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YOU MUST BE WONDERING 

How to Read this book? 

Step 1 Step 2 Step3 Step4 
: Prioritize more time for • Identify key concepts Solve questions Focus on solving LOR . 
: '/>; chapters in the ABC • in each chapter. in order, from questions during ~he . 
• • 
: analysis . 

easy to difficult. final revision . • • . . . . • . 
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Step 1: Prioritize your chapters 

Chapters in the index are 
categorized as A, B, or C based on 
their importance. Focus more on 'A' 
chapters, as they carry the most 
weight, and give adequate 
attent ion to 'B' chapters. While all 
chapters must be covered, this 
approach helps manage t ime 
efficiently for bet ter resu lts. 

Step 3: Start easy 

The questions are segregated AS

wise. Start w ith Quest ion 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. 

. 

• •• • 
• • • • • • • 

Step 2: Identify key concept 

Identify the key concepts fo r each 
chapter using the list provided at 
t he start of the chapter. Ensure you 

understand them thoroughly. If you 
struggle with a question, revisit the 
concepts, review them, and 
strengthen your understanding 
before moving forward. 

Step 4: Last Day Revision (LOR) 

Focus on solving LOR questions 
during the fina l revision. In the 1.5 
days before the exam, prioritize 
these questions as they cover the 
most c ritical concepts from each 
chapter. You'll find a quick summary 
of LOR question numbers listed right 
before each chapter for easy 
reference. 
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Chapter 10.1: AS 21- Consolidated Financial Statement 

CONCEPTS OF THIS CHAPTER 

• Solve consolidation-related problems • Prepare consolidat ed financial statements 

• 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) cont rols the composition of the Board of Directors; or 
(ii) 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 t hat has one or more subsidiaries. Subsidiary is an en terprise t hat is controlled 
by another enterprise {known as the parent) . 

Exemptions from preparation of Consolidatod Financial Statc,mcnts {CFS): 

• It is a wholly or partially owned subsidiary, and no member objects after written intimation w ith proof of 
delivery. 

• its securities are not listed or in the process of li sting on any stock exchange. 

• Its ultimate or intermediate hold ing company files compliant consolidated fi nancial stat ements with t he 
Registrar. 

MAJOR ADJUSTMENTS 
Those which 'drive' the double entry: 

Consolidation Adj ustments 

INTRA-GROUP ADJUSTMENTS 
1. Intra-group balances 

1. Goodw ill / Capital Reserve {i.e., cost of Control) 2, Unreal ized profit 

2. Minor ity Interests 
3. Consol idated Reserves 
4. Disposa l of Subsidiary• 

3. Inventory 
4. Non-Current Asset transfers 

S. Minority int erests 
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Calculation of Goodwill/Capital Reserve (Cost of Control) 

Goodwill= Cost of Investment - Parent' s share in t he equity of t he 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 
M inority interest is the portion of a subsidiary's net assets held by external parties. It is presented separately in 
the consolidated balance sheet, d istinct from liabili ties and parent equity. M inority interest in group income is 
shown separately in the consolidated income statement. It includes: 

• Equity attributable to m inorities at the subsidiary's acquisition date. 

• Their share of equity movements since the parent-subsid iary relationsh ip began. 

Profit or Loss of Subsidiary Company 
All reserves and profi ts (or losses) of subsidiary company should be classified into pre, and post-acquisition 
reserves and profits (or losses). 
M inority Interest= Share Capital of subsidiary belonging to outsiders+ Minor ity interest in reserves and profi ts 

of subsidiary company 

Consolidation Adjustments 
Revaluation a(Assets of Subsidiary Company 

Property, Plant and Equipment {PPE) 

Initial Recognition 
Fair Value (-) Carrying Amount 
{As on the date of acquisition) 

Subsequent Measurement 
Additional Depreciation wou ld ar ise in case o f 

init ial upward or Reversal of excess depreciation 
would arise in case of initial downward valuation. 

PPE Ne Dr. xxx Post P/ L Dr. xxx -·-------·--·-----·----·---·----·-----·-------·-- -------·----·-----------·-------·--·-----·---
To Pre- P/ l XXX To PPE XXX 

_ {In case o f upward revaluation) __________________ _ {Additional depreciation) ___________________________ _ 

Pre- P /L Dr. XXX PPE Dr. xxx 
To PPE XXX To Post P/l XXX 

{In case o f downward revaluation) {Reversal o f excess depreciation) 

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

Dividend Received From Subsidiaries 
Treatment in case of post-acquisition dividend 

Accounted by the subsidiary 

No further adjustment required 

Post Acquisition dividend 

Not accounted by the subsidiary 

Adjusted at the ti me of 
consolidation 

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

In the books o f the holding company 

Accounted by crediting P&L A/c of the 
hold ing company 

• If correctly accounted as reduction to the cost of • If wrongly accounted by crediting to P&L Ne 
investment -·-------·-------·----·---·--·--·-----·-------·----· ·-------·--·-----·-------·--·---------------------· 
No further adjustment required Reverse the entry passed and credit investment in 

subsidiary 
Not accounted by holding company 

• Adjust the same at the time of consolidation i • Account for as reduction to cost of investment 

Not accounted by subsidiary company 
Adjust t he same at the time of consolidation 

• Reduce the preacquisition profit of subsidiary and then distribute it into holding and m inority interest Also 
reduce the cost o f investment 
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Elimination of Intra-Group Transactions 
For t ransactions 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 appl ies to the transactions of all subsidiaries that are 
consolidated - even those in which the group's in terest is less than 100%. 

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

lntr:> · eroup tr:>ns:>ction . 
Upstream · Downstream -·--·-----·-------·--·--·---·--·--·--·---·-------·--·-----·~----·-------·----·-----·--·-----·-------·--·---

transact ion in which t he subsidiary company sells goods i holding company is the seller and subsidiary 
to holdi ng company. I company is the buyer -·-------·-------·--·--·---·--·--·-----·-------·-------·+----·--·-----·---------·--·-----·---------·---
• Unrealised profit eliminated from holding and minority i • Unrealised profit eliminated from holding 

Interest I company's P&L In full 
• Corresponding decrease of inventories ! • Corresponding decrease of inventories 

Alignment Of Reporting Dates 
• The financial statements of the pa rent and its subsidiaries used in the preparation of the consolidated 

financial statements are usually drawn up to the same date. When t he reporting dates are different, the 
subsidiary often prepares, for consolida tion pu rposes, 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 o r 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 o ther t han those adopted in consolidated financial 
statements for like transactions and events in similar circumstances, appropriate adjustments are made to its 
financial statements wt,en they are used in preparing the consolidated financial sta tements. 
Preparation of Consolid:>tcd 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. 
• If t here 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 li ne by line basis and from the consolidated items, inter-company transactions should be e liminated . 

Question & Answers 

Question 1 
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 w ill 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 pu rchase of Rs. 200 lacs each, would be e liminated by 
reducing both sales and pu rchases (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/ increasi ng the consolida ted 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 
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profit or loss on disposal 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/Loss on disposal of investment in subsidia 

Particulars Rs. 

Proceeds from the sale of Investment 30,00,000 

Less: A ltd.'s share in net asset s of B ltd. (28,00,000) 

2,00,000 

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

Rs. 

Net Assets of B Ltd. on the date of dis osal 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. 28,00,000 

Question 3 

A Ltd. acquired 70% equity shares of 8 Ltd. @ Rs.20 per sh:,re (F:ice value - Rs.10) on 31st March, 2021 :it:, 
cost of Rs. 140 lakhs. Calculate the amount of share of A Ltd. <1nd minority interest In the net ,issets of 8 Ltd . 
on this date. Also compute goodwill/capit,il reserve for A Ltd. on acquisition of shares of 8 Ltd. from the 
following information available from the balance sheet of 8 ltd. as on 31st March, 2021: (RTP May'21) 

Investments 
Current Assets 
Loans & Advances 
15% Debentures 

Current Liabilities 

Answer 3 
Net assets of 8 ltd. as on 31st March, 2021 

lant and e 

Investments 
Current Assets 

Loans and Advances 

Total Assets 

Less: 15% Debentures 
Current Liabil ities 

Equity/ Net Worth 

Share of Minority Interest in net asset s 30% of 340 

A Ltd.'s share in net assets 70% of 340 

A Ltd.'s cost of acquisition of shares of B Ltd. 

(Rs.140 lakhs) 
Capital reserve 

Question 4 

Rs. In lakhs 

90 
140 

30 

180 
100 

Rs. in lakhs Rs. in lakhs 

360 

90 
140 

30 

620 

180.0 

100.0 (280) 

~ 
102 

238 

(140) 

98 

From the following data, determine Minority Interest on the date of acquisition and on the date of 
consolidation in each case: 

Chapter 10,1 AS'll· Consolidated Finanoi11I Stlllements 10.1-



Case Subsidiary % of Share Cost Date of Acquisition Consolidation date 
Company Owned 

01-01-2021 31-12-2021 
Shllre Profit and Share Profit and 

Caplbl lossA/c Capital Loss A/c 
'{ '{ '{ '{ 

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 45,000 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'2Z, PYP 5 Marks Nov'l9, RTP Nov 20, MTP 7 Marks Dec'24} (Same concept different figures 
RTPMay'l9} 

Answer 4 
Minority Interest = Equity attributable to minorities 
Equity Is the resid ual Interest in the assets of an enterprise after deducting a ll its li abilities i.e. in this case, it 
should be equal to Share Capital + Profit & Loss A/c 
A = Share capital on 1.1.2021 
B = Profi t & loss account balance on 1.1.2021 
C = Share capital on 31.12.2021 
0 = Profit & loss account balance on 31.12.2021 

Minority % Shares Minority Interest as at Minority interest as at the 
Owned the date of acquisition date of consolidation 

[El [El X [A + Bl ii! [El X [C + Dl '{ 
Case i [100-851 15% 29,250 30,750 
Case ii (100-70] 30% J( I I 51,000 -.... -..... I I 39,000 
Case iii (100-65] 35% "/ I I 10,500 - 11 \',. 10,500 

Case iv I 100-90) 10% • L 6,500 ~ 8,500 
Case v 1100-100) NIL NI L NIL 

Question 5 

Gamma Ltd. Acquired 24,000 equity shares of'{ 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'{ 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 '{ 2, 70,000 on the date 
of acquisition. 
The information of the two companies as at 31-3-2024 was as follows: 

Gamma Ltd. 
('{) 

Shares capital (fully paid equity shares of'{ 10 each) 7,50,000 
General reserve 3,60,000 
Profit and loss account 85,800 

Current Liabilities 2,54,700 
Land and building 2,70,000 
Plant and machinery 3,60,000 
Investments 4,60,200 
Current assets 3,60,300 

You are required to compute impact of revaluation of Plant and Machinery. 
(MTP 7 Marks Apr'24} 

Answer 5 

fR f Pl ~v:a u.:at on o mpacto :ant.an d M h. ac 1nery w illb C :1s-

Book value of Plant and Machinery as on 01-04-2023 
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Beta Ltd. 
('{) 

3,00,000 
1,50,000 
1,23,000 

49,500 
2,85,000 
2,02,500 

1,35,000 
(7+7 = 14 Marks) 

'I! 
2,25,000 
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Book value of Plant and Machinery as on 01-10-2023 after six months 
de reclation @10% {2,25,000-11,250 
Reval ued at 
Revaluation profit (2, 70,000-2,13, 750) 
Share of Gamma Limited in Revaluation Profit (80%) 
Share of Minority in Revaluation profit (20%) 
Additional Depreciation on appreciated value to be 
char ed from ost-acquisition profits 
{10% of~ 22,5,000 for 6 months)+ (10"/4 of~ 2, 70,000 for 6 months) less 
~ 22500 (as already charged) 
Share of Gamma Limited in additional depreciation that will reduce it s share 
{80%) in post-acquisition profit by 
Share of Minority Interest in additional depreciation 

Working Note : 

10 % 

2,13,750 
2,70,000 

56,250 
45,000 
11,250 

2,250 

1,800 
450 

Percentage of holding: No. of Shares Percentage 

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

Question 6 
H Ltd. and S Ltd. provide the following information as at 31st March,2022: 

H Ltd.~ S Ltd.~ 

roperty, Plant and Equipment 2,00,000 2,60,000 

nvestments (14,000 Equity Sh;ires of S Ltd.) 2,52,000 

urrent Assets 1,48,000 1,40,000 
hare c:,pital {Fully paid equity shares of It 10 each) 3,00,000 2,00,000 

rofit and loss account 1,00,000 80,000 
rade Payables 2,00,000 1,20,000 

Additional information: 
H Ltd. ;icquired tho sh;ires of S Ltd. on 1st July, 2021 and Balance of profit and loss account of S Ltd. on l " April, 
2021 was " 60,000. Prepare consolidated balance sheet of H Ltd. and its subsidiary as at 31st March, 2022. 
{PYP 1.5 Marks Nov'22) 

Answer 6 
Consol idated Balance Sheet of H Ltd. and its subsidiary S 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 ayables 4 3,20,000 
Total 8,14,500 
II Assets 

1 Non-Current Assets : 
Propert , !ant and e uipmen t 5 4,60,000 
Intangible Asset 6 66,SOO 

2 Current Assets 7 2,88,000 
Total 8,14,500 
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Notes to Accounts 
Amount(~} 

1 Share capita l 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 . 0: 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 

s Propertv, Plant and ea ulpment 
H Ltd . 2,00,000 

S Ltd. 2,60,000 
4,60,000 

6 Intangible Asset: 
Goodwil l (W/N 3) 66,SOO 

7 Current Assets 

H Ltd . 1,48,000 
S Ltd. 1,40,000 

2,88,000 
Working Notes: 
1. Percentage of holding 

No. of Shares Percentage 
Holding Co.: 14,000 (70%) 
Mi nority shareholders: 6,000 (30%) 
Total Shares: 20,000 

2. Calcul.1tion of Minority Interest 
Share capita.I (30% of 0: 2,00,000) 60,00( 

Share In Profit and loss accou nt (" 80,000 X 30%) 24,00( 84,00( 

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 profi ts 
70% of [60,000+3/12(80,000-60,000}I (45,500} 

66,500 

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

Consequently, they were unable to prepare the consolidation Balance sheet of t he com pany as per 

Schedule Ill of t he Companies Act, 2013. 

Question 7 
From the Balance Sheets and information given below, prepare Consolidated Balance Sheet of Viwitzu Ltd. 
and Anushka Ltd. as at 31st March. Viwitzu Ltd . holds 80"/4 of Equity Shares in Anushka Ltd. since its {Anushka 
Ltd.'s} incorporation. 
Balance Sheet of Viwitzu Ltd. and Anushka Ltd. as at 31st March, 2023 

Particulars Note No. Viwltzu Ltd. Anushka Ltd_ (~} 
(0:) 

I. Equity and Liabilities 
(1) Shareholder's Funds 

(a) Share Capital 1 6,00,000 4,00,000 
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{b) Reserves and Surplus 2 1,00,000 1,00,000 
(2) Non-current Liabilities 

Long Term Borrowings 2,00,000 1,00,000 
(3) Current Liabilities 

{a) Trade Payables 1,00,000 1,00,000 
Total 10,00,000 7,00,000 

II. Assets 

111 Non-current assets 
{a) Property, Plant and Equipment 

4,00,000 3,00,000 
{b) Non-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 

!cl Cash & Cash Equivalents 40,000 60,000 
Total 10,00,000 7,00,000 

Notes to Accounts 

Particulars 
Viwitzu 

Anushka Ltd. 
(~) Ltd. (~) (~) 

1 . Share capital 
60,000 equity shares of II; 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. Non-current investments 
Shares in Anushka Ltd 3,20,000 

{MTP 14 Morles 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 Ca pita I 1 6,00,000 

{b) Rese rve 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 s 2,00,000 

Total 13,80,000 
II ASSETS: 

{l) Non-Current Assets 

Property, Plant & Equipmen t 6 7,00,000 

{2) Current Assets: 

{a) Inventories 7 3,60,000 

{b) Trade receivables 8 2,20,000 

{c) Cash and Cash Equivalents 9 1,00,000 
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Total 13,so,ooo 1 

Notes to Accounts 

Particulars 0: 0: 
1. Share capital 

60,000 equity shares of~ 10 each fully paid up 6,00,000 

2. Reserves and Surplus 

General Reserve 1,00,000 
Add: Genera l reserve of Anushka Ltd {80%) 80,000 

Total 1,80,000 

3. Minority interest 

20% share in Anushka ltd (WN 3) 1,00,000 

4 Lone term borrowines 

Long term borrowings of Viwitzu 2,00,000 

Add: Long term borrowings of Anushka 1,00,000 

Tot al 3,00,000 

5. Trade payables 

Trade payables of Viwitzu 1,00,000 

Add: Trade payables of Anushka 1,00,000 

Total 2,00,000 

6. Property, Plant and Equipment (PPE} 

PPE of Viwitzu Ltd 4,00,000 

Add: PPE of Anushka Ltd 3,00,000 

Total 7,00,00( 

7. I nventor les 

Inventories of Viw itzu Ltd \\ I/ r, \ 'I 1,60,000 I I I I 

Add: Inventories of Anushka Lt d \\ If I I \\ 2,00,000 

Total \I l I ' 3,60,00( 

8. Trade receivables 

Trade receivables of Viwitzu Ltd 80,000 
Add: Trade receivables of Anushka Ltd 1,40,000 

Total 2,20,00( 

9 Cash and cash equivalents 

Cash and cash equivalent s of Viwitzu Ltd 40,000 

Add: Cash and cash equivalents of Anushka l td 60,000 

Total 1,00,00( 

Working Notes: 
1. Basic Information 

Company Status Dates Holding Status 

Holding Co. = Viwitzu Ltd . Acquisition: Anushka's Incorpora tion Holding Company = 80% 
Subsidiary = Anushka l td . Consolidation: 31st March, 2023 Minority Interest = 200/4 

2. Analysis of General Reserves of Anushka Ltd 

Since Viw itzu holds shares in Anushka since its incorporation, the entire Reserve balance of 
0:1,00,000 will be Revenue. 

3. 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 Invest ment Goodwil l/ 
capital reserve 

Parent's Balance 

Amount for Consolidated 
Balance Sheet 

Question 8 

(3,20,000) 
Nil 

1,00,000 

1,80,000 

t'~ LOR 

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

Year Profit /(Loss) of TB Limited~) 
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 tha minority interests and cost of control at the end of each year for the purpose 
of consolidation. {PYP 15 Marks Nov'23}{Samc Concept Different Figure MTP 10 Marks Mar'l9, MTP 12 Marks 
Oct'19, RTP May'23, PYP 10 Marks May'19, SM} 

Answer 8 
Year Profit/ (Lass) M inority Additional Minority's Share of Cost of 

Interest Consolidated losses borne by GB Control 

(20%) P& L Ltd. 
(Dr.) Cr. 

~ 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) 14,28,800 
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 2,41,200 (2,41,200) 2,41,200 2,41,200 

Borne by Hold ing Co. 
Balance NII (25,61,200) 
2019-20 (6,96,000) (1,39,200) (5,56,800) 14,28,800 

loss of minority borne by 
Holding 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 Nil 1,90,000 
2021-22 6,80,000 1,36,000 5,44,000 

Profit share of minority (l ,36,000) 1,36,000 (1,36,000) 2,06,400 14,28,800 
adjusted 

Against Losses of 
Minority absorbed by 

Holding Co. 

Balance Nil 6,80,000 
2022-23 12,70,000 2,54,000 10,16,000 (2,06,400) Nil 14,28,800 

(2,06,400) 2,06,400 
Balance 47,600 12,22,400 

Workine Note: 
Calculation of Minority interest and Cost of control on 1.4.2016 

Share of Holding Co. M inority Interest 

100% 80% 20% 

(";) (-:) (-:) 

Share Ca pita I 50,00,000 40,00,000 10,00,000 

Reserve 4,64,000 3,71,200 92,800 

43,71,200 10,92,800 

Less: Cost of Investment (58,00,000) 

Goodwill 14,28,800 11 ,.....,_ 11 

Exam lnsichts: A significant number of examinees accurately computed the amount of Goodwill/cost of 

control at the time of acquisition. However, they struggled with calculating the loss incurred by the holding 

company due to the losses suffered by the minority corripany . 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. acquircd 1,0S,000 shares of Q Ltd. for Rs. 12,00,000. Tho position of Q Ltd. on that 
date was as under: 

Rs. 
Proporty, plant :ind oqulpmcnt 10,so,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 31st March, 2021: 
P Ltd. Q Ltd. 

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 a nd Loss Account 15,75,000 4,20,000 
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Trade payables 5,55,000 2,10,000 
Property, plant and oquipm<1nt 79120,000 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 Control/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 l td. 
(i) Purchased on 31.03.2015 1,05,000 
(ii) Bonus Issue (1,05,000/2) 52,500 

Total 1,57,500 70% 
b. Minority Interest 67,500 30% 

C:,lculations of (i) Cost of Control/Capital Reserve; (ii) M inority Interest; (iii) Consolidated Profit and Loss 
Account as on 31st March, 2021: 
(a) Before issue of bonus shares 

(i) Cost of control/ c:,pit:,I reserve ,;', n, Rs. Rs. 

Investment in Q Ltd. \\ // I 12,00,000 
Less: Face value of investments \',J; I 10,50,000 

Capital profits (W.N.) V ! 63,000 (11,13,000) 
Cost of control 87,000 

(ii) Minority Interest Rs. 

Share Capital 4,50,000 
Capital profits (W.N.) 27,000 
Revenue profits (W.N.} 6,79,500 

11,56,500 
Ii ii) Consolidated profit and loss account - P Ltd. Rs. 

Balance 15,75,000 
Add: Share in revenue profit s of Q Ltd. (W.N.} 15,85,500 

31,60,500 
(bl 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) 
Ca pita I reserve 4,38,000 

(ii) 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) Consolidated 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 
3eneral 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
st 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 
Minority's share (30%} 27,000 6, 79,500 4,54,500 

•share of P Ltd. in General reserve has been adjusted in Consol idated Profit and loss Account . 

Question 10 

On 31st March, 2022, H Ltd. and S Ltd. eivi> thi> followine information: 
H Ltcl. ("tin OOO's) S Ltd. ("t hi OOO's) 

Equity Share Capital - Authorised S,000 3,000 
Issued and subscribed in Equity Shares of o;: 10 each fully paid r- 4,000 - 2,400 
General Reserve ' 928 I I 690 
Profit and Loss Account (Cr. Balance) ', •.J I I ' I 1,305 t I 810 
Trade payables V I ! I 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 Eauity Shares of S Ltd. 1,500 . 
Inventory 983 786 
Trade receivables 820 778 
Cash and Bank Balanci>s 410 102 
Sundry Advanci,s (Dr. balanci>s) 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 followine 

balances stood in the books of S Ltd .: 
General Reserve ll( 1,500 thousand; Profit and Loss Account "t 633 thousand. 
(b) On 14th July, 2021 S Ltd. declared a dividi>nd of 200/4 out of pre-acquisition profits. H Ltd. credited the 

dividi,nd received to its Profit and Loss Account. 
(c) On 1st November, 2021, S Ltd. issued 3 fully paid Equity Shares of 't 10 each, for every 5 shares held as 

bonus shares out of pre-acquisition General Reserve. 
(d) On 31st March, 2021, the Inventory of S Ltd. included goods purchased for o;: 50 thousand from H Ltd., 

which had made a profit of 25% on cost. 
(e) Details of Trade payables and Trade receivables: 

H Ltd. ('- in OOO's) S Ltd. (o;: in OOO's) 
Trade payables 

Bills Payable 124 80 
Sundry creditors 487 427 

Trade receivables 611 507 
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Debtors 700 683 
Bills Rccc,ivables 120 95 

820 778 
Prepare a consolidated Balance Sheet as on 31st March, 2022. {RTP Nov'22} 

Answer 10 
Consoli d:>tcd B:>1:>ncc Sheet of H Ltd. with its subsidi:>ry S Ltd. a>s a>t 31st March, 2022 

Particulars Note No. (0: in OOO'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 Liabilit ies 

Trade payables 3 1,118 
Short term provisions 4 482 

Total 10,223 
II . Assets 
(1) Non-curre nt assets 

PPE 5 5,904 
(2) Current assets 

(a) Inventories 6 1,759 
(b) Trade receivables 7 1,598 
(c) Cash and cash eq uivalents \\ // 11 \ 8 512 
(d) Short term loans and advances \\ II 9 450 

,·r Total 10,223 
Notes to Accounts • 

(0: in OOO's) (0: in OOO's) 
1. Share Capital 

Authorised share capita l 
S lakhs equity shares of ~ 10 each 5 ,000 
Issued, Subscri bed and Paid up 
4 lakhs equity shares of 0: 10 each fully paid 4,000 

2. Reserves and su rplus 
Capital Reserve (Note 5) 679.8 
Genera I Reserve 928 
Profit and Loss Account : 

H Ltd. 0: 1,305 

Add: Share in S Ltd 0: 340.20 
'I: l ,645.20 

Less: Dividend wrongly credited ~ (180) 
0: 1,465.20 

Less: Unrea lised profit (SO X 1/5) 0: {10} 1,455.20 3,063 
3. Trade payables 

H Ltd. 611 
S Ltd. 507 1,118 

4. Short - term provis ions 
Provision for Taxation H Ltd . 0: 220 

S Ltd. 0: 180 400 
Other Provisions H Ltd II: 65 

S Ltd. 0: 17 82 482 
5. PPE 

Plant and Machinery 
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H Ltd. ~ 2,541 
S Ltd. ~ 2,450 4,991 

Furniture and f ittings 

H Ltd. ~ 615 
S Ltd. ~ 298 913 5,904 

6. Inventories 

Inventory H Ltd. ~ 983 
S Ltd. 'I: 786 1,769 

Less: Unrealised profit {'I: 50 x 1/5) {10) 1,759 
7. Trade receivables 

H Ltd. 820 
S Ltd. 778 1,598 

8 . Cash and cash equivalents 
Cash and Bank Balances H Ltd . 410 

S Ltd. 102 512 
9. Short term loans and advances 

Sundry Advances H Ltd. 260 
S Ltd. 190 450 

Working Notes: 

Share holding pattern 

Particulars Number of-Shares % of holding 
a. S Ltd. 

( I) Purchased on 01.04.2021 90,000 
(ii) Bonus Issue (90,000/5 x 3) 54,000 

Tot al 1,44,000 60% 
1,44,000 /2,40,000*xlOO) 

b. M inority Interest 96,000 40% 
*2,40,000 is after issue of bonus shares as per balance sheet as at 31.3.2022 
1. S Ltd. General Reserve 

(11: in 000) (~ in 000) 

To Bonus to equity shareholders 900 By Balance b/d 1,500 
2,400 X 3 By Profit and Loss A/c 

8 

To Balance c/d 690 (Balancing fi~ure) 90 
1,590 1,590 

2. S Ltd.'s Profit and Loss Account 

(~ in 000) (~ 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 X 20 year (Balancing figure) 567* 
100 

To Balance c/d 810 
1,200 1,200 

• Out of~ 5,67,000 profit for t he year,~ 90,000 has been transferred to reserves by S Ltd. 

3.0istribution of Revenue Profits 
~in'OOO 

Revenue Profit as above 567.00 

Share of H Ltd. (60%) 340.20 

Share of M inority shareholders {567-340.20) 226.80 

4. Computation of Capital Profits 

~ in 000 'I: in 000 

General Reserve on the date of acquisition 1,500 
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Less: Bonus issue of shares 

Profit and Loss Account balance on the date of acquisition 
Le ss: Dividends paid 

Share of H Ltd. (60%) 
Share of Minority shareholders 

S.Computation of Capital Reserve 

60% of share capital of S Ltd . 
Add: Share of H Ltd. in the capital profits as in working note (4) 

Less: Investments in S Ltd. 
Less: Dividends received out of pre- acquisition profits 

't 30 X 60 

100 
6.Calculation of M inority Interest 

40% of share ca pita I of S Ltd. 

Add: Share of Revenue Profits (Note 3) 

Share of Capital Profits (Note 4) 

Question 11 

(900) 
600 

633 
(300) 333 

933 
559.80 
373.20 

'<in'OOO 
1,44 

559.8 
1,999.8 

1,50 
{180) {1,320) 

679.8 

'(in'OOO 

960.00 

226.80 

373.20 

1,560.00 

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: 

H ltd.'< S ltd.'< 

Equity and liabilities: 

Equity Share Capital 9,00,000 2,so,000 
(Fully paid sharc,s of '( 10 c,ach) 

General Reserve 1,60,000 40,000 

Surplus i.c,., Balance in Statement of Profit and loss 80,000 25,000 

Bills payable 40,000 20,000 

Tr:,de Creditors S0,000 30,000 

Total 12,30,000 3,65,000 

Assets: 

Machinery 7,00,000 1,so,000 

Furniture 1,00,000 70,000 

Investment in Equity Shares of S 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 90,000 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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(ii) Profit earned by S Ltd. for the year ended 31st March, 2023 amounted to~ 20,000. 
(iii) H Ltd. sold goods to S ltd. costing CC( 8,000 for ~ 10,000, 25% of these goods remained unsold with S 

Ltd. on 31st March, 2023. 
(iv) Creditors of S Ltd . include 'I! 4000 due to H ltd. on account of these goods. 
(v) Out of Bills payable issued by S Ltd. 'I! 15,000 are those which have been accepted in favour of H Ltd. 

Out of these, H Ltd. hod endorsed by 31st March, 2023, 'I! 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 S Ltd. as at 31st March, 2023 

Particulars Note No. ("I!) 

I. Equity and Liabilities 

(1) Shareholder's Funds 1 9,00,000 

(a) Share Capital 

( b) Reserves and Surplus 2 2,73,500 
(2} Minority Inte rest 3 1,26,000 

(3) Curre nt Liabil it ies 

(al Trade Payables 4 1,29,000 

Tota l 14,28,500 

11. Assets 

(1) Non-curre nt assets 

(a) Property, Plant and Equipment "'\ I s 10,20,000 

(2) Current assets \\ Ii 
(i) Inventory 1,. I I I \"/ 6 1,49,500 

(ii) Trade Receivables 
L • 7 1,29,000 

(iii) Cash & cash equivalent 8 1,30,000 

Total 14,28,500 
Notes to Accounts 

'I! 

1. Share capital 
Authorised, issued, subscribed and paid up capital 9,00,000 
90,000 equity shares of 'I! 10 each, fully paid up 

2. Reserves and Surplus 
Genera I Reserves 1,60,000 
Profit and Loss Acco unt (W.N.5) 88,SOO 
Capital Reserve (W.N. 4) 25,000 2, 73,500 

3. Minority interest in S Ltd. (WN 3) 1,26,000 
4. Trade payable 

Bi II s Payable 
H Ltd. 40,000 
S Ltd. 20,000 

60,000 
l ess: Mutual payables (7,000) 53,000 
Trade Creditors 

H l td. 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 H Ltd. 7,00,000 8,50,000 
S Ltd. 1,50,000 

Furniture H Ltd. 1,00,000 
5 Ltd. 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 
7. Trade receivables 

Bi II s receivable 

H Ltd. 25,000 
S Ltd. 20,000 

45,000 

Less: M utual payables (7,000) 38,000 
Debtors 

H Ltd. 
60,000 

S Ltd. 35,000 
95,000 

Less: Mutual owing (4,000) 91,000 
8 . Cash & cash equivalent 

Cash at Bank H Ltd. 90,000 

S Ltd. \\ // I 40,000 
. . l.\ /'/ ' Working Notes . 

1 . Percentage of holding 

No. of Shares Percentage 
Holding Co. 15,000 (60%) 
Minority shareholders 10,000 (40%) 
Total Shares 25,000 

2. Analysis of Profits 

Pre-acquisition 
profits and reserves 

of S Ltd. (,) 

Post-acquisition 
profits of S Ltd. 

(,) 

General Reserve 40,000 I 
0 en ing balance of Profit and Loss 5,000 

Current Year' s profit (in 1:3) 5,000 15,000 

so.ooo I 15,000 

H Ltd.'s share (60%) 30,000 I 9,000 

Minority Interest (40%) 20,000 6,000 
3. 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 

, l,26,000 

4. Capital Reserve for H Ltd. 

(A) Cost of acquiring 15,000 shares of S Ltd. , 1,55,000 

Paid u value of 15,000 shares of S Ltd. @ , 10 each , 1,50,000 

Add: Share in pre-acquisition profit and reserves of S Ltd. , 30,000 

1,49,500 

1,29,000 

1,30,000 
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'< 1,80,000 

(B) Capital Reserve (B - A) '( 25,000 
5. Consolidated Balance of Profits of H Ltd. 

~ 80,000 

Ba lance as per Statement of Profit and Loss '( 9,000 

Add: Share in post-acquisition profits of S Ltd. '< (500) 

Less: Unrealised Profit in unsold stock of S Ltd . 0: 88,500 

Exam Insights: Some 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 Ill of t he Companies 

Act, 2013. 

Question 12 
The Trial Balances of Preet Limited and Shiva Limited as on 31st March, 2023 were as under: 

Preet Limited ('< In Shiva Limited('< In 
000) 000) 

Or. Cr. Or. Cr. 
Equity Share capital (Share of ~ 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 
Prof rt & Loss A/ c balanco 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 30.09.2022 7 14 
Inventory {as on 31.03.2023) 200 100 
Cash at Bank 27 12 
Investment in Shiva Limited 1,056 . 
Fixed Asscits 2,200 1,580 
Total S,027 S,027 3,450 3,450 

Investment in Shiva Limited was acquired on 1st July, 2022 and consisted of 80% of Equity Share Capital and 
50% of Preference Share Capital. 
• After acquiring control over Shiva Limited, Preet Limited supplied to Shiva Limited goods at cost plus 25%, the 

total Invoice value of such ,:oods being '< 1,20,000, one fourth of such eoods were still lyln,:-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 prep.ire the Consolidated Statement of Profit and loss for the ye:ir ended on 31st March, 
2023. (RTP May'24) {Same concept Different Figure PYP lS Morks Ju/'21) 

Answer 12 
Consolidated Profit and loss Account of Preet ltd. and Shiva Ltd. for the year ended 31st March, 2023 

Particulars Note No. '( 

I, Revenue from operations 1 35,80,000 
II. Total revenue 35,80,000 
11 1. Expenses 

Cost of Material purchased/Consumed 2 20,80,000 
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Changes of Inventories of fi nished goods 
Employee benefit expense 
Finance cost 
Depreciation and amortization expense 
Other expenses 
Total expenses 

IV. Profit before Tax (11-11 1} 
Profit transferred to Consolidated Bala nee Sheet 

Profit After Tax 
Preference dividend 
Preference dividend payable 

Share in pre-acquisition loss (WN 3} 
Share of Minority inte rest in losses (WN 1) 
Less: Investment Account-dividend for 3 month 
(prior to acquisition) 
Inven tory reserve (WN 2} 
Profit to be transferred to consolidated 
balance sheet 

Notes to Accounts 

1 Revenue from Operations 

Preet Ltd. \\ // I 
Shiva Ltd. \\ II I 
Total 

less: Intra-group sales (Preet sold to Shiva} 
2 Cost of Materials Purchased/Consumed 

Preet Ltd. 

Shiva Ltd. 

Total 

less: Intra-group sales (Preet 
3 Employee benefit and expenses 

Wages and salaries 

Preet Ltd. 

Shiva Ltd. 

4 Finance cost 

Interest 

Preet Ltd. 

Shiva Ltd. 

5 Depreciation 

Preet Ltd. 

6 Shiva Ltd. 

Other expenses 

Preet Ltd. 

Shiva Ltd. 

Working Note 
Profit of Subsidiary 

I Revenue from Operations 

sold to Shiva) 

! 

. 

3 5,00,000 
4 48,000 
5 4,57,000 
6 2,80,000 

33,65,000 
2,15,000 

2, 15,000 
7,000 
7,000 (14,000} 

2,01,000 
1,800 
1,800 
(3,500) 

(6,000) 
1,95,10( 

~ ~ 

18,00,000 ' 11 
19,00,000 11 
37,00,000 

(1,20,000} 35,80,000 

10,00,000 

12,00,000 

22,00,000 

(1,20,000) 20,80,000 

2,00,000 

3,00,000 S,00,000 

24,000 

24,000 48,000 

2,20,000 

2,37,000 4,57,00( 

1,60,000 

1,20,000 2,80,00( 

19,00,000 1 
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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 
Depreciat ion 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 shareholders (9,000) 

Minority Share {20% of loss~ 9,000) (1,800) 

Inventory reserve = 120000 X 25 ] = ~ G OOO 
4 12S ' 

3 Pre-acquisition loss= 80% of 3 month's profit up to 30'" June,2022 i.e. 80 % of¼ 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 500/4 X7% 
Xl/4 = ~ 3,500 

Exam Insights: Small number of examinees were not able to prepare the statement of consolidated profit 

and loss from t he information provided in t he question. Some of them did not prepare notes to accounts. 

Question 13 

White ltd . acquired 2,250 shares of Black ltd. on 1st October,.2020. The summarized bal:ince sheets of both 
h I 31 M h 2021 I b I t e compan es as on st ::1rc ., are g ven cow: 

White Ltd. I~) Black Ltd. I-ti 
(I) Equity and Liabilities 

(1) Shareholder's fund 
Share capital (Equity shares of~ 100 each fully paid 6,50,000 3,00,000 

up) 
Resarvcs 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 5125,000 
(II) Assets: 

Non-current assets 
Property, Plant and Equipment 5,80,000 3,51,000 
Investments 
Sharc,s 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 inform:ition: 
(i) During the year, Black limited fabricated a machine, which Is sold to White Ltd . for ~ 39,000, the 

transaction being completed on 30th March,2021. 
(ii) C;,sh In transit from Black ltd. to White ltd. w:is ~ 6,000 on 31st March,2021. 
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(iiil Profits during the year 2020-2021 were earned evenly. 
(ivl The balances of Reserve and Profit and loss account as on 1st April,2020 were as follows : 

Reserves Profit and loss A/c 

Whit<! Ltd. 30,000 15,000 Profit 

Black Ltd. 30,000 10,000 Loss 

You are required to prepare a consolidated Balance Sheet of the group as on 31st March,2021 as per the 
requirement of Schedule Ill 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. (") 

and Liabilities 
Shareholder's Funds 

( a I Share Ca pita I 1 6,50,000 
(b) Reserves and Surpl us 2. 2.,55,000 

(2) Minority Interest 3 1,05,000 
(3 Current Liabilities 

( a I Trade Payables 4 1,90,000 
Total 12.,00,000 

II. Assets 

1) Non-current assets 
(a) Pro erty, Plant and E uipment 5 9,31,000 

(2.) Current assets 
(i) Inventory 6 1,70,000 
(ii) Cash & cash equivalent 7 99,000 

Total 12,00,000 
Notes to Accounts 

" 1. Share capital 

6,SOO equity shares of'!; 100 each, fully paid up 6,50,000 
Total 6,50,000 

2. Reserves and Surplus 

Ge neral Reserves 60,000 
Profi t and Loss Account 1,50,000 
Add: 75% sha re of Black Ltd.'s post•acquisition profits 37,500 1,87,500 
(W.N.1) 
Capital reserve (W.N. 5) 7,500 
Total 2,55,000 

3. Minority interest in Black Ltd. (WN 4) 1,05,000 
4. Trade payables 

White l td. 1,15,000 
Black Ltd . 75,000 1,90,000 

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. 11; 

profits earned during the year = 11; 90,000 + '1;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 l td.'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 Accoun t 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%) .x 70,000 17,500 

3. Post-acauisition reserves of Black Ltd. 
Post-acquisition reserves {Total reserves less pre-acquisition reserves= Nil 
'{ 30,000 - 30,000) 

4 . Minority Interest 
Paid-up value o f {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 o f post -acquisition profi t 12,500 
1,05,000 

5. Capital Reserve 
Price paid by White Ltd. for 2,250 shares (A) 2,70,000 
Intr insic value o f the shares-
Paid-up va lue of 2,250 shares held by White Ltd. i.e. 2,250 x ~ 100 2,25,000 ' 
Add 75% share o f 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 o f 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 Ill. 

