the Company and should be recognised as its Property, Plant and
Equipment
(d) Plant and Machinery should not be disclosed in the financial statements of the Company at all
Ans : {c)
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(MTP 8 Marks Dec’24) (Chapter 12 Buyback of Securities)

Super Ltd., a manufacturing company, has the following summarized Balance Sheet as of March 31, 2024:
Equity Shares of % 10 each fully paid up: % 17,00,000 Reserves & Surplus:

Revenue Reserve: X 23,50,000 Securities Premium: X 2,50,000

Profit & Loss Account: X 2,00,000

Infrastructure Development Reserve: X 1,50,000 Secured Loan:

9% Debentures: X 38,00,000 Unsecured Loan: ¥ 8,50,000

Property, Plant & Equipment: X 58,50,000 Current Assets: X 34,50,000

Super Ltd. plans to buy back 35,000 equity shares of ¥ 10 each fully paid up on April 1, 2024, at X 30 per
share. The buyback is authorized by its articles, and necessary resolutions have been passed. The payment for
the buyback will be made using the company's bank balance, which is part of its current assets,

Answer the following gquestions based on the above information:

1. As per The Companies Act, 2013 under Section 68 (2) the buy-back of shares in any financial year must not
exceed
(a] 20% of its total paid-up capital and free reserves
(b) 25% of its total paid-up capital and free reserves
(c) 25% of its total paid-up capital
(d} 20% of its total paid-up capital
Ans: (a)
2. How many shares can Super Ltd. buy back according to the Shares Outstanding Test?
{a)] 35,000 shares
(o) 42,500 shares
(¢) 37,500 shares
(d) 54,375 shares
Ans : (b)
3. What is the maximum number of shares that can be bought back according to the Resources Test?
(a] 35,000 shares
lb) 42,500 shares
{c) 37,500 shares
(d] 54,375 shares
Ans : ()
4. According to the Debt Equity Ratio Test, what is the maximum number of shares that can be bought back?
{a}] 35,000 shares
(b) 42,500 shares
le] 37,500 shares
(d) 54,375 shares
Ans : (d)
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