Question 14 

Vivlt Ltd. and its subsidiary Su Ltd. provided the, followln,e information for the year ended 31st March, 2023: 
Particulars Vivit Ltd {'{) Su Ltd. ~) 

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 Inventory 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 inve.stments 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,so,000 1,22,500 

Royalty paid Nil 5,000 

Depreciation 31,500 14,000 

Interest expense 17,500 5,250 

Other inform:ition 
• On 1st September 2020 Vivit Ltd ., acquired 5,000 equity shares of 1' 100 each fully paid up In Su ltd. 
• Su Ltd. paid a dividend of 10% for th<! year ended 31st March 2022. The dividend was correctly accounted 

for by Vlvlt Ltd. 
• Vivit ltd. sold goods of'( l,7S,OOO to Su Ltd. at a profit of 20% on selling price. Inventory of Su Ltd. includes 

goods of ti: 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'< 28,000 paid to Su Ltd . as consultancy fees. 
• Su Ltd. used some resources of Vivit ltd., and Su Ltd . paid'< 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 Note No. 

Revenue from operations 1 50,03,250 

Other Income 2 1,81,000 

Total revenue (I) 51,84,250 

Expenses: 

Cost of mater ial purch<1sed/consumed 3 21,45,500 

Changes (Increase) in inventor ies of finished goods 4 (4,98,750) 

Employee benefit expense 5 15,75,000 

Finance cost 6 22,750 

Depreciation and amort ization expense 7 45,500 

Other expenses 8 8,43,250 

Total expenses (II) 41,33,250 

Profit before tax (11·111) 10,51,000 

Notes to Accounts: 

" " l . 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 investmen ts Su 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 x 20/100 (14,000) 4,98,750 

5. Employee benefits and expenses 

Wages and salaries: 

Vivit Ltd. 13,30,000 

Su Ltd . '. \\ // 11 \\ 11 ' 2,45,000 15,75,000 

6 Finance cost \'·' I 11 \'u 11 
Interest: ' V '-J .. L 

Vivit Ltd. I 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 
Sell ing and distribution Expenses: 

Vivit Ltd. 3,32,500 

Su Ltd . 1,57,500 

4,90,000 

Less: Brokerage received by Vivit ltd. from Su Ltd. (21,250) 4,68,750 8,43,250 
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EKam lnsie;hts: Few examinees could not treat the d ifferent 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 Ill of Companies Act, 2013. 

Question 15 

The Balance Sheets of Art Limited and Craft Limited as on 31 March 2024 are as below: 
Partlcul11rs NoteNo Art limited Craft limited 

('{) (II() 

I. Equity and Liabilities 
a . Shareholder's Fund 

i . Share Caoital 1 6,50,000 4,00,000 

ii. Reserve & Surplus 2 3,12,000 2,48,000 
b. Current liabilities 

i. Trade Payables 1,4S,OOO 92,000 
ii . Short term borrowings 3 70,000 -

11,77,000 7,40,000 
II. Assets 

a . Non-current Assets 
l. Property, Plant & Equipment 4 4,21,000 3,60,000 
Ii. Non-current investment ' 5 I 4,32,000 -

b. Current Assets 
~-JJ /( 1,66,000 2,0S,000 

i . Inventories 
ii. Trade Recelvobles 

-
6 1,33,500 

-
1,68,300 

:ash & Cash equivalent 24,500 6,700 

11,77,000 7,40,000 

Notes to Accounts: 
Art limited Craft limited 

(II() ('() 

1 . Sh:iro capital 
6,SOO sh:ires of II( 100 each fully p:iid up4,000 sh:ires 6,50,000 
of II( 100 each fully paid-up - 4,00,000 
Total 6,50,000 4,00,000 

2. Reserves and Surplus 

Gcncr:il Reserve 1,20,000 40,000 
Profit :ind loss account 1,92,000 2,08,000 
Tot:il 3,12,000 2,48,000 

3. Short term borrowingsBank -
Overdraft 70,000 

4. Property Plant & Equipmentland & 
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 -
l imit<1d (Cost} 4,32,000 

6. Cash & C:ish equivalcntsCash 
24,500 6,700 

Additional information: 
(i) Art Limited :icquired 3,200 ordinary sh:ires of Craft limited on 1" October, 2023. The Reserve & Surplus 

and Profit & loss Account of Craft limitedshowed a credit balance ofll( 40,000 and 'I'. 58,700 respectively 

Chapter 10.1 AS'll· Consolidated Finanoi11I Statements 10.1-2 



as on 1st April, 2023. 
(ii) The Plant & Machinery of Craft Limited which stood at 'I; 2,50,000 as onl" April, 2023 was 

considered worth 'I; 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. 

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

On 31st March 2024, Craft Limlted'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 31st March 2024. (PYP l4 Marks May'24} 

Answer 15 
Consolidated Balance Sheet of Art and Craft Ltd As on 31" March, 2024 

Particulars Note no. 'I; 

I. Equity & li:,bilities 

(1) Shareho lders' fund 

(a) Share Ca pita I 1 6,S0,000 

(b) Reserves & Surplus 2 3, 73,460 

(2) Minority Int e rest 3 1,26,740 

(3) Cu rrent Lia bilities 

(a) Short term borrowings 4 70,000 

(b) Trade Payables (1,45,000 + 92,000) 2,37,000 
Total 14,57,200 

II. Assets 

(1) Non-current Assets ~. 
(a) Property, Plant & Equipment I i 5 7,65,000 

(2) Current Asset s r ·1 

(a) Inventories V L 6 3,57,500 

(b) Trade Receivables 7 3,03,500 

(c) Cash & Cash Eq uivalents 8 31,200 

Total 14,57,200 
Notes to Accounts 

Sr. No. Particulars ~ 

1. Share Capita l 

Issued, Subscribed & Paid-u12 Ca12ital 
a) Equity Share Capita l 6,50,000 

6,500 Equity Shares of '1;100 each 
2. Reserves & Surplus 

Profit & l oss A/c (WN 5) 2,40,100 
General Reserve (WN 5) 1,20,000 
Capital Reserve (W.N. 3) 13,360 

3,73,460 
3. Minority inte rest in Craft Ltd. (W.N.4) 1,26,740 
4. Short-te rm borrowings 

Bank Overdraft 70,000 

5. Property, Plant & Equipment 
La nd & Bui Id ing 

Art Ltd. 1,90,000 
Craft Ltd. 1,35,000 3,25,000 

Plant & Machinery 

Art Ltd . 2,31,000 
Craft Ltd. (2,25,000-17 ,500+ 1,500) 2,09,000 4,40,000 

10.1-27 Chapter 10.1 AS 21· Consolidated Financial Statements 



6. Inventories 7,65,000 
Art Ltd. 1,66,000 
Craft Ltd. 2,05,000 

Less: unreal ized 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 . 6,700 31,200 

Working Notes: 
1. Shareholding Pattern 

2. 

3. 

4. 

5. 

Total 4.000 shares 
3,200 shares 800 shares 

Art Ltd (80%) 20° ¼ Minority Interest 

Analysis of Profit 

Opening balance 

Closing balance 

Changes during the year 

Analysis of Profit 

Particulars 

Opening Balances 
(40,000 + 58,700) 
Profit for 6 months 
(1,49,300 X 6/12) 
Provision reversed 
(1,700) (W.N. 8) 

Revaluation Loss (W.N. 6) 
Savings in depreciation (W.N. 6) 
Total 
Holding (80%) 
Minority Interest (20%) 

Cost of Control 

Particulars 

Cost of Investment (Given) 

less: Share in Net Assets: 

I reserve Genera 
40,000 

40,000 

Pre acquisition 
profit (6 months) 

(0:) 
98,700 

74,650 

850 

(17,500) 

1,56,700 
1,25,360 

31,340 

a) Share Capital {3,200 shares x 0:1 00) 
b) Capital Profit {W.N. 2) 

Capital Reserve 
Minority Interest 

Particulars 
Share Capital (800 shares x 100) 
Capital Profit (W.N. 2) 
Revenue Profit (W.N. 2) 
Total 

Consolidated Profit and General Reserve of Art Ltd 

Particulars 

Profit and loss account 
58,700 

2,08,000 

1,49,300 

Post acquisition 
profit (6 months) 

(0:) 

74,650 

850 

1,500 
77,000 
61,600 
15,400 

-: 
4,32,000 

3,20,000 

1,25,360 (4,45,360) 

13,360 

80,000 
31,340 
15,400 

1,26,740 

Profit and loss General 
account 0: reserve 0: 
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Balance as per Balance Sheet 1,92,000 
Revenue Profit 61,600 
Un realized Profit (Downstream) (13,500} 
Total 2,40,100 

6. Calculation of Revaluation Profit /Loss 

Particulars 

Balance as on 01.04.2023 (given) 
Depreciation for 6 months (2,50,000 x 10% x 6/12) 
WDV as on date of acquisition 
Revalued amount 
Reva I uation loss 

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 

1,20,000 
. 

1,20,000 

't 

2,50,000 
(12,500) 
2,37,500 

2,20,000 
17,500 

As per para 20 and 21 of AS 21, Consolidated financial statements: Consolidated financial statements shoul d 
be prepared using uniform accounting po licies for like transactions and other events in similar circumstances. 
If it is not practicable to use uniform accounting policies in preparing the conso lidated financial statemen ts, 
that fact shou ld be disclosed together with t he proportions of the items in the consolidated financial 
statements to which the different accounting policies have been applied. 

Question 16 t? LDR 

H ltd. and its subsidiary S Ltd. Give the following information as on 31st March, 2021: 
H l td. (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 
Non-Current Assets 

Prol!erti1, Plant and Eguil!ment 

Machinery 6,40,000 1,80,000 

Furniture 3,75,000 34,000 

Non-Current Investments 

Shares in S Ltd. • 16,000 shares @ Rs. 20 each 3,20,000 . 
Curr<1nt 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 1st 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 rc:,spc,ctivcly. 
Machinery (book v:ilue Rs. 2,00,000) and Furniture (book value Rs. 40,000) of S ltd . were rc:,valued at Rs. 

3,00,000 and Rs. 30,000 respectively on 1st Apri l,2020 for the purpose of fixing the price of its shares (rates 
of depreciation on W.O.V basis : Machinery 10% and Furniture 15%). Trade Payables of H Ltd. include Rs. 
35,000 due to S 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
st 

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 Liabilities 

( 1) Shareholder's Funds 

(a) Share Capital 12,00,000 
/1,20,000 equity shares of'>: 10 each) 

(b) Reserves and Surpl us 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 

II. Assets 

( 1) Non-current assets 

(i) Property, plant and equipment 3 13,10,500 

(ii) Intangible assets 4 24,000 

(2) Current assets 

(i) Inventories \\ // I 5 3,25,000 

(ii) Trade Receivables \\// I 6 6,70,000 

(iii) Cash at Bank V 7 1,96,000 

Total 25,25,500 
Notes to Accounts 

'ot: 

1. Reserves and Surplus 

General Reserves 4,35,000 

Add: 80% share of S Ltd.'s post -acquisition 84,000 5,19,000 
reserves (W.N.3} 

Profit and Loss Account 2,80,000 

Add: 80% sha re of S Ltd.'s post -acquisition 21,200 
profits (W.N.3) 

Less: Un real ised 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. ltd. 3,75,000 
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S Ltd. 40,000 

Less: Decrease in value {10,000) 
30,000 

Less: Depreciation {4,500) 25,500 4,00,500 
13,10,500 

4. I nta ngi ble assets 
Goodwill (WN 5] 24,000 

5. I nventorles 
H Ltd. 2,68,000 

S 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 7,05,000 

Less: Mutua l transaction (35,000) 
6,70,000 

7. Cash and Bank 
H Ltd. 1,64,000 

S Ltd. 32,000 1,96,000 

Working Notes: 
1. Profit or loss on revaluation of assets in the books of S Ltd. and their book values as on 1.4.2020 

Rs. 

Machinery \\ I! I 1 ' 
I 71 

Revaluation as on 1.4.2020 \\ /J [ I I I 3,00,000 
Less: Book value as on 1.4.2020 \"/ I I I I (2,00,000} 

Profit on revaluation 
- - - -

1,00,000 
Furniture 

Reva I uation 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/ (Downward) Revaluation 1,00,000 (10,000) 
Rate of depreciation 10% p.a. 15% p.a. 

Difference ((short)/excess) {10,000) 1,500 

3 . Analysis of reserves and profits of S Ltd. as on 31.03.2021 
Pre• Post-acquisition profits 

acquisition (1.4 .2020-31.3.2021) 
profit up-to 

1.4 .2020 
(Capit.al General Profit and 
orofits) 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 Furnitu re 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 

Paid-up value of (2,00,000 x 20%) 
Add: 20% share of pre-acquisition profits and reserves 

[(20% of (50,000 + 30,000)) 
20% share of profit on revaluation 

20% share of post-acquisit ion reserves 
20% share of post-acquisition profit 

Less: Unrealised Profit on Inventory 
(55,000 X 10/110) X 20% 

5. Cost of Control or Goodwi ll 
Cost of Investment 
Less: Paid-up value of 80% shares 

80% share of pre-acquisition profits and reserves 
(Rs. 64,000 + Rs.72,000) 
Cost of control or Goodwil l 

Question 17 

Rs. 
40,000 

16,000 
18,000 

21,000 
5,300 

1,00,300 

(1,000) 

99,300 

3,20,000 
1,60,000 

l,36,000 (2,96,000) 
24,000 

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

Rs. Rs. 
Shareholders" Fund: 
Equitv shares of Rs. 10 each 13,40,000 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 

Propcrtv. 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 30,000 
Cash at B:ink 56,000 40,000 

The following information is also provided to you: 

(:,) H ltd. purchased 19,200 shares of S ltd. on 1st April, 2022, when the balances of Resc,rvl!s & Surplus 
and Profit & Loss Account of S Ltd . stood at Rs. 60,000 and Rs. 36,000 res pectively. 

(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 1st April, 2022, for the purpose of fixing the price of its 
shares. (Rates of depreciation computed on the basis of useful lives: Machinery 100/4, Furniture 15%). 
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(c) 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 S Ltd. as at 31st March, 
2023. (MTP 20 Marks Nov'21 & Mar'23 & Apr'23, PYP 20 Marks Jan'21) 

Answer 17 
Consolid:>tcd Bal:>ncc Sheet of H ltd. :>nd its Subsidi:>ry S Ltd. :>s :>t 31st M:irch, 2023 

Particulars Note No. (Rs.) 

I. Eq uity and Liabilities 

1 Shareholder's Funds 
(a) Share Capital 1 13,40,000 

( b) Reserves and Sur pl us 2 8,27,040 

2 Mi nority Interest 1,1S,S60 

3 Non- Current Liabilities 

(a) 12% Debentures 1,00,000 

4 Current Liabil ities 

(a) Trade Payables 3 3,84,800 

(b) Short term Borrowings (Bank 1,00,000 
overdraft) 

Total 28,67,400 

II. Assets 

1 Non-current assets 

(a) 

(i) Property, Plant and Equipment 4 14,34,600 
(ii ) Intangible assets 5 28,800 

2 Current assets I 
(a) Inventory (6,00,000+2,00,000) 8,00,000 

(b) Trade Receivables 6 5,08,000 

( c) Cash and Cash equivalents 96,000 

Total 28,67,400 

Notes to Accounts 

Rs. 
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/Sth share of S l td.'s post-acquisition 
reserves (W.N.3) 96.000 5,76,000 
Profit and loss Account 2,40,000 
Add: 4/Sth 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 

BIiis Payables 
H Ltd , 60,000 
S Ltd. 14,800 74,800 

3,96,800 
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l ess: Mutual Owings 

4. Property Plant and Equipment 

Machinery 

H. Ltd. 

S Ltd. 2,40,000 
Add: Appreciation 1,20,000 

3,60,000 
l ess: Depreciation (3,60,000 X 10%) (36,000) 
Furnitu re 

H. Ltd. 

S Ltd. 48,000 
l ess: Decrease in value (12,000) 

36,000 
l ess: Depreciation (36,000 X 15%) 5,400 

5. Intangible assets 

Goodwill (WN 6) 
6. Trade receivables 

H Ltd. 3,00,000 
S Ltd. 90,000 

Bills Receivables 

H Ltd. 1,00,000 
S Ltd. 30,000 

l ess: Mutual Owings ' 
Working Notes: 

1. Pre-acquisition profits and reserves of S Ltd. ' 11 
Reserves 

Profit and Loss Account 

H Ltd.'s = 4/5 (or 80%) x 96,000 

M inority interest= 1/5 (or 20%} x 96,000 
2. Profit on revaluation of assets of S Ltd. 

Profit on M achinery Rs. (3,60,000 - 2,40,000) 

Less: Loss on Furniture Rs. /48,000-36,000) 
Net Profit on revaluation 

H Ltd.'s share 4/5 x 1,08,000 
M inority interest 1/5 x 1,08,000 

3. Post-acquisition reserves of S Ltd. 
Total reserves 
Less: Pre- acquisition reserves 

Post-acquisition reserves 

H Ltd.'s share 4/5 x 1,20,000 
M inority interest 1/5 x 1,20,000 

4. Post -acquisition profits of S Ltd. 

Post-acquisition profits (Profi t & loss account balance less 
pre-acquisition profits= Rs. 60,000-36,000) 

Add: Excess depreciation charged on furniture@ 15% 
on Rs. 12,000 i.e. (48,000 - 36,000) 

Less: Under depreciation on machinery@ 10% 
on Rs. 1,20,000 i.e. (3,60,000 - 2,40,000) 

Adjusted post-acquisition profits 

'-

(12,000) 3,84,800 

7,20,000 

3,24,000 

3,60,000 

30,600 14,34,600 

28,800 

3,90,000 

1,30,000 
5,20,000 
(12,000) 5,08,000 

Rs. 

60,000 
36,000 
96,000 
76,800 
19,200 

1,20,000 

(12,000) 
1,08,000 

86,400 

21,600 

1,80,000 
(60,000) 

1,20,000 
96,000 

24,000 

24,000 

1,800 

25,800 

(12,000) 

13,800 
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H l td.'s share 4/5 >< 13,800 11,040 
Minority Interest 1/5 x 13,800 2,760 

5. Minority Interest 
Paid-up value of (24,000 - 19,200) = 4,800 shares 
held by outsiders I.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/Sth share of post-acquisition reserves 24,000 
1/5th share of post-acquisition profit 2,760 

1,15,560 
6. Cost of Control or Goodwil l 

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 or Goodwill A - B) 28,800 

Question 18 t'~ LOR 

Consider the following information of subsidiary MNT Ltd. 
2020-21 2021-22 

Amount ln'I: Amount in 'I: 
Share Capital 
Issued and subscribed 7500 Equity Shares of-.: 100 each 7,50,000 7,50,000 
Reserve and Surplus ' 
Revenue Reserve ' 2,14,000 5,05,000 
Securities Premium 72,000 2,07,000 
Current Liabilitic,s and Provisions 
Trade Payables 2,90,000 2,46,000 
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 MNT Ltd. used LIFO basis. To bring MNT Ltd.'s inventories 

values in line with those of LTC Ltd., its value of inventory is required to be reduced by 'I: 5,000 at the end 
of 2020·21 and increased by 'I: 12,000 at the end of 2021·22. (Inventory of 2020-21 has been sold out 
during the year 2021-22) 

{3) MNT Ltd. deducts 2% from Trade Receivables as a general provision against doubtful debts. 
(4) Prepaid expenses in MNT Ltd. include Sales Promotion expenditure carried forward of>: 25,000 in 2020-

21 and>: 12,500 in 2021-22 being part of initial Sales Promotion expenditure of>: 37,500 in 2020-21, which 
is being written off over three years. Similar nature of Sales Promotion expenditure of LTC Ltd. has been 
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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 & Oat'23, PYP 10 Marks 
Nov'19, MTP 14 Marks Nov'24} (Same concept different figures MTP 12 Marks Apr 19} 
Answer 18 
Rc,st:>ted Balance Sheet of MNT Ltd. :,s al 31st March, 2022 

Particulars Note No. (~) 

I. Equity and Liabilities 
(1) Shareholder's Funds 

(a) Share Capital 7,50,000 
(b) Reserves and Surpl us 1 7,18,500 

(2) Current Liabilities 
(a) Short term borrowings 2 1,70,000 
(b) Trade Payables 2,46,000 
(c) Short-term provision 3 4,30,000 

Total 23,14,500 
II. Assets 

(1) Non-current assets 

(a) Property, Plant & Eq uipment 4 6,37,500 
(b) Non-cu rren t Investment 5,30,000 

(2) Current :,ssets 

(a) Inventories (6,90,000 +12,000) 5 7,02,000 

(b) T d R . bl 3.43.ooo 100 J,lll\ 3,50,000 ra e ece,va es 
98 

x 
I 

(c) Cash & Cash Equivalents ; I I 42,500 
(d) Other current assets V 6 52,500 

Total 23,14,500 
Notes to Accounts 

~ 

1. Reserves and Surplus 
Revenue Reserve (refer W.N.) 5,11,500 
Securities Premi um 2,07,000 7,18,500 

2. Short term borrowings 
Bank overdraft 1,70,000 

3. Short-term provision 
Provision for taxation 4,30,000 

4. Property, Plant and Equipment 
Cost 9,20,000 
Less: Depreciation to date (2,82,500) 6,37,500 

5. Inventories 6,90,000 
Increase in value as per FIFO 12,000 7,02,000 

6. Other current assets 
Prepaid expenses (After adjusti ng sales promotion 52,500 
expenses to be written off each year) (65,000 -12,500) 

Working Note: 
Adjusted revenue reserves of MNT Ltd.: 

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 Inventor 12,000 19,000 

5,24,000 
l ess: Sales Promotion expenditure to be written off (12,500) 
Adjusted revenue reserve 5,11,500 
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Question 19 

Sun Ltd. acquired 3,200 ordinary shares of 11! 100 e:>ch of St:>r 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 =ind Surplus 2 S,94,400 3,64,000 

(2)Current Liabilities 

(a)Trade Payables 94,200 34,800 

(b) Short term borrowings 3 1,60,000 . 
Total 18,48,600 7,98,800 

II. Assets 

( 1) Non-current =is sets 

(a) Property, Plant and Equipment 4 7,80,000 6,30,000 

(b) Non-current Investments s 6,80,000 

(2) Current assets 

(a) Inventories 2,40,000 72,800 

(b)Tradc receivables 1,19,600 80,000 

(c) Cash & Cash equivalents 6 29,000 16,000 

Total 18,48,600 7,98,800 

Notes to Accounts L 

Sun Ltd. Star Ltd. 

" " 
1 Share Capital 

10,000 shares of ~ 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 S,94,400 3,64,000 

3 Short term borrowings 
Bank overdraft 1,60,000 

4 Property plant and equlpmont 
Land and building 3,00,000 3,60,000 

Plant & Machinery 4,80,000 2,70,000 

Total 7,80,000 6,30,000 

s 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~ 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~ 3,00,000 on 1st April, 2021 was considered as worth 
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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 Oct'22) {Same concept different figures PYP 15 Marks Nov'20, MTP 15 Marks Sep'23, SM} 

Answer 19 
Consolidated Balance Sheet of Sun Ltd . and its subsidiary, Star Ltd. as at 31st M:,rch, 2022 

Particulars Note No. ,~1 
I. Equity and Liabilities 
(1) Shareholder's Funds 

(a) Share Capital 1 10,00,000 
(b) Reserves and Surolus 2 6,17,600 

(2) Minority 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 
11. Assets 

(1) Non-current assets 
(a} Property, Plant and Equipme nt 5 14,82,000 
(b) Intangible assets 6 34,400 

(2) Current assets 
{a) Inventories 7 3,12,800 
(b) Trade rece ivables "\ /1 n ' 8 1,99,600 
(cl Cash & Cash equivalen ts '\ /, 9 4S,OOO 

\II Tota l 20,73,800 
Notes to Accounts y 

1 Sha re Capital 
10,000 sha res of 1'.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: Sta r Ltd. 34,800 1,29,000 
Tota l 

4 Short term borrowings 
Bank 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 6,60,000 
Plant & Machinery (Refer 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 l td. 2,40,000 
Star Ltd .. 72,800 
Total 3,12,800 

8 Trade Receivables 
Sun l td. 1,19,600 
Star Ltd. 80,000 1,99,60( 
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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% 

Working Notes: 
1. The dividend @ 10% on 3,200 shares - '1:32,000 received by Sun Ltd. should have been credited to the 

investment A/c, being out of pre-acquisit ion profits. Sun Ltd., must pass a rectificat ion entry, viz. 
Profit & Loss Account Dr. 'I: 32,000 
To Investment 'I: 32,000 

2. The Plant & Machinery of Star Ltd . would stand in the books at 0:: 2,85,000 on 1st Oct, 2021, considering 
only six months' depreciation on 0:: 3,00,000 total depreciation being 0:: 30,000. The value put on the assets 
being 'I: 3,60,000, there Is an appreciation to the exte nt of 'I: 75,000 (3,60,000 - 2,85,000). 

3. Capital profits of Star Ltd. 

0:: 0:: 
Reserve on 1st April, 2021 (Assumed there is no 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 'I: 1,64,000 \\ //II \'I // I ~ I 

Less: (0:: 20,000) \\ J( I I \\. II I '-: I 

'I: 1,44,000 ..... 
Proport ionate upto 1st Oct, 2021 on time basis ('I: 1,44,000/2) 72,000 
Appreciation in value of Plant & Machinery 75,000 

3,67,000 
Less: 20% due to outsiders (73,400) 
Holding company's share 2,93,600 

4. Revenue profits of Star ltd.: 

Profit after 1st Oct, 2021 [(1,64,000 - 20,000) x ½] 72,000 

Less: Depreciation 
10% depreciation on 'I: 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 

5. Minority interest: 

Par value of 800 shares (4,00,000 X 20%) 80,000 
Add: 1/SCapital Profits IWN 3] 73,400 

1/5 Revenue Profits (WN 4] 13,800 
1,67,200 

6. Cost of Control: 
Amount paid for 3,200 shares 6,80,000 
Less: Dividend out of pre-acquisition profits (32,000) 6,48,000 
Par value of share s 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: A preciation on 1st Oct, 2021 13,60,000 - (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 6 months (18,000) 3,42,000 

8,22,000 
8. Profit & loss Account Consolidated): 

Sun Ltd.as given 1,14,400 
l ess: Dividend transferred to Investment A/c {32,000) 82,400 
Share of Sun Ltd. in revenue profit s of Star Ltd.{WN 4) 55,200 

1,37,600 

Question 20 

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: 

Bi,ta ltd. GQmma Ltd. 

" ~ 

Share Capital: 
Shares of Rs. 100 each 15,00,000 2,50,000 

Reserves 5,00,000 1,87,500 
Profit and loss A«ount 2,so,000 62,500 
Trade Pa ables 3,75 000 1,42,500 
Property, plant and Equipment: 

Machinery 7,50,000 2,25,000 
Furniture 3,75,000 42,500 

Othor 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 80% 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 Ju/'24} 
Answer 20 
Consolidated 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 1 8,61,500 

(2) Minority Interest W.N.5) 1,20,375 
{3) Current Liabilities 

(a) Trade Payables 2 5, 17,500 
Tota l 29,99,375 

II. Assets 
{1) Non-current assets 

(a) (i) Property, Plant & Equipment 3 14,94,375 
(ii) Intangible assets 4 30,000 
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(b) Other non- current assets 5 14,75,000 
Tota l 29,99,375 

Notes 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 l td. 1,42,500 5,17,500 

3. Property, Plant & Eq uioment 
Machinery 

Beta Ltd. 7,50,000 
Gamma Ltd. 2,50,000 

Add: Aooreciation 1,25,000 
3, 75,000 

Less: Depreciation {37,500) 3,37,500 
Furnitu re 

Beta Ltd . 3,75,000 
Gamma ltd. "" 50,000 r 

Less: Decrease in value \\ {12,500) ' C 

\\J 37,500 
Less: Depreciation V (5,625) 31,875 14,94,37 

4. intangible assets 
Goodwil I [WN 6] 30,000 

5. Other non-cu rrent 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 on Machinery Rs. (3, 75,000 - 2,50,000) 1,25,000 
Less: loss on Furniture Rs. {50,000 - 37,500) 12,500 
Net Profit on revaluation 1,12,500 
Beta Ltd.' s share 4/5 x 1, 12,500 90,000 
Minority Interest 1/ 5 x 1,12,500 22,500 

3. Post-acquisition reserves of Gamma Ltd. 
Post -acquisit ion 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 x 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@ 100/4 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 x 14,375 11,500 
Minority Interest 1/5 x 14,375 2,875 

5. Minority Interest 
Paid-up value of (2,500 - 2,000) = 500 shares 
held by out siders i.e. 500 x Rs. 100 50,000 
Add: 1/Sth share of pre-acquisition profi ts and reserves 20,000 
1/5th share of profit on revaluation 22,500 
1/Sth share of post -acquisition reserves 25,000 
1/Sth share of post-acquisition profit 2,875 

6. Cost of Control or Goodwill 1,20,375 
Paid-up value of 2,000 sha res held by Beta Ltd. i. e. 2,000 x Rs. 100 2,00,000 
Add: 4/Sth share of pre-acquisition profits and reserves 80,000 
4/Sth share of profit on the revaluation 90,000 
Intrinsic value of shares on the date of acquisition I • ' / / I ,: 3,70,000 
Price paid by Beta Ltd. for 2,000 shares I \\ / I I 4,00,000 
Less: Intrinsic value of the shares . ' I I \ "/ I (3, 70,000) 
Cost of control or Goodwill - - - ~ 30,000 

Question 21 

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 750 100 

Raw material consumed 600 100 

Waees and Salaries 600 75 

Production expenses 100 50 

Administrative expenses 75 50 

Selling and Distribution expenses 100 25 

Interest 75 30 

Depreciation 75 30 
The following information is al.so given: 
(i) G sold goods of~ 200 crores to K Ltd. at cost plus 25%. (l/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~ 800 crores 

on 01.04.2022 (date of acquisition of shares) 
(iii) Administrative expenses of K Ltd. include~ 5 crore paid to G Ltd. as consultancy fees. Also, selline and 

distribut ion 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'2l, Apr'22, 
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SM} 

Answer 21 
Consolidated statement of profit and loss of G Ltd. and its subsidiary K Ltd. for the year ended on 

31st March 2023 ., 

P:>rticul:>rs Note No. '{ in Crorc,s 

I • Revenue from operations 1 3,525 

11. Total Income 3,525 

111. Expenses 

Cost of material purchased/consumed 2 650 

Changes of inventories of finished goods 3 (842} 

Employee benefit expense 4 675 

Finance cost 5 105 

Depreciation and amorti zation expense 6 105 

Other expenses 7 225 

Total expenses 918 

IV. Profit before tax ( I 1-111 ) 2,607 
Notes to Accounts 

~ in Crores ~ in Crores 

1. Revenue from operations 
Sales and other income 

G Ltd. 3,000 -
K Ltd. 

.. \\ II l - 11 750 

\\J/ I 3,750 '°' '1 l I!/ 
Less: Int er-company sales (200) 

_,., ....._ 

Consultancy fees received by G Ltd. from K Ltd. (5) 

Commission received by K Ltd. from G Ltd. (20) 3,525 

2. Cost of material purchased/consumed 

G Ltd. 600 

K Ltd. 100 

700 

Less: Purchases by K Ltd. from G Ltd. (200) 500 

Direct expenses (Production) 

G Ltd. 100 

K Ltd. so 150 

650 

3. Changes of inventories of fin ished 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. 75 675 
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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. 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 
Note: 
The information (i) given in the question states that G Ltd. sold goods of 'I; 200 crores to K Ltd. at cost plus 
25%. In the above solution it has been considered that the amount of 'I; 200 crores is sale value. Alternatively, 
'I; 200 crores may be ass umed 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 

I. Revenue from o er:3tions 

II. Total Income 

Ill. Ex enses 

Cost of material purchased/consumed 

Changes of inventories of finished goods 

Em loyee benefit ex ense 

Finance cost 

Depreciation and amortization expense 

Other expenses 

Total expenses 

IV. Profit before tax (11-111) 

Notes to Accounts 

1. Revenue from operations 
Sales and other income 

G Ltd. 

K Ltd. 

Note No. 'I; in Crores 

1 3,475 

3,475 

2 600 

3 840 

4 675 

5 105 

6 105 

7 225 

870 

2,605 

'I; in Crores 'I; in 

Crores 

3,000 

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. so 150 

600 

3. Changes of inven tories of finished goods 

G Ltd. 750 

K Ltd. 100 

850 

less: Unrealized profits ~ 40 crores x 25/100 (10) 840 

4. Employee benefits and expenses Wages and salaries: 

G Ltd. 600 

K Ltd. 75 675 

5. Finance cost Interest: 

G Ltd. \\ // I \\ 7 75 

K Ltd. \\jf l I \' I 30 105 

6. Depreciation V - lJ • I 

G Ltd. ' 
I 75 

K Ltd. 30 105 

7. Other expenses 
Administrative expenses 

G Ltd. 75 

K Ltd. so 
125 

Less: Consultancy fees received by G Ltd. from K Ltd. (5) 120 

Selling and distribution Expenses: 

G Ltd. 100 

K Ltd. 25 

125 

l ess: 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 Ill of the Companies Act, 2013. 

Question 22 

On 1st February, 2024, Best Ltd. acquired 80% Equity shares of Cool Ltd. for "l: 14,80,000. 
On 31st March, 2024, Best Ltd. also acquired 25% Equity shares of Good Ltd. for '{ 3,80,000. 
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The following are the balances extracted fr om the books of Best Ltd., Cool ltd., and Good ltd. as on 31st 
March, 2024 : 

Particulars Best ltd. Cool Ltd. Good ltd. 
Amount in 0: Amount in 0: Amount in 0: 

Equity Shares of 0: 100 each fully paid 30,00,000 20,00,000 10,00,000 
Securities Premium 2,20,000 
9% Debentures 6 30 000 2 40000 
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, :ind Equipment 18,90,000 18,14,000 12, 10,000 
Current Assets 9,65 000 560000 225,000 
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 
R:iw m:iteri:,I consumed 36,50,000 31,20,000 22,30,000 
Wages :ind Salaries 5,07,000 4,01,000 269,000 
Production expenses 1,35,000 1,06,000 98,000 

Addit ional information : 

• 
• 
• 

• 

• 
• 

The Profit and loss account of Cool Lt d. showed a credit balance of 0: 30,000 on 1st April, 2023 . 
ht forward from the previous year . The General Reserve balance is broug 

On 31st March, 2024, all the bills pay able in Cool ltd.'s balance sheet were acceptances in favour of 
Ltd. held only 0: 3,00,000 of these accept:>nces in hand, the rest 
creditor. 

Best ltd. However, on the date, Best 
h:ivine been endorsed in favour of its 
Best ltd. purch:ised eoods costing 0: 5 ,00,000 from Cool Ltd. on 1st June, 2023 at a price of 0: 6150,000 . 

Best Ltd. at the end of the financial ye:ir. The entire eoods remain unsold with 
Best l td. is preparing Consolidated Fi nancial Statements for the year anding 31.03.2024 . 
You are required to calculate : 
(1) 
{2) 
{3) 
(4) 
(5) 
{6) 
(7) 
(8) 
(9) 

Trade Payable (Consolidated) 
Current Assets {Consolidated) 
Minority Interest 
Goodwill/Capital Reserve on the acquisition of Cool ltd.'s shares 

acquisition of Good Ltd.'s shares 
ted) 

Goodwill/Capital Reserve on the 
Profit & loss Account {Consolida 
General Reserve (Consolidated) 
Revenue from Oper:>tlons (Cons olidated) 
Cost of material purchased/ cons umed (Consolldatt:d) (PYP 1.4 Mark, Sep124} 

Answer22 
1. Trade payable (Consolidated) 

Best limited 3,80,000 
Add: Cool Ltd 4,10,000 
Less: Elimination (3,00,000) 
Total 4,90,000 

2. Current assets (Consolidated) 
Best limited 9,65,000 
Add: Cool l td 3,00,000 5.60,000 
l ess: Elimination of inter company owing 
l ess: Un realized stock profit (1,50,000) (4,50,000) 
Total 10,75,000 

3. Minority interest Cool ltd 
Share Capital (20,00,000 x 200/4) 4,00,000 
Add: Securities premium (2,20,000 x 200/4) 44,000 
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Add: General Reserve (84,000 x 20%) 16,800 
Add: Profit and loss balance 2,70,000 

Less: Adjustment of unrealised profit stock (1,50,000) 
Balance 1,20,000 
20"/4 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 Capita l {20,00,000 x 80"/4) 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 

5. 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%) 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 2/12)80"/4 32,000 
Total 3,58000 

7. General Reserve {Consolidated) 

I Best limited 2,69,000 

With reference to pa ra no 15 of AS 21 If an enterprise makes two or more investments in another enterprise at 
different dates and eventually obtains control of t he other enterprise, the consolidated fi nancial statements are 
presented only from the date on which holding-subsidia ry 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 determi ned 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 t he date of investment. 
And para no 22 of AS 21 The result s 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 profi t 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 state ment of profit and loss as the profit or loss 
on the disposal of the investmen t in the subsidiary. In order to ensure the comparability of the financial 
statements from one accounting period to the next, supplementary information is often provided about t he 
effect of the acquisi tion and disposal of subsidiaries on the financial position at the reporting date and the 
resu lts for the reporting period and on the corresponding amounts for the preceding period. 
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8. Revenue (Conso lidated) as per para no 1 5 and 22 of AS 21 
Revenue o f Best Ltd 
Add: Revenue of Cool Ltd. {38,00,000 x 2/ 12) 

9. Cost of materials purchased/consumed ( Conso lidated) as per para no 15 and 22 of AS 21 
Raw mate rial of Best Ltd 
Add: Raw materia l o f Cool Ltd (31,20,000x 2/12) 

Multiple Ch o ice Questions (MCQs ) 

l . Minority interest should be presented in the consolidated balance sheet (SM) 

areholders. 
{a) As a part of liabilities. 
{bl As a part of equity of the pa rent's sh 
{ c) Separately from liabilit ies and the eq uity o f the parent's sha reholders. 
{d) As a part of assets. 

Ans: (c) 
2. Minority of the subsidiary is entitled to ( SM} 

pany. 
mpany. 

(a) 
{b) 
( c) 
(d) 

Ans: (c) 

Capital p rofits o f the subsidiary com 
Revenue profits o f the subsidiary c.o 
Both ca pital and revenue profits oft he subsidia ry company. 

f the subsidiary. Neither capital nor revenue profits o 

56,00,000 
6,33,333 

62,33,333 

36,50,000 
5,20,000 

41,70,000 

3. In consolidation of accounts of holding a nd subsidiary company ____ is eliminated in full. (SM) 
{a) Current liabilities of su bsidiary comp any. 
(b) Reserves and surplus o f both holdin g and subsid iary company. 
( c) Mutual indebtedness. 
(d) Nothing. 

Ans: (c) 

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) Capita l reserve. 
(c) Current lia blllty. 
{d) Current assets. 

Ans: (a) 
5. Provision for Tax made by the subsidiary company will appear in t he consolidated balance sheet as an item 

of (SM} 
(a) Current I ia bility. 
(b) Revenue pro fit. 
( c) 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 

• Define terms: joint ventu re, joint contro l, control, 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 

• Use of equity method 

• Apply equity method for accounting Investments in associates 

• Disclose contingencies In consolidated financial statements 
• Comply with disclosure requirements in t he standard 

QUICK REVIEW OF IMPORTANT CONCEPTS 

Definitions of the Terms used in the Accounting Standard 
1. An associate is an enterprise in w hich the investor has significant in fl uence and which is neit her a subsidiary 

nor a joint venture o f t he investor. 

Significant influence :Any ent erpr ise having 200/4 or more of the voting power or any int erest directly or 

indirectly in any other enterpr ise w ill be assumed to have signi ficantly influence the other enterprise 

unless proved otherwise. 

2. A joint venture is a contractual ar rangem ent whereby two or more parties undertake an economic activity, 

which is subject to joint control. 

• Two or more parties coming together 

• Venturers undertake some economic activity 

• Venturers have joint control on the economic activity 
• There, exists a contractual agreoment 

Associates Accounted For Uslne The Equity Method 
The oquity method is a method o f accounting whereby the investment Is ini t ially recorded at cost, identi fying 
any goodwill/capital reserve arising at the time of acquisit ion. 
a. In CFS, investment is to be recorded at cost. 
b. Any surplus or deficit in cost and net asset to be recorded as goodwill or capital reserve. 
c. Distr ibutions received from an investee reduce the carrying amount of the investment. 
d. Any subsequent change in share in net asset is adjusted in cost o f investment and goodwill/capital reserve. 
e. Consolidat ed Pro fit & Loss shows the investor's share in the results of operations o f the investee 

Application of the Equity Method- Investment in the associate is recorded at cost and any d ifference in the 
cost and investor's share in equity on the date of acquisition is shown as goodwill or capi tal reserve. 

Why Is Equity Method Of Accountini: Adopted For Investment In Associates? 

• Investing 20% to 50% in an associate reflects interest beyond dividends, including decision-making. 

• Significant influence means responsibility for the associat e's performance, impacting returns. 

• The investor includes t he associate's results in consolidated financial statements for better analysis and 
ratio calcu lation. 

Disclosure 

• Disclose associat es' listing, ownership interest, and voting power in consolidated fi nancial statements. 

• Equity-method invest ments in associates should be classified as long-t erm and disclosed separat ely in the 
balance sheet and pro fit/loss stat ement, including extraordinary items. 

• Differences in account ing policies should be disclosed i f adjustment s are impracticable. 

• If the equity met hod is not used, t he reason must be st ated. 

• Goodwill/capital reserve from associate acquisition should be d isclosed separately within t he investment 
amount . 
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Forms Of Joint Ventures 

I Jointly Controlled Operations (JCO) I Joint ly Controlled Assets (JCA) I Jointly Control led Entities (JCE). 

Following ara tha key features of JCO: 

• Each venturer has a separate business. 

• No separate entity is formed for the joint venture. 

• Venturers create and maintain their own assets. 

• Each records only their transact ions w ithout separate books for the venture. 

• A common agreement governs the venture. 

• Venturers use their assets for the joint venture. 

• They meet t heir own liabil it ies and expenses. 

• Revenue or income is shared as per the contract. 
Jointly Controllad Assets (JCA) 

• No separate legal identity exists. 
• Jo int assets are under common control. 

• Venturers use joint assets for economic benefit. 

• Each venturer incurs their own expenses. 

• Jo int asset expenses are shared as per the contract. 

• Venturers report only their share of asse ts, income, and expenses. 

• No consolidation adjustments are needed as items are already in individual financial statements. 

• Jo int venture financial statements are opt ional, but internal report s may be prepared. 
Jointly Controlled Entities (JCE) 

• A new entity is created for the joint venture. 

• Joint control is established through a contractual agreement. 

• The entity independent ly owns assets, incurs liabilities, manages expenses, and conducts sales. 
• Net results are shared among venturers as per the agreement. 

• The agreement defines joint control and ventu rer contributions. 

• Contributions are recorded as an investment in t he venturer's financial st atements 
Transactions between a Venturer and Joint Venture 

1. W hen venturer transfers or sells assets to Joint Venture, the venturer should recognise on ly t hat portion 
o f the gain or loss which is attributable to the interests o f t he other vent urers. 

2. The venturer should recognise the fu ll amount of any loss only w hen the contribution or sale provides 
evidence of a eduction in the net realisable value of current assets or an impairment loss. 

3. In case the joint vent ure is in t he form of separate entity (i.e., JCE) then provisions o f above the Para w il l 
be fo llowed only for consolidated fi nancial statement and not for venturer's own financial st atement. In 
the books of venturer, p rofit or loss from such transactions are recognised in full. 

Question & Answers 

Question 1 

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

Answ er 1 
Equity method of accounting Is to be followed by all the enterprises having significant influence on their 
associates except in the fol lowing cases: 

a. Control is intended to be temporary because t he investment is acquired and held exclusively with a view 
to its subsequent disposal in the near fu ture. 
The term 'Near Fut ure' is explained with AS 21. 

Or: 

b. it operates under severe long-term restrictions, which significantly impair its ab ility to t ransfer funds to the 

investor. 
In both the above cases, investment of investor in the share of the investee is t reated as investment 
according to AS 13. 
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When is an investor required to discontinue the use of the equity method of accounting? {SM) 

Answer 2 
An investor shoul d discontinue the use of the equity method from the date that: 
a. It ceases to have significant influence in an associate but retains, either in whole or in 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 abi lity 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 th is purpose, the carrying amount of the 
investment at tha t date should be regarded as cost thereafter. 

Question 3 

Bright Ltd. acquired 30% of East India Ltd. shares for"; 2,00,000 on 01·06·20Xl. 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"; 80,000 and declared a dividend of"; 50,000 on 12-08·20Xl. East India reported 

earnings of"; 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. 
Calculate the carrying amount of investment in: 
Separate financial statements of Bright ltd. as on 31-03·20X2; 
Consolidated financial statements of Bright l td.; 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 

~ 

mount aid for Investment In Associate on 1.06.20Xl 2,00,000 
less: Pre-acquisition dividend (~50,000 x 30%) (15,000) 

arrying amount as on 31.3.20X2 as per AS 13 1,85,000 
(ii) Carrying amountof investment in Consolidated Financial Statements • of Bright Ltd. as on 31.3.20X2 as 

per AS 23 

dd: Proportionate sha re of 10-month profit of Investee as per 
quity method 30% of ";3,00,000 x 10/12 
arrying amount as on 31.3.20X2 

1,85,000 
75,000 

2,60,000 
(iii) Carrying amountof investment in Consolidated Financial Statement of Bright l td. as on 30.6.20)(2 as 

per AS 23 

arrying amount as on 31.3.20X2 2,60,000 
Less: Dividend received ~60,000 x 30%) (18,000) 

arrying amount as on 30.6.20X2 2,42,000 

Question 4 

Wivl Tsu Limited acquired 60% stake: in Short Limitcd 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 c onsideration paid for acquiring the 60% stake was Rs. 92 lakhs. {PYP 5 Marks, Ju/'21} 

Answer 4 
Rs. 

60%of the Equity Share Capital Rs. 100 Lakhs 60 

600/4 of Ace umulated Reserve Rs. 70 lakhs (40+30) lakhs 42 

Book value of shares of Short Ltd. 

{i) Goodw ill/ Capital Reserve computation on consolidation of balance sheet 
Long L 
goodwi 

td. paid a positive differential of Rs. 10 Lakhs (112 - 102). This differential Rs. 10 Lakhs is called 
II and is shown in the balance sheet under the head intangibles 

(ii) If Long 
wil l be 

Ltd. showed the investment in Short Ltd. at carrying amount of Rs. 104 Lakhs, then the goodwil l 
Rs. 2 Lakhs. 

(iii) If the c onsideration paid is Rs. 92 lakhs, then there would have been capita l reserve amounting Rs. 10 
102- 92). Lakhs ( 

Exam In sights: Few examinees erred in calculation of goodwill/ capital reserve in t he given situations. 

Question 5 

A Ltd. lnvc,s tc,d II( 1,00,000 to .icqulre 10% st.ikc (Investment I) ln B Ltd . .ind later invcstc,d II( 3,00,000 to .icquire 
20% (lnvestmc,nt II). The net .isset val1.1c of the, B ltd. at the rcspc,ctivc invc,stmcnt dates w.is II( 
d II( 12,50,000 respectively. Determine whether B Ltd. is an associate of A Ltd. Also, calc1.1late 
sing on the acquisition of the associate. (RTP Jan'25} 

.iddition.il 
7,50,000 an 
goodwill ari 

Answers 

As per para 
neither a su 

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

bsidiary nor a joint venture of the investor. Significant influence may be gained by share ownership, 
agreement. As regards share ownership, if an investor holds, directly or indirectly through 
es), 20% or more of the voting power of the investee, it is presumed that the investor has significant 
nless It can be clearly demonstrated that this is not the case. In this case, A Ltd. has invested 30 % In 
td. is to be considered as an associate of A Ltd. 

statute or 
subsidiary{i 
influence, u 
B Ltd. so BL 

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

Invest men t i 
Share of n et assets 
Goodwill ( A) 

Invest men t II 

Share of n et assets 

Goodwill ( B) 
Total good will (A + B) 

Question 6 

{10 percent of II( 7,50,000) 

(20 ercent of II( 12,50,000) 

II( 

1,00,000 

(75,000) 
25,000 

3,00,000 

(2,50,000) 

50,000 

75,000 

A Ltd. acqui red 25% of shares in B Ltd . as on 31.3.20Xl for II( 3 lakhs. The Balance Sheet of B Ltd . as on 

s iven below: 31.3.20X1 i 

Share Cap i tal 5,00,000 
Reserves and S1.1rpl1.1s 5,00,000 

Fixed Ass ets 

lnvestme nts 
Current Assets 

10,00,000 

S 00,000 

2,00,000 
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 31.3.20Xl at40"/4 from the Reserves. 
(ii) B Ltd., made a profit after tax of'; 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. 
(ii) How A Ltd., will reflect tho 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 6 
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 Goodwill ('; in lakhs) 

Amount paid towards acquisition of stake in B Ltd. 

Less: Pre-acquisition dividend (>;S,00,000 x 40"/4 x 25%) 

Cost of Investment in B Ltd. 

l ess: Share in the value of Equity of B l td. 
as at the date of investment 
25% of "!10 lakhs (~5 lakhs + 1!;5 lakhs . oi; 2 lakhs) 

Goodwill 

(ii) A Ltd. 

3.00 

o.so 
2.50 

(2.00) 

0.50 

Consolidated Profit and Loss A00ount for the year ended 31" March, 20X2 (An extract) 
in lakhs 

ther income: 

hare of profits in B Ltd. 1. 75 

Pre-acquisition Dividend received from 

B Ltd. 0.50 
ransfer to investment A/c (0.50) Nil 

(iii) A Ltd. 
Consolidated Balance Sheet as on 31.3.20X2 (An extract) 

in lakhs 

Non-current Investments 

Investment in B Ltd. 
ost o f Investment in B Ltd. 2.50 

hare of profit for year 20Xl - 20X2 1.75 

4.25 
dd: Goodwill NIL 4.25 

Working Notes: 

1. Pre-acquisition dividend received from B Ltd. amounting to '; 0.50 lakhs will be reduced from 

investment value in the booksof A Ltd. 

2. B Ltd. made a profit of 1!;7 lakhs for the year ended 31st March, 20X2. A Ltd.'s share in the profits of 
11; 7 lakhs is ,:: 1.75 lakhs. 
Investment in B Ltd. w ill be Increased by'; 1.75 lakhs and consolidated profit and loss account of A Ltd. w ill 
be creditedwith 'o:: l.75 lakhs in the consolidated financial statement of A Ltd. 

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

Ltd. 

Question 7 t? LDR 

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

1
000

1 
12% convertible debentures of'; 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 231 
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~ 
Hill Ltd. is a n Associate of Sun Ltd. or not with reasons? {RTP Sep'24} 

Answer 7 
As per para 3 of AS 23 'Account ing for Investments in Associates in Consolidated f inancial Statements', an 

an enterprise in which t he investor has significant influence and which is neither a subsidiary nor a 
e of the investor. 

associate is 
joint ventur 
Standard fu rther explains in para 4 that as regards share ownersh ip, if an investor holds, directly or indirectly 

sid lary (ies), 20% or more of the voting power of the investee, it is presumed that the investor has 
nfluence, unless it can be clearly demonstrated that t his is not the case. Conversely, if the investor 
tly or indirect ly through subsidiary (ies), less than 20% of the voting power of the investee, it is 
that the investor does not have significant influence, unless such influence can be clearly 
ed. 

through sub 
sign ificant i 
holds, direc 
presumed 
demonstrat 
Further as per an explanation to para 4 of the standard, for the purpose of classificat ion of associate, the 

uity shares of the investee held by the investor will not be taken into account for determining the potential eq 
er of the investor. In other words, the voting power should be determined on the basis of the cu rrent voting pow 

outstanding securities with voting right s. 
As per the i nformation given in the quest ion, Sun Ltd . presen tly holds indirectly 22.7% shares (with and without 

s) (Refer W.N.) in Hill Ltd . However, the current outstanding securities with voting rights in Hil l Ltd. is 
nd the remaining holding is on account of potential equity shares. Since potential equity shares do 
ting rights they wil l not be taken Into consideration while determining the significant Influence of 
Hill Ltd. Hence, Hill Ltd. is not an associate of Sun Ltd. 

voting right 
only 15% a 
not have vo 
Sun Ltd. on 
Working N ote: 
Calculation of percentage of holding of shares after conversion 

Current ho ldi n is 15% i.e. 7,500 shares of II!! 100 each 
Potential e quity shares i.e. 5,000 shares of~ 100 each 
Total sha re capital of Hil l Ltd. after conversion of debentures into equity shares 

50,00,000 + ~ 5,00,000 = will be=~ 
Percentag e of holdi ng= ~ (12,50,000/55,00,000) x 100= 

Multiple Choice Questions (MCQs) 

1. Which o f the statements are correct. 

7,50,000 
5,00,000 
55,00,000 

22.7% approx. 

An ente 
(iv} Rep 

rprise can influence the significant economic decision making bymany ways like: 
resentation on the board of directors or governing body of theinvestee. 
icipation in policy-making processes. (v) Part 

(vi} lnte rchange of managerial personnel. 
(vii} Pro vision of essential technical information. {SM} 

ement (i) and (ii) are correct. (a) Stat 
(b) Stat ement (i), (ii} and (Iii) are correct. 
(c) Stat ement (i), (ii), (iii} and (iv) are correct. 
(d) Stat ement (ii) and (iii) are correct. 

Ans: (c) 

2. A Ltd. is holding 90"/4 share in B ltd. and 10% shares in C Ltd., and B Ltd . is holding 11% sharc,s in C Ltd. 
which of the statements are incorrect. Identify 

(i) Int his 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 

rect holding of (10% + 90% of 11%} 19.9 %in C ltd . indi 
(iii) C Lt d. is an associate of A ltd. (SM} 

(a) Stat ement (ii} is incorrect. 

(b) Stat ement (iii) is incorrect. 

(c) Stat ement (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% " 1,00,000 and for 15% " 1,55,000 
Net asset on April 01 'I' 8,50,000 and on October 01 " 10,00,000. 
What is the amount of goodwill or capital reserve arising on significantinfluanco? {SM} 
(a) Goodwil l = ,:: 10,000. 
(b) Goodwil l = ,:: 20,000. 
(c) Capital Reserve = ,:: 10,000. 
(d) Capital Reserve =,:: 20,000. 

Ans: (b) 

4. Capital Reserve = 't: 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% a: 1,00,000 and for 15% a: 1,45,000 
Net asset on April 01 8: 8,50,000 and on October 01 a: 10,00,000. 
What is the amount of goodwill or capital reserve arising on significantinfluence? {SM} 
(a) Goodwil l = ,:: 10,000. 
(b) Goodwill = a: 20,000. 
(c) Capital Reserve = a: 10,000. 
(d) Ca pital Reserve = a: 20,000. 

Ans: (a) 

5. Identity which of the statements are correct. 
(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 tho proposed dividend. 

(ii) In case an associate has m:>de a provision for proposed dividend (I.e. dividend declared after the 
reportine 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. 

(iv) 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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CONCEPTS OF THIS CHAPTER 

• Maintain account books for a company • Statutory books of a company 
• Prepare financial statement s as per Schedule Ill of Companies Act, 2013 

• Appreciate divisible profits and dividends LOR 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 even t 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 w as declared by 
it in the three years immediately preceding that year: provided that this sub-rul e 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 from such accumulated profit s should not exceed one-t enth of the sum of its 
paid-up share capital and free reserves as appearing In the latest audited fi nancial statement. 

• The amount so drawn should first be u tilised to set off the losses incurred in the f inancia l 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 1S% of its paid up share capital as 
appearing in the latest audited financial statement. 

• No company should declare dividend unless carried over previous losses and depreciation not provided In 
previous year are set off against profit o f the company of the current year the loss or depreciation, 
whichever is less, in previous years is set off against the profit o f t he company for the year for wh ich dividend 
is declared or paid. 

BALANCE SHEET 

Particulars Note No. Figures as at the 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 XXX XXX 

b Reserves and Sur pl us XXX XXX 

C Money received against share warrants XXX XXX 

2. Share application money ponding allotment XXX xx.x 
3. Non-current liabilities XXX XXX 

a Long-term borrowings XXX XXX 

b Deferred tax liabilities (Net) XXX XXX 

C Other long-term liabilities XXX XXX 

d Loni:?-term provisions XXX x.xx 
4. Current liabilities XXX XXX 

a Short-term borrowings XXX XXX 
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b Trade Payables XXX XXX 

{A} total outstanding dues of micro XXX XXX 

enterprises and small enterprises; and 

{B) total outstanding dues o f creditors other XXX XXX 

than micro enterprises and small enterpr ises. 

C Other current liab ilities XXX XXX 

d Short-term provisions XXX XXX 

Total XXX XXX 

ASSETS X.XX X.XX 

1 Non-current ~sscts XXX XXX 

a I Property, p lant and Equipment XXX XXX 

i i Int angib le assets XXX XXX 

iii Capital Work-in-progress XXX XXX 

iv Intangib le assets under development XXX XXX 

b Non-curren t investments XX)( XX)( 

C Deferred tax assets {Net} XXX XXX 

d Long-term loans and advances XXX XXX 

e Other non-current assets XXX XXX 

2 Current ;:assets XXX XXX 

a Current investments XXX XXX 

b Inventories XXX XXX 

C Trade receivables XXX XXX 

d Cash and cash equivalents XXX XXX 

e Short-term loans and advances \ I J XXX XXX 

f Other current assets \\ II If XXX XXX 

Total \I ' XXX XXX 

STATEMENT OF PROFIT AND LOSS • 

Particulars Note Figures for the Figures for the 
No. current reporting previous reporting 

period period 

1 2 3 4 
I. Revenue from operations XXX XXX 

11 . Other income XXX XXX 

111. Total Income ( I + 11} XXX XXX 

IV. Expenses: XXX XXX 

Cost of materials consumed XXX XXX 

Purchases of Stock-in -Trade XXX XXX 

Changes in invent ories of fin ished goods XXX XXX 

work-in-progress XXX XXX 

and Stock-in-Trade XXX XXX 

Employee benefits expense XXX XXX 

Finance costs XXX XXX 

Depreciation and amortization expense XXX XXX 

Other expenses XXX XXX 

Total expenses 

V. Profit before exceptional and extraordinary i tems and XXX XXX 

tax {Ill-IV) 

VI. Exceptional items XXX XXX 

VII. Profit before extraord inary items and tax {V - VI} XXX XXX 

VIII. Extraordinary Items XXX XXX 

IX. Profit before tax (VII - VIII) XXX XXX 

X Tax expense: XXX XXX 

(1) Current tax XXX XXX 
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(2) Deferred tax 
XI Profit (Loss} for the period from continuing operations 

{VII -VIII} 

XII Profit/(loss) from discontinuing operations 

XIII Tax expense of d iscontinuing operations 

XIV Profit/(loss) from Disconti nu ing operations (after tax} 
{XII-XIII) 

XV Profit (Loss} fo r the period (XI + XIV} 

XVI Earnings per equity share: 
(1) Basic 
(2) Diluted 

Question & Answers 

Question 1 

~ 
XXX XXX Xxx XXX 

XXX XXX 

XXX xxxzZ 

XXX XXX 

XXX XXX 

XXX XXX 

XXX XXX 

XXX XXX 

State under which head these accounts should be classified in Balance Sheet, as per Schedule Ill of the 
Companies Act, 2013: 
(i) Share :ipplication monc,y received in cixccss of issuc,d share, c:ipltal. 
(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 Nov'21, SM} 

Answer 1 
(i} Current Liabilities/ Other Current Liabilities 
(ii ) Shareholders Fund/ Reserve & Surplus 
(iii) Current liabi litl es/Other Current LI a bl lities 
(iv) Contingent Liabilities and Commitments 
(v) Shareholders Fund/ Share Capital 

Question 2 

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~ 1,50,000. Assume that 
s:ile Is evenly spread throughout the year. 
Purchases during the year 'w: 9,50,000 
Closing stock is" 10,000 less th:,n the Opening Stock. Average stock maint:,inod during thci yciar " 60,000. 
Direct Expenses amounted to 'I: 35,000 
Calcul:,te Credit s:,los, Tot:,I salcs and Gross profit for tho ycar ended 3151 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 Months 

1.5 tnonrhs 

= 1,50,000 X 1 : Monr
h

s = Rs. 12,00,000 
1.~ months 

Total Sales for the year ended 2020-21 
. 100% = Credit Sales X 

80
% 

100% = Rs. 12,00,000 X 
80

% = Rs. 15,00,000 

Trading Account for the year ended 31st March, 2021 
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" To Opening stock 65,000 By Sales 
To Direct expenses 35,000 By Closing Stock 
To Purchases 9,50,000 
To Gross profit 5,05,000 

15,55,000 
Working Note: 
Calculation of openi ng stock and closing stock 
If closing stock is x then openi ng stock is x+l0,000 
Average stock " 60,000 
Average stock = Openi ng stock+ Closing stock / 2 
Thus, opening stock is " 65,000 and closing stock is" 55,000. 

" 15,00,000 
55,000 

15,55,000 

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. 

Question 3 
Summarized Balan0e Sheet of Cloth Trader as on 31.03.2023 is given below: 

Liabilities Amount Assets Amount 
('!:) (~) 

Proprietor's Capital 3,00,000 Fixed Assets 3,60,000 
Profit & Loss Account 1,2S,000 Closing Stock 1,S0,000 
10% loan Account 2,10,000 Sundry Debtors 1,00,000 
Sundry Creditors 50,000 Deferred Expenses 50,000 

Cash & Bank 25,000 
6,8S,000 ~· 6,85,000 

Additional Information is as follows : 
(1) The remaining life of fixed assets is 8 years. The pattern of use ofthc asset is even. The net realisable 

value of fixed assets on 31.03.2024 was ~3,25,000. 
{2) Purchases and Sales in 2023·24 amounted to 'I; 22,S0,000 and '1:27,50,000 respectively. 
(3) The cost and net realizable value of stock on 31.03.2024 were '1:2,00,000 and '1:2,50,000 respectively. 
(4) Expenses for the year amounted to '1:78,000. 
(5) Deferred Expenses are amortized equally over 5 years. 
(6) Sundry Debtors on 31.03.2024 are 'I; 1,50,000 of which 'I; 5,000 is doubtful. Collection of another" 25,000 

depends on successful re-installation of certain product supplied to the customer; 
(7) Closing Sundry Creditors are 'I; 75,000, likely to be settled at 10"/4 discount. 
(8) Cash balance as on 31.03.2024 is "4,22,000, 
(9) There is an early repayment penalty for the loan of "25,000. 
You arc required to prepare Profit & loss Account for the year 2023·24 (Not assuming going concern}. (MTP 
4 Marks July'24) 

Answer3 
Profit and Loss Account for the year ended 2023-24 (not assuming going concern) 

Particulars Amount Particulars Amount 

" " 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 
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Question 4 

From the followine lnform:ation, prepare extr3ct of B:al:ance Sheet of A Limited alone: with notes m:akine: 
necessary compliance of Schedule Ill 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 loans from: 

Banks 8,95,000 
Others 9,17,000 

18112,000 
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~ 18,12,000. 
{MTP 5 Marks Apr'23 & MTP 5 Marks Nov'21) 

Answer4 
Extract of Balance Sheet of A ltd 

Particulars Note No. Amount 
Non · Current Liabilities 
long term borrowings l 16,03,000 
Current liabilities 
Short term borrowings 2 4,34,000 
Other current liabilities 3 2,09,000 

Notes to Accounts 
1. Long-Term Borrowines 

Term loans - Secured 
- From banks 8,95,000 
- From other parties 9,17,000 

18,12,000 
l ess: Current maturities of long-t erm debt Refer Note 3) (2,09,000) 

16,03,000 
2. Short• Term Borrowings 

(U nsecured 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 

2,09,000 

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,oo,ooo 
Gener:il Reserves 25,00,000 
Revaluation Reserves 6,50,000 
Net profit for the year 1,42,500 
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Average rate of dividend during the last five years has been 12%. 
{MTP 5 Marks Apr'21, MTP 5 Marks Apr'22, RTP May'21, MTP 4 Marks Aug'24} 
Answer S 
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 I 

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 II 
Maximum amount that can be drawn from the accumulated profits and reserves should not exceed 100/4 of 
paid-up capital plus free reserves ie. Rs . 10,50,000 (10% of (80,00,000 + 25,00,000)] 
Condition Ill 
The balance of reserves after drawl Rs. 18,42,500 (Rs. 25,00,000 - Rs. 6,57,500) shoul d not fal l below 15 % of its 
pa id-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 
(as per Declaration and Payment of Dividend Rules, 2014). 

Question 6 
You are required to prepare a Balance Sheet as at 31st March 2020, as per Schedule Ill of the Companies 
Act, 2013, from the following information of Mehar ltd.: 

Particulars Amount Particulars Amount 
(Rs.) (Rs.) 

Tc,rm loans (Secured) 40,00,000 Investments (non-.currcnt) 9,00,000 
Trade payables 45,80,000 Profit for the year 32,00,000 
Cash and Bank Balances 38,40,000 Tr11de receivables 49,00,000 
Staff Advances 2,20,000 Miscellaneous Expenses 2,32,000 
Other advances (given by Co.} 14,88,000 loan from other parties 8,00,000 
Provision for Taxation 10,20,000 Provision for Doubtful Debts 80,000 
S0curities 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} 

Answcr6 

Balance Sheet of Mehar Ltd. as at 31st March, 2020 
Note ~ 

I EQUITY AND LIABILITIES: 
(1) (a) Share Ca pita I 1 1,60,00,000 

(b) Reserves and Surplus 2 1,10,68,000 
(2) Non-current liabilities 

Long term Borrowings-
Te rms Loans (Secured) 40,00,000 

{3} Cu rrent Liabilities 
(a} Trade Payables 45,80,000 
(b) Other current liabilities 3 8,00,000 
(c) Short-term Provisions (Provision for taxation) 10,20,000 

Total 3, 74,68,000 
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II ASSETS 

(1) Non-current Assets 
(a Propert , Plant and E ui ment 4 2,14,00,000 
( b) Non- current Investments 9,00,000 

(2) Current Assets: 
(a) Inventories s 48,00,000 
( b) Trade Receivables 6 48,20,000 
(c) Cash and Cash Equivalents 38,40,000 
(d) Short-term Loans and Advances 7 17,08,000 

Total 3,74,68,000 
Notes to accounts 

(":) 

1. Share Capital 
Authorized, issued, subscribed & called up 
1,20,000, Equity Shares of 0: 100 each 1,20,00,000 
40,000 10% Redeemable Prefere nce Shares of 100 each 40,00,000 1,60,00,000 

2 . Reserves and Surplus 
Securities Premium Account 19,00,000 
Gene ral reserve 62,00,000 
Profit & Loss Balance 
Opening balance . 
Profit for the period 32,00,000 
Less: Miscell aneous Expenditure 
written off (2,32,000) 29,68,000 1, 10,68,000 

3 . Other current liabilities 
Loan from other parties \\ .If II ,. ... , I L 8,00,000 

4. Prop11rty, plant and equipment \\)! I I \\/' ............... 

Plant and Machinery (WDV) \/ I I V • 2,14,00,000 , 
5 . Inventories 

Finished Goods 
- . 

30,00,000 
Stores 16,00,000 
Loose Tools 2,00,000 48,00,000 

6. Tr:ide Rcceiv:iblcs 
Trade receivables 49,00,000 
Less: Provision for Doubtful Debts (80,000) 48,20,000 

7. Short term loans & Advances 
Staff Adva nces• 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 36000 

Interim Preference dividend for the half year to 301h Sept11mber 18,000 

Bills Receivable 1,24,500 
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Interest on Bank overdraft 29,400 

Interest on Debentures up-to 30th Sep (1st half year) 11,250 

Debtors l,S0,300 
Tr3dc payables 2,63,550 
Freehold 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 6,00,000 
5% mortgage debentures secured on Freehold properties 4,50,000 
Income tax paid in advance for the current year 30,000 
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 ,ire required to prepare the Profit and loss Statement for the year ended 31st March, 2018 and the 
Balance, Sheet ;,s on 31st March, 2018 as per Schedule Ill of the Companies Act, 2013 after takine: 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 installatiol) 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. 

5. Bills Receivable of Rs. 6,000 mot1.tring after 31st March were discounted. 
6. Dc>prcciatlon on Furniture to be charged at 10% on Written Down Value. 
7. Investment in shares is to be treated as non•<2urrent investments. 

8. Interest on Debentures for the half year ending on 31st March was due on that date. 
9. Provide Provision for taxation Rs.12,000. 
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'l9) 
{Same concept different figures & lesser adjustments Nov'21} 

Answer7 

(a) Statement of Profit and Loss of Shweta Ltd. for the year ended 31st March, 2018 
Particulars Note 

I Revenue from Operations 
II Other income (Divided income) 
Ill Total Revenue (I &+ II) 
IV Expenses: 

(a) Purchases (14,71,500 - Advertisernent Expenses 15,000) 
(b) Changes in Inventories of finished Goods / Work in progress 
(4,35,600 - 4,27,500) 
(c) Employee Bene fits expense 9 
{d) Finance costs 10 
(e) Depreciation & Amortization Expenses 
(10% of {1,05,000 + 6,000)] 
( f) Other Expenses 11 
Total Expenses 
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Rs. 
20,11,050 

12,750 
20,23,800 

14,56,500 
8,100 

1,20,000 
51,900 
11,100 

3,47,550 
19,95,150 



,.=;:::::==========:::;:::=====;:::==::........::::;~ 
V Profit before exceptional, extraordinary items and tax (Ill -IV) 28,650 

VI Exceptional items 
VII Profit before extra ordina items and tax (V-IV 28,650 
VI 11 Extraordinary items 
IX Profit before tax (VII-VI II) 28,650 
X Tax expense: 

Current Tax 12,000 
XI Profit/Loss for the period (after tax) 16,650 

Balance sheet of Shweta ltd. as on 31st M arch, 2018 

Particulars as on 31st March Note 

I 
(1) Shareholders' funds: 

(a) Share capital 1 12,00,000 
(b) Reserves and surplus 2 66,150 

(2) Noncurrent liabilities: 

Long term borrowings 3 4,50,000 
(3) Current li;ibilities: 

(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 
II ASSETS 

(1) Non-current Assets 

(a) Property, Plant & Equipment 
( i) Tangible assets n n. ,-, n r- 6 11,49,900 
Iii) Intangible assets I I 7 4,05,000 
(b) Noncurrent investments (Shares at cost) II 1,50,000 

Current Assets: LI 
(a) Inventories 4,27,500 
(b) Trade ,receivables 8 2,72,550 
(c) 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 liability for Bills receivable discounted with Bank Rs. 6,000. 

Notes 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 15,00,000 

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 

3. 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 (Secu red 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 Accoun t: 45,000 
Opening Balance-give n 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 ',\ n 56,100 99,900 

Freehold property (at cost) \, Ji 11 \\ // 10,50,000 

\II I \"/ . ~ 11,49,900 

7. 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 (re fer Working Note) 1,34,550 

Bil ls 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'I: Remuneration shown separately I 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 audit ors 18,000 

Director'l:s remuneration 30,000 

Sel ling expenses 2,37,300 

Technical knowhow written of (4,50,000/10) 45,000 

Advertisement (Goods and Articles Dist ributed) 15,000 

Bad Debts (4,500 x50%} 2,250 3,47,550 
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Working Note 
Calculation of Sundry Debtors-Other Debts 
Sundry Debtors as given in Trial Balance 

Add Back: Bil Is Receivables Dishonored 

Less: Bad Debts written off - 50% Rs. 4,500 

Adj usted Sundry Debtors 

Less: Debts due for more tha n 6 months (as per information given) 

Total of other Debtors i.e. Debtors outstanding for less than 6 months 

Th f II l . th T . I B I C O ow ne IS e r,a a ance o IWI u f v· ' ts Ltd • 1 as on 

Equity Capital (Shares of~ 100 each) 

5,000, 6% preference shares of~ 100 each 
9% Di,bentu res 
General Resi,rvc, 
Profit & Loss A/c (of pri,vious yc,ar) 
Sales 
Trade Payables 
Provision for Dcpr<!clatlon on Plant & Machinery 
Suspense Account 
Land at cost 
Plant & Machinery at cost 
Trade Receivables \\ I I 11 
Inventories (31·03-2020) \\// 
Bank \/ 
Adjusted Purchases 
Factory Expenses 
Administration Expenses 
Selling Expenses 
Debenture Interest 
Goodwill 

Additional Information: 
(i) The authorized share capital of the company is: 

5,000, 6% preference shares of~ 100 each 
10,000, equity shares of~ 100 each 

11 
I I 

arc ,, . . 31st M h 2021 
Dr. 

24,00,000 
7,70,000 

19,60,000 
9,So,ooo 
2,30,900 

22,32,100 
15,00,000 
3,00,000 

14,00,000 
36,000 

12,50,000 
1,30,29,000 

s,00,000 
10,00,000 

1,50,300 

4,500 

1,54,800 
(2,250) 

1,52,550 

(18,000) 

1,34,550 

Cr. 
8,05,000 
s,00,000 
4,00,000 

40,00,000 
72,000 

60,00,000 
10,40,000 

1,72,000 
40,000 

-
' I I 
' 11 
~ './ 

1,30,29,000 

Issued equity capital as on 1st April 2020 stood at II( 7,20,000, that is 6,000 shares fully paid and 2,000 

shares~ 60 paid. The directors made a call of~40 per share on 1st October 2020. A shareholder could 
not pay the call on 100 shares and his shares were then forfeited and reissued @ ~ 90 per share as 
fully paid. 

(ii) On 31st March 2021, the Directors declared a dividend of 5% on equity shares, transferring any amount 
that may be required from Gc,ner:il Rc,serve. Ignore Taxation. 

(iii) The comp:iny on the :idvice of independent value wishes to revalue the land at 'o: 36,00,000. 
(iv) Suspense account of II( 40,000 represents 31st March 2021, the Directors declared a dividend of 5% 

on equity shares, transfcrrlng any amount that may be rcquirc,d from Gc,neral Rescrve. Ignore 
Taxation. amount received for the sale of some of the machincry on 1•4·2020. The cost of the 
machinery was~ 1,00,000 and the accumulated depreciation thereon being~ 30,000. 

(v) Depreciation is to be provided on plant and machinery at 10% on cost. 
(vi) Amortize 1/ Sth 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 Mark$ Ju/'21} 

Answer8 
Viwit Su Ltd 

Balance, Shc,c,t as at 31st March 2021 

Particulars Note No Amount in~ 

Equity and Liabilities 

I. Shareholders' Funds 

a. Share Capital 1 13,00,000 
b. Reserves and Surpl us 2 53,91,900 

II. Non-Current Liabilities 

a. l ong Term Borrowings 3 4,00,000 
Ill. Current liabilities 

a. Trade Payables 4 10,40,000 
b. Other Current Liabil ities 5 70,000 

Total 82,01,900 
Assets 

I. Non-Current Assets 

a. Property, Plant and Eq uipment 6 40,61,000 
b. Inta ngible Assets 7 10,00,000 

II . Current Assets 

a. Inventories 9,50,000 
b. Trade Receivables \\ I I I I I 19,60,000 
c. Cash and Cash equivalents \\ I I I 2,30,900 

Total 82,01,900 

Statement of Profit and Loss for the, yc,ar ended 31st March 2021 

Particulars Note No Amount in-: 

I. Revenue from operations 60,00,000 
Total Revenue 60,00,000 

II. Expenses 
Purchases (adjusted) 22,32, 100 
Finance Costs 8 36,000 
Depreciation and Amortization 9 3,17,000 
Other Expenses 10 32,30,000 
Total Expenses 58,15,100 

Ill . Profit/(Loss) for the period 1,84,900 
Notes to Accounts (Amount in 0:) 

1 Sh,uc, Capital 

a. Authorized Capital 
5,000, 6% Preference shares of S: 100/- each 5,00,000 
10,000 Equity Shares of S:100/- each 10,00,000 

15,00,000 
b. Issued & Subscribed Capital 

5,000, 6% Preference shares of S:100/- each 5,00,000 
8,000, Equity shares of S:100/- each 8,00,000 

Total 13,00,000 
2 Rescrves & 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 1,84,900 

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 

Pia nt and Machinery 
Opening Balance 7,70,000 
Less: Disposed off (1,00,000) 

Depreciation (2,09,000) 
Closing Balance 4,61,000 

Total 40,61,000 
7 Intangible Assets 

Goodwill - -- - 12,50,000 -
Less: Amortized (1/sthe) \\ // 11 ' (2,50,000) 

\',f/ 11 Total 10,00,000 
8 Finance Costs \/ u ..: 

Debenture Interest 36,000 
9 Depreciation and Amortization 

Pia nt 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 Machi nery 

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 ~ 9, 50,000 (given in the trial balance of the Question) should have 

been as closing inventory i.e . as on 31.3.21. In the above solution, this inventory has been considered as 
closing inventory i.e. for 31.3.21. If this is considered as inventory of 31.3.20, the closing inventory (as on 
31.3.21) wil l not be available for the balance sheet as on 3 1.3.21 and in that case, the balance sheet will 
not tally without using suspense acco unt amounting~ 9,50,000. 

2. The financial statements given in the above Answer include adjustment for dividend declared on 31st 
March, 2021, strictl y, as per the information given in the Question. However, practically dividends are 
declared in the annual general meetings wh ich ta ke place after the reporti ng 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 Ill 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. 

, Question 9 
The following is the Trial Balance of Anmol Ltd as on 31st March 2022 

Debit Balance Amount(" ) Credit Balances Amount (11:) 
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 
Se Iii ng & Distribution 4,36,000 Surplus (P&L A/c) 01.04.2021 8,75,500 
Expenses 
Directors Fees 32,000 Securities Premium 2,so,000 
Bad Debts 38,500 Term Loan from Public 1,02,00,000 
Interest on Term Loan B,05,000 Sector Bank 
Land 24,00,000 Trade Payables 55,08,875 
Factory Bulldine Plant 36,80,000 Provision for Depreci:ition: 
and Machinery 62,50,000 On Plant & Machinery 9,37,500 
Furniture and Fittines 8,25,000 On Furniture and Fittints 82,500 
Trade Receivables 64,75,000 On Factory Building 1,84,000 
Advance Income Tax Paid 37,500 Provision for Doubtful Debts 25,000 
Stock (1st Aprll,2021) 9,25,000 Bills Payable 1,25,000 
Bank Balances 9,75,000 
Cash on Hand 1,31,87S 
Total 3,28,47,875 Total 3,28,47,875 

Following information is provided: 
(1) The Authorized Share Capital of the Company is 2,00,000 Equity Shares of'( 10 each. The Company has 

issued 1,00,000 Equity Shares of'( 10 each. 
(2) Rent of'( 20,000 and Waees of'< 1,56,500 are outstanding as on 31st March, 2022. 
(3) Provide Depreciation@ 10% per :innum on Pl:int 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 'I: 11,37,500. 
(S) Make a provision for Doubtful Debt@ 5% on Debtors. 
(6) Make a provision of 25% for Corporate Income Tax. 
(7) Transfer'( 1,00,000 to General Reserve. 
(8) Term Loan from Public Sector Bank is secured against Hypotheeation of Plant and Machinery. 

Installment of Term Loan fa lli ng due within one year is'( 17,00,000. 
(9) Trade Receivables of'( 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 B:,lance 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 
Ill of the Companies Act, 2013. Ignore, previous yc,ars'\'. figures. {PYP 20 Marks Nov'22} 

Answer9 
Balance Sheet of Anmol Ltd. as at 31st March, 2022 

Particul:,rs Note '( 

No 
Equity and Liabilities 
1 I Shareholders' funds 
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a Share capital 1 10,00,000 
b Reserves and Surplus 2 24,76,462 

2 Non-current liabil ities 

a Long-term borrowings 3 85,00,000 

3 Current liabiliti es 
a short-term borrowing (Installment of term loan 17,00,000 

falling due in one year) 
b Trade Payables 4 56,33,875 
C Other current liabilities 5 1,76,500 
d Short term provisions (provision for tax) 1,16,988 

Tota l 1,96,03,825 
ASSETS 

1 Non-current assets 
a PPE 6 1,11,70,700 

2 Current assets 
a Inventories 11,37,500 
b Trade receivables 7 61,51,250 
C Cash and bank balances 8 11,06,875 
d Short t erm 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 
Particula rs Notes Amount 

I. Revenue from operations 1,25,87,000 
11. Other income (Commission income) 72,500 
111. Total Income {I + II) // I 1,26,59,500 
IV. Expenses: ,\ II I 

Purchases of lnventory-i n-T rade 82,95,000 
Changes in inventories of finished goods work-in- 9 (2,12,500) 
progress and Inventory-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 
Tota I expenses 1,21,91,550 

V. Profit (Loss) for the period (Il l - IV) 4,67,950 
VI. (· ) Tax (25%) (1,16,988) 
VI I. PAT 3,50,962 

Notes to accounts 

1 Share Capital 20,00,000 
Equity share capital 

Authorized 

2,00,000 equity shares of°' 10 each 
Issued & subscribed 

10,00,000 
2 Reserves and Surplus 

General Reserve 10,00,000 

Add: cu rrent year t ransfer 1,00,000 11,00,000 

Profit & Loss bal a nee 

Opening ba lance: Surplus P & L A/c 8,75,500 
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Profit for the year 3,50,962 

l ess: Appropria tions: 

Transfer to General reserve (1,00,000) 11,26,462 

Securities premium 2,50,000 

24, 76,462 

3 Long-term borrowings 

Term loan from public sector bank 1,02,00,000 
(Secured by hypothecation) 

l ess: Installment of Term loan fall ing due within one 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 liabilitic,s 

Rent outstand ing 20,000 

Wages and Salaries Outstanding 1,56,500 1,76,500 

6 PPE {Note 2) 

l and 24,00,000 

Factory Buildings 33,21,200 

Plant & Machine ry 47,81,250 

Furniture & Fittings ,;', n ,---- 6,68,250 

\\ J Total I I 1,11,70,700 

7 Trade receivables 

De btors Outstanding for period exceeding 6 months 85,600 -
Other debts 63,89,400 

l ess: Provision for doubtful debt {3,23, 750} 61,51,250 

8 Cash and bank balances 

Cash and cash equivalents 

Bank balance 9,75,000 

Cash o n hand 1,31,875 11,06,875 

9 Chanees in Inventories 

Opening Inventory 9,25,000 

l e ss: 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 & Distribut ion expenses 4,36,000 

Bad debts 38,500 

Provision for Doubtful Debts (3,23,750-25,000} 2,98,750 
Director's fee 32,000 
Total 10,95,250 

Note: 
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1. The final dividend wil l not be recognized as a liabil ity 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 
wil l be disclosed in notes only. 

2. Calculation of de reciation: 

Land 

Factory building 
Plan t & Machine ry 
Furniture & Fittings 

Book 
value 

24,00,000 

36,80,000 

62,50,000 

8,25,000 

Total 

Accumulated 
depreciation 

1,84,000 

9,37,500 

82,500 

WDV Current year Current year 
Depreciation WDV 

24,00,000 24,00,000 

34,96,000 1,74,800 33,21,200 

53,12,500 5,31,250 47,81,250 

7,42,500 74,250 6,68,250 

7,80,300 1,11,70,700 

Exam lnsic:hts: Most of the examinees ,xere not able to classify the various Items In the Balance 
Sheet and State me nt 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 

Th f II c o ow,ne bl a :»ncc,s arc extracte rom t c 00 so df h b k fl L' · d ravese 1m1te as on 31 March 2023: st 

Particulars Amount('{) 

Debit Credit 

7% Debentures 48,45,000 

Plant & Machinery (at cost) \' 37,43,400 

Trade Receivable ' 35,70,000 I 
....... 

land 97,37,000 
I <:::: 

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 4,97,250 

Factory Expenses 2,58,060 

Rates, Taxes and Insurance 65,025 

Repairs 1,49,685 

Sundry Expenses 1,27,500 

Selling Expenses 26,520 

Directors Fees 38,250 

Interest on Invest ment for the year 2022-2023 55,000 

Provision for depreciation 5,96,700 

Miscellaneous receipts 1,42,800 
Additional information: 
(i) Closing inventory on 31.03.2023 is'{ 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'{ 1,65, 750 and the accumulated depreciation thereon is'{ 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 Ill of the Companies Act, 2013 
for the year ended 31.03.2023. (Ignore previous yeor 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 

I. Revenue from operations 1 47,22,600 

11. Other income 2 1,61,465 

11 1. Total Income (I + II) 48,84,065 

IV. Expenses: 

Pu rchases 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 period (111 - IV) before tax 6,01,850 

VI Provision for tax 
~ 

(1,50,463) 

VII Profi t for the period \\ // I 4,51,387 

Notes to accounts \''1( I 

. V 
~ . 

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, work-in-
Progress and Inventory-in-Trade 

Opening Inventory 4,97,250 

Less: Closing Inventory (4,76,850) 20,400 

Total 20,400 

4 Fi nance 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 

11.1-18 Chapter 11.1 Preparation of Financial Statements 



Rent, Taxes and Insu rance 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 liabi lity at t he balance sheet date (even if it is declared after 
reporting date but before approval of financial statements) as per accounting sta ndards. Hence, it is not 
recognized in t he 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 Ill of the Companies Act, 2013 from the given ledger bsilances and additiona l Information 
provided in the q11estion. Moreover, notes to accounts were also not given by them as part of the answer. 

Question 11 
From the followine particulars furnished by Wivitzu ltd., prepare the Balance Sheet as on 31st March 2023 
as required by Division I of Schedule Ill of the Companies Act, 2013. 
Partjculars Debit 0: 
Equity Share Capital (Face value of 0: 100 each) 
C:ill In Arrears 2,500 
land & Building 13,7S,OOO 
Plant & Machinery \\ 1\ 13,12,500 
Furniture \ \\ 1,25,000 
General Reserve \ 
loan from State Financial Corporation 
Inventories: 
Raw Materials 1,25,001 
Finished Goods 5,00,001 6,25,000 
Provision for Taxation 
Trade receivables 5,00,000 
Advances 1,06,750 
Profit & loss Account 
Cash in Hand 75,000 
Ca.sh at Bank 6,17,500 
Unsecured Loan 
Trade creditors (for Goods and Expenses) 

47,39,250 
The following additional information is also provided: 
(i) 5,000 Equity shares were issued for consideration other than cash. 
(ii) Trade receivables of 0: 1,30,000 are due for more than 6 months. 
(iii) The cost of the Assets was: 

Building 0: 15,00,000, Plant & Machinery 0: 17,50,000 and Furniture 0: 1,56,250 

Credit 0: 
25,00,000 

I 

5,25,000 
3,75,000 

3,20,000 

2,16,750 

3,02,500 
5,oo,ooo 

47,39,250 

(Iv) The balance of 't 3,75,000 In the Loan Account with State Finance Corporation is Inclusive of 't 18,750 for 
Interest Accrued but not Due. The loan is secured by hypothecation of Plant & M;,chinery. 

(v) Balance at Bank Includes 't 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 dabts @ 5% on trade, receivables. (RTP Nov'23} (Same concept different figures MTP 

14 Marks Ju/'24} 
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Answer 11 
Wivitzu Ltd. 

Balance Sheet as on 3 1st March, 2023 
Particulars Notes ~ 

Equity and Liabilities 
l Shareholder's funds 

a Share capital 1 24,97,500 
b Reserves and Surplus 2 7,16,750 

2 Non -current liabilitie s 
l ong-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 5 3,20,000 

Total 47,11,750 
Assets 

l Non•cur·rcnt assets 

Property, Plant and Equipment 6 28,12,500 
2 Current assets 

a Inven tories 7 6,25,000 
b Trade receivables 8 4,75,000 
C Cash and cash equivalents 9 6,92,500 
d Short-te rm loans and advances ~, 1,06,750 

Total 47,11,750 
Contingent Liabilities and Commitments (to the extent not provided 
or) Cont ingent Liabilities: Bills discounted but not matured 1,60,000 

Notes to accounts 
~ 

1 Share Capital 

Equity share capital 
Issued & subscribed & called up & paid -u p 
25,000 Equity Shares of~ 100 each (of t he above 5,000 shares have 
been issued for consideration other than cash) 25,oo,ooo 
Less: Calls in arrears (2,500) 24,97,500 

Total 24,97,500 

2 Reserves and Surplus 

Genera l Reserve S,25,000 
Surplus (Profit & l oss A/c 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 bu t not due on loans (SFC) 18,750 

5 Short-term provisions 

Provision for taxation 3,20,000 

6 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 

Tot:il 28,12,500 

7 lnv~ntories 

Raw Mate rials 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 C:ish and c:1sh equiv:,lents 

Cash at bank 

with Scheduled Banks 6,12,500 
with others (Global Bank Ltd.} 5,000 6,17,500 

Cash in ha nd 75,000 

Tot:il 6,92,500 

Question 12 t,! LOR 

The following is the Trial Balance of Falgun Ltd., as on 31st March, 2023: 
Partlcuhirs Debit Amt. Crodit Amt. 

In(>;) In ("!:} 

Equity Share Capital (Fully paid-up shares of>; 100 each) 10,00,000 

10% Preference Shara Capital of Face Value ;,c 100 each 4,00,000 

General Reserve 2,85,000 

2,000 10% Debentures of>; 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 1,90,000 

Trade Receivables 3,10,000 

Trade Payables 72,000 

Cash-in-Hand 1,34,000 

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 Corpor:1tion (repayable after 3 4,50,000 
years) (Secured by Hypothecation of Plant and Machinery) 
Uncl:,imed 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 

Salaric,s 72,000 

Director's Fees 40,000 

Travelling Expenses (include "i 50,000/- for foreign tour) 1,30,000 

Profit and loss Account 40,000 

Office Expcnscs 28,000 

Rent Received 24,000 

Total 41,80,000 41,80,000 

Additional Information: 
(i) Authorized Capital - divided into -

(a) 20,000 equity shares of "i 100 each. 
(b) 10,000 10% prcference shares or 'i: 100 each 

(Ii) Equity shares include, 2,500 equity shares Issued for consideration other than cash 
(iii) The company has land professionally val11ed and clecides to lnclucle it In the Balonce sheet at Its 

valuation of 1' 8,50,000. 
(Iv) It is proposed to capitalize part of the undistributed profits by ma kin,: bonus issue to the shareholdc,rs 

by allocating one equity share of'I: 100 each for every 5 shares held . 
(v) Trade Receivables of "i 46,000 are due for more than six· months. There is no doubtful amount. 
(vi) Depreciation expenses include depreciation of "i 1,10,000 on Plant and Machinery and that of "i 70,000 

on Furniture. 
(vii) Cash-at-Bank include "i 55,000 with Desire Bank Ltd., which is not scheduled Bank. 
(viii) Miscellaneous expenses included "i 5,000 being audit fees paid to auditors. 
(ix) Bill Receivables for "i 35,000 maturing on 31st July, 2023 has been discounted . 
(xi Balance of secured loan from State Finance Corporation is inclusive of "i 36,000 for interest accrued but 

not due. 
(xi) Directors declared final dividend @8% on 6th April, 2023, transferring any :imount that may be required 

from Gencral Reserve,. Ignore Taxation. 
(xii) 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 Ill of the Companies Act, 2013. Ignore previous years' 
figures. (Ignore taxation) . {All workings should form part of the answer) {PYP 20 Morks Nov'23} 

Answer 12 
Statement of Profit and loss of Falgun Ltd. for the year ended 31st March, 2023 

Particulars Notes '; 

I. Revenue from operations 8,46,000 
11. Other income (Rent income) 24,000 
111. Total Income (I + II) 8,70,000 
IV. Expenses: 

Cost of materials consumed / Cost of purchases 9 2,42,200 
Changes in inve ntories of finished goods, work-in-progress and -
Inven to ry-in-Trade 

Employee benefits expense 10 72,000 
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Finance costs (Interest on debentures) 11 20,000 
De preciation and amortization expenses 12 1,80,000 
Other ex enses 13 2,54,800 

Total expenses 7,69,000 
V. Profit (Loss) for the period (111 - IV} 1,01,000 

Balance Sheet of Falgun Ltd. as at 31st March, 2023 
Particulars Note No " Equity and Liabilities 

1 Shareholders' funds 

a Share capital 1 14,00,000 
b Reserves and Surplus 2 6,26,000 

2 Non-current liabilit ies 

a Long-term borrowings 3 8,14,000 

3 Current liabi lities 

a Short term borrowings 4 1,00,000 
b Trade Payables 72,000 
C Other current liabi lities 5 79,000 
d Short term provisions 

Total 30,91,000 
ASSETS 

l Non-current assets 
a Property, plant and equioment 6 22,30,000 

2 Current assets 

a Inventories 1,12,000 

b Trade receivables. ~ . ~ 7 3,10,000 
C Cash and bank equ ivalents ' I \"• 8 4,39,000 

d Short term loans & advances 
Total 30,91,000 

Note: There is a Contingent Liabil ity for bills discounted but not yet matured amounting ti: 35,000. 
Notes to accounts: 

" Share Capital 

1. Authorised capital: 
10,000, 10% prefe rence shares of~ 100 10,00,000 
20,000 Equity shares of ti: 100 each 20,00,000 

30,00,000 
Issued and subscribed capital: 
4,000, 10% preference shares of~ 100 each fully paid 4,00,000 
10,000 Equity shares of ~ 100 each, fu lly 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 2,85,000 4,85,000 
Surplus (Profi t & Loss balance) 

Opening balance 40,000 
Profit for the year 1,01,000 1,41,000 

Total 6,26,000 

3. Long-term borrowings 
De bentures 
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 - ~ 36,000 for interest accrued but not due)] 
(secured by hypothecation of Plant and mach inery) 
Others 
Bank overdraft from Nationalized bank 2,00,000 
(secured by hypothecation of stocks) 
Total 8,14,000 

4. Short-term borrowings 
Loan from Di rectors 1,00,000 

5. Other current liabilities 
Unclaimed dividend 23,000 
Interest on Debentures 20,000 
Inte rest 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 outstandinQ for a period exceeding six months - 46,000 
Other Debts I 2,64,000 

'JJ I I \', I 3,10,000 
1. Cash and cash equivalents V 

' ! 
\ 

Cash at bank with Scheduled Banks 2,50,000 
(3,05,000-55,000} 
with others 55,000 
Cash in hand 1,34,000 4,39,000 

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. Depreciat ion and amortization expenses 

Plant and Machinery 1,10,000 

Fu rniture 70,000 1,80,000 

13. Other expenses 
Misc. expenses {10,200-5,000) 5,200 
Audit fee 5,000 
Selling & Distribut ion expenses 46,600 
Director's fee 40,000 
Travelling expenses (including foreign tour) 1,30,000 
Office expenses 28,000 2,54,800 

Notes: 
1. The final dividend wil l 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 t o prepare the Balance sheet of the_company 
as per Schedule Ill of the Companies Act , 2013 from the given ledger balances and_additional information 
provided in t he question. Further, notes to accounts prepared by the _examinees were also not as per t he 
prescribed format. 

Question 13 

From the following particulars furnished by Hello Ltd ., prepare the Balance Sheet as on 31st March 2022 as 
required by Part I, Schedule Ill of the Companies Act, 2013. 
Particulars Debit'{ 
Equity Share Capital (Face value of~ 100 each) 
Building 27,50,000 
Plant & Machinery 26,25,000 
Furniture 2,50,000 
General Reserve 
Loan from State Financial Corporation 
Inventory: 
Raw Materials 2,55,000 
Finished Goods 10,00,000 12,55,000 
Provision for Taxation 
Trade receivables 10,00,000 
Short term Advances 2,13,500 
Profit & Loss Account 
Cash in Hand 1.50,000 
Cash at Bank - 12,35,000 
Unsecured loan . J ' 

Trade payables (for Goods and Expanses) \/,' . 
The followin g addltional lnformotion is also p rovlded: ( 

(I) 10,000 Equity shares were issued for consideration other than cash. 
{II) Trade receivables of ": 2,60,000 are due for more than 6 months. 
(iii) The cost of the Assets were: 

Building 'I: 30,00,000, Plant & Machinery 'I: 35,00,000 and Furniture 'I: 3,12,500 

Credit"( 
50,00,000 

10,50,000 
7,50,000 

6,40,000 

4,33,500 

6,05,000 
10,00,000 

{iv) The balance of 'I: 7,50,000 in the Loan Account with State Finance Corporation is secured by 
hypothecation of Plant & Machinery. 

(v) Balance at Bank includes 'I: 10,000 with Omega Bank Ltd., which is not a Scheduled Bank. 
(vi) Transfer 'I: 20,000 to general reserve as proposed by Board of directors. 
{MTP 15 Marks, Sep 22} {MTP Mar'19,20 Marks, MTP Aug'18 16 Marks, MTP Apr'19 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, PYP Nov'19 10 Marks} 

Answ e r 13 
Hello Ltd. 

Balance Sheet as at 31" March, 2022 
Particulars Notes 

Equity and Liabilit ies 

1 Shareholders' funds 

a Share capital 1 50,00,000 
b Reserves and Surplus 2 14,83,500 

2 Non-current liabilit ies 

Long-term borrowings 3 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 

1 Non-current assets 

Property, Plant & equipment 5 56,25,000 

2 Current assets 

a Inventor ies 6 12,55,000 
b Trade receivables 7 10,00,000 
C Cash and Cash Equivalents 8 13,85,000 

d Short-term loans and advances 2,13,500 
Total 94,78,500 

Notes to accounts 

~ 

1 Share Capital 

Equity share capital 

Issued & subscr ibed & ca lled up 

50,000 Equity Shares of~ 100 each (of t he above 10,000 shares have been 50,00,000 
issued for considerat ion other than cash) 

2 Reserves and Surplus 

General Reserve 10,50,000 

Add: current year transfer 20,000 10,70,000 

Profit & Loss balance 

Profit for the year 4,33,500 . 

Less: Appropriations: \\ 
Transfer to General reserve \\, (20,000) 4,13,500 

\ 14,83,500 
3 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 

Tot al 13,55,000 

4 Short-term provisions 

Provision for taxation 6,40,000 

5 Property, plant and Equipment 

Building 30,00,000 

Less: Depreciati on (2,50,000) (b.f.) 27,50,000 

Plant & Machinery 35,00,000 

Less: Depreciati on (8, 75,000) (b.f.) 26,25,000 

Furniture & Fittings 3,12,500 

Less: Depreciation (62,500) (b.f.) 2,50,000 

Tot al 56,25,000 

6 lnventoriC!s 

Rav, Mat erials 2,55,000 

Finished goods 10,00,000 

Total 12,55,000 

7 Trade receivables 

Outstanding for a period exceeding six months 2,60,000 

Ot her Amount s 7,40,000 
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8 Cash and Cash Equivalent s 

Cash at bank 

w ith Scheduled Banks 

w ith others ( Omega Bank Ltd.) 

Cash in hand 
Other bank balances 

Total 

Question 14 

Total 

12,25,000 

10,000 

10,00,000 

12,35,000 

1,50,000 
Nil 
13,85,000 

(:! LOR 

On 31st March, 2020, SR l td . provides the followlne ledger bal3nces 3fter preparint: its Profit &loss Account 
for the year ended 31st March, 2020. 

Porticulars Amount Rs.) 
Debit Credit 

Equity Share Capital, fully paid shares of Rs. 50 each 
Calls in arrear 15,000 
Land 25,00,000 
Bulldines 30,00,000 
Plant & Machinery 24,00,000 
Furniture &Fixture 13,00,000 
Securities Premium 
General Reserve 
Profit & loss Account 
loan from Public Finance Corporation 

\.\ Jr n '\ 7 r I (Secured by Hypothecation of land) 
Other Long Term loans \\// I I r I, I 
Short Term Borrowings \/ 11 \ '-...-I, 

Inventories: Finished goods 45,00,000 
Raw materials 13,00,000 
Trade Receivables 17,50,000 
Advances: Short Term 3,75,000 
Trade Payables 
Provision for Tax.ation 
Dividend payable 
Cash in Hand 70,000 
Balances with Banks 4,14,000 
Total 1,76,24,000 

The following additional information was also provided in respect of the above balances: 
(1) 50,000 fully paid equity shores were ollotted os considerat ion for lond. 
(2) The cost of assets was: 

Building Rs. 32,00,000 

Plant and Machinery Rs. 30,00,000 
Furniture 3nd Fixture Rs. 16,50,000 
Trade Receivables for Rs. 4,86,000 due for more than 6 months. 
Balances with banks include Rs. 56,000, the Naya bank, which is not a scheduled bank. 
Loan from Public Finance Corporation repayable after 3 years. 

80,00,000 

15,00,000 
9,41,000 
5,80,000 

26,30,000 

22,50,000 
4,60,000 

8,13,000 
3,80,000 

70,000 

1,76,24,000 

(3) 
(4) 
(5) 
(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. 
17) Other long-term loans (unsecured) include: 

Lo3n Taken from Nixes Bank 
(Amount rep3yable within 1 year 
Loan taken from Directors 

Rs 13,80,000 
Rs 4,80,000) 
Rs. 8,50,000 
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{8) Bills Receivable for Rs. 1,60,000 maturing on 15th June, 2020 has been discounted. 
{9) 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. S lakhs {which do not meet definition of 
property, plant & equipment as per AS 10) 

You are required to prepare the Balance Sheet of the Company as on March 31st 2020 as required under Part 
- I of Schedule Ill of the Companies Act, 2013. Ignore previous year figures. 

(MTP 20 Marks May'20, MTP 16 Marks Oct'21,SM) 

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 ' n , 42,66,000 

3. Current liabilities ' I I I , 

a Short-term borrowing 4 I I I 4,60,000 
b Trade Payables LI L' 8, 13,000 
c Other current liabili ties s 6,84,000 
d Short-term provisions 6 3,80,000 

Total 1, 76,09,000 
Assets 
1. Non•currcnt assets 

A PPE 7 92,00,000 
2 Current assets 

a Inventories 8 58,00,000 
b Trade receivables 9 17,50,000 
C Cash and cash equivalen ts 10 4,84,000 
d Short-term loans and advances 3,75,000 

Total 1,76,09,000 
Notes to accounts 

Rs. 
1. Share Capital 

Equity share capital 
Issued, subscribed and called up 
1,60,000 Equity Shares of Rs. SO each (Out of the above 
50,000 shares have been Issued for consideration other than 80,00,000 
cash) 
Less: Calls in (lS,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 Ne) 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 from Public Finance Corporation [repayable after 3 24,96,000 
years 
(Rs. 26,30,000 • Rs. 1,34,000 for int erest 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 w ithin 1 year) 

Loan from Directors 8,50,000 

Ot hers 20,000 17,70,000 

Total 42,66,000 
4. Short-term borrowings 

Loan from Naya 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 w ithin one year 4,80,000 

Dividend payable 70,000 
Interest accrued but not due on borrowings 1,34,000 6,84,000 

6. Short-term provisions 

Provision for taxation '' ,,. n "· _j 3,80,000 

7. PPE , \ /; 11 \\ I I 

Land \ / I I \~/ 25,00,000 

Buildings • LJ • 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. lnvcntori<!s 

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 liabili ty amounting Rs. 1,60,000 
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Question 15 

Wavc ltd. has authorized capital of 'I: SO lakhs dividcd into 5,00,000 equity sharcs of 'I: 10 cach. Thcir books 
show the following ledger balances as on 31st March, 2023: 

"{ "{ 

Inventory 1 .4.2022 6,65,000 Bank Current Account 20,000 
(Or. balance) 

Discounts & Rebates allowec 30,000 Cash in hand 11,000 
Carriage Inwards 57,500 
Purchases 12,32,500 Calls in Arrear @ 'I: 2 per share 10,000 
Rate, Taxes and Insurance 55,000 Equity share capital 20,00,000 
Furniture & Fixtures 1,50,000 (2,00,000 shares of 'I: 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 fcc,s rcceivcd 6,500 
Engineering Tools 1,50,000 Profit & Loss A/c (Cr.) 67,000 
Trade Receivables 4,00,500 Repairs to Building 56,500 
Advertisement Expenses 15,000 Bad debts 25,500 
Commission & Brokcragc, 67,500 
Expenses 

The Inventory (valued at cost or market value, which is lower) as on 31st March, 2023 was "{ 7,05,000. 
Outstanding liabilities for wagcs'I: 25,000 and business c)(pc,nscs 'I: 36,500. 
Charge depreciation on writt<in down values of Plant & Machinery @ 5%, Engineering Tools @ 20% and 
Furniture & Fixtures @10"/4. Provide 'I: 25,000 as doubtful debts for trade receivables. Provide for income tax 
@ 30%. It was decided to transfer 'I: 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'2l,MTP 16 
Marks Oct'20, MTP 16 Marks Mar'22 , RTP May'l8} 

Answer 15 
. ., Balancc Sheet of W:.vc ltd as :.t 31st March 2023 

Particulars Note No. ('I:) 
I Equity and liabilities 

(1) Shareholders' Funds 

(a) Share Capital 1 19,90,000 

(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 
~otal 28,09,000 

II ~SSETS 
(1) Non-Current Assets 

(a) Property, Plant and Equipment 5 16,97,500 
(2) Current Asserts 

(a) Inventories 7,05,000 
(b) Trade Receivables 6 3,75,500 
( c) Cash and Cash Equivalents 7 31,000 

or ot:11 28,09,000 

11.1-30 Chapter 11.1 Preparation of Financial Statements 



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

Particulars Note No. ("!) 
I Revenue from Operations 
ii Other Income 8 

Ill Total Revenue [ I + II) 

IV Expenses: 

Cost of purchases 

Changes in Inventories [6,65,000-7,05,000] 

Employee Benefits Expenses 9 

Depreciation and Amortization Expenses 

Other Expenses 10 

Total Expenses 

V Profit before Tax (lll•IV) 

VI Tax Expenses @ 30% 

VII Profit for the period 

Notes to Accounts: 
1. Share Capital 

Authorized Capital 

5,00,000 Equity Shares of "! 10 each 
Issued Capital 

2,00,000 Equity Shares of " 10 each 
Subscribed Capital and fully paid 
1,9S,000 Equity Shares of "!10 each 
Subscribed Capital but not fully paid \ 
5,000 Equity Shares of "10 each" 8 paid \\ 
(Call unpaid "!10,000) \' 

2. Reserves and Surplus • 
General Reserve 
Surplus i.e. Balance in Statement of Profit & Lo ss: 
Opening Balance 67,000 

Add: Profit for the period 3,15,000 
Less: Transfer to Reserve 10000 

3 . Other Current LI abilit ies 

I Outstanding Expenses [25,000+36,500) 61,500 

4. Short-term Provisions 

I Provision for Tax 1,35,000 
5. Property, Plant and Equipment 

Particulars Value given Depreciat ion Depreciation 
("!) rate Charged("!) 

Land 7,30,000 
Plan t & Machinery 7,50,000 5• % 37,500 

Fu rniture & Fixtures 1,50,000 10° % 15,000 

Engineering Tools 1,50,000 20° % 30,000 

17,80,000 82,500 
6. Trade Receivables 

Trade receivables 
Less: Provision for doubtful debts 

7. Cash & Cash Equivalent 

I Cash Balance 

36,17,000 
36,500 

36,53,500 

12,32,500 

(40,000) 

15,04,000 

82,500 

4,24,500 

32,03,500 

4,50,000 

{1,35,000) 

3,15,000 

50,00,000 

20,00,000 

19,50,000 

40,000 
19,90,000 

10,000 

3,72,000 
3,82,000 

Written down value 

at the end ("!) 
7,30,000 
7,12,500 

1,35,000 

1,20,000 

16,97,500 

4,00,500 
(25,000 
3,75,500 

11,000 I 
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Bank Balance in current A/c 20,000 
31,000 

8. Other Income 
M iscellaneous 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. Other Expenses 
Carriage Inwards 57,500 

Discount & Rebates 30,000 

Advertisement 15,000 
Rate, Taxes and Insurance 55,000 
Repairs to Buildings 56,500 
Com mission & Brokerage 67,500 
M iscellaneous Expenses [56,000+36,SOO] (Business Expenses) 92,500 

Bad Debts 25,500 

Provision for Doubtfu I Debts 25,000 
4,24,500 

Question 16 
(a) Following is the trial balance of Delta limited as on 31.3.2021. {Figures in '( 't:000) 

Particulars Dobit Particulars Credit 
Land at cost 800 Equity sh:iro capital {shares of~ 10 

each) 
Calls in arrears 5 10% Debentures 
Cash in hand 2 General reserve 
Plant & Machinery at cost 824 Profit & Loss A/c {balance on 1.4.20) 

Trade receivables 120 Securities premium 
Inventories (31·3·21) 96 Sales 
Cash at Bank 28 Trade payables 
Adjusted Purchases 400 Provision for depreciation 
Factory expenses 80 Suspense Account 
Administrative expenses 45 
Selling expenses 25 
Debenture Interest 30 

2455 
Additional Information: 
(I) The authorized share capital of the company is 80,000 shares of>: 10 each. 
(ii) The company revalu1>d the land at~ 9,60,000. 

500 

300 
150 

75 

40 
1200 

30 
150 

10 

2455 

(iii) Equity share, caplt:,I includes shares of'( 50,000 issued for consideration other than cash. 

".':; LDR 

(iv) Suspense account of ii: 10,000 represents cash received from the sale of some of the machinery on 
1.4.2020. The cost of the machinery was '( 24,000 and the accumulated depreciation thereon being 'I: 
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. 
(vi) Balance at bank includes'( 5,000 with ABC Bank Ltd., which is not a Scheduled Bank. 
(vii) Make provision for income tax @30%. 
(viii) Trade receivables of'( 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. Ignore previous year's figures & 
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taxation. 
{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 comment in line with schedule Ill to the 
Companies Act 2013. (RTP May'22} (Same concept different figures· Old & New SM) (MTP 14 Marks 
Mar'24} 

Answer 16 
(:1) 

Delt:1 limited 
Balance Sheet as at 31st March 2021 

P:1rticul:1rs Note, No. ('{ in '{OOO) 

A. Equity and Liabilities 

1. Shareholders<: funds 

(a) Share Capital 1 495.00 

{b) Reserves and Surplus 2 807.20 

2. Non-Current Liabilities 

(a) Long Term Borrowings 3 300.00 

3. Current Liabil ities 

(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 \\ I J 11 6 120.00 

( c) Cash and Cash equivalents \\I' 7 30.00 

Total 1,796.00 
Statement of Profit :1nd Loss for the, ye:1r ended 31st M:1rch 2021 

Particulars Note No. (" in "000) 

I. Revenue from Operations 

11. Other Income 

Ill . Total Income (I +II) 

IV. Expenses: 

Purchases (adjusted 

Finance Costs 
Depreciation (10% of 800) 

Other expenses 

Total Ex enses 

V. Profit/ (Loss) for the period before tax Il l - IV) 
VI. Tax expenses @30% 

VII Profit for the period 

Notes to Accounts 

P:1rticul:1rs 

1 Share Capital 

Equity Share Capital 

Authorised 

80,000 Shares of" 10/- each 

Issued, Subscribed and Called-up 

50,000 Shares of" 10/- each 

( Out of the above 5,000 shares have been issued 
for consideration other than cash) 

1200.00 

8 6.00 

1,206.00 

400.00 

9 30.00 

80.00 

10 150.00 

660.00 

546.00 

163.80 
382.20 

I" in "oooJ 

800 

500 
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Less: Cal Is 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 & equipment 

Land 

Opening Balance 800 

Add: Revaluation adjustment 160 

Closing Balance 960 

Plant and Machinery 

Opening Balance 824 

Less: Disposed off (24) 

,---, 800 ~ ~ h 

Less: Depreciation 'I; (150 - 20 + 80) // (210) r .. 

Closing Balance ,\I I 590 

Total V 
~ . 1,550 

6 Trade receivables 

Debits out standing for a period exceeding six so 
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 sa le of machinery 

Sale value of machinery 10 

Less: Book va lue of machinery (24 - 20) (4) 6 

9 Finance Costs 

Debenture Interest 30 

10 Other Expenses: 

Factory expenses 80 

Selling expenses 25 

Administrative expenses 45 150 

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

Question 17 

The following balance appeared in the books of Oliva Company Ltd. as on 31-03-2024. 
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Particulars "t Particulars -: 
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 Loans: 
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 oaid 27,000 Long-term 3,300 4,800 
Building 1,01,000 rrade 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 
Non Current 7,500 12,000 
Trade receivables 2,38,500 
Cash in Bank 2,71,100 

24,34,200 24,34,200 
From the above balance and the following information, prepare the company's Profit and Loss Account for 
the year ended 31st March, 2024 and Company's Balance Sheet as on that date: 
1. Inventory on 31st March,2024 Raw material 0: 25,800 & finished goods 0: 60,000. 
2. Outstanding Expenses: Manufacturing Expenses <e 67,500 & Salaries & Wages 0: 4,500. 
3. Interest accrued oh Securities 0: 300. 
4. General Charges prepaid 0: 2,490. 
5. Provide depreciation: Buildine @ 2% p.a., Machinery @ 10% p.a., Furniture @ 10"/4 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'19, Nov'22} 
Answer 17 

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

Particulars Note Amount(~) 
I Revenue from operations 17,10,000 
II Other Income (3,900 +300) 4,200 
Ill Total Revenue (I +II) 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 11 (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 extraordinary items and tax 49,050 
VI Exceptional Items .. 
VII Profit before extraordinary items and tax 49,050 

Chapter 11.1 Preparation of Financial Statements 11.1-35 



VIII Extraordinary items --
IX Profit before tax 49,050 
X Tax expense (40% of 49,050) 19,620 
XI Profit/l oss for the period 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) Reserves and surplus 1 50,430 

(2) Non-current liabilities 

(a) Long-term borrowings 2 24,300 
(3) Current Li:ibilitics 

(a) Short -term borrowings 3 6,000 
(b) Trade payables 3,27,000 
( c) Other cu rrent liability 4 72,000 
(d) Short term provision 5 19,620 

II ASSETS 8,14,350 
(1) Non current assets 

(a) Property, Plant & equipment 6 2,04,160 
(b) Non-current investments 7,500 

(2) Current assets ~ F7 ~ ~ ~ 

(a) Curren t investments \\ // 11 \\ 4,500 
(b) Inventories \\f/ I ! \'•' 7 85,800 
( c) Trade receivables V lJ \i 2,38,500 
(d) Cash and cash equiva lents 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 borrowings 

Secured loans 4,500 

Fixed Deposits -Unsecured 1,500 6,000 

4. Other current ll:,bilitics 

Expenses Payable (67,500 + 72,000 
4,500) 

5. Short term provisions 

Provision for Income tax 19,620 

6. PPE 

Building 1,01,000 

Less: Depreciation @ 2% (2,020) 98,980 
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Plant & Machinery 70,400 

Less: Depreciation @ 10% {7.040) 63,360 

Fu rniture 10,200 

Less: Depreciation @ 10% {1,020) 9,180 

Motor vehicles 40,800 

Less: Depreciation @ 20% {8,160) 32,640 

7 Inventory 

Raw Material 25,800 

Finished goods 60,000 

8. Short term loans & Advances 
General Charges prepaid 

9. Other Current Assets 

Interest accrued 

10. Cost of material consumed 

Opening inventory of raw material 30,000 
Add: Pu rchases 12,15,000 

Stores & spare part s consumed 45,000 12,90,000 
Less: Closing inventory {25,800) 

11. Changes in inventory of Finished 
Goods & WIP 
Closing Inventory of Finished Goods 60,000 
Less: Opening Inventory of Finished 46,500 
Goods ·- -

12. Emplovcc Benefit expenses ( \\ -
• • 

Salary & Wages (40,200 + \ I 

• 

4,500) ,. 
13. Other Expenses 

Manufact uring Expenses 3,37,SOO 
(2, 70,000 + 67,500) 

General Charges (16,500 -2,490) 14,010 

Question 18 
The following is the Trial Balance of Shivam ltd as on 31st March, 2024 : 

Particulars Dr. Particulars 
('1; 000) 

land at Cost 148 Equity Share of 'I; 10 each 

Plant & Machinery at Cost 520 10% Debenture of~ 100 each 
Debtors 65 General Reserve 
Closing Stock 58 Profit & loss Ale 

Bank 14 Security Premium 
Adjusted Purchases 226 Sales 
Factory Expenses 40 Creditors 
Administration Expenses 22 Provision for Depreciation 
Solline Expenses 20 Suspense A/ c 
Debenture Interest 14 
Total 1,127 Total 

Additional Information: 

2,04,160 

85,800 

2,490 

300 

12,64,200 

13,500 

44,700 

3,51,510 

Cr. ( 
000 
200 
135 

90 
48 

27 
473 
35 

116 
3 

1,127 

• On 31st March, the Company issued Bonus Shares to the Shareholders on 1 : 2 basis (one, equity sh:ire 
issued as bonus for every 2 equity sh:ir<ls held). No entry relating to this has yet been made. 

• The Authorized Share Capital of the Company is 35,000 Equity Shares of~ 10 each. 
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• The Company, on the advice of an independent valuer, revalued the land at~ 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~ 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~ 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'24} {Similar concepts different figures MTP 14 
Marks Nov'24} 
Answer 18 

Shivam Limited 
Balance Sheet as at 31st March 2024 

Particulars Note No. ~ (in 000) 
I. Equity and Liabilities 

1. Shareholders' funds 
(a) Share capital 1 300.00 
(b) Reserves and Surplus 2 232.70 

2. Non-Current liabilities 
(a ) Long term borrowing 3 135.00 

3. :urrent liabilities 
(a ) Trade Payables ',\ nn~. - ,,, . 35.00 
lb) Short -Term Provisions \\ I; 11 ,\ I I \' 30.30 

Total \ ,~, I I \" I I 733.00 
II. Assets - • " L' '-

1. Non-Current assets 
(a} Property, Plant and Eq uipment and 

I nta ngi ble assets 
(i) Property, Plant and Equlpmeni 4 596.00 

2. Current assets 
(a) Inventories 58.00 
(b) Trade receiva bles 65.00 
(c) Cash and cash equivalents 14.00 

Total 733.00 
Shivam Limited 

a emen o ro an oss or e year en e s arc St t t f P fit d L f th d d 31 t M h 2024 
Particulars Notes ~ (in '000) 

I. Revenue from operations 473.00 
II. Other Income 5 1.00 

111. Total Income 474.00 
IV. Expenses: 

Purchases 226.00 
Finance costs 14.00 

Depreciation and Amortisation expenses ( 100/4 of 510 *1 51.00 

Other expenses 6 82.00 

Total Expenses 373.00 
V. Profit before Tax (Ill-IV) 101.00 

Tax Expense: 
Current tax {30.30) 
Profit for the period (after tax} 70.70 
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• 520 (Plant and mach inery at cost) - 10 (Cost of plant and machinery sold) 

Notes to accounts 
~ (in 000) 

1. Share Capital 

Equity share capital 

Authorised 
35,000 shares of ~ 10 each 350.00 
Issued, subscribed & Qaid-UQ 
20,000 shares of~ 10 each fu lly paid up 200.00 
Add: 10,000 Bonus Shares Issued during the year 

100.00 300.00 
2. Reserves and Surplus 

Securities Premium Account 

Opening Balanoe 27.00 
Less: Utilised for bonus issue 27.00 0.00 
Revaluation reserve (2,45,000- 1,48,000) 97.00 
General Reserve 90 
Less: Utilized for bonus issue (lll. 17.00 
Add: Transfer from Profit & loss@ 10% 7.07 24.07 
Profit & loss Balance 

Opening balance 48.00 
Profit for t he period 70.70 

Appropriations 
Transfer to General Reserve @ 10"/4 n n. (7.07.) r 111.63 

I \\ I 232.70 
3. long term borrowing • J'.' I \ \_ . 

' ' I l 
10% Debentures I V I I \ 135.00 

4. 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} 

510.00 
Less: Depreciation (1,16,000-8,000+51,000) (159.00} 
Closing balance 351.00 

Total 596.00 
5. 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 

6. Other expenses: 

Factory expenses 40.00 
Selling expenses 20.00 
Administrative expenses 22.00 82.00 

Working note: 
Bonus Shares Issue: 

• 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 I~ 10 = 20,000 shares. 
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• Bonus Shares = 20,000 / 2 = 10,000 shares x ~ 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~ 500 (~13,500 - ~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 Ill will include: {SM} 
(a) Dues payable in respect to statutory obligation 
(b) Interest accrued on t rade payables 
(c) Bil ls payables. 
( d) Bil Is 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. 
(c) 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 {SM} 
(a) Current asset 
(b) Non-current asset 
(c) Capital work- in- progress 
(d) Deferred tax assets 

Ans: (a) 

4. Current maturities of long term debt will come under (SM} 
(a) Current Liabilit ies. 
( b) Short term borrowings. 
(c) Long term 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 yea r and arrea rs of depreciat ion of past yea rs (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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CONCEPTS OF THIS CHAPTER 

• Define cash flow statement as per AS 3 • Prepare cash flow statement 

• Differentiate operating, investing, and financing activities 

• Learn elements of cash and cash equivalents 

QUICK REVIEW OF IMPORTANT CONCEPTS 

Calculation of Cash Flows from Operating Activit ies 

LOR Quest ions 
QlO 
Qll 

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

(b) Indirect M ethod: 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 Operatlne Activities' by Indirect method 

I -: 
Net Profit for the year ! ! -
Add: Non-Cash and Non-Operating Expenses: I - I ---·--·--·-----·--·--·---·--·-----·--·-------·--·-----·--·--·---r--·--·--;- --·---·--·· 

Depreciation , - , 
---·--·-------·--·--·---·--·-----·--·-------·--·-----·--·--·---+---·--·--➔---·----···· 

Loss on Sa le of Assets ! - ! ---·--·--·--·---·--·--·---·--·-----·--·-------·--·-----·--·--·---.l.---·--·---'-·--·---·-·-·-
Provislon for taxation, etc. I - I 

Less: Non-Cash and Non-Operating Incomes: I I ---·----·-----·--·--·---·-------·--·-------·--·-----·--·--·---+---·--·--~----·--- --·-
Profit on Sale of Assets : - : ---·--·--·-----·--·--·---·--·-----·--·-------·--·-----·--·--·---r--·--·--;- --·--- --·-

N et Profit after Adjustment for Non-Cash Items ! ! (-} ---•--•-------•----•---•-T-- --•-----•-------•-------•--•---...&.---•-----~----- - - --•-
Cash from operation I = Net Profit (after adjustment for Non-cash Items} ---·--·--·-----·--·--·---·-.L-- --·-----·--·-----·-------·--·----·---·--·-----·-------! - Increase in Current Assets 

! + Decrease in Current Assets ---·--·--·-----·--·--·---·-+-- --·--·---·--·-----·----·---·--·----·---·--·-----·--·-----
: + Increase in Current liabilities ---·--·--·-----·--·--·---·-t--·--·-----·-------·--·--·---·--·--·--·---·--·-----·-------
! - Decrease in Current Liabil ities 

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

Quest ion & Answers 

Question 1 
The following are the extracts of Balance Sheet and Statement of Profit and Loss of Supriya Ltd .: 

Extract of Balance Sheet 

Particulars Notes 2021(Rs.'OOO) 2020{Rs.'OOO) 
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 

3 Current liabilities 

(a) Trade Payables 1,000 

Assets 

1 Non~currcnt assots 

2 (a) Property, Plant and Equipment 230 
Current assets 

(a) Trade receivables 2,000 

{b) Cash & cash equivalents (Cash balance) 212 

ExtrDct of Statement of Profit and loss 
Particulars 
Expenses: 
Employee benefits expense 
Other expenses 

II Tax expense: 

Current tax (paid during year) 

Notes to accounts 

1 Share Capital 
Equity Shares of Rs.10 each, fully paid up 

2 Other expenses 
Overheads 

Notes 2021 (Rs.'000) 

69 
2 115 

243 

2021 (Rs.'000} 

500 

us 

250 

3,047 

128 

4,783 

35 

2020 (Rs.1000) 

25 
110 

140 

2020 (Rs.'000) 

200 

110 
Prepare Cash Flow Statomcnt of Supriya ltd . for the year ended 31st March, 2021 in accordance with AS-3 
(Revised) using direct method. All transactions were done in cash only. There ware 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 StDtement 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 operatl ng 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 capi tal 300 
Bank loan repaid (250) 
Dividend paid (80) 
Net cash used in fi nanci ng 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 oeriod 212 
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From the followlne information, calculate cash flow from opcratlne activities: 
Summary of Cash Account 

for the year ended March 31, 2023 
Particulars " Particulars 

To Balance b/ d 1,00,000 B Cash Purchases 
To Cash sales 1,40,000 By Trade payables 
To Trade receivables 1,75,000 By Office & Selling Expenses 
To Trade, Commission 50,000 By Income Tax 
To Sale of Investment 30 000 B Investment 
To Loan from Bank 1,00,000 By Repayment of Loan 
To Interest & Dividend 1,000 By Interest on loan 

By Balance c/d 
5,96,000 

(MTP 4 Marks Mar'24, New SM} 
Answer 2 

Cash Flow State mcnt of . .... . 
for the year cndcd March 31, 2023(Dircct Method) 

Particulars 
Ope rating Activities: 
Cash received from sale o f goods 

Cash received from Trade receivables 

1,20,000 
1,57,000 

75,000 
30,000 
25 000 
75,000 
10,000 

1,04,000 
5,96,000 

1,40,000 
1, 75,000 

Trade Commission received 50,000 3,65,000 

l ess: Payment for Cash Purchases 
Payment to Trade payables 

Offic!l and Sell ing Expenses 

Payment for Income Tax 

Net Cash Flow used in Operating Activities 

Question 3 

The followine information is provided for Wiwitsu Limited: 
Particulars 31" March 2023 

Profit and Loss a/c 
Provision for Taxation 
General Reserve 
12% Debentures 
Trade Payables 
8% Current Investments 
Property, plant and equipment (Gross) 
Accumulatcd Depreciation 
Trade Receivables (Gross) 
Provision for Doubtful Debts 
Inventories 
Cash and Cash Equivalents 

Additional information: 

(") 

5,400 (Dr.) 
2,21,400 

54,000 
1,18,000 
1,29,600 

54,000 
3,99,600 
1,29,600 

81,000 
27,000 

1,35,000 
54,00 

(i) Income tax provided during the year "1,62,000. 

1,20,000 
1,57,000 

75,000 
30,000 3,82,000) 

31"March 2024 

(") 

37,800 
1,35,000 

81,000 
2,91,600 
1,18,800 
1,os,000 
3,99,600 
1,62,000 
2,61,360 

54,000 
81,000 
30,240 

(17,000) 

(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 

Difference between Profit and Loss Account ~(37,800 + 5,400) 
Add: Transfer to General Reserve (81,000-54,000} 
Add: Ad·ustment for Provision for taxation 
Profit Before tax 
Add: Adjustment for Depreciation (~1,62,000- ~1,29,600) 
Add: Adjustment for provision for doubtful debt 
(~54,000 - ~27,000) 
Add: Debenture Interest Paid ~(1,18,800 x 12%) 
less: Income from Investments (54,000 x 8% 
Operating Profit before Working Capital changes 
Decrease in Inventories ~(1,35,000-81,000) 
Increase in Trade receivables ~(2,61,360-81,000) 
Decrease in Trade payables ~(1,29,600-1,18,800} 
Cash generated from operations 
Income tax paid 
Net Cash generated from Operating Activities 

Working Note: 
Provision for taxation account 

To Cash (Paid (Balancing figure 2,48,400 By Balance b/d 

43,200 
27,000 

1,62,000 
2,32,200 

32,400 
27,000 

14,256 
(4,320) 

3,01,536 
54,000 

(1,80,360} 
(10,800) 
1,64,376 

(2,48,400) 
(84,024} 

To Balance c/d 1,35,000 By Profit and loss A/c 
3,83,400 

Question 4 

2,21,400 
1,62,000 
3,83,400 

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 
Gonc,ral Reserve S,60,000 3,S0,000 
Profit :ind Loss Account 1,40,000 84,000 
Debentures 2,80,000 
Provision for taxation 1,40,000 98,000 
Trade payables 9,80,000 11,48,000 
Plant and Machinc,ry 9,80,000 7,00,000 
Land and Buildin 8 40 000 S 60 000 
Investments 1,40,000 
Trade receivables 7,00,000 9,80,000 
Inventories S,60,000 2,80,000 
Cash in hand and at Bank 2,80,000 2,80,000 

(i) Depreciation @ 20"/4 was charged on the opening value of Plant and Machinery. 
(11) At the, ye:,r c,nd, one old machine costing 70,000 (WDV 28,000} w:is sold for ~ 49,000. Purchase of 

maehinery was :,lso made, at the yc:>r end. 
(iii) 0:: 70,000 was paid towards Income tax during tho 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'ZZ} 
Answer4 

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 Pia nt and Machinery {21,000) 
Operating Profit before Worki ng 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) 

Net Cash from operating activities 2,59,000 

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 act ivities (8,19,000) 

Cash Flow from Financing activities 

Proceeds from issue of shares 2,80,000 

Proceeds from issue of debentures 2,80,000 

Net cash from fina ncing activit ies 
Net increase in cash or cash equivalents 
Cash and Cash equivalents at the beginninQ of the yea r 
Cash and Cash equivalents at the end of the year .arllL 

. . . . .. 
Working Notes: Prov1s1on for taxation account 

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 

(Balancing figure) 
1,12,000 

2,10,000 
Plant and Machinery account 

To Balance b/d 
To Profit and Loss A/c 
(profit on sale of machine) 
To Cash (Balancing figure) 

Question 5 

-: 

21,000 By Cash(sale of machine) 

4,48,000 By Balance c/d 
11,69,000 

2,10,000 

1,40,000 
49,000 

9,80,000 
11,69,000 

5,60,000 

NIL 
2,80,000 
2,80,000 

Following is the cash flow abstract of Alpha Ltd. for the year ended 31st March, 2024: 
Cash Flow (Abstract) 

Inflows 'I'. Outflows 

Opening cash and bank balance 80,000 Payment for Account Payables 
Share capital -shares issued 5,00,000 Salaries and wages 
Collection fromTrade Payment of overheads 
Receivables 3,50,000 Machinery acquired 

Debentures redeemed 

Sale of Machinery 70,000 Bank loan repaid 

Tax paid 
Closing cash :ind bank balance 

10,00,000 

90,000 
25,000 
15,000 

4,00,000 
50,000 

2,so,000 

1,55,000 
15,000 

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 

~ ~ 

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) 

Net cash generated from operating activities 65,000 

Cash flow from investing activities 

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

Proceeds from sale of machi nery 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 J/ 1 I \\ 2,00,000 
Net decrease in cash and cash equivalents 1'• I, (65,000) 
Cash and cash equivalen ts at the beginningof the yea r \ L: <..: 80,000 
Cash and cash equivalents at fhe end of the year 15,000 

Question 6 
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. 
(iii) Purchases for the year amounted to Rs. 220 crores out of which credit purchase was 80%. 

Balance in creditors as on 
1.4.2020 ~ 84 crores 
31.3.2021 ~ 92 crores 

(iv) Suppliers of other consumables :ind services were paid Rs. 19 crores in c:>sh. 
(v) Employees of the enterprises were paid 20 crores in cash. 
(vi) Fully paid pr1>ferencc shares of tho f:,cc, value of Rs. 32 crores were redeemed. Equity shares of t he, 

face value of Rs. 20 crores were allotted as fully paid up at premium of 20%. 
(vii) Debentures of Rs. 20 cror1>s at a premium of 100/4 w1>re 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 valui, of Rs. 15 crores. The b:ilanci, was paid in cash to thi, vendor. 

(x) lnvi,stment costlne Rs. 18 cores were sold at a loss of Rs. 2 crori,s. 
(xi) Dividi,nds amounting Rs. 15 crores {includine dividend distribution tax of Rs. 2.7 crorc,s) was :1lso paid. 
(xii) Debc,nture interest amountine 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 prepar" a Cash Flow Statement for the year 
ended 31st March, 2017 (Using direct method). (RTP May'lB} (Same concepts fewar adjustments RTP 
Nov'2l) 
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Answer 6 

Cash flow statement (using direct method) for the year ended 31 st 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 supplie rs for goods & services and to 
em ployees (Refer Working Note) (251) 

Cash from operations 145 

l ess: Income tax paid (26) 
Net cash generated from operating activities 119 
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 activit ies 

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 as on 31.3.2017 - 102 

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

(Rs. in crores) 

Opening Balance in creditors Account 
Add: Purchases (220x .8) 
Total 
Less: Closing balance in Credito rs Account 
Cash paid to suppliers of goods 
Add: Cash purchases (220x .2) 
Total cash paid for purchases to suppliers (a) 
Add: Cash paid to suppliers of other consumables and services (b 
Add: Payment to employees (c) 
Total cash paid to suppliers of goods & services and to employees [(a)+(b) + (c)] 

Question 7 
J Ltd. presents you the following Information for the year ended 31st March 2019: 

(i) Net profit before tax rovision 
(ii) Dividend paid 
(iii) Income-tax paid 
(iv) Book value of assets sold 

Loss on sale of asset 
(v) Depreciation debited to P & L account 
(vi) Capital grant received · amortized to P & L A/c 
(vii) Book value of investment sold 

Profit on sale of investment 
(viii) Interest income from investment credited to P & L A/c 

84 
176 
260 

92 
168 
44 

212 
19 
20 

251 

(Rs. in lacs) 

36,000 
10,202 

5,100 
222 

48 

24,000 
10 

33,318 
120 

3,000 
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(ix) Interest expenditure debited to P & L A/c 12,000 
{x) Interest actually paid (Financing activity) 13,042 
xi} Increase in working ca ital 67,290 

[Excluding cash and bank balance] 
(xii} Purchase of Property, Plant & Equipment 22,092 
(xiii) Expenditure, on construction work 41,688 
(xiv) Grant received for capital projects 18 
(xv) long term borrowings from banks SS,866 
{xvi) Provision for Income-tax debited to P & l A/c 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 
Moy'19} {Some concept lesser adjustments MTP 12 Marks Oct'22} 

Answer 7 
as ow a emen as per C h Fl St t t AS3 

Rs. in lacs 
Cash flow s from operating activities: 36,000 
Net profit before tax provision 

Add: Non cash expenditures: 

Deoreciation 24,000 

l oss on sale of assets 48 

Interest expenditure (non operating activity) 12,000 36,048 

'f I I 72,048 

Less: Non cash income .... I I 
Amortization of capital grant received (10) 
Profit on sale of investments (non operating income) (120) 

Interest 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 activit ies: 

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 act ivities (27,168) 

Cash flows from financing activities: 

Grants for capital projects 18 

l ong term borrowings 55,866 

Interest paid (13,042) 

Dividend paid (10,202) 

Net cash from financing activities 32,640 

Net 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 
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Question 8 
The following information w"s provided by VIVTSU Ltd. for the year ended 31st March, 2024 : 
{1) Gross Profit Ratio was 25% for the year, which amounts to "3,75,000. 
{2) Company sold goods for cash only. 
(3) Opening inventory was lesser than closing inventory by "25,000. 
(4) Wages paid during the year '1:5,55,000. 
(5) Office expenses paid during the year 'I: 35,000. 
{6) Selling expenses paid during the year 'I: 15,000. 
(7) Dividend paid during the year 'I: 40,000. 
{8) Bank loan repaid during the year 'I: 2,05,000 (included interest '1:5,000) 

(9) Trade Payables on 31st March, 2023 were 'I: 50,000 and on31 st March, 2024 were '1:35,000. 
{10) Amount paid to Trade payables during the year 'I: 6,10,000 
{11) Income Tax paid during the year amounts to 'I: 55,000 

{Provision for taxation as on 31st March, 2024 "( 30,000) 
{12) Investments of'I: 8,20,000 sold during the year at a profit of 'I: 20,000. 
{13) Depreciation on furniture amounts to 'I: 40,000. 
{14) Depreciation on other PPE amounts to 'I: 20,000. 
{15) Plant and Machinery purchased on 15th November, 2023 for 'I: 3,50,000. 
{16) On 31st March, 2024 'I: 2,00,000, 7°/4 Debentures were issued at face value in an exchange for a plant. 
{17) Cash and Cash equivalents on 31st March, 2023 'It 2,25,000. 

(i) Prepare cash flow statement for the year ended 31st March, 2024,using direct method. 
(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 M arch, 2024 
{Using direct method) 

Particulars " Cash fl ows from Operating Activities 
Cash sales ('I: 3,75,000/25%) 
Less: Cash payments for trade payables (6,10,000) 
Wages Paid (5,55,000) 

Office and selling expenses >; (35,000 + 15,000) {50,000) 

Cash generated from operations before taxes 
Income tax paid 
Net cash generated from operati ng act ivities (A) 

Cash flows from Investi ng act ivities 

Sale of investments 'I: (8,20,000 + 20,000) 8,40,000 

Payments for purchase of Plant & machi nery (3,50,000) 

Net cash used in investing activit ies (B) 

Cash fl ows from financing activities 

Bank loan repayment (including interest) (2,05,000) 

Dividend paid {40,000) 

Net cash used in financing activities (C) 

Net increase in cash (A+B+C) 

Cash and cash equivalents at beginning of t he period 
Cash and cash equivalents at end of the period 

(ii) 'Cash Flow from Operating Activities' by indirect method 

Net Profit for the year before tax and extraordinary items 

" 
15,00,000 

(12,15,000) 

2,85,000 
(55,000) 

2,30,000 

4,90,000 

(2,45,000) 

4,75,000 
2,25,000 

7,00,000 

2,80,000 
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Add: Non-Cash and Non-Operating Expenses: 
Oepreciat ion 
Interest Paid 

l ess: Non-Cash and Non-Operating Incomes: 
Profit on Sale of Investments 

Net Profit after Adjust ment for Non-Cash Items 
Less: Decrease in trade payables 

Increase in inventory 
Cash enerated from o erat ions before taxes 

Working Note: 
Calculation of net profit earned during the year 

Gross pro fi t 
Less: Office expenses, sell ing expenses 

Deprecia tion 
Interest paid 

dd: Profit on sale of investments 
Net profit before tax 

Question 9 

15,000 
25,000 

50,000 
60,000 

5,000 

60,000 
5,000 

(20,000) 
3,25,000 

(40,000) 
2,85,000 

3,75,000 

(1,15,000\ 

2,60,000 

20,000 
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, 20Xl: 

Particulars 

Equity and Liabilities 

1 Shareholders' funds 

A Sharo capital 
B Roservos and Surplus 

2 Non-current liabilities 
long term borrowings 

3 Current liabilities 
A Trade Payables 
B Other current linbllities 
C Short term provision (provision for tax) 

Total 
Assets 

1 Non-current assets 
A Prooertv, plant and Equiomont 
B Non-Current Investments 

2 Current assets 
A Inventories 

B Trade, rc,ccivablc:s 
C Cash and Cash equivalents 
D Other Current assets 

Total 
Notc,s to accounts 

No. 

1 . Share capital 

Equity share, capital 
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Notes 31st March 31'' March 
20X1 20XO 

"{ ~ 

1 6,00,000 7,00,000 
2 4,20,000 3,00,000 

3 2,00,000 . 

1,15,000 1,10,000 
4 30,000 so,ooo 

95,000 60,000 
14,60,000 12,50,000 

5 9,15,000 7,00,000 

50,000 80,000 

95,000 90,000 
2,50,000 2,25,000 

50,000 90,000 
1,00,000 65,000 

14,60,000 12,50,000 

31" March, 
20Xl 

31st March 
' 20XO 

6,00,000 5,oo,ooo 



~ 
10% Redeemable Preference sharecapital - 2,00,000 
Total 6,00,000 1,00,000 

2 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 

3 Long term borrowings 

9% Dobentures 2,00,000 .. 
4. Other current liabilities 

Dividend payable . 60,000 

Liabilities for expenses 30,000 20,000 

Total 30,000 80,000 
5 Property, plant and equipment 

Plant and machinery 7,65,000 s,00,000 

Land and building 1,so,000 2,00,000 

Net carrying value 9,15,000 7,00,000 

Additional Information: 
(i) A piece of land has been sold out for 0::1,50,000 (Cost - 0::1,20,000) and the balance land was revalued. 

Capital Reserve consisted of profit on revaluation of land. 
(ii) On 1st April, 20XO a plant was sold for Rs.90,000 {Original Cost - 0::70,000 and W.D.V. -a:: 50,000) and 

Debentures worth Rs.1 lakh were issued at par as part consideration for plant of Rs.4.~ lakhs acquired. 
(iii) Part of the investments (Cost - 0::50,000) was sold for U0,000. 
(iv) Pre-acquisition dividend received "S,000 W:lS :ldjusted aealnst cost of Investment. 
(v) Interim dividend was declarecl and paid @ 15% clurlng the current year. 
(vi) lncome-t:ix li:ibility for the c_urrent year was estim:ited at "1,35,000. 
(vii) Depreciation @ 15% has bc,cn charged on Plant and Machinery but noclopreciation has been charged 

on Building. {SM} 

Answer 9 
Cash Flow Statement of Ryan limited For the year ended 31st March, 20Xl 

Cash flow from operating activities 
Net Profit before taxation (W.N.1) 
Ad ·ustment for 

De reciation (W.N.3) 
Profit on sale of land 
Profit on sale of plant (W.N.3) 
Profit on sale of Investments (W.N.4) 
Interest on debentu res (2,00,000 X 9%) 

Operating profit before working capital changes 
Increase in inventory 
Increase in trade receivables 
Increase in Other current assets (W.N.9) 
Increase in Trade ayables 
Increase in liabilities for expenses 
Cash generated from operations 
Income taxes paid (W.N.8) 
Net cash generated from operating activities 
Cash flow from investing activities 

2,75,000 

1,35,000 
(30,000) 
(40,000) 
(20,000) 

18,000 
3,38,000 

(5,000) 
(25,000) 
(35,000) 

S,000 
10,000 

2,88,000 
(1,00,000) 

1,88,000 
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Proceeds from sale of land (W.N.2) 
Proceeds from sale of plant (W.N.3} 
Proceeds from sale of investments (W.N.4 
Purchase of plant {W.N.3) 
Purchase of investments (W.N.4) 
Pre-acquisition dividend received (W.N.4) 
Net cash used in investing activities 
Cash flow from financing activities 
Proceeds from issue of equity shares 
{6,00,000 - 5,00,000) 
Proceeds from issue of debentures 
(2,00,000 - 1,00,000} 
Redempt ion of preference shares 
Dividends paid 
Interest paid on debentures 

Net cash used in financing activities 
Net decrease in cash and cash equivalents 
Cash and cash equivalents at the beginning of the year 
Cash and Cash equivalents at the end of the year 

Significant Non-cash Items: 

1,50,000 
90,000 
70,000 

(3,50,000} 
{25,000} 

5,000 
(60,000) 

1,00,000 

1,00,000 

(2,00,000} 
(1,50,000} 

{18,000) 

{1,68,000) 
(40,000} 

90,000 
50,000 

Debentures amounting to ~1,00,000 have been Issued as part consideration for acquisition of plant of "4,50,000. 
Working Notes: 
1. 

Net profit before taxation 
Reta ined profit 
Less: Balance as on 31.3.20XO 

Provision for taxation 
Dividend 

2. Land and Building Account 

To Balance b/d 
To Profit and Loss A/c 
(Profiton sale) 
To Capita I reserve 
(Revaluation profit) 

3. Plant and Machinery Account 

To Balance b/d 
To Profit and loss account 
To Debentures 
To Bank 

4. Investments Account 

To Balance b/ d 
To Profit and loss account 

To Bank (Balancing figure) 

2,00,000 
30,000 

70,000 
3,00,000 

~ 

5,00,000 
40,000 

1,00,000 
3,50,000 
9,90,000 

~ 

80,000 
20,000 

25,000 
1,25,000 
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1,00,000 
(50,000} 

50,000 
1,35,000 

90,000 
2,75,000 

By Cash (Sale) 1,50,000 

By Balance c/ d 1,50,000 

3,00,000 

~ 

By Cash (Sale) 90,000 
By Depreciation 1,35,000 

By Balance c/ d 7,65,000 

9,90,000 

~ 

By Cash (Sale) 70,000 
By Dividend 
(Pre-acquisition) 5,000 
By Balance c/d 50,000 

1,25,000 



5. Capital Reserve Account 

To Balance c/d 70,000 By Profit on revaluation of land 70,000 
70,000 70,000 

6. General Reserve Account 

To Capital redem ption reserve 1,00,000 By Balance b/d 2,50,000 

To Balance c/d 1,50,000 
2,50,000 2,50,000 

7. Dividend a able Account 

To Bank (Balancing figure) 1,50,000 By Balance b/d 60,000 
To Balance c/d B Profit and loss account 90,000 

1,50,000 1,50,000 

8. Provision for Taxation Account 

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 

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 

Question 10 

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

Particulars Note No. 31st March,2021 (~) 31st March,2020 (~) 
(I) Equity and Liabilities 

1. Shareholders' Funds 

(a) Share capital 1 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 

(II) Assets 

1. Non-current assets 

(a) Property, Plant and 3,50,000 1,so,000 
Equipment 

2. Current assets 

(a) Inventories 1,20,000 50,000 

(b) Trade receivables 1,00,000 25,000 

(c) Cnsh and cash equivalents 1,05,000 90,000 

(d) Other current assets 78,000 45,000 
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Total 7,53,ooo 1 3,so,ooo 1 

Notes to Accounts 
Particulars 31st March,2021 '( 31st March,2020 {'() 

1. Share capital 

(a) Equity sh:1ra capit:>I 

(b) Preference share capital 

2. Reserve and surplus 

Surplus in statement of profit and loss at the 
beginning of the year 
Add: Profit of the year 

Less: Dividend 

Surplus in statement of profit and loss at the end of 
the year 

Addi1ional Information: 
1. Dividend paid during the year "; 10,000 

4,10,000 

1,50,000 

5,60,000 

25,000 

20,000 

{10,000) 

35,000 

2. Depreciation charges during the year'( 40,000. (RTP May'23, SM} 
Answer 10 

Fox ltd. 
Cash Flow Statement for the year ended 31st March 2021 

Cash flows from operating activities ·- -
Net Profit (35,000 less 25,000) \\ // 11 \, /; 
Add: Dividend ... , ; I I \''/ 

Provision for tax J V 

Net profit before taxation and extraordinary items 

Adjust ments for: 

Depreciation 

Operating profit before working capital changes 
Increase in trade receivables 

Increase in inventories 

Increase in other curren t assets 

Increase in t rade payables 

Cash used in operating activities 
less: Tax paid* 

Net cash used In operating activities 

Cash flows from invest ing activities 

Purchase of PPE 
Net cash used in investing activit ies 

Cash flows from financing activities 

Issue of equity shares for cash 

Issue of preference shares 
Dividends paid 

Net cash generated from financing activit ies 

Net increase in cash and cash equivalents 
Cash and cash equivalents at beginning of period 

Cash and cash equivalents at end of period 

*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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'( 

10,000 

10,000 

8,000 
28,000 

40,000 

(75,000) 

(70,000) 

(33,000} 

90,000 

(2,10,000 

2,10,000 

50,000 

(10,000) 

2,00,000 

1,00,000 

3,00,000 

25,000 

'( 

-
I 
. 

' 
' 

68,000 

{88,000) 

{20,000) 
{5,000) 

(25,000) 

(2,10,000) 

2,50,000 

15,000 

90,000 

1,05,000 



,.....=============;:====, ~ 
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 
cquisitions during 2020-2021 2,10,000 

Question 11 t~ LDR 
The Balance Sheet of Harry Ltd. for the year ending 31st March, 2018 and 31st March, 2017 were 
summarized as follows: 

2018 (~ 2017 (~) 
Equity share capital 1,20,000 1,00,000 
Reserves: 
Proflt 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 & Equloment (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 Te rm Investments 32,000 28,000 
Currl!nt Assets: 
Inventory 14,000 8,000 
Trade Receivables \\ // I I 8,000 ' 6,000 
Cash & Bank 'I, .. .. ., ' 12,000 17,000 

1,44,000 1,17,000 
The Profit and Loss account for the car e nded 31st March 2018 disclosed: 

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

Further Information is available: 
1. Depreciation on Bui lding~ 1,000. 
2. Depreciation on Furniture & Fixtures for the year 'I: 2,000. 
3 . Depreciation on Cars for the year 'I: 5,000. One car was disposed during the year for 'I: 3,400 whose 

written down value was 'I: 2,000. 
4. Purchase investments for 'I: 6,000. 
5. Sold investments for 'I: 10,000, these investments cost 'I: 2,000. 
6. You arc required to prepare Cash Flow Statement as per AS-3 (revised) using indirect method. 
{RTP Nov'18} {Same concept f ewer adjustments MTP 15 Marks Mar'23, RTP Nov'22, Old & New SM} 
A.nswer 11 

Harry Ltd. 

Cash Flow Statement for the year ended 31st March, 2018 

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 worki ng 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 pa id (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 Furnitu re & fixtures (14,000) 
Net cash used in investi ng activities (B) {22,600) 
Cash flows from financing activities 
Issue of shares for cash 20,000 
Dividends paid* (2,000) 
Net cash from fi nancing activities(( ) 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 31st March, 2017 amounting ~ 2,000 must have been paid in t he year 
2017-18. Hence, It has been considered as cash outflow for preparation of cash flow statement of 2017-18. 
Working Notes: 

1. Calculation of Income taxes paid 

Income tax expense forthe 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 
Furnitu re & Fixtures ('t) Car ('t) 

W.D.V. at 31.3.2018 34,000 25,000 
Add back: Depreciation for the year 2,000 5,000 

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 

Question 12 
The followine fleures have been extracted from the books of Man:in Limited for the year ended on 31.3.2022. 
You :ire required to prepare the Cash Flow statement as per AS 3 usine indirect method. 
(i) Net proflt before taking Into account Income tax and income from law suits but after t:iking into account 

the following items was~ 30 lakhs: 
(a) Depreciation on Property, Plant & Equipment 't 7.50 lakhs. 
(b} Discount on issue of Debentures written off 't 45,000. 
(c) Interest on Debentures paid'( 5,25,000. 
(d) Book value of investments'( 4.50 lakhs (Sale of Investments for 't 4,80,000). 
(e) Interest received on investments'( 90,000. 

(ii) Compensation received 't 1,35,000 by the company in a suit flied. 

Chapter 11.2 Cash Flow Statement 



~ 
(iii) Income tax paid during the year'{ 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'{ 10 each at II 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. 
(vii) Dividend on Equity shares paid on 31.01.2022 for the yc,ar 2020-2021 'II: 7.50 lakhs and Interim dividend 

paid 'I: 2.50 lakhs for the year 2021-2022. 
(viii) Land was purchasc,d on 02.4.2021 for II: 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 

Inventory 18,00,000 19,77,000 
Trade receivables 3,87,000 3,79,650 
Cash In hand 3,94,450 16,950 
Trade nyables 3,16,500 3,16 950 
Outstanding expenses 112,500 1,22,700 

{MTP 10 Marks Apr'23 & Nav'21 & Sep'23, PYP 10 Marks Nov'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 ext raordinary items: i I 30,00,000 

' 
Adjustments fo r: 

Depreciation on Property, plant and equipment 7,50,000 - -11/ 

Discount on issue of debentures 45,000 

In terest on debentures paid 5,25,000 

In terest 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 Inven tory (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 items: 

Compensation received in a su it 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 financing activities (35,12,SOO) 

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 equivalen ts as on 31.3.2022 16,950 

Question 13 

On the basis of the following data, prepare Cash Flow Statoment as per AS-3 for the year ended 31st March, 
2024: 
• Total Sales for the year were 'I: 380 lakhs out of which l:.lsh Sales amounted to 'I! 262 Lakhs. 
• Receipts from credit customers during the year, total 't 134 lakhs. 
• Total Purchases for the year 11mounted to 'I: 220 lakhs, out of which 80% were credit purchases. 
• Opening balance in creditors 'I'. 84 lakhs and Closing balance in creditors 'I'. 92 lakhs. 
• Suppliers of other consumables and services were paid 'I; 19 lakhs in cash. 
• Employees of the enterprise were paid 'I; 20 lakhs in cash. 
• Fully-paid preference shares of the face value of:,:: 32 lakhs were redeemed. 
• Issued equity shares of the face value of:,:: 20 lakhs at a premium of 20%. 
• Debenture of-: 20 lakhs at premium of 10% were redeemed by issuing equity shares in lieu of their claims. 
• :,:: 26 lakhs were paid by way of Income Tax. 
• A new machinery costing 'I! 20 lakhs was purchased in a part oxchangc of an old machinery. The book value 

of the old machinery was "l: 13 lakhs, but the vendor agreed to take over the old machinery at a higher 
value of 0: 15 lakhs. The balance due to vendor was paid in cash. 

• Dividend 'l'.15 lakhs (including dividend distribution tax)lil of-: 2.7 lakhs was also paid on 30th March, 2024. 
• Debenture interest 0: 3 lakhs was paid. 
• Durine the year 'I: 8 lakhs rent was received from property held as investment. 
• 'I: 0.50 lakh interest was earned on the advance payments to suppliers of Goods. 
• Cash and cash equivalents on 1st April 2023, 'I: 2 lakhs. (PYP 7 Marks Sep'24} 

Answer 13 
Cash flow statement 

for the year ended 31st March 2024 
('I'. in lakhs) ('I'. in lakhs) 

Cash flow from o erati ng 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: Pa ment to Creditors 84 + 176- 92 168.00 
less: Cash paid to suppliers for consumables & services 

Less: Cash paid to employee 20.00 
Cash from o erations 145.50 
less: Income tax paid (26.00) 

Chapter 11.2 Cash Flow Statement 



Net cash generated from o perating activitie s 119.50 
Cash flow from inve sting activitie s 
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) 
Ne t cash used in financing activities (26.00) 
Net increase in cash and cash equivalent 96.50 
Add: Cash and cash equ ivalents as on 1.04.2023 2.00 
Cash and cash equivalents as on 31.3.2024 98.50 

Multiele Choice Questions (M CQs) 
1. While preparing cash flow statement, conversion of deb t to equity {SM} 

(a) Should be shown as a financi ng 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: (c) 

2 . Which of the following would be considered a 'cash-flow I tem from an "investing" activity'? {SM} 
(a) Cash outflow to the government for payment taxes. 
(b) Cash outflow to purchase bonds issued by another co mpany. 
(c) Cash outflow to 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 ope rating activities except: (SM} 
(a) Income tax payments 
(b) Collections from customers o r Cash payments to su ppli ers 
(c) Dividend payments . 
(d) Office and selling expenses. 

Ans: (c) 

4. Harl Uttam, a stock broking firm, received Rs. 1,50,000 a s premium for forward contracts entered for 
tin the cash flow statement of the firm? (SM} purchase of equity shares. How will you classify this amoun 

(a) Operating Activities. 
(b) Investing Act ivities. 
(c) Financing Activities. 
(d) Non-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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CONCEPTS OF TH IS CHAPTER 

• Meaning of buy-back of securit ies 

• Accounting treat ment of buy-back of secur ities 

• Provisions of Companies Act regarding buy-back of securities 

QUICK REVIEW OF IMPORTANT CONCEPTS 

Shares outstanding shares 

.!_~~u!~E:i _______________________________________________ (Shares in. c rores) ___ _ 

Number of shares outstanding---------------------------·-·----·--·---·--·---·--~-
25% of the shares outstanding xx 

Resources Test 

Particulars --------·--·--·-----·--·-----·--·--·-------·---·-·-(Shares in. crores) ___ _ 

Paid up capital_ ('( in crores) ----·--·---------------·--·---·-·----·--·---·--·---·--~--
25% of the shares outstanding xK 

Free reserves(~ in crores) ·-·-·------------------·----·---·-·----·--·---·--·---·-_!(~ __ 
Shareholders' funds(~ in crores) ·------------------------·-·----·--·---·--·-----><_><__ 
25% of Shareholders fund(~ in crores) ____________________________________________ ~_ 

Buy Back price per share xx 
Number of shares that can be bought back (shares in crores) KK 

Debt Equity Ratio Test 

~~ 
LOR Questions 
Q11 Q15 

Q17 

I Particulars When loan fund is 
---·--·➔·--·--·---·--·--·-----·-------·------·--·--·-----·---------·---------·-r----·--·--·--- -r---·--·--· 

(a) j Loan funds (o; in crores) • - j · 

(b) : M inimum equity to be maint ained after buy-back in the ratio of - - I -
I 2:1 (o; in crores) I 

(c) i Present equity shareholders funds(~ in crores) - - i --------4----------·--·---·--·-----·--·-----------·-·----·-------·--·---··---·--·+-·-·----·-----·-~---·--·--· 
(d) I Future equity shareholder fund(~ in crores) I I 
(e) 7 Maximum permitted buy-back of Equity T (Simultaneous r 

I I I 
, (O: in crores) [(d) - (b)) , Equation) , ---·--i·-------------------------------·--·-------------------------+------------~-------

(f) 1 Maximum number of shares that can be bought back @ ~ 30 per - 1 (Simultaneous 1 -
I I I 
j share (shares in crores) j Equation) j 

Buy-back of shares can be made out of: 
(i) i ts free reserves; or (ii) 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. 

12.1 

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 resolution of the directors passed at a duly convened Board 
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~ 
Meeting. 

• the buy-back is or less tha n 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 fina ncial 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 yea r 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 t he debt owed by the company {both secured and unsecured) is not more than twice the paid-up 

capital and it s free reserves after such buy-back: 

Question & Answers 

Question 1 
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 au thorising 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 meeting 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) Fu rther, t he 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 tha n 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 pa id-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 Securiti es and Exchange Board of India In this behalf; 
Provided that no offer of the buy-back under this sub section shal l 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 tha n one buy-back in one year. 

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

3. Where a company purchases it s own shares out of the free reserves or securiti es premium account, a sum 
equal to the nominal value of shares so purchased shal l be transferred to the Capital Redemption Reserve 
Account and details of such account shall be disclosed in the Balance Sheet. 

4. Pre mium (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 lnsi,:hts: 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. 

Question 2 
Mukti Ltd. (a non-listed company) provide the following information as on 31.3.2023: 

ILand and Building I 21,50,~~ I 
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Plant & Machinery 15,00,000 
Non-<>urrent lnvostmcnt 2,00,000 
•rade Receivables 5,50,000 
Inventories 1,80,000 
Cash and Cash Equivalents 40,000 
Shara capltal:1,00,000 Equity Shares of 'I: 10 each fully paid up 10,00,000 
Securities Premium 3,00,000 
3eneral 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 s,00,000 
•rade Payables 1,20,000 
On 21st April, 2023 the Company announced the buy back of 15,000 of its equity shares@'( 15 per share. For 
this purpose, it sold all its investment for '( 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 'I; 10 each by way of bonus for every eieht equity shares held by the equity shareholders. 
You arc required to pass nc,cessary Journ.al Entries for the :ibovo transactions. {RTP May'24) 

Answer 2 
In the books of Mukti Ltd. Journal Entries 

Date Particulars Dr. Cr. 

2023 0: 0: 
<\pril 21 BankA/c Dr. 2,50,000 

To Investment A/c ,' 11 \ \ 2,00,000 
To Profit on sale of investment . 11 \\ . 50,000 

Being investment sold on profit) I I \ 
1'\oril 25 Eq uity share capital A/c Dr. 1,50,000 

Securities premium A/c Dr. 75,000 
To Equity shares buy back A/c 2,25,000 

Being the amount due to equity shareholders on buy back) 
Mayl Eauity shares buy back A/ c 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) 
General Reserve A/ c OR P&L A/c Dr. 1,50,000 

To Capital redemption reserve A/c 1,50,000 
Being amount equal to nominal value of buy back shares 
ransferred from free reserves to capital redemption reserve 

account as per the law) 
: apital redemption reserve A/ c Dr. 1,06,250 

To Bonus to eauity shareholder A/c {W.N.1) 1,06,250 
Being the utilization of capital redemption rese rve to issue 
bonus shares) 
Bonus to equity shareholder A/c Dr. 1,06,250 

To Equity share capital A/c 1,06,250 
Being issue of one bonus equity share for every ten equity 

~hares held) 
Working Note: 

1 
Amount of bonus shares= [(1,00,000 - 15,000) x 8 J x 10= 'I: 1,06,250 

Question 3 

The Directors of Umang Ltd. passed a resolution to buyback S,00,000 of its fully paid equity shares of'( 10 each 
at'( 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 a:' 30,00,000 for a:' 25,00,000. 
(ii) Issued 20,000, 12% preference shares of 'I; 100 each at par, the entire amount being payable with 

application. 

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

to fulfill the leeal requirements regardlnt: buy-back. 

(iv) The compony has necessary cash balance for the payment to sh:1reholders. 

You are required to pass necess3ry Journal Entries {includint: narration) regarding buy- back of sh3res in 

the books of Umang Ltd . {PYP 5 Marks Jan'2l} 

Answer 3 
Journal Entries in the books of Umang ltd. 

Dr. 
'I; 

1. Bank A/c Dr. 25,00,000 
Profit and loss A/c Dr. 5,00,000 

To Investmen t Afc 
(Being investme nt 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 
(Being 12% Pref. Shares issued for 'I; 20,00,000) 

3. Equity share capital A/c Dr. 50,00,000 
Premium payable on buy-back • • r r t , 1, -. Dr. 25,00,000 

To Equity shares buy-back A/c 'L\ I I I I \ I 

Equity shareholders A/c 
(Being the amount due on buy-back of equity shares) 

~- Equity shares buy-back A/c/ Equity sha reholders A/c Dr. 75,00,000 

To Bank A/c 
(Being payment made for buy-back of eciuity shares\ 

5. ,ecurities Premium A/c Dr. 15,00,000 

3eneral Reserve A/c Dr. 10,00,000 
To Premium payable on buy-back 
(Being premium payable on buy-back charged from 
Securities pre mi um) 

6. 3eneral Reserve A/c Dr. 30,00,000 
To Capital Redemption Reserve A/c 
(Being crea tion of capital redemptio n reserve to the 
extent of the equity shares bought back after deducting 
fresh pref. shares issued) 

Question 4 

The following is the extract of Balance Sheet of Yellow limited as on 31.03.2023: 

" 4,00,000 Equity shares of q: 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 

Cr. 
'I; 

30,00,000 

20,00,000 

75,00,000 

75,00,000 

25,00,000 

30,00,000 
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Investments 18,00,000 
Curr<int Assets 1,28,00,000 

2,36,00,000 
The company intends to buy-back 80,000 equity shares of 'I; 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) 

Answer4 
Determi nation of Buy-back of maximum no. of shares as per the Companies Act, 2013 
1. Shares Outstandinc Test 

Particulars (Shares) 

Number of shares outstanding 4,00,000 

25% of the shares outstandi ng 1,00,000 

2. Resourc,es Test: Maximum permitted limit 25% of Equity paid up capital+ Free Reserves 
Particulars 

Paid up capi tal ('i:) 40,00,000 
Free reserves (" l (48,00,000 + 18,00,000 + 10,00,000) 76,00,000 
Shareholders' funds ('i:) 1,16,00,000 
25% of Shareholders fund ('i:) 29,00,000 
Buy-back price per share 'i: 25 
Number of shares that can be bought back (shares) 1,16,000 
11.ctual Number of shares for buy-back 80,000 

3. Debt Equity Ratio Test: Loans cannot be in excess of twic,e 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 'I; 92,00,000 
(60,00,000 + 32,00,000)* and equity after such buy back will be 'I; 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 a ll tests for buy-back of shares and came to the conclusion that it can buy 80,000 equity 
shares @ 'I; 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. 

, Question 5 

Pratham Ltd. (a non-listed company) has tho followlnc Capital structure as on 31st March, 2022: 
Particulars 'I; 'I; 

Equity Share Capital (shares of 'I; 10 each fully paid 30,00,000 
Reserves & Surplus 
Seneral Reserve 32,50,000 
Security Premium Account 6,00,000 
Profit & Loss Account 4,30,000 
Revaluation Reserve 6,20,000 49,00,000 
Loan 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 'I; 30 per share.{MTP 15 Marks Mar'23,SM, 

RTP Nov'20)(MTP 10 Marks Sep'23) 

Answer 5 
Debt Equity Ratio Test 

Particulars 'I; 

(a) Loan funds 42,00,000 
( b) Minimum equity to be maintained after buy back in the ratio of 2:1 ('I: in crores) 21,00,000 
(c} Presen t equity shareholders fund (" in crores) 72,80,000 
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(d) Future equity shareholder fund ('I: in crores) (See Note 2) 

(e) Maximum permitted buy back of Equity('(' in crores) ((d) - (b)) 
(See Note 2) 

(f) Maximum number of shares that can be bought back @ "i 30 per share (shares in 
crores) (See Note 2) 

Working Note: 
1. Shareholders' funds 

P;,rticul;,rs 

Paid up capital 30,00,000 
Free reserves (32,50,000 +6,00,000+4,30,000) 42,80,000 

72,80,000 

59,85,000 
(72,80,000-12,95,000) 

38,85,000 
(by simultaneous 

equation) 
1,29,500 

(by simultaneous 
equation) 

2. As per section 68 of the Comp;,nies Act, 2013, ;,mount transferred to CRR ;,nd maximum equity to be bought 
back will be calculated by simultaneous equation method. 
Suppose amount equivalent 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- Nomi nal 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 

. ( Ma~imum buy-back , ) 
Equation 2: ff . f b b k X Nonu nal Value 

0 er price or uy- ac 

= Nominal value of the shares bought - back to be t ransferred to CRR 

X = (:
0 

XlO) = X 3x = y (2) 

x = ~ 12,95,000 crores and y = ~ 38,85,000 crores 

Question 6 

Pay limited provides you with the following information as at 31st March, 2022: 
('I: in lakhs) 

Share Capital: 300 
Authorized 
Issued: 
11% Redeemable preference shares of 'I: 100 each fully paid 125 
Equity shares of "i 10 each fully paid 175 300 
Reserves and surplus: 
Capital reserve 35 
Securities premium 105 
Revenue reserves 460 
Profit and loss account so 650 
Current liabilities and provisions 50 
Fixed assets: cost 100 
less: Accumulated depreciation 90) 10 
Non-current investments at cost (Market value'I'. 400 Lakhs) 200 
Current assets 790 

(i) The comp:iny redeemed preference shares at 3 premium of 4% on 1st April, 2022. 
(ii) It also bought back 2.5 lakhs equity shares of"; 10 each at "i 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 6 
(i) Journal entries in the books of Pay Ltd . ~inlakhs 

Particulars Debit Credit 

1st 11% Preference share capital A/ c Dr. 125 
l\oril, 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/c Dr. 130 

To Bank A/c 130 
(Being payment made to shareholders) 

Shares buy back A/c Dr. 100 
To Bank A/c 100 

Being 2.5 lakhs equity shares bought back@)"- 40 per share) 

Eauity share capi tal A/c (2.5 lakh x 'I: 10) Dr. 25 

Premium payable on buy- back A/c (2 .5 lakh x~ 30) Dr. 75 

To Shares buy back A/c 100 
(Being cancellation of shares bought back) 

Revenue reserve A/c Dr. 150 
To Capital Redemption Reserve A/c (125 + 25) 150 

Being creation of capital redemption reserve to the extent of 
he face v.ilue of preference shares redeemed and equity 

,hares bought back) 

, ecur ities Premium Dr. 80 

To Premium payable on Redemption of Pref. Shares 5 

To Premium payable on buy- back A/c 75 

Being premium on preference shares redeemed* and equity 
shares bought back charged to securities premium account} 

*Secur ities premium utilized for premium on preference shares red eemed 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 "-lnlakhs 

I . Equity and Liabilities 

(1) Shareholder' s Funds 

(a) Share Capital l 150 
(b) Reserves and Surplus 2 570 

( 2) Current Liabil ities so 
otal 770 

II. Assets 
( 1) Non-current assets 

(a} Property, plant and Equipment 3 10 

(b} Non-current investments -Investment at 200 
cost Market value 'I: 400 crores} 

( 2) Current assets 4 560 

otal 770 
Notes to Accounts 

1. Share Capital "- In lakhs 

l\uthorised, Issued and Subscribed: 

Equity shares of "- 10 each 150 

2. Reserves and Surplus 

Capital reserve 35 
Capital redemption reserve 150 
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ecurities premium 105 
less: Util isation for buy back and redemption of shares (80) 25 

evenue Reserve 460 
Less: transfer to Capital redemption reserve (150) 310 
Profit and Loss Account balance so 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: \\ II 
9% debentures (secured) \\ // I ' ' 3,00,000 

Current Liabilities: \/ I I I 
Term loan 

- . 
40,000 

Creditors 65,000 
Provision for taxation 15,000 
Property plant and equipment G,00,000 
Non-current investment 1,50,000 
Current assets: 
Stock Rs 2,00,000 
Debtors Rs 2,60.000 
Bank Rs B3,000 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 100/4 to 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 Nov'21 & Apr'23) 

Answer 7 
In the books of SM Limited Journal Entries 

1. 

Particulars 

Equity share capital A/c (15,000 x RslO) 
Premium on buyback A/c (15,000 x RsS) 

To Equity shares buy back or Eq uity Shareholders A/c 
(15,000 x RslS) 

(Being the amount due to equity shareholders on buy back) 

Dr. 

Rs 
Dr. 1,50,000 
Dr. 75,000 
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2,25,000 
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2. Equity shares buy back/Eq uity shareholders Ne 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 t he Companies Act) 

3. BankA/c Dr. 66,000 
To 10 % Debentures A/c 60,000 
To Securities Premium Ne 6,000 
(Being 14 % debentures issued to finance buy back) 

~- Buyback Expenses A/c Dr. 2,000 
To Bank N e 2,000 
(Buyback expenses paid) 

s. BankA/c Dr. 80,000 
Profit and Loss A/c (Loss on sale of investment) 20,000 

To Investment Ne 1,00,000 
(Being investment sold at loss) 

6. General reserve Dr. 43,000 
Profit and Loss A/c Dr. 1,07,000 

To Capital redemption reserve A/c 1,50,000 
(Being amount equal to nomi nal value of buy back shares 
from free reserves transferred to capital redemption 
reserve account as per the law} 

7. ,ecuritles Premium Or. 75,000 
Profit and l oss A/c Or. 2,000 

To Premium on buyback ' ', J/ 11 \\ 75,000 
To Buyback Expenses A/c 2,000 
(Being premium on buyback and buyback expenses charged 
to secu rities premium and profit and loss account) 

Bank Account 

Particulars Amount (Rs} Particulars Amount (Rs) 

To Balance b/ d 83,000 By Equity Shareholders Ne 2,25,000 
To Investment Ne 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 
or same kind of other specified securities. Issue of debentures has been excluded for the purpose of 
"specified securities" and the e ntire amount of Rs 1,50,000 has been credited to CRR whi le solvi ng the 
Question. 

Question 8 

Wivi Tsu Ltd. gives the following information as on 31st March, 2022. 

Liabilities In II( 

Equity Shares of 'i: 10 each fully paid up 17,00,000 

Revenue Reserve 23,SO,OOO 
Securities Premium 2,S0,000 

Profit & Loss Account 2,00,000 

Infrastructure Develooment Reserve 1,50,000 
~% Debentures 38,00,000 

Unsecured Loan 8,S0,000 
Property, 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'( 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, PVP 10 Marks May'19) 

Answer 8 
Determination of maximum no. of shares that can be bought back as per the Companies Act, 2013 
!.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 I" 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 
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 thc Equity Shareholder's Funds post Buy Back 
Particulars '( 

(a) Loan funds ('() {38,00,000+8,50,000) 
(b) Minimum equity to be maintained after buy back in the ratio of 2:1 ('() (a/2) 
(c) Presen t equi ty/shareholders fund('() 
(d ) Futu re equity/shareholders fund (") (see W.N.) 

(45,00,000 - 5,43,750) 
(e Maximum permitted bu back of E uity 'I:) (d - b ] 
(f) Maximum number of shares that can be bought back @'( 30 per share 
(g) ctual Buy Back Proposed 
Summary statement determining the maximum number of shares to be bought back 

46,50,000 
23,25,000 
45,00,000 
39,56,250 

16,31,250 
54,375 shares 
35,000 Shares 

Particulars Number of shares 
hares Outstandin Test 42,500 

Resou rces Test 37,500 
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. 
Working Note: 
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 'x' and maximum permitted buy-back of equity is 'y' . 
Then 
(45,00,000 - x) - 23,25,000 = y (1) 

(1'...x 10) = x or 3x = y {2) 
30 

by solving the above equation, we get 
x = '( S,43, 750 
y = 'I: 16,31,250 

Question 9 
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The following was the summarized balance sheet of Bhoomi Ltd. as on 31st March, 2020: 
Equity & liability Rs (in lakhs) ~ssets Rs (in lakhs) 
~uthorised Capital: Property, plant and equipment 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 •rade Receivables 66,000 
100/4 Redeemable Preference Shares of 20,000 
10 each, Fully Paid Up 
Reserves & Surplus: 
:apital Redemption Reserve 8,000 
,ec:urities Premium 6,400 
General Reserve 48,000 
Profit & Loss Account 2,400 
~% Debentures 40,000 
·rade P:iyables 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 diffurent figures RTP M:iy'20) 

Answer 9 
Journal entries In the books of Bhoomi Ltd . 

Dr. Cr. 

Rsinfakhs 

1 Bank A/c Dr. 25,000 

To Investments A/c 24,000 

To Profit and Loss A/c 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 A/c Dr . 2,000 

To Preference Shareholders A/c 22,000 

(Being amount payable on redemption of Preference sh ares, at a 

Premium of 10%) 

3 ,ecurities Premium A/c Dr . 2,000 

To Premium payable on Redemption of Preference Shares A/c 2,000 

(Being Securities Premium uti l ised to provide Premium on 

Redemption o f Preference Shares) 

~ Equity Share Capita l A/c Dr. 16,000 

Premium payable on Buyback A/c Dr . 16,000 

To Equity Share buy b ack A/c 32,000 

(Being the amount due on buy-back) 

5 ,ecurities Premium A/c (6,400 - 2,000) Dr. 4,400 

General Reserve A/c (balancing figu re) Dr. 11,600 

To Premium payable on Buyback A/c 16,000 
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(Being premium on buyback provided first out of Securities 
Premium and the balance out of General Reserves.) 

6 BankA/c Dr. 16,000 

To Bank l oan A/c 16,000 

(Being Loan taken from Bank to finance Buyback) 

7 Preference Shareholders A/c Dr. 22,000 

Equity Shares buy back A/c Dr. 32,000 

To BankA/c 54,000 
(Being payment made to Preference Shareholders and Equity 
Shareholders) 

8 General Reserve Account Dr. 36,000 

To Capital Redemption Reserve Account 36,000 

(Being amount transferred to Capital Redemption Reserve Account to 
he extent of face value of preference shares redeemed and equity 
,hares 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 l lakh 11 % preference shares of 0: 10 each at 
par, the entire amount being payablo with applications. The company uses 't 16 lakhs of its b:il:1nco In 
Securities Premium Account ap:irt from its adequ:ite balance in General Reserve to fulfill tho legal 
requirements regarding buy-back. Give necessary journal entries to record the above transactions. (RTP 
Sep'24) RTP Nov'19, Nov'22) 

Answer 10 
Journal Entries in the books of Purpose Ltd. 

~ "; 

1. Bank A/c Dr. 10,00,000 
To 11% Preference share appl icat ion & allotment A/c (Being 10,00,000 
receipt of application money on preference shares) 

2. 11% Preference share application & al lotment 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 Capit al redemption reserve A/c 30,00,000 

(Being creation of capital redemption reserve for buy back of 

shares) 
4. Equity share capital A/c Dr. io,00,000 

Premium payable on buyback A/c Dr. is,00,000 
To Equity shareholders/Equity shares buy back A/c r 8,00,000 
(Amount payable to equity shareholder on buy back) 

5. Equity shareholders/ Equity shares buy back A/c Dr. 38,00,000 

To BankA/c 38,00,000 
(Being payment made for buy back of shares) 

6. ,ecurities Premium A/c Dr. 116,00,000 I 
General reserve A/ c 32,00,000 

To Premium payable on buyback A/c !48,00,000 
(Being premium on buyback charged from securities premium 
and general reserve} 

Working Notes: 
1. Calculation of amount used from General Re.serve Account 
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O.mount paid for buy back of shares (4,00,000 shares x 'I. 22) 88,00,000 
Less: Proceeds from issue of Pre ference Shares (l,00,000 shares x '1.10) ( 10,00,000) 
Less: Utiliza tion of Securities Premium Account (16,00,000) 
Balance used from General Reserve Account 62 00000 
• Used under Section 68 for buy back 32,00,000 
Used under Section 69 for transfer to CRR (W.N 2) 30,00,000 

62,00,000 
2. Amount to be transfc,rred to Capital Redemption Rcsc,rve account 

'I. 
Nominal value of shares bought back (4,00,000 shares x 'I. 10) 40,00,000 

Less: Nominal value of Preference Shares issued for such buy 
back {1,00,000 shares x 'I. 10) {10,00,000} 
0.mount t ransferred to Capital Redemption Reserve Account 30,00,000 

Question 11 ~ LOR 

Mohan ltd. furnishes the following summarised Balance Sheet on 31st March 2021 . ("{ in Lak hs) 
Amount 

Equity and liabilities: 
Shareholders' fund 
Share Capital 
Equity Shares of ii; 10 each fully paid up 780 
6% Rc,deemable Preferenca shares of 't 50 each fully Paid up nr 240 
Reserves and Surplus // 11 
Capital Reserves ' l I I ' 'I I I 58 
General Reserve • LJ • L, 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: 
Non-current Assets 
Plant and Equipment less depreciation 725 
Investment at cost 720 
Current Assets 1207 

2652 
Other Information: 
(1) The company rc,deemcd pref0rence sh.ires at:, premium of 10"/4 on 1st April,2021. 
(2) It also offered to buy back the maximum permissible number of equity shares of'l.10 each at 'i: 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 'I. 60 lakhs (face value 'I. 75 lakhs). These 

debentures were cancelled on 2nd April 2021. 
(5) On 4th April 2021 company issued one fully paid-up equity share of 'i: 10 each by way of bonus for every 

five equity shares held by the shareholders. 
You are required to: 
(a) Calculate maximum possible numbor of equity sharos 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 Oec'21) 

Answer 11 
Statement determining the maximum number of shares to be boueht backNumber of shares in lakhs) 

Particulars When loan fund is 

hares Outstanding Test (W.N.1) 
Resources Test {W.N.2) 
Debt Equity Ratio Test (W.N.3) 
Maximum number of shares that can be bought back [least of the above] 
Thus, the company can buy 11,17,500 Equity shares at 'I: 30 each. 
Working Notes: 
1. Shares Outstanding Test 

Particulars 

Number of shares outstanding 

25% of the shares outstanding 

2. Resources Test 
P:1rticul:,rs 

Paid up capital("( in lakh ) 
Free reserves('!; in lakh) (625+52+148-24-240*) 
hareholders' funds (11; in lakh) 

25% of Shareholders fund (11; in lakh) 
Buy-back price per share 
Number of shares that can be bou ht back 
*Amount transferred to CRR is excluded from free reserves. Premium on 
redemption also reduced. 

Particulars 
(a) Loa n funds (11;) 
(b) Minimum equity to be maintained after buy- back in the ratio of 2:1 

{II;) (a/2) 
(c) Present equity shareholders fund {II;) 
(d) Future equity shareholders fund (0:) (see W.N.4) 

(e) Maximum ermitted bu -back of Equit II; [(d - (b) 
(f) Maximum number of shares that can be bought back@ II; 30 per 

hare 

ii; 304 lakhs · 

19.5 
11.175 
29.725 
11.175 

(Shares in lakh) 

78 

19.5 

780 
561 

1341 
335.25 

30 
11.175 

-Back 

'I: In lakh 

304 
152 

1341 
1043.75 (1341-

297 .25 I 
891,75 
29.725 

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 

(a Loan funds "( 
(b) Minimum equity to be maintained after buy-back in the ratio of 2:1 

(11;) (a/2) 
(c) Present equity shareholders fund (11;) 
(d) Future equity shareholders fund (11;) (see W.N.4) 

(e) Maximum permitted buy-back of Equity (11;) [(d) - (b)) 

(f) Maximum number of shares that can be bought back@ II; 30 per 
hare 

per the provisions of the Companies Act, 2013, company 

'I: in lakh 

699 
349.5 

1341 
1093.125 {1341-

247.875) 
743.625 

24.7875 

Qualifies 
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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 'x' and maximum permitted buy- back of equity is 'y' Then 

Equation 1: (Presen t Equity- Transfer to CRR) - Minimum Equity to be maintained = Maximum Permitted Buy
Back 
= (1341 - x) - 152 = y 
= 1189 - x =y (1) 
Equation 2: M aximum Permitted Buy-Back x Nominal Value Per Share/Offer Pr ice Per Share 

y/30 x 10 = x or 3x = y (2) 
by solving the above two equations we get 
x = ~ 297.2S and y = ~ 891.75 
Alternatively, when current liabilities are considered as part of loan funds, in that case 
Equation 1: (Present Equity- Transfer t o CRR)- M inimum Equity to be maint ained = Maximum Permitted Buy

Back 
= (1341 - x)- 349.5 = y 

= 991.5 - X =y (1) 
Equat ion 2: Maximum Permitted Buy-Back X Nominal Value Per Share/Offer Price Per Share 
y/30 x 10 = x or 3x = y (2) 
by solving the above two equations we get x = 247.87S and y = 743.625 

(ii) Journal Entries for Buy Back (~ in lakhs) 

Date Particulars Debit Credit 

20211st April 6% Redeemable preference share capital A/c Dr. 240 

Premium on redemption of preference shares Ne ~ . Dr. 24 
To Preference shareholders A/c 264 

(Being preference share capital transferred to shareholders 
account) 

Preference shareholders A/c Dr. 264 

To BarkA/c 264 
(Being payment made to shareholders) 

General Reserve or P&L A/c• Dr. 24 

To Premium on redemption of preference shares A/c 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 A/c 335.25 
(Being 11.175 lakhs equity shares of~ 10 each bought 
back @ ~ 30 per share) 

Equity share capital Ne Dr. 111.7S 

)ecurities Premium A/c Dr. 52 

General Reserve or P&L A/c Dr. 171.50 

To Equity Shares buy-back A/c 335.25 

(Being cancellation of shares bought back) 

General reserve A/ c Dr. 351.75 

To Capital redemption reserve A/ c 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% Debentu res A/ c Dr. 75 
To Investment (own debentures) A/c 60 
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~ 

th April 

To Profit on cancellation of own deben tures A/c 
(Being cancellation of own debentures costing~ 60 lakhs, 
face value being~ 75 lakhs and the balance being profit on 
cancellation of debentures) 

Capital Redemption Reserve 
To Bonus Shares A/c 
(Being issue of one bonus equity share for every five 
equity shares held) 

Dr. 133.65 

Bonus shares A/c Dr. 133.65 

15 

133.65 

To Eq uity share capital A/c 133.65 
(Being bonus sha res issued) 

Working 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 t he purpose of premium payable on redemption of 
preference shares assuming t hat the company refe rred in the question is governed by Section 133 of the 
Companies Act, 2013 and complies with the Accounting St andards prescribed for them. Alternative entry 
considering otherwise is also possible by utilizing securities premium amount. 

Exam Insights: Most o f the examinees failed to calculate the maximum permissible number of equity shares 

that can be bought back as per share outstanding, resources anq 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 trme of buy back. 

Question 12 

Quick Ltd. has the following capital structure as on 31st March, 202!1.: 
~ in Crores 

462 
(Equity Shares of~ 10 each, fully paid) 

(2) Reserves and Surplus: 
eneral Reserve 336 
ecurities Premium Account 126 

Profit and Loss Account 126 
tatutory Reserve 180 
apital Redemption Reserve 87 

Plant Revaluation R<!serve 33 888 
(3) Loan Funds: 

ecured 2,200 
Unsecured 320 2,520 

On the, rc,commendations 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 

'I: 2,520 crores 'I: l,680 crores 'I: 2,100 crores 

Shares Outstanding Test (W.N.l) 11.55 11.55 11.55 

Resources Test (W.N.21 8.75 8.75 8.75 

Debt Equity Ratio Test (W.N.3) Nil 5.25 Nil 

M aximum number of shares that can Nil 5.25 Nil 
be bought back [least of the above] 

Journal Entries for the Buy-Back (applicable only when loan fund is 0: 1,680 crores) 

crores 
Particulars 

(a) Equity share buy-back accoun t 

To Bank account 

(bl Equity share capital account (5.25 x >: 10) 

Securities premium account (5.25 x >: 20) 
To Equity share buy-back account 

( c) General reserve account 

To Capital redemotion reserve account 

Working Notes: 
1. Shares Outstanding Test 

Particulars 
Number of shares otitstanding 

25% of t he shares outst anding 

2. Resources Test 

Particulars 

Paid up capital(>: in crores) 
Free reserves(>: in crores) (336+126+126) 

Shareholders' Funds ('I: in crores) 

25% of Shareholders fund (0:: in crores) 
Buy-back pr ice per share 

>: in 

Debit Credit 

Dr. 157.5 

157.5 

Dr. 52.5 

Dr. 105 
157.5 

Dr. 52.5 

52.5 

(Shares in crores) 
46.2 

11.55 

462 

588 
1,050 

0:: 262.5 crores 
If; 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 

'I: 2,520 crores '( 1,680 crores 0: 2,100 
crorcs 

(a) Loan funds (0:: in crores) 2,520 1,680 2,100 

(b) M inimum equi ty to be maintained 
after buy- back in the ratio of 2:1 1,260 840 1,050 
(>: in crores) 

(c) Present equity shareholders fund 1,050 1,050 1,050 
(0:: in crores) 

(d) Fu ture equity shareholder f und N.A. 997.5 N.A. 
0: In crores) (See Note 2) (1,050-52.5) 

(e) Maximum permitt ed buy-back of Nil 157.5 Nil 
Equity (0:: in crores) [(d) - (b)J (by simultaneous 
(See Note 2) equation) 

( f) Maximum number of shares that can Nil 5.25 Nil 
be bought back@ 0:: 30 per share (by simultaneous 
(shares in crores) (See Note 2) equation) 
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Note: 

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 o f the Companies Act , 2013, t he ratio o f debt owed by the company should no t 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 ca lculated by simultaneous 
equation method. 
Suppose amount equivalent to nominal value of bought back shares transferred to CRR account is 'x' and 
maximum permitted buy-back of equity is 'y'. 
Then 
Equation 1: (Present equity - Nom inal va lue o f buy-back transfer to CRR) - M inimum equity to be 
maintained= Maximum permissible buy-back o f equity 
(1,050 - x)-840 = y 
Since 210 - x = y 

. [ MQximum bl1y- bQck , l 
Equation 2= ff . f b b k x Nonu nal Value 

0 er price or uy- ac 

= Nominal va lue of the shares bought -back to be transferred to CRR 

=L x 10= x 
30 

Or 3x = y 
(2) 
by solving the above two equations we get 
x = '( 52.5 crores y = '{ 157 .5 crores 

3. Statutory reserves, capital redemption reserve and plan t revaluation reserves are not free reserves. 
4. For calculation of debt -equity ra tio 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 d ifferent. 

The following information from Balance Sheet of Z Ltd. as on 31st March ,2023: 
'{ Lakhs 

hare Capital: 
Equity shares of'!: 10 each Fully Paid Up 16,000 
10% Rcde<!mablc Pref. Shares of'( 10 each Fully Paid Up s,ooo 
Reserves & Sur lus 
apital Redemption Reserve 2,000 
ecurities Premium 1,600 

12,000 
600 

ecured Loans: 
% Debentures 10,000 

Current Liabilities: 
radc payables 4,600 

Sund Provisions 2000 
Fixed Assets 28,000 
Investments 4,700 

ash at Bank 4,600 
ther Current Assets 16,500 

On 1st April, 2023 the Company redeemed all its Preference Shares at a Premium of 10% and boueht back 10% 
of its Equity Shares at'( 20 per Share. In order to make cash avallable, the Company sold all the Investments for 
'( 5,000 lakhs. 
You are required to p;iss 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. ('< in lakhs) 

Particulars 

1 Bank Ne Dr. 5,000 
To Investments A/c 4,700 
To Profi t and l oss A/c 300 
(Being investment sold on prof it for the purpose of buy- back) 

2 10% Redeemable Preference Share Cap ital Ne Dr. 5,000 
Premium on Redemption of Preference Shares A/c Dr. 500 

To Preference Shareholders A/c 5,500 
(Being redemption of preference share cap ital at premium of 

100/o} 
3 Profit and Loss A/c Dr. 500 

To Premium on Redempt ion of Preference Shares N e 500 
(Being premium on redempt ion of preference shares adjusted 
through securities premium} 

4 Equity Share Capital Ne Dr. 1,600 
Premium on buyback A/c Dr. 1,600 

To Equity buy-back A/c 3,200 
(Being Equity Share bough t back, Share Capital cancel led, and 
Premium on Buyback accounted for) 

5 Securities Premium A/c (1,600} Dr. 1,600 1 

To Prem ium on Buyback Ne 
(Being premium on buyback provided out of securities 1,600 
premium) 

6 Preference Shareholders A/c 5,500 
Equity buy-back A/c 3,200 

To Bank A/c g,700 
(Being paymen t m ade to preference shareholders and equity 
shareholders) 

7 General Reserve Account 6,600 
To Capital Redemption Reserve Account 5,600 
(Being amount transferred to capital redemption reserve 
account towards face value of preference shares redeem ed 
and equity shares bought back) 

ii) Balance Sheet of C Ltd. (after Redemption and Buyback} 

Particulars Note No Amount 

EQUITY AND LIABILITI ES '( 

(I} Shareholders' Funds: 

(a) Share Capital 1 14,400 
b) Reserves and Surplus 2 14,400 

(2) Non-Current Liab il ities : 

(a) Long Term Borrowings 3 10,000 
(3) Curren t Liab ilities: 

(a) Trade payables 4,600 
b) Short Term Provisions 2,000 

Total 45,400 
(II ) ASSETS 

( 1) Non-Current Assets 

PPE 28,000 
Current Assets: 

(a) Cash and Cash equivalents (W N) 900 
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(b) Other Current Assets 16,500 
45,400 

Notes to Accounts 
>; in Lakhs 

1. ,hare Capital 
1,440 lakh Eq uity Shares of 0: 10 each Fully Paid up 14,400 
160 lakh Equity Shares bought back) 

2. Reserves and Surplus 
3eneral Reserve 12,000 
Less: Transfe r to CRR (6,600} 5,400 

apital Redemption Reserve 2,000 
~dd: Transfer due to buy-back of shares from Gen. res. 6,600 8,600 
)ecurit ies premium 1,600 
Less: Adjustment for premium paid on buy back (1,600} 
Profit & Loss A/c 600 
~dd: Profit on sale of investment 300 
Less: Adjustment for premium paid on redemption of 500} 400 14,400 
preference shares 

3. Long-term borrowings 
,ecured 
~ % Debentures 0,000 

Working Note: 
Amount Amount 

('I: Lakhs) (" Lakhs) 
o balance b/d 4,600 B Preference Shareholders A/c 5,500 
o Investment A/c (sale Proceeds) 5,000 By Eq uity buy back A/c 3,200 

9,600 By Balance c/d (Balancing figure) 900 
9,600 

Following information are available in respect of Z Limited as on 31st March, 2024 
1. Equity shares of ~ 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 :,re required to suggest whother 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 < S9,50,000 [(5,00,00,000 + 1,00,00,000 - 5,00,000) x 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= 't 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 I 
The proposed dividend of 100/4 is less than t he average rate of dividend being 12% 

(i.e.) (12+14+10) /5 =12 %. 
Hence, this condition is satisfied. 
(2) Condition II 
Amount to be withdrawn. 

100/4 dividend on Equity share capital 50,00,000 

+ Loss of Current year 5,00,000 

ll..mount to be drawn from General Reserve 55,00,000 

Maximum amount that can be withd rawn should not exceed 10% ofpaid-up share capital + free 
reserves. 
= 10% of l't500 lakhs + 't l OO lakhs] = 't60,00,000 
As the amount to be w ithdrawn is with in the maximum limit, hence,t his condition is also satisfied. 
(3) Condition Ill 
Balance of reserves after withdrawal (100-55) 't45,00,000 
15% of paid-up capital 't75,00,000 

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 II is satisfied. 
Opening balance of Reserves in the beginning = 't 1,00,00,000 
of the year 
- Closing balance of reserves being 15% of = 't 75,00,000 
paid-up capital 
Reserves available = 't 25,00,000 
Maximum permissible Divisible Profits 
Permissible withdrawal as above 
Less: Current Year's Loss 
Maximum permissible Divisible profit 
Actual permissible rate of Dividend = 

('t20,00,000 / 'tS,00,00,000) x 100 = 4% 

= 't 25,00,000 
= 't 5,00,000 

= 't 20,00,000 

Therefore, the recommendation of management is not justified and a dividend only up to a rate of 4% 
can be declared. 

Question 15 ~ LDR 

KG limited furnishes the following Balance Sheet as at 31st March, 20Xl: 
Particulars Notes 't 

Equity and Liabilities 

1 Shareholders' funds 

A , hare capital 1 1,200 

B Reserves and Surplus 2 810 

2 Non-current liabilities 

Long term borrowings 3 750 

3 ::urrent liabilities 

A rade Payables 745 

B Other Current Liabilities 195 
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Total 3,700 
sets 

1 Non-current assets 

A Property, plant and equipment 4 2,026 

B Non-current Investments 74 

2 urrent .isse!ts 

A Inventories 600 

B rade receivables 260 

C sh and Cash equivalents 740 

Total 3,700 
Notes to accounts 

No. Particulars '{ 

1 ,hare Capital 

~uthorized, Issued and subscribed capital 

Equity share capital (fully paid up shares of '{10 each) 1,200 
2 Resc,rvcs and Surplus 

,ecurltles premium 175 

~eneral reserve 265 
:.apital redemption reserve 200 
Profit & loss A/c 170 

Total 810 

3 Long term borrowings 

12% Debentures 750 

' ?roperty, plant and equipment \\ /J f I,\ 
Land and Building \\ // f I \\ / 1,800 
Plant and machinery ' ( 

I I \ I 226 

Net carrying value 2,026 
On 1st April, 20Xl, the company announced the buy-back of 25% of its equity shares @ '{ 1S per share. For this 
purpose, it sold all of its investments for'{ 7S lakhs. 

On 5th April, 20X1, the company achieved the target of buy-back. On 30th April, 20Xl 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 arc, required to: 

(1) Pass nl!cessary j ournal entries for the above transactions. 
(2) Prepare Balance Shc,et of KG Limited after bonus Issue of the shares. (SM) {Similar concept different 
figures MTP 12 Marks Mar'22, PYP 10 Marks May'18} (Same concept different figures RTP May'211 RTP May'19, 
PYP 5 Marks Nov'22} 

Answer 1S 
In the books of KG Limited Journal Entries 

Date Particulars Dr. ICr. 
20X1 0: in lakhs) 

~pril 1 Bank A/c Dr. 75 

To Investment A/ c 74 
To Profit on sale of investment 1 
(Being investment sold on profit} 

11.pril 5 Equity share capital A/c Dr. 300 
Securities premium A/c Dr. 150 

To Equity shares buy-back A/c 450 
(Being the amount due to equity shareholders on buy-back) 

Equity shares buy-back A/c Dr. 450 

To Bank Ne 450 
(Being t he payment made on account of buy-back of 30 
Lakh Equity Shares) 

~pril 5 General reserve A/c Dr. 265 
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Profit and l oss A/c Dr. 35 
To Capi tal redemption reserve A/c 300 

(Being amount equal to nominal value of buy-backshares from 
ree reserves t ransferred to capital redemption reserve account 

as per the law) 

l\pril 30 ::apital redemption reserve A/c Dr. 225 
To Bonus shares A/ c {W.N.l } 225 
(Being the utilization of capital redemption reserve to 
Issue bonus shares) 

Bonus shares A/c Dr. 225 
To Equity share capital Ne 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 ~ 

Equity and Liabilities 

1 Shareholders' funds 

A , hare capital 1 1,125 
B Reserves and Surplus 2 436 

2 Non-current liabilities 

Long term borrowings 3 750 
3 Current liabilities 

A · rade Payables 745 
B Other Current Liabilities \\ Ii 195 

\\ JI Total 3,251 
A.sscts \, 

1 Non-current assets 
. 

A Property, p lant and equipment 4 2,026 
2 Current assets 

A Inven tor ies 600 
B · rade receivables 260 
C Cash and Cash equivalents 365 

Total 3,251 
Notes to accounts 

No. Particulars ~ 

1 Share C3pital 

Authorized, issued and subscribed capital: 

Equity share capital (fully paid up shares of ~10 each) 1,125 
2 Reserves and Surplus 

General Reserve 265 
Less: Transfer to CR (265) -
Capital Redempt ion Reserve 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 A/c 170 
11\dd: Profit on sale of investment 1 
Less: Transfer to CRR {35) 136 

Total 436 
3 Lone term borrowings 

12% Debentu res 750 
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Property, Plant and Equipment 

Land and Building 1,800 
Plant and machinery 226 
Net carrying value 2,026 

Working Notes: 
1. Amount of bonus shares= 25% of (1,200 - 300) lakhs = 1';225 lakhs 
2. Cash at bank after issue of bonus shares 

Particulars Ji; in lakhs 

Cash balance as on l" April, 20Xl 740 
dd: Sale of investments 75 

815 
Less: Payment for buy-back of shares (450) 

365 
Note: 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 . 

Question 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'19 & Mar'lS, MTP 12 Marks Aug'lS, 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 

Shares Outstanding Test (W.N.1 
Resou rces Test (W.N.2) 
Debt Equity Ratio Test (W.N.3) 
Maximum number of shares that can be bought back (least of the 
above) 

Journal Entries for the Buy 830k 
(applic3ble only when loan fund is Rs. 3,200 crores) 

(a) Equity Share buyback account 
To Bank Account 

(Being payment fo r buy back of 24 crores equity shares of 10 each 
@ Rs. 30 per share) 
(b) Equity share capital account 
Pre mi um Payable on buyback account 

To Equity Share buyback account 

Dr. 

Dr. 
Dr. 

When loan fund is 
Rs.3,200 
crores 

30 
24 
32 
24 

Rs. 6,000 
crores 

30 
24 
Nil 
Nil 

Rs. in crorcs 

Debit Credit 

720 
720 

240 

480 
720 
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(Being cancellation of shares bought back) 

Securities Premium account 400 

General Reserve/ Profit & Loss A/c Dr. 80 

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 A/c Dr. 240 
To Capital redemption reserve account 240 

(Being transfer of free reserves to capital redemption reserve to 
t he extent of nominal value of share capital bought back out of 
redeemed t hrough 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 cannot be in excess of twice the Equity Funds Post Buy Back 

Particulars When loan fund is 
Rs. 3,200 crores Rs. 6,000 crores 

(a} l oan 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) 

(c) Present equity shareholders fund (Rs.) 2,880 2,880 

(d) Future equity shareholders fund (Rs.) (see W.N.4} 2,560 N.A. 
(2,880-320) 

(e) Maximum permitted buy back of Equity (Rs.) [(d} - (b)] 960 Nil 

(f) Maximum number of shares that can be bought back@ 32 crore shares Nil 
Rs. 30 per share 

O.s per the provisions of the Companies Act, 2013, company Qualifies Does not Qualifv 

4. Amount transferred to CRR and maximum equity to be bought back will be calculated by simultaneous 
equation method 
Suppose amount t ransferred to CRR account is 'x' and maximum permitted buy-back of equity is 'y' Then 
Equation 1 : (Present Equity- Transfer to CRR)- Minimum Equity to be main tained = 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 Pr ice Per Share 

= (;
0 

X 10) =X or 3x =y (2) 

by solving the above two equations we get 
x= Rs. 320 y = Rs. 960 

Exam insichts: 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 entrlesfor buy back. 
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Question 17 8 LDR 
Followine is the Balance Sheet of Competent Limited as at 31st March, 20Xl: 

Particulars Notes '{ 

Equity and Liabilities 
l Shareholders' funds 

A Share capital l 12,50,000 
B Reserves and Surplus 2 18,75,000 

2 Non-current liabilities 
Long term borrowings 3 28,75,000 

3 Current liabilities 
A Other Current Liabilities 16,50,000 

Total 4 76,50,000 
11.ssets 

1 Non-current assets 
A Property, plant and Equipment 46,50,000 

2 Current ::assets 

A Other Current Assets 30,00,000 
Total 76,50,000 

Notes to accounts 
No. ?articulars '{ 

1 ;hare Capital 
11,uthorized, issued and subscribed capital: 
Equity share capital (fully paid up shares of 11(10 each) 11 ' , , 12,50,000 

2 Reserves and Surplus I I I I 

>ecurities premium \ f I I ' . I I I : 2,50,000 
Profit and loss account 1,25.000 
Revenue reserve 15,00,000 

Total 18,75,000 
3 ong term borrowings 

4% Debentures 18,75,000 
Unsecured Loans 10,00,000 

Total 28,75,000 

' Property, plant and equipment 
and and Building 19,30,000 

Plant and machinery 18,001000 
Furniture and fitting 9,20,000 
Net carrying value 46,50,000 

The company wants to buy-back 25,000 equity shares of ii( 10 each, on 1st April, 20Xl 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. Tho 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'l8, RTP May'18, May'22} 

Answer 17 
Determination of Buy-back of maximum no. of shares as per the Companies Act, 2013 
1. Shares Outst anding Test 
Particulars (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 ('t) 12,50,000 
Free reserves ('t) (15,00,000 + 2,50,000 + 1,25,000) 18,75,000 
Shareholders' funds ('t) 31,25,000 
25% of Shareholders fund ('t) 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 post Buy-Back 

Particulars '( 

(a) loan funds ('t) (18, 75,000+ 10,00,000+ 16,50,000) 45,25,000 
(b) Minimum equity to be maintained after buy-back in 

he ratio of 2:1 ('() (a/ 2) 22,62,500 
(c) Presen t equity/shareholders fund (111:) 31,25,000 
(d) Future equity/shareholders fund ('t) (see W.N.) 28,37,500. • 

(31,25,000 - 2,87,500) 
(e) Maximum permitted buy-back of Equity ('t)[(d) - (b)I 5,75,000 
(f) Maximum number of shares that can be boughtback@ 28,750 shares 

'(20 per share 
(g) 0.ctual Buy-Back Proposed 25,000 Shares 
*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 ful ly 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. Therefore, for calculation of future equity i.e. share 
capital and free reserves, amount transferred to CR R on buy-back has to be excluded from the prese nt equity. 
Summary statement determining the maximum number of shares to be bought back 
Particulars Number of shares 

;hares Outstanding Test 31,250 
Resources Test 39,062 
Debt Eq uity Ratio Test 28,7SO 
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, 20Xl. 
However, company wa nts 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 

Particulars Debit ('t) Credit ('t) 
(a) Equity shares buy-back account Or. 5,00,000 

• o Bank account 5,00,000 
(Being buy-back of 25,000 equity shares of '( 
10 each @ '(20 per share) 

(b) Equity share capital account Or. 2,50,000 
Securities premium account Or. 2,50,000 
o Equity shares buy-back account 5,00,000 
Being cance llation of shares bought back) 

(c) Revenue reserve account Dr. 2,50,000 
•o Capital redempt ion reserve account 2,50,000 
{Being transfer of free reserves to capital redemption 
reserve to the extent of nomi nal value of capital 
bought back th rough free reserves) 
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Balance Sheet of M/s. Competent Ltd .as at 31st March, 20Xl 
Particulars Notes ~ 

Equity and Liabilities 

1 5h,ueholders' funds 

A ,hare capital 1 10,00,000 
B Reserves and Surplus 2 16,25,000 

2 Non-current liabilities 

Long term borrowings 3 28,75,000 
3 :urrcnt li.::1bilitias 

A c)ther Cu rrent Liabilities 16,50,000 
Total 71,50,000 

0.Ssets 

1 Non•current assets 

A Property, plant and equipment 4 46,50,000 
2 Current assets 

A c)ther Current Assets (30,00,000 - 5,00,000) 25,00,000 
Total 71,50,000 

Notes to accounts 

No. Particulars ~ 

1 Share Capital 

Authorized, issued and subscribed capital: 
Equity share capital (fully paid up shares of ~10 each) -, 10,00,000 , Reserves and Surplus I 
Profit and Loss A/c \ ,' I I 1,25,000 
Revenue reserves 15,00,000 
Less: Transfer to CRR (2,50,000) 12,50,000 
Securities premium 2,50,000 
Less: Utilization for share buy-back (2,50,000) . 
Capital Redemption Reserves 2,50,000 

Total 16,25,000 
3 Long term borrowings 

14% Debentures 18,75,000 
Unsecured Loans 10,00,000 

Total 28,75,000 
J Property, pl:,nt :.nd equipment 

Land and Building 19,30,000 
Plant and machinery 18,00,000 
Fu rniture and fitting 9,20,000 
Net carry Ing value 46,50,000 

Working 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 - xl - 22,62,500 = v (1\ 

(_i'.XlO)=X or 2x=y (2) 

by solving the above equation, we get 
X : ~2,87,500 
V = ~S, 75,000 
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Question 18 

Wlwitsu ltd. furnishes the foll owing summarized Balance Sheet a s at 31-03-2018. 
Liabilities (in ";) (in";) 

Share Capital 

Equity Share Capital of"; 20 each fully paid up 50,00,000 
10,000, 10% Preference Shares of"; 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 
Non-Current Li abilities 

12% Debenture 12,50,000 

Current Liabilities and Provisions 5,50,000 
rotal 1,21,50,000 
!\ssets 

Fixed Assets 

Tangible Asset s 1,00,75,000 
Current Assets 

Investment 3,00,000 
Inventory 2,00,000 
Cash and Bank 15,7S,OOO 20,75,000 
·otal 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. The prevailing 

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 prep:arc, Balance 
Shec,t after buy back. (PYP 15 Marks, Nov'19, RTP Nov'21) 

Answer 18 
In the books of W iwitsu Limited Journal Entries 

Particulars Dr. Cr. 

"; "; 

1. Bank A/c Or. 3,60,000 

To 14 % Debenture A/c 3,00,000 

To Securities Premium A/c 60,000 

(Being 14 % debentures issued t o finance buy back) 

2. Bank A/c 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 Or. 1,50,000 

To Investment A/ c 1,00,000 

To Profit on sa le of investment 50,000 
{Being investment sold on profit) 
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~ 
4. Equity share capital Ne (62,500 x ~20) Or. 12,50,000 

Securities premium Ne (62,500 X ~16) Or. 10,00,000 

To Equity sha res buy back Ne (62,500 x ~36) 22,50,000 

(Being the amount due to equity shareholders on buy 
back) 

5. Equity shares buy back A/c Dr. 22,50,000 

To Bank Ne 22,50,000 

(Being the payment made on account of buy back of 
62,500 Eq uity Shares as per the Companies Act) 

6. Revenue reserve Dr. 3,00,000 

~ecurities premium Or. 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 
sha res from free reserves transferred to capital 
redemption reserve account as per the law) 
[12,50,000 less 2,50,000] 

7. Capital redemption reserve A/c Dr. 7,50,000 

To Bonus shares A/c (W.N.1) 7,50,000 
(Being the utilization of capital redemption reserve to 
issue 37,500 bonus shares) 

8. Bonus shares A/c Or. 7,50,000 

To Equity sha re capital A/c 7,50,000 

(Being issue of 3 bonus equity share for every 15 equity 
sha res held} 

.:'._Alternat ively, entry for combination of different amounts (from Revenue reserve, Securities premium and profit 
and Loss accou nt.) may be passed for transferring the required amount to CRR. 
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 or same kind 
of other specified securities. Issue of debentu res has been excluded for the purpose of "specified securities" and 
the entire amount of Rs. 10,00,000 (after ded ucting 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 Surpl us 2 27,10,000 

(2) Non-Current Liabilities 3 
(a) Long-term borrowings 15,50,000 

(3) Current Liabilities 
(a} Trade payables 
(b) cu rrent liabilities & Provisions 5,50,000 

otal 1,05,60,000 
II. Assets 
(1) Non-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 

otal 1,05,60,000 
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Notes to Accounts 

't 

1. ,hare Capital 
Equity share capital (Fully paid up shares of " 20 each) 
(2,50,000-62,500+37,SOO shares) 45,00,000 
10% preference shares @ 't 100 each 12,50,000 

57,50,000 
(10,00,000 + 2,50,000) 

2. Reserves and Surplus 
Capita l Reserve 1,00,000 
Revenue reserve 2,00,000 
,ecurities premium 12,00,000 
6.dd: Premium on debenture 60,000 
Less: Adjustment for premi um paid on buy back (10,00,000} 
Less: Transfer to CRR (2,60,000) Nil 
Capital Redemption Reserve 

ransfer due to buy-back of 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 
C..dd : 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% Debentu res 12,50,000 

3 • 14% Debentures ·, 3,00,000 ' 15,50,000 
. 

Working 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, 75,000 
6.dd: Issue of debenture 3,60,000 
6.dd: issue of preference shares 2,50,000 
6.dd: 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 thousancls) 

Equity Share Capital (shares of" 10 each) 600 
Reserves: 

3eneral Reserve 540 
Securities Premium 200 
Profit & Loss 100 
Revaluation Reserve 30 
Investment Allow:ince Reserve (Statutory Reserve) 75 
Infrastructure Dcv0lopmcnt Rcs0rvc 25 
Loan Funds 2000 
On 1st April, 2024 the company wants to buy back 14,000 equity shares of 't 10 each at 't 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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Answer 19 
Statement determining the maximum number of shares to be bought back 

Particulars 

,hares Outstanding Test {W.N.1) 

Resources Test (W.N.2) 

Debt Equity Ratio Test (W.N.3) 

(in thousands) 
Number of 

shares 

15 

12 
11 

Maximum number of shares that can be bought back (least oft he above] 11 

Thus, the lowest being 11,000 shares, the company cannot buy b ack 14,000 shares. 
Working Notes: 
1. Shares Outstanding Test 

Particulars Shares in thousands) 

Number of shares outstanding 60 
25% of the shares outstanding 15 
2 . Resources Test 

Particulars '{ (in thousands) 

Pa id up capital 600 

Free reserves (540 + 200 + 100) 840 
,hareholders' funds 1,440 

25% of Shareholders fund 360 
Buy-back price per share 

Number of shares that can be bought back 12,000 shares 
3 . Debt Equity Ratio Test: Loans cannot be in excess of twice th e Equity Funds post Buy-Back 

Particulars ~ in thousands 

4. 

(a) Loan funds 2,000 

(b) Minimum equity to be maintained after buy-back in t h e ratio of 1,000 
2:1 ('{) (a/2) 

(c) Present equity shareholders f und (S:) 1,440 

(d) Future equity shareholders fund (S:) (see W.N.4) {1,440 -110) 1,330 

(e) Maximum permitted buy-back of Equity {S:) [(d) - (b)] 330 
(f) Maximum number of shares that can be bought back @" 30 per 11,000 shares 

share 

Amount transferred to CRR and maximum equity to be 
equation method. 
Suppose amount transferred to CRR account is 'x' an 

bought back will be calculated by simultaneous 

d maximum permitted buy-back of equity is 'y' 
Then 
Equation 1: (Present Equity- Transfer to CRR) - Minimum E quity to be mainta ined = Maximum Permitted 
Buy-Back 

= (1,440 - x) - 1,000 = y 
=440-x=y (1) 
Equation 2: Maximum Permitted Buy-Back X Nominal Value Per Share/Offer Price Per Share 
y/30 X 10 = X 

or 
3x = y (2) 
by solving the above two equations we get 

x =" 110 thousands 
y = " 330 thousands 
Alternatively, Maximum number of shares from debt equi ty ratio test may be worked out as follows: 

'!: 40 Buy-back price+ Face value of equity shares'!: 30 + '!: 10 = 
Excess of equity fund over the minimum equity to be 

Number of Shares t hat can be bought back = 440/40 

maintained 1440-1000 = 440 thousands 
t housands= 11 thousands. 
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Multiple Choice Questions (MCQs) 

1. As per section 68(1) of the Companies Act, buy-back of own shares by the company, shall not exceed 
{SM} 
(a) 25% of t he total paid-up capital and free reserves of the company. 
(b) 20% of the total paid-up capital and free reserves of t he 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) 

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) Neither (a) and (b) 

Ans: (c) 

3 . When a company purchases Its own shares out of free reserves; a sum equal to nominal value of shares so 
purchased shall be transfcrrc:d to (SM) 
(a) Revenue redemption reserve. 
(b) Capital redemption reserve. 
( c) 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 t he total paid-up capital and free reserves of the 

company. 
(b) Partly paid sha res cannot be bo!Jght back by a company. 
(c) Buy-back of equity shares In any financial year shall exceed twenty-five per cen t of Its total paid-up equity 

capital in that financial year. 
(d) Partly paid sha res 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) Neither (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 to make hostile bid to take over the company as the buy-back will increase the 

promoters holdi ng. 
(d) All of the above. 

Ans: (c) 
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CONCEPTS OF THIS CHAPTER 

• Meaning of amalgamation and accounting methods 
• Concept of transferee and t ransferor companies 
• Meaning and calculation of purchase consideration 
• Pass entries to close books of vendor company 
• Journal entries in purchasing company's books for assets, liabilities, 

and adjustments 
• Prepare balance sheet of transferee company post-amalgamation 

QUICK REVIEW OF IMPORTANT CONCEPTS 

LOR Questions 
Q22 Q23 

Q25 

,--·- -- - - - - --·--- - - - - ·- -·- - - --·--·----.--- - - - - --·--- - - ·-- -·--- - - --·--- --- - - --·--- -- -- --·--- - - - - ·--·--- --·-i Amalgamation i Absorption External Reconstruction 

! Two or more companies are wound l 1n this case an existing company In this case, a newly formed 
I up and a new company is formed to I takes over the business of one or company takes over the business of 
I take over their business. I more existing companies. an existing company. 1--·--- - - --·--·--- - - --·--- ·-- --- - - -~ --- -- --·--·--- - - --·--·--- - - --- - - --·--- --·--·--- - - --·--·- - - - - --·--- ·-- ·-

_Difference between amaleamation in the nature _of meri:cr and amalgamation in the nature of purchase ____________ _ 

Best of Distinction Amalgam:>tion in the Nature of Merger Amalz:amation in the N:>ture of 
Purchase 

(a) Transfer of Assets and There is transfer of all assets & liabil ities. Not all assets & liabilities need to be 
Liabilities transferred. 

(b) Shareholders of 90% equity shareholders become Eq uity shareholders need not becom, 
transferor company sha reholders of the transferee company.. shareholders of transferee company. 

I (c) Pu rchase Discharged wholly by equity shares (except Need not be wholly in equity shares. 
I 
i Consideration cash for fractional shares). 
1--·--- - - - - - - --- - - - - ·--·--- -·----·-----·--·-----·--·--·- ------·--·- --·--·-- - - --·-- --- - - --·--- - - --·--·--- --·-i (d) Same Business Transferee company con tinues the same Business need not be continued. 
I b . ! usiness. 1------ -- --------- ------------ -·-------------------------------------------------·-·--·--·--·--- --·--- -- --·--·--- --·-
! (e) Recording of Assets & Recorded at ca rrying amounts, adjusted Recorded at carrying amounts or fair 
' i-----Li <!_bi~ti~~---- ·-·-·--·--- ·-- -·-!£':..<:~co_:1n~,:,j_P~~~-l!_~(~~~i!.'l: _____________ ~~~~~---·- - - --·--- - - --·--·--- ·-- ·-
i (f) Method of Accounting Recorded at carrying amounts with Purchase method is used with journa 
I 
I 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 sha reholders e ither 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 va lue of shares >< Share 
exchange ratio. 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 f Taken over at carrying amountsl Taken over at carrying or fair 
I (book value) I values 

•------•--•---•-•-•--•--•--•---•------t•----•--•-------•---•----•-----•4• 0 > •HOO OH• • 0 • • • • • • • ••• • •HO•••••• 0 • • • • 0 •••HOO•• 0 0 0 •• •• 0 • • •• 0 0 

Consideration I No goodwill or capital reserve I Goodwill or capital reserve is 

·------·--·-----·----·-----·----+----------------·---------~··recorded ········-········-··-·-·······-······-····-·· 
Reserves : Transferor's reserves are carried : Transferor's reserves are not 

I forward I carried forward 
Financial Impact j Reflects continuity of business 7 Reflects an acqu isition 

JOURNAL ENTRIES TO CLOSE THE BOOKS OF VENDOR COMPANY 

Steps to close the Books of the Vendor Company 

1. Open Realization Account and transfer al l 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 liabil ity 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 debit what is received (cash, debentures, shares etc.) and credit 
the purchasing company. 

5. Expenses of liquidation have to be dealt with according to the circumstances of each case. 
(a) If the vendor company has to bea r 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 in the books of the vendor 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. Debit 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 actual ly 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 Reali zation Account. 

8. Pay off preference shareholders by debiti ng them and crediting whatever is given to them. 

9. Transfer equity share capital and account representing profit or loss {including the balance in Real ization 
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 Pu rchase 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 liabilit ies taken over at agreed values and credit Business Purchase Account w ith 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 Goodwi ll 
Account, in the reverse case, the difference should be credited to Capital Reserve. 

3. If t he purchasing company is required to pay the expenses of liquidat ion of the vendor company, the amount 
should be debited to the Goodwill or Capital Reserve Account, as t he case may be. In the instant case, the entry 
shall be: 

Typic:al adjustments which sh.ill ba noted while workine 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 t he other. These entries are made after acquisition without affecting the Real ization Account 
initially. 
Stock Value Adjustment: If inter-company transactions include goods in stock, unrealized profit s must be 

eliminated. The purchasing company adjust s stock value, affect ing Goodwill or Capital Reserve accordingly. 
Inter-Company Loans: Any loan taken by the transferor company from the t ransferee company is assumed 
by t he t ransferee. 

Question & Answer 

Question l 
What are the, conditions, which, according to AS 14 on Accounting for Amalgamations, must be satisfic,d 
for an amalgamation in the nature of merger? 
( SM, MTP 4 Marks Apr'21, Mar'22, PYP 5 Marks Jan'21} 

Answ er 1 
Amaleamation in the nature of merger is an amalgamation where there is a genuine pool ing not only of assets 
and liabili ties of the transferor and transferee companies but also of the shareholders' interests and of the 
businesses of thecompanles. The accounting treatment of such amalgamations should ensure thatthe 
resultant figures of assets, liabi lities, capital and reserves more or less represent the sum of the respective 
figu res 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 condit ions: 
(i) All the assets and liabilities of the t ransferor company become, after amalgamation, the assets and 

liabilities of the transferee company. 
(ii) Shareholders holding not less t han 90% of the face value of the equity sharesof the t ransferor company 

(other than the equity shares already held therein, immediat ely 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 t he 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 adjust ment is intended t o be made to the book values of the assets and liabil ities of the transferor 
company when they are incorporated in the financial statements of the transferee company except 
to ensure uniformityof account ing policies. For example, if transferor company is following weighted 
average method for inventory valuat ion, the book value of the inventory of t he transferor company will 

be revised by applying t he FIFOmethod (if t he 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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Question 2 

Dlstineulsh betwecn (i) the pooling of intercst's mcthod and (ii) thc purchase mcthod of recording 
transactions rc,lating to amalgamation. {SM, MTP 4 Marks Oct'ZO, Oct'Zl} 

Answer 2 

Pooling of Interest Method 
Under pooling of interest's method, the asset s, l iabilities and reserves of the Transferor Company w ill be t aken 

over by Transferee Company at existing carrying amounts unless any adjustment is required due to different 
accounting policiesfollowed by these companies. As a resu lt, the difference between the amount recorded 

as share capital issued(p lus any additional consideration in the form o f cash or other assets) and t he amount 
o f share capita l of Transferor Company should be adjusted in the reservesof the financial statement s of 
Transferee company (recorded as deduction from the reserves where the capital issued is m ore t han t he capital 
o f the transferor company). 
In simple terms, where in case o f pooling method - the amount to be adjustedagainst the reserves- can 
be computed in the following 3 steps-
Step I- Equity Share capital + Preference share capital issued+ any other additionalconsideration in form of 
cash and other assets by the Transferee Company. 
Step II- Existing Equity share capital + Existing Preference share capital in the booksof Transferor Company. 
Step Ill - Step I- St ep II= amount to be adjusted from the reserves of Transfereecompany. 

Purchase M ethod 
Assets and Liabil ities: the assets and liab ilities o f the transferor company should be incorporated at their 
existing carrying amounts or the purchase consideration should be al locat ed to individual identifiable assets 
and liabilities on the basis of their fair values at the date o f amalgamation. 
Diffcrence between the Purchase Consideration and Net Assets transferred: Any excess of the amount o f 
purchase consideration over the value o f the ne t assets of the transferor company acquired by the transferee 
company should be recognized as goodw ill In the financial statement of the transferee company. Any short 
fall should be shown as capital reserve. Goodwill should be amortized over period o f five years un less a 
somewhat longer period can be Justified. 
In simple terms, w here in case o f purchase method- the amount to be transferredto capital reserve or to 
be recorded as Goodwill - can be computed in t he following 3 steps-
Step I- Find ou t the Net assets amount using the following formula- Total assets-Out side liabilities (Non-current 

liabilities + Current Liabilities) 
Step II- Comput e the purchase consideration using any of the methods as given under Purchase consideration 
computation. 
Step Il l- (a) If Step I- Step II= Positive amoun t- then it is capital reserve- since the assets received more than the 
amount paid as purchase consideration to acquire them. 
(b) If Step I- Step II= Negative amount- then i t 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 it s goodwill. 

Question 3 

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 sh:,res of Rs. 10 each at " premium of Rs. S per sh:,re to the equity 

shareholders of Vlm:,I Ltd. 
(b) Cash payment of Rs. 50,000 w as made to equity shareholders of Vimal Ltd. 
(c) Issued 2,000 fully paid 12% Prczfcrence shares of Rs. 100 each at par to discharee tho prefcrcnce 

sharc,holdc,rs of Vimal Ltd. 
(d) Ocbc,ntures of Vlmal Ltd. (Rs.1,20,000) will be convertc,d into oqu:,I 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'Zl, PYP 5 Marks 
Nov'l8} 
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Answer 3 
Particulars Rs. 

Equity Shares (50,000 x 15} 7,50,000 
ash payment 50,000 

12% Preference Share Capital 2,00,000 
Purchase Consideration 10,00,000 
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 t ransferee company to the 
shareholders of the t ransferor 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 
o Eq uity share capital A/c 5,00,000 
o 12% Pre ference share capital A/c 2,00,000 
o Securities premium A/c 2,50,000 
o 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 "Accounti ng for Amalgamation of Companies" and failed to pass journal entry relating to 
discharge of purchase consideration. 

Question 4 
Moon Limited is absorbed by Sun Limited; the consideraticin, being the takeover of liabilitlos, tho payment 
of cost of absorption not exceec:Ung ~ 10,000 (actual cost 11; 9000}; the payment af 9% Debentures of 'I: 50,000 
at a premium of 20% through 8% debentures issued at a premium of 25% of face value; the payment of't 18 
per share in cash; allotment of two 11% preference shares of "'I: 10/ · each and one equity share of "'I: 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"'I: 10/· each fu lly 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 t ransferor company, 
Purchase consideration will be: 

Form 
E ulty shareholders: 1,50,000 >< ~ 18 27,00,000 Cash 
1,50,000 X 2/3 >< ,0: 10 10,00,000 11% Pref. shares 
1,50,000 X 1/3 >< ,0: 13 6,50,000 Equity shares 

43,50,000 
Note: 
1. According to AS 14, 'consideration' excludes the any amount payable to debenture- holders. The liability 

in respect of debentures of vendor company wil l be taken by transferee company, which will then be 
settled by issuing new debentures. 

2. Liquidation expenses will also not form part of purchase consideration. 

Exam Insights: This part of the question required calculation of purchase consideration. Few 
examinees wrongly included amount payable to debenture-holders and cost of absorption expenses 
as part of purGhase consideration. 
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Question 5 
Raman Limited and Naman limited decided to t1mt1lgamate and form a nc,w company Rana limited as on 
31st March, 2023 and provided you the, following inform:>tion: 

Particulars As on 31st March,2023 Revalued Figures for 
Amali,,m:,tion 

Raman Naman limited Raman Naman limited 
Limited ('I:) limited ('I:) 

l"'l l~l 
Equity shares of~ 10 each 6,72,000 2,52,000 
10% Preference Shares of 'I: 100 each 3,36,000 1,68,000 
Reserves and Surolus 5,44,240 2,65,480 
•rade 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 1,89,000 1,17,600 2,78,620 2,06,780 
·rade Receivables 2,81,000 1,47,000 2,47.140 1,38,180 
Cash & Cash Equivalents 2,35,240 1,60,480 

The purchase consideration is to be satisfied as follows: 
(i) By issue of 4 Preference 5hare.s of~ 100 each in Rana limited@~ 85 paid up and at a premium of~ 30 

per share for every 3 preference shares held in both the companies. 
(II) By issue, of 5 Equity shares of 0: 10 each in Rana l imited @ 0: 7 paid up and at a premium of 0: 5 per 

share for every 3 equity shares held in both the companies. 
(Iii) In addition, necessary cash should be, paid to equity shareholders of both the companies as required 

to adjust tho riehts of sharoholdors of both the companies in acc9rdance 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 Nav'23} 

Answer 5 
Purchase consideration 

Raman ltd.~ Naman ltd.~ 
Payable to preference shareholders: 
Preference shares at~ 115 per share 5,15,200 2,57,600 

4 4 
3,360 X ~ (1,680) X ~ 

Eq uity Shares at ~ 12 per share 13,44,000 5,04,000 
5 5 

(67,200) X 3 (25,200) x -
3 

Cash [See W.N.] 41,260 94,980 
19,00,460 8,56,580 

Working note: 

Raman Ltd .>; Naman ltd. 0: 
Goodwill 1,62,000 
PPE 10,58,100 5,20,100 
rade receivables 2,47,140 1,38,180 

Inventory 2,78,620 2,06,780 
Cash & Cash Equiva lent 2,35,240 1,60,480 

19,81,100 10,25,540 
Less: Trade payables {80,640) (1,68,960) 

19,00,460 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 sha re holde rs of both companies. 

Question 6 

Naresh Ltd . had the followlne transactions durine the financial year 2022-2023: 
I. Naresh Ltd. acquired running business of Sunil Ltd. for 'It 10,80,000 on 15th May, 2022. The fair value of 

Sunil Ltd.'s net assets was ~ 5,16,000. Naresh Ltd. is of the view that due to popularity of Su nil Ltd.'s 
product in the market, Its goodwill exists. 

ii. Naresh Ltd. had taken a franchise on July 2022 to operate a restaurant from Sankalp Ltd. for~ 1,S0,000 
and at an annual fee of 10% of net revenues (after deducting expenditure). The franchise expires after 6 
years. Net revenues were 'I: 60,000 during the financial year 2022-2023. 

iii. On 20th August, 2022, Naresh Ltd, incurred costs of 'I: 2,40,000 to register the patent for its product. 
Naresh Ltd. expects the patent's economic life to be 8 years. 
Naresh 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 
:icquisitlon. 
Goodwill on acquisition of business to bn amortizc,d over 5 years {SLM) :is pc,r AS 14. 
Prepare, a schedule showing tho intaneible assets snction in N3resh Ltd. Balance Shc,et at 31st March, 
2023. (RTP May'24) (Some Concept Diffcrant Figure MTP 5 Marks Oct'22, RTP May '21) 

Answc,r 6 
Naresh Ltd.Balance Sheet (Extract relating to intangible asset) as on 31st March 2023 

Note No. '!' 

Assets 
(1) Non-current assets 

Inta ngible assets 1 ,11,200 

Notes to Accounts (Extract) 

1. I nta ngi ble assets 
Goodwill (Refer to note 1) 

Franchise ( Re fer to Note 2) 

Pate nts (Re fe r to Note 3) 

Working Notes: 

(1) Goodwill on acquisition of business 

,51,200 

1,50,000 
2 10 000 8,11,200 

Cash paid for acquiring the bus iness (purchase consideration) 

Less: Fair value of net assets acquired 

Goodwill 

l ess: Amortisation as per AS 14 ie. over 5 years (as per SLM) 

Balance to be shown in the balance sheet 

(2) Franchise 

Less: Amortisation (over 6 years) 

Balance to be shown in the balance sheet 

(3) Patent 

Less: Amortisation (over 8 years as per SLM) 
Balance to be shown in the balance sheet 

Question 7 

Following is the information of Anu Ltd. and Banu Ltd. as on 31.03.2023 were as under: 

Share, Capital: 

Anu Ltd. 
(~) 

10,80,000 

(5,16,000) 

5,64,000 

(1,12,800) 

4,51,200 

1,80,000 

(30,000) 

1,50,000 

2,40,000 

(30,000) 

2,10,000 

Banu Ltd. 
('I:) 
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50,000 Equity Shares of 0:10 each, Fully Paid 5,00,000 
37,500 Equity Shares of 0:10 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 
Motor Vehicle 37,500 25,000 
Trade Receivables 2,50,000 1,00,000 
lnvl!ntory 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, An ban Ltd. is formed to take over the Assets and Liabilities of Anu Ltd. and Banu Ltd. on the 
following basis: 
Assets :1nd Llabllities ore to be t:1ken at Book Value, with the, followine exceptions: 
(a) Goodwill of Anu ltd. and Banu Ltd. ls to be valued at 0:1,75,000 and 8:50,000 respectively. 
(b) Plant and Machinery of Anu Ltd. arc to ba valued at "Cl,25,000. 
(c) 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 ~10. 
2. Draw up a Balance Sheet of Anban l td. as on 1st April, 2023, when Amalgamation is completed. {MTP 

14 Marks Apr'24) 

Answer7 
C:,lculation of Not Assets 

Particulars Anu ltd.(~) 
Goodwil l 1,75,000 
Freehold roperty 3,75,000 
Plant & Machinery 1,25,000 
Motor vehicle 37,500 
Trade receivable 2,50,000 

Inventory 2,87,500 

Cash at Bank 1,00,000 

Total 13,50,000 

Less : Trade payable (2,62,500) 

6% debentures 
Net Assets 10,87,500 

Calculation of Purchase Consideration 
Sr. 
No. 

Particulars 

1 mount payable to Equity Share 
Holder in the form of 
1,08, 750 E u ity shares of ~10 each 
8,000 Eq uity shares of ~10 each 

Purchase Consideration 

Computation Anu Ltd 

(1,08,750 X 10) 10,87,500 
(48,000 X 10) 

10,87,500 
Balance Sheet of An ban Ltd. as on 1st April, 2023 

Particulars Note No. 

(1) Shareholders' Funds 
(a) Share Capital 1 
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Banu Ltd. (~) 
50,000 

3,00,000 
50,000 
25,000 

1,00,000 
2,25,000 

50,000 
8,00,000 

(1,62,500) 

(1,57,500) 
4,80,000 

Banu Ltd 

4,80,000 
4,80,000 

15,67,500 



(2) Non-current Liabilities 

(a} Long term borrowings 2 1,57,500 
(3) Current Liabilities 
(a} rade Payables (2,62,500 + 1,62,500} 4,25,000 

Total 21,50,000 
ssets 

(1 Non-current Assets 

(a} Property Plant and Equipment 3 9,12,500 

(b) Intangible assets 4 2,25,000 
(2) Current Asset s 

(a} Inven tories (2,87,500 + 2,25,000) 5,12,500 
b) rade Receivables 2,50,000 + 1,00,000 3,50,000 

(c} Cash and cash equivalents (l,00,000 + 50,000} 1,50,000 
otal 21,50,000 

Notes to Accounts: 
Note No. Particulars 

l Share Capital 

Equity share capital 
1,56, 750 equity shares of '1:10 each 15,67,500 
(out of above shares are issued for consideration other than cash} 

2 Long t erm borrowings 

6% Debentures 1,57,500 
3 Property, Plant & Equipment's 

Freehold property (3,75,000 + 3,00,000} 6,75,000 
Plant & M achinery (1,25,000 + 50,000) 1,75,000 
Motor Vehicle (37,500+25,000} 62,500 

4 I ntan Ible assets 9,12,500 
Goodwill (1,75,000 + 50,000} 2,25,000 

Question 8 

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 Grey 
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 arc as follows: 

Black Ltd. 0::) White Ltd. 0::) 
Share Capital: 
Equity share of 'I: 10 each 15,00,000 14,SO,OOO 
10% Prcfcrencc shares of '{ 100 c:ich 2,00,000 1,40,000 
Revaluation Reserve 1,00,000 2,00 000 
General Reserve 1,6S,000 85,000 
Profit & Loss Account: 
Opening balance (Credit balance) 1,50,000 1,20,000 
Profit for the Ycar 2,00,000 1,30,000 
15% Debentures of 'I: 100 each (Secured) 400000 5,00,000 
Trade payables 3,10,000 1,20,000 
Land and Buildings 3,20,000 7,40,000 
Plant o1nd Machinery 18,00,000 14,00,000 
Investments 1,00,000 60,000 
Inventor 2,20 000 150 000 
Trade Receivables 4,25,000 2,65,000 
Cash at Bank 1,60,000 1,30,000 

Additional Information: 
(i) The authorized capital of the new company will be 0:: 54,00,000 divided into 2,00,000 equity shares of 
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"( 25 each, and 4,000 preference shares of"( 100 each. 
(ii) Trade payables of Black l imited includes "( 15,000 due to White limited and trade receivables of 

White Limited shows"( 15,000 receivable from Black l imited. 
(iii) l and & Buildi ngs and inventory of Black limited and White Umited are to be revalued as under: 

Black ltd.(it:) White ltd.("() 
land and Buildings 5,20,000 10,40,000 
lnvantory 1,80,000 1,25,000 
(iv) The purchase consideration is to be discharged as under: 
(a) Issue 1,80,000 equity shares of "( 25 each fully paid up in proportion of their profitability in the 

preceding two financial years. 
(b) Preference shareholde,rs of two companies are issued equivalent number of 12% preference shares 

of Grey limitad at a price of~ 120 per share (face value 0: 100}. 
(c) 15% Debenture holders of Black limited and White limited are discharged by Grey Limited issuing 

such number of its 18% Debentures of"( 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 
took 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 48,40,00( 
(b) Reserves and Surplus ,;', n n .-,, 2 1,85,000 
(2) Non-Current Liabili ties \\ // 11 \'s 
Long-term borrowings \\f/ 11 \\ 3 I 7,50,000 
(3) Current Liabilities V ! ' \ 

Trade pavables 4,15,000 
Total 61,90,000 

II. Assets 
( 1) Non-current assets 
(a) Prooertv, Plant and Equioment 4 47,60,000 

(b) Non-current investments 1,60,000 
(2) Current assets 
(a) Inventory 3,05,000 

(bl Trade receivables 6,75,000 
(c) Cash and bank balances 2,90,000 

Total 61,90,000 
Notes to Accounts: 

("() (it:) 
1. hare Capital 

uthorized: 
2,00,000 equity shares of 'I: 25 each 50,00,00 
,000 reference share of 'I: 100 each 4,00,000 

Issued, subscribed, and paid up share capital: 
1,80,000 Eq uity shares of"( 25 each 45,00,000 
,400 Preference shares of it: 100 each 3,40,000 

(a ll the above shares are allotted as fully paid-up pursuant to 48,40,000 
ontracts without payment being received In cash) 

2 . Reserves and surplus 
ecurit ies Premium (3,400 x-: 20) 68,000 
apital Reserve 1,17,000 1,85,000 

3. long-term borrowings 
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18% Debentu res 7,50,000 
4. Property, plant and equipment 

Land and Building 15,60,000 

Plant and Machinery 32,00,000 47,60,000 
Working Notes: 

(~) 
Black Ltd. Grey Ltd. 

1. Computation of Purchase consideration 
~reference shares: 

, hares at~ 120 each 2,40,000 1,68,000 
Equity shares: 
Preceding 2 years profitability 

'ear 1 1,50,000 1,20,000 

'ear 2 2,00,000 1,30,000 
3,50,000 2,50,000 

, hares (in ratio 35: 25) 
1,05,000 shares a t I!: 25 26,25,000 
75,000 sha res a t '1': 25 18,75,000 
ii.mount of purchase considerat ion (a+ b) 28,65,000 20,43,000 

2. Net Assets Taken Over 

11.ssets taken over: 
La nd and Buildi ng 5,20,000 10,40,000 

Plant and Machinery 18,00,000 14,00,000 

nvest ments 1,00,000 60,000 
nventory 

"' T<n<""'< 1,80,000 1, 25,000 
· rade receivables \\ JI . I \\ 4,~5,000 2,50,000 
Cash and bank ' .. , / i I \ 1,60,000 1,30,000 

\J I I ' 31,85,000 30,05,000 
Less: Liabilities taken over: 
Debentures 3,33,333 4,16,667 
•rade payables 2,95,000 1,20,000 

6,28,333 5,36,667 

Net assets t aken over 25,56,667 24,68,333 

Purchase considera tion 28,65,000 20,43,000 
Goodwill 3,08,333 
Capital reserve 4,25,333 
Net amount of capital reserve ·"! 1,17,000 

3. Black Limited White Limited 

Exist ing Debentures ~ 4,00,000 X ~ 5,00,000 X 15% 
15% 

= ~ 60,000 = ~ 75,000 
Debentures to be Issued in Grey Limited @ 18% to mainta in 'I: 60,000 X '!: 75,000xl 00/18 
he same amount of interest 100/18 

= "'. 3,33,333 = "'. 4,16,667 

Question 9 

The summarized Balance Sheets of Black Limited and White limited as on 31st March, 2020 is as follows: 

Particulars Notes Black Limited White Limited 
(0: In 000) (0: In 000) 

Equity and Liabilities 

Shareholders' Funds 

1 6,000 3,600 
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(b) Reserves and Surplus 
Current Uabilities 
Trade payables 
Total 
Assets 
Non-current assets 
Property, Plant and Equipment 
Current assets 

(a) 

(b) 

(c) 
Total 

Note 
No. 
1. 

2. 

Inventories 

Trade receivables 
Cash and Cash Equivalents 

Particulars 

Share Capital 
Equity Shares of 'I; 100 each 
Reserves and Surplus 
General Reserve 
Profit and loss Account 
Total 

Black limited takes over White limited on 1st July, 2020. 

2 1,080 660 

600 360 
7,680 4,620 

3,600 2,400 

960 720 
1,680 1,080 
1,440 420 
7,680 4,620 

Black limited White limited 
('!; in 000) ('!; in 000) 

6,000 3,600 

360 180 
720 480 

1,080 660 

No Balance Sheet of White limited is available as on that date. It is, however estimated that White Limited 
earned profit of 'I; 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 a 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 a months' period. 
Goodwill of White limited is valued at 'I; 2,40,000 and Property Plant and Equipment are valued at 'I; 1,20,000 
above the depreciated book value on the date of takeover. 
Purchase consideration is to be s.itisfled by Bl.ick Limited by issuing sh.ires .it par. Ignore income tax. You .ire 
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 1st July, 2020. 

(Iii) Give balance of Profit or loss of Black limited as on 1st July, 2020 

(iv) Give balance of Property Plant and Equipment as on 1st July, 2020 after t.ikeover. {PYP lO MarksJu/'21} 

Answer 9 
(i) No. of shares issued by Black ltd. to White ltd. against purchase consideration 

White Ltd. ~ 'l. 

Goodwil l 2,40,000 
Propert , lant and e uipment 24,00,000 
l ess: 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 4,20,000 
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 
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Less: Trade payables 
Purchase Consideration 

Number of shares to be issued b Black Ltd.@~ 100 each 
(ii} Calculation of Net Current Assets as on 01.07.2020 

Black Ltd . 

Current assets: 
Inventory 9,60,000 
Trade receivables 16,80,000 
Cash and Bank 14,40,000 
Less: Dividend (6,00,000) 
Add: Profit after depreciation 4,80,000 
Add: Depreciat ion being non cash 90,000 14,10,000 

40,50,000 
Less: Trade payables (6,00,000} 

34,50,000 
(iii) Profit :>nd Loss Account b:,l:,nce of Black Ltd. :>s on 1.07.2020 

P & L A/c balance as on 31.03.2020 
less: Dividend paid 

Add: Estimated profit for 3 months after charging de reciat ion 

Property, plant and equipment of Black l td. as on 31.03.2020 
Less: Depreciation for 3 months [36,00,000 x 10"/o x 3/12] 

Property, plant and equipment of White ltd. Taken over as on 
31.03.2020 
l ess: Proportionate depreciation for 3 months on fixed assets 

Add: Appreciation above the estimated book val ue 
Total Property, plant and equipment as on 1.7.2020 

4,20,000 
(3,60,000) 

2,40,000 
60,000 

24,00,000 

(60,000) 
23,40,000 

1,20,000 

(3,60,000) 
45,00,000 

45,000 shares 

White Ltd. 

' 
7,20,000 

10,80,000 

3,60,000 
21,60,000 
(3,60,000) 
18,00,000 

7,20,000 
(6,00,000) 

1,20,000 
4,80,000 
6,00,000 

36,00,000 
(90,000) 

35,10,000 

24,60,000 
59,70,000 

Exam Insights: l arge 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 1st July, 2020. Some of them also erred in 
computation of balances of profit or loss and property, plant and equipment of Black l td. after 
takeover. 

Question 10 

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: 

(I} Equity & Li abilities 
(1) Sh:>roholders' fund 

Share Capit.:>I 
Equity shares of ~ 10 each 
Reserves & Surplus 
General Reserve 

Galaxy Ltd. Glory Ltd. 

8,40,000 4,55,000 

4,48,000 40,000 
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Profit & Loss A/ c 1,12,000 72,000 
(2) Non-currc,nt 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 

(11) Assets 

(1) Non-current assets 

Property, Plant & Equipmc,nt 

Freehold property, at cost 5,88,000 3,36,000 
Plant & Machinery, at cost less 1,40,000 84,000 
depreciat ion 
Motor veh icles, at cost less depreciation 56,000 

(2) Current Assets 

Inventories 3,36,000 4,38,000 
Trade Receivables 4,62,000 1,18,000 

Cash at Bank 2,38,000 1,04,000 
Total 18,20,000 10,80,000 

Assets and Liabilities are to be taken at book value, with the following exceptions: 

(i) The Debentures of Glory Ltd . are to be discharged, by the issue of 8% Debentures of Glorious Ltd. at a 
premium of 10%. 

(ii) Plant and Machinery of Galaxy Ltd. are to be valued at 'I: 2,52,000. 
(iii) Goodwill is to be valued at: Galaxy Ltd. 'I: 4,48,000 Glory Ltd. 'I: 1,68,000 
(iv) Liquidator of Glory Ltd. is appointed for collection from trade debtors and payment to trade creditors. 

He retained the, c:,sh balance and collected '{ 1110,000 from debtors and paid '{ 1,80,000 to trade 
creditors. Liquidator ls entitled to receive 5% commission for collectlon and 2.5% for payments. The 
balance cash will be, taken over by new company. 
You arc required to : 

(1) Compute the number of shares to be issued to the shareholders of Galaxy Ltd . and Glory Ltd, assuming 
the nominal value of each share in Glorious Ltd. is 'I: 10. 

(2) Prepare Balance Sheet of Glorious Ltd ., as on 1st April, 2020 and also prepare notes to the accounts 
as per Schedule Ill 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.) 

Purchase Consideration: 
Goodwill 

Plant and Machinery 
Motor vehicles 
Inventory 
Trade receivables 
Cash at Bank 

Less: Liabilit ies: 
6% Debentures (3,00,000 x 110%) 

Trade payables 
Net Assets taken over 
To be satisfied by issue of sha res of Glorious. 
Ltd. @ '{ 10 each 
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4,48,000 
5,88,000 
2,52,000 

56,000 
3,36,000 
4,62,000 
2,38,000 

23,80,000 

(4,20,000) 
19,60,000 

1,96,000 

1,68,000 
3,36,000 

84,000 

4,38,000 

24,000 
10,50,000 

(3,30,000) 

7,20,000 
72,000 



(ii) Balance Sheet of Glorious Ltd . as at 1st April, 2020 

Particul:1rs Note No Amount 

'( 

EQUITY AND LIABILITIES 

1 Shareholders' fu nds 

(a) Share capital 1 26,80,000 
(b) Reserves and surplus 2 30,000 

2 Non-current liabilities 

(a) Long-term borrowings 3 3,00,000 

3 Current liabilities 

(a) ~ rade payables 4,20,000 

ASSETS Total 34,30,000 

1 Non-current assets 

(a) Property, plant and equipment 4 13,16,000 

Intangible assets 5 6,16,000 

2 Cu rrent assets 

(a) Inventories 6 7,74,000 

(b) Trade receivables 4,62,000 

(c) Ca sh and cash equivalents 7 2,62,000 

' Total, _; ( 34,30,000 

Notes to accounts: 

\/ i '( '( ·., 
1. ,ha re Capital 

Equity share capital 26,80,000 
2,68,000 shares of'( 10 each 
(All the above shares are issued for consideration other 
han 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 
eehold property 
Galaxy Ltd. 5,88,000 
Glory Ltd. 3,36,000 9,24,000 
Pia nt and Mach inery 
Galaxy Ltd. 2,52,000 
Glory Ltd. 84,000 3,36,000 
Motor vehicles - Galaxy Ltd. 56,000 

13,16,000 
5 Intangible assets 

Goodwill 
Galaxy Ltd. 4.48,000 
Glory Ltd. 1,68,000 6,16,000 

6 Inventories 
Galaxy Ltd. 3,36,000 
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Glory Ltd . 4,38,000 7,74,000 
7 Cash and cash equivalents 

Galax Ltd. 2,38,000 
Glory Ltd .(As per working note) 24,000 2,62,000 

Working note: 
Calculation of cash balance of Glory Limited to be taken over by Glorious Limited 

Cash balance as at 31st March,2020 1,04,000 
Add: Received from debtors 1,10,000 

2,14,000 
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 

Question 11 
The following are the Balance Sheets of P Ltd. and Q Ltd. as at 31st March, 20Xl: 

Particulars Notes 0: P Ltd 0: QLtd 
Equity and liabilities 

1 Shareholders' funds 

A Share capital 1 8,00,000 --.J 4,00,000 
B Reserves and Surplus 3,00,000 -.....:..,. 2,00,000 

2 Non-current liabilities _;,. \ 
A Long-term borrowl ngs 2 2,00,000 1,50,000 

3 Current liabilities 

A rade Payables 2,50,000 1,50,000 
Total 15,50,000 9,00,000 

!\ssets 

1 Non-current assets 

A Property, Plant and Equipment 7,00,000 2,50,000 
B Non-current Investments 80,000 80,000 

2 Current assets 

A Inventories 2,40,000 3,20,000 
B rade 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 har<l Capital 

Equity shares of 0: 10 each 6,00,000 3,00,000 
10% Preference Shares of 0: 100 each 2,00,000 1,00,000 

8,00,000 4,00,000 
2 Long term borrowings 

12% Debentu res 2,00,000 1,50,000 
2,00,000 1,50,000 

Details of Trade receivables and t rade a ables are as under: 
P Ltd. (0:) Q ltd. ('{) 

Trade receivables 
Debtors 3,60,000 1,90,000 
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~ 
Bi lls Receivable 60,000 20,000 

4,20,000 2,10,000 

Trade a ables 

Sundry Creditors 2,20,000 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 
abovc transactions are given effect to, P Ltd. will absorb Q Ltd. on the following terms: 
(i) 8 Equity Shares of "! 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 '( 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 "! 10,000 due to P Ltd. 

(v) Inventory i n 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. (SM) 
{Same concept different f igures RTP May 123, PYP 10 Marks May '19, MTP 14 Marks Ju/'24} 

Answer 11 
(a) Journal Entries in the Books of P Ltd. 

Dr. Cr. 
... , n n ., . n' c '( '( 

Property, Plant and Equipment \', II I \\ // I Dr. 1,05,000 

To Reva I uation Reserve I I \"I l 1,05,000 
(Revaluation of PPE at 15% above book value) u ' 

.., 

Reserve and Surplus Dr. 60,000 

To Eouity Dividend 60,000 
(Declaration of equitv dividend @ 10%) 

Equity Dividend Dr. 60,000 

To Bank Account 60,000 

(Payment of equity dividend) 
Business Purchase Account Dr. 4,90,000 

To Liquidator of Q Ltd. 4,90,000 

(Consideration payable for the business taken overfrom Q Ltd.) 

Propertv, Plant and Equipment (115% of '( 2,50,000) Dr. 2,87,500 

Inventory (95% of "! 3,20,000) Dr. 3,04,000 

Debtors Dr. 1,90,000 
Bill s Receivable Dr. 20,000 

Investment Dr. 80,000 

Cash at Bank Dr. 10,000 

(!!; 40,000 --": 30,000 dividend paid) 

To Provision for Bad Debts (5% of"! 1,90,000) 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 4,90,000 

To Capital Reserve (Balancing figure) 80,000 

(Incorporation 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) 
liquidator of Q Ltd. Dr. 4,90,000 
To Eq uity 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 x 108%} Dr. 1,62,000 
Discount on Issue of Debentu res Dr. 18,000 
To 12% Debentu res 1,80,000 
(Allotmen t of 12% Debentures to debenture holdersof Q Ltd. at a 
dlscou nt of 10%) 
Sundry Creditors of Q Ltd. Dr. 10,000 
To Sundry Debtors of P Ltd . 10,000 
(Cancellation of mutual owing) 
Goodwill Dr. 30,000 
To Bank 30,000 
(Being liq uidation expenses reimbursed to Q Ltd.) 
Capital Reserve Dr. 30,000 
To Goodwil l 30,000 
(Being goodwil l set off) 
(b) Statement of Considcr:.tion p:.yable by P ltd. for 30,000 sh:.res (p:.yment method) 

30.0 00 
Shares to be allotted 

6 
X 8 = 40,000 shares of P Ltd. 

Issued 40,000 shares of ~ 10 each i.e . ~ 4,00,000 (i) 
For 10% preference shares, to be paid at 10% discount 
Rs. 1,00 ,00 0 x90 ~ 90,000 (ii) 

100 
Consideration amount [Ii) + (ii)J ~ 4,90,000 

Question 12 
Mohan Ltd. eives ou the followin lnform:.tion :.son 31st M:.rch 2020: 

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 pa able on Debentures 20000 
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 followine 
terms: 
(i) 

(a) Mohan ltd.'s debentures are paid by similar debentures in new company and for outstandine 
accrued interest on debentures, equity shares of equal amount are issued at par. 

(b) The t rade payables are paid by issue of 12,000 equity shares at par in full and final settlement of 
their claims. 

(c) Preference shorcholders :.re to i:et equ:.I number of equity shares issued at p:.r. Dividend on 
preference sh:.res is in arrears for three years. Preference shareholders to fori:o dividend for two 
ycors. For balance dividend, equity shares of equal amount arc issued at par. 

(d) Equity sh:.raholdcrs arc issuc,d one share at p:.r for every three shares hdd in Mohan ltd. 
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(ii) Current Assets are to be taken at book value (exc 
Goodwill is to be eliminated. The Property, plant an 

ept inventory, which is to be reduced by 10%). 

d equipment is taken over at Rs. 3,08,400. 
(iii) Remaining equity shares of the new company are is sued 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 

d. balance of Mohan Ltd. before acquisition by Ravi Lt 
You are required to prepare: 

(a) count In the books of Mohan Ltd. Realization account and Equity Shareholders' ac 
(b) Bank Account and Balance Sheet with notes to a ccounts In the books of Ravi Ltd. (RTP May'21} 

Answer 12 
In the books of Mohan Ltd. 

(i) Realisation Account 

Rs. 

To Goodwill 10,000 B y 10% Debentures 
To Property, plant and equipment 3,40,000 B y Inte rest accrued on debentures 
To Inventory 80,000 B y Trade payables 
To Trade receivables 1,10,000 B 

( 
y Ravi Ltd. (Pu rchase consideration) 

W.N. 1) 
To Bank (20,000 - 5,000) 15,000 B 

(I 
y Equity sha reholders A/c 
oss on realization) (Bal. fig.) 

To Preference shareholders A/c (W.N.2) 5,400 
5,60,400 

(ii) Equity shareholders' Account 

Rs. 
To Profit & loss A/c 1,70,000 By Equit\ Share ca ital 
To Expenses• 5,000 
To Eq uity shares in Ravi Ltd. 1,00,000 I I 

To Realization A/c 25,000 
3,00,000 

*Alternatively, expenses may be routed through Realizatio n account. 
vi Ltd. In the books of Ra 

(iii) Bank Account 

Rs. 
o Business Purchase 15,000 Bv Bala nee c/d Bal. fig.) 
o Equity shares application & 94,600 

allotment A/c (W.N. 3) 
1,09,600 

(iv) Balance Sheet as at 31st March, 2020 

Particulars 

I. Equity and Lia bilities 
{1) Shareholder's Funds 

Share Capital 
(2) Non-Current Liabilities 
long-term borrowings 

Total 
11. Assets 
(1) Non-current assets 
(a) Property, plant and equipment 
(2) Cu rrent assets 
(a) Inventories 
(b) Trade receivables 
(cl Cash and cash equivalents 

Note No. 

1 

2 

Rs. 
3,00,000 

3,00,000 

Rs. 
1,09,600 

1,09,600 

Rs. 

4,00,00 

2,00,000 
6,00,000 

3,08,400 

72,000 
1,10,000 
1,09,600 
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2,00,000 

20,000 
1,50,000 
1,65,400 

25,000 

5,60,400 



Total I 
Notes to Accounts 

1. Share Capital 

Aut horised sha re capital 
0,000 eq uity sha res of Rs. 10 each 

Issued and Subscribed 

0,000 shares of Rs. 10 each fully pa id up 
(out of the above, 30,540 (W.N.3) shares have been allott ed as fully paid-up 
pursuant to contract without payment be ing received in cash) 

2. Long Term Borrowings 

10"/4 Debentures 
Working Notes: 
1. Calculation of Purchase consideration 

Payment to preference shareholders 
6,000 equity shares @ Rs. 10 
For a rrears of dividend: (6,000 x Rs. 10) x 9% 
Payment to equity shareholders 

(30,000 sha res x 1/3) @ Rs. 10 
otal purchase considera tion 

2. Preference shareholders' Account in books of Mohan Ltd. 

Rs. 
o Equity Shares in Ravi Ltd. 65,40 By Pre ference Share capital 

By Realization A/c (Bal. fig.) 

65,400 
3. Calculation of number of Equity shares issued to ublic 

6,00,000 1 

Rs. 

4,00,000 

4,00,000 

2,00,000 

Rs. 

60,000 
5,400 

1,00,000 
1,65,400 

Rs. 
60,000 

5,400 

65,400 

Number of shares 
utho rized equity shares 40,000 

Less: Equity shares issued for 
Interest accrued on debentures 2,000 

rade ayables o f Mohan Ltd . 12,000 
Preference shareho lders of Mohan Ltd. 6,000 

rrears of preference dividend 540 
Equity sha reholders o f Mohan Ltd. 10,00 (30,540) 

9,460 

Question 13 

P Ltd. and Q Ltd. agrec,d to amalgam3te their business. The scheme c,nvlsaeed "share capital, equal to the 
combined capital of P Ltd. and Q Ltd. for the purpose of acquiring tho 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 

Li3bilities P Ltd. Rs. Q Ltd. Rs. Assets P Ltd. Rs. Q Ltd. Rs. 

Equity & liabilities: Assets: 

Sh3reholders Fund Non-current Assc,ts: 

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 calculated 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 issuod for discharging purchase consideration to P Ltd. 
and Q Ltd. 
You are required to: 
(i) Calculate 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 Ill after recording the necessary journal 

entries. (RTP May'18, Nov'21} 
Answer 13 
(i) Calculation of number of shares issued to P ltd. and Q Ltd.: 

mount of Share Capital as er balance sheet Rs. 
P Ltd . 6,00,000 
Q Ltd. 8,40,000 

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 
Issued 86,400 shares@ Rs. 10 each at a premium of Rs.15 per share 
Share of Q Ltd.= Rs. 14,40,000 ~ (14,40,000/ {21,60,000 + 14,40,000)] 

= Rs. S, 76,000 or 57,600 shares 
Securities premium = 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 
(ii) Journal Entries in the books of PQ Ltd. 

Dr. 
P:>rticulars Amount {R.s.) 

Business purchase account Dr. 36,00,000 
To Liquidator of P Ltd. account 
To Liquidator of Q Ltd. account 

{Being the amount of purchase consideration 
payable to liquidator of P Ltd . and Q Ltd. for assets 
t aken over) 
Goodwill Dr. 5,40,000 
Property, Plant & Equipment account Dr. 7,20,000 
Inventory account Dr. 3,60,000 
Trade receivables account Dr. 4,80,000 
Cash at bank Dr. 3,00,000 

To Trade payables account 
To Business purchase account 

{Being assets and liabi lities of P Ltd. taken over) 
Property, Plant & Equipment account Dr. 10,80,000 

Cr. 
Amount 

{Rs.) 

21,60,000 
14,40,000 

2,40,000 
21,60,000 
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Inventory account Dr. 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 Business purchase account 14,40,000 
(Being assets and liabilities 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 A/c 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 8;,lance Sheet of PQ Ltd. on 31st March, 2017 ;,fter am;,lg;im;,tion 
Particulars Notes ~ 

Equity and l iabilities 
1 ,hareholders' funds // 

a Share capital \\ II 1 21;60,000 
b Reserves and Surplus \I 2 32,40,000 

2 Current liabilities 
. -

a -rade payables (2,40,000 + 5,40,000) 7,80,000 
otal 61,80,00( 

l\ssets 
1 Non-current assets 

a Fixed asset s 

2 angible assets (7,20,000 + 10,80,000) 18,00,000 
Intangible assets (goodwl II) 4 5,40,000 
Current assets 

a Inventories (3,60,000 + 6,60,000) 10,20,000 

b rade receivables (4,80,000 + 7,80,000) 12,60,000 

C Cash and cash equivalents 3 15,60,000 
-otal 61,80,000 

Notes to accounts 
Rs. 

ssued, subscribed and paid up share capital 

,16,000 Equity shares of Rs. 10 each 21,60,000 
Out of the above 1,44,000 shares issued for non-cash consideration 

nder scheme of amalgamation) 

2 eserves and Surplus 
ecurities premium 32,40,000 
@ Rs. 15 for 2,16,000 shares 

3 Cash and cash equivalents 
ash at Bank 15,60,000 

4 ntangible Assets 
oodwill 5,40,000 
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Working Notes: 

1.Calculation of goodwill of P Ltd. 
Particulars 

2014-15 

2015-16 

2016-17 
otal a+b+c) 
eighted Average = [Total weighted amount/ 
otal of weight][ Rs. 32,40,000/6] 

Goodwill 

2. Calculation of Net assets 

O.ssets 
Goodwill 
Property, Plant & Equipment 
Inventory 

rade receivable 
Cash at bank 
Less: Liabilities 
Bank overdraft 

rade payables 
Net assets or Purchase consideration 
New authorized capit.il 
= Rs . 14,40,000 + Rs. 12,00 000 = Rs. 26,40,000 
Cash and Cash equivalents 

P Ltd . Balance 
Cash received from Fresh issue (72,000 X Rs.25) 

Less: Bank Overdraft 

Amount Weight Weighted 
Rs. amount Rs. 

3,00,000 1 3,00,000 

5,25,000 2 10,50,000 

6,30,000 3 18,90,000 
14,55,000 6 32,40,000 

5,40,000 

P Ltd. Rs. Q Ltd. Rs 

5,40,000 
7,20,000 10,80,000 
3,60,000 6,60,000 
4,80,000 7,80,000 
3,00,000 

5,40,000 
2,40,000 5,40,000 

21,60,000 14,40,000 

/:' I I ' 
JI 11 ' Rs. 

i I ' 3,00,000 I - ~ 

18,00,000 
21,00,000 
5,40,000 

15,60,000* 
*The balance of cash and equivalents has been shown after setting off overdraft amount. 

Question 14 
The balance sheets of Truth Limited and Myth Limited as at 31.03.2021 is given below. Myth Limited is to 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 Liabilitl1>s 

1. Shareholders' Funds 

Share Capital 1 10,00,000 4,00,000 

(b) Reserves and Surplus 2 11,35,000 4,13,000 

2. Non -Current Liabilities 3 1,50,000 

3. Curr1>nt Li:1biliti1>s 4 1,40,000 1,82,000 

Total 22,75,000 11,45,000 

(2)Asscts 

1. Non -Current Assets 

(a) Property, Plant & Equipment 15,75,000 6,80,000 

(b) Investments 1,87,500 1,00,000 

2 . Currc,nt Assats 5 5,12,500 3,65.000 

Tot.ii 22,75,000 11,45,000 
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Note Particulars Truth limited ('I:) Myth Limited ('{) 
No. 

1 Share Capital 10,00,000 4,00,000 
Equity shares of 'I: 10 each 

2 Reserves & Surplus 
General Reserve 5,05,000 2,30,000 
Profit & Loss A/c 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 ... 1,50,000 
4 Current Liabilities 

•radc Payables 90,000 1,42,000 
Other Current Liabilities 50,000 40,000 

1,40,000 1,82,000 
5 Current Assets 

Inventory 2,15,000 85,000 
·rade Rcccivables 2,02,500 1,75,000 
Cash and Cash equivalents 95,000 1,05,000 

5,12,500 3,65,000 
Truth Limited would issue 12% debentures to discharge the claim of the debenture holders of Myth Limited 
so 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% to Myth Limited. This income 
is to be deducted from profits while computing average profit for the purpose of calculating goodwill. Profit 
before tax of both the companies during the last 3 years were as follows: 

Truth Limited ('I:) 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 takini: 18% as normal rate of return. li:nore 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 

I. 
Particuhus 

Equity and liabilities 
( 1) Shareholder's funds 

(a) Share capital 
(b) Reserves and surplus 

(2) Non-cu rrent liabilities 
12% Debentu res 

(3) Current liabi lities 
(a) Trade payables 
(b) Other current liabilities 

otal 
II. Assets 

(1) Non-current assets 
(a) Property, plant and equipment 
(b) Intangible assets (Goodwill) (WN 1] 
(c) Non-current investments 
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Note No. 

1 
2 

3 

4 
5 

6 

7 

13,13,750 
20,76,250 

1, 75,000 

2,32,000 
90,000 

38,87,000 

22,55,000 
4,67,000 
2,87,500 



(2) Current asset s 
(a) Inventories (2,15,000 + 85,000) 3,00,000 
(b) Trade receivables 2,02,500 + 1,75 000) 3, 77,500 

(c) Cash & cash equivalents (95,000 + 1,05,000) 2,00,000 

otal 38,87,000 
Notes to Accounts 

(") (") 
1. Sha re Capital 

1,31,37S Eq uity Shares of'< 10 each [1,00,000 + 31,37S] 13,13,750 
(of the above shares, 31,37S shares were issued to the vendors 
o therwise t han for cash) 

2. Reserves and surplus 
General Reserve 5,05,000 
Profit and loss A/c 4,45,000 
Securities Premium [31,37S x 30] 9,41,250 
Export profit reserve 1,8S,000 
Add: Balance of Myth Ltd. 25,000 2,10,000 
Amalgamation Adjustment Reserve {25,000) 20, 76,250 

3. l ong Term Borrowings 
12% Debentures issued to Myth Ltd. 1,7S,000 

4. Trade payables 
Trade payables 90,000 
Add: Taken over 1,42,000 2,32,000 

5 Other Current Liabilities 
Truth Ltd. - --- - S0,000 
Myth Ltd. \\ II I \\ JI 40,000 90,000 

6. Property, Plant & Equipment \\J/ I I \ \,/ f 
Truth Ltd. \! ii \! 15,75,000 
Myth Ltd. 6,80,000 22,55,000 

7. Investment 
. C .. . 

Truth Ltd. 1,87,500 
Myth Ltd. 1,00,000 2,87,500 

Working Notes: 
(1) Valuation of Goodwill 

I. Capital Employed 
Truth Ltd. Myth Ltd. 

sse ts as er Balance Sheet 22,75,000 11,45,000 
Less: Non-trade Investment (1,50,000} (80,000} 

21,2S,OOO 10,65,000 
Less: Liabilities: 
14% Debentures 1,S0,000 

rade 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 

II. Average Profit before Tax 
Truth Ltd. Myth Ltd. 

2018-2019 8,20,000 2,SS,000 
2019-2020 7,45,000 2,1S,000 
2020- 2021 6,04,000 2,14,000 

otal rofit of 3 years (a) 21,69,000 6,84,000 

Simple Average ((a)/3) 7,23,000 2,28,000 
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~-;::........=======;::::=====;::=====;====;::::====::;---
Less: Non-trading income* 
(i ii) Goodwill 
Capitalized value of average 
profit 
less: Capital Employed 
From (i) above 

Goodwill 

((6,93,000 / 18) 
X 100 

{30,000) 
6,93,000 

38,50,000 ((2,16,000 / 18) X 

100 
(19,85,000) 

18,65,000 

(12,000) 
2,16,000 

12,00,000 

(7,33,000) 

4,67,000 
* For Truth Ltd.= 1,87,500 x 80% x 20% = 30,000; and 
Myth Ltd.= 1,00,000 x 80% x 15% = 12,000 
(Z) Intrinsic Va lue per Share 

Truth Ltd. Myth Ltd. 

Goodwill W.N. 1 
Other Assets 
Less: Li abilities 
12% Debentu res 
rade payables 

Provision for Tax 
Net Assets 
Intri nsic value per share [Net 

ssets /No.of Shares] 

•• 1 50 ooox 14
% 1 75 000 

1 1 12% I I 

18,65,000 
22,75,000 

90,000 
50,000 

41,40,000 

1,40,000) 
40,00,000 

40,00,000 I 
1,00,000 

4,67,000 
11,45,000 

1,75,000** 
1,42,000 
40,000 

16,12,000 

(3,57,000) 
12,55,000 

12,55,000 / 
40,000 

= ~ 31.375 

{3 Purchase Consideration & manner of its discharge 

Intrinsic Va lue of Myth Ltd. [a] 
No. of shares (bl 
Purchase Considera tion c= [a x b) 
Intrinsic Va lue of Truth Ltd. [d) 
No. of shares to be issued c / d] 

Question 15 

~ 31.375 per share 
40,000 shares 

~ 12,55,000 
~ 40 per share 
31,375 shares 

The summari•cd Balance Shoot of A Ltd. and B ltd. as at 31st March,2022 ar<! as under: 
A Ltd. (in" B Ltd. (in "l 

Equity shares of "10 each, fully paid up 30,00 000 2400,000 
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 Gratui Fund Account 1,00,000 
10% Debentures 20,00,000 
Unsecured Loan (including loan from A Ltd.) 6,00,000 8,20,000 
Trade Payables 1,00,000 3,40,000 

71.80,000 43,80,000 
Land and Buildings 28 00 000 2100 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 820,000 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" 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" 60 lakhs divided into" 6 lakhs equity shares of" 10 each. 
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(b) As per Registered Valuer the value of equity shares of A Ltd. is'\' 18 per share and of B Ltd. is 'o:: 12 per 
share respectively and agreed by respective shareholders of the companies. 

(c) 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 'o:: 2,00,000 is to be treated as actual liability. 
{e) Liquidation expenses Including Reelstered Valuer fees of A Ltd.'\' 50,000 and B Ltd.'C 30,000 

respectively to be borne by Z Ltd. 
(I) The shareholders of A Ltd. and B Ltd. is to be paid by issuing sufficic,nt number of fully paid up equity 

shares of 'o:: 10 each at a premium of 'o:: 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. 

,,:: ,,:: 

Business Purchase A/c Dr. 54,00,000 

To Liqu idator of A Ltd. A/c 54,00,000 

Land & Building A/c Dr. 28,00,000 

Plant & M achinery A/c Dr. 20,00,000 

Long term advance to B Ltd. A/c Dr. 2,20,000 

Inventories A/c Dr. 10,40,000 

Trade Receivables A/c Dr. 8,20,000 

Cash and Bank A/c Dr. 3,00,000 

Goodwi ll A/c Dr. 12,20,000 

To Retirement Gratuity Fund A/c 'I /ill\', 1,00,000 
To 10% Debentures A/c \\//_[,\ ' ~ 20,00,000 

To Unsecured Loan A/c y-/ • I \ ] 6,00,000 

To Trade Payables A/c 
. - ' - 1,00,000 

To Other liabilities A/c 2,00,000 

To Business Purchase A/ c 54,00,000 

10% Debentures A/c Dr. 20,00,000 

To 12% Debentures A/c 20,00,000 

Liciuidator of A Ltd. A/c Dr. 54,00,000 

To Equity Share Capital A/c 27,00,000 
To Secur ities Premium A/c 27,00,000 

Business Purchase A/c Dr. 28,80,000 

To Liquidator o f B Ltd. A/c 28,80,000 

Land and Build ing A/c Dr. 21,00,000 
Plant & Machinery A/c Dr. 7,60,000 

Inventories A/c Dr. 7,00,000 

Trade Receivables A/c Dr. 5,20,000 

Cash and Bank (less dividend) A/c Dr. 60,000 

To Unsecured Loan A/ c 8,20,000 

To Trade Payables A/c 3,40,000 
To Business Purchase A/ c 28,80,000 

To Capital Reserve A/c 1,00,000 

Liquidators o f B Ltd. A/c Dr. 28,80,000 

To Equity Share Capital A/c 14,40,000 

To Secur ities Premium A/c 14,40,000 

Unsecured Loans A/c Dr. 2,20,000 

To Long term Advance to B Ltd. A/c 2,20,000 

*Capital Reserve A/c Dr. 1,00,000 
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To Cash and Bank A/c (Liq uidation expenses} 80,000 
To Goodwi II A/ c 20,000 

Note: 
l. The Jou rnal entries for A Ltd. and B Ltd. have been given separa tely in the above solution . Alte rnatively, 

the entries may be given as combined for both companies . 
2. Alternatively, followln set of entries ma be given in lace of the last entry given in the above solution: 
Goodwill A/c Dr. 50,000 

To Cash & Bank A/c (Liquidation expenses of A Ltd. 50,000 
Capital Reserve A/c Dr. 30,000 

To Cash and Bank A/c (Liq uidation expenses of B Ltd.} 30,000 
Capital Rese rve A/c Dr. 70,000 

To Goodwill A/c 70,000 
Balance Sheet of Z Ltd. as at 31st M arch, 2022 

Particulars Note No. (~) 
I. 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 borrowings 3 20,00,000 
(bl Long term provisions 4 1,00,000 

(3) Current Liabilities 
(a} Short-term borrowings ' 5 12,00,000 
(b) Trade payables \\ //11\\ 6 .J 4,40,000 
(a} Other liability \\ II -. 2,00,000 

,·r Total l 1,22,20,000 
II. Assets • . 
(1) Non-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 equivalen ts 10 2,80,000 

Total 1,22,20,000 
1 Unsecured loans have been considered as short-term borrowings. Alte rnatively, it may be considered as 
long-term borrowings and presented accordingly 
Notes to Accounts 

1. ha re Capital 
uthorized Share Capital 

6,00,000 Equity shares of ~ 10 each 
Issued: 4,14,000 Equity shares of 'I: 10 each (all these shares 
vere Issued for consideration othe r than cash} 

2. Reserves and sur lus 
ecurities Premium Account (4,14,000 shares x ~ 10) 

3. Long-term borrowings 
12% Debentures 

4 Long term Provisions 
Retirement ratuity fund 

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 . rade payables 

~ Ltd. 1,00,000 

B Ltd. 3,40,000 4,40,000 
7. Property, plan t & equipmen t 

Land and Build ing 
A Ltd. 28,00,000 

B Ltd. 21,00,000 49,00,000 
Plant and Machinery 
A Ltd. 20,00,000 
B Ltd . 7,60,000 27,60,000 

76,60,000 
8 . Inventories 

~ 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 equ ivalents 
A Ltd. 3,00,000 
B Ltd . [3,00,000-2,40,000(d ividend)] 60,000 

3,60,000 
Less: Liquidation Expenses (80,000) 2,80,000 

Working Note: 
Calcula t ion of amou nt of Purchase Considera tion 

A Ltd. B Ltd. 
3 ,00,000 2, 40,000 

~ 18 ~ 12 
Purchase considerat ion 54,00,000 28,80,000 
No. o f shares to be issued of ~ 20 each (includ ing ~ 10 premium) 2 ,70,000 1,44,000 
Face value of shares at 'I: 10 27,00,000 14,40,000 
Premium of shares at 'I: 10 27,00,000 14,40,000 

Exam lnsichts 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 afte r amalgamation of both the companies. 

Question 16 

Intelligent Limited :ind Diligent Limited :ire 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 
Equity Shares Capital of "; 100 each 
8% Preference shares of "; 100 each 
Trade Pay.1bles 
Retirement Gratuity Fund (long Term) 
Profit .1nd Loss Account 
Opening balance 
Profit for the current year 
Land and Buildings 
Plant and Machinery 
Inventories 

lntelll cnt Limited{" 
12,00,000 

3,00,000 
12,00,000 

3,00,000 

4,S0,000 
2,50,000 

10,00,000 
10,00,000 

7,00,000 

Dlltgont Limited ") 
10,00,000 

2,00,000 
4,00,000 
2,00,000 

2,50,000 
1,so,000 
a,00,000 
6,00,000 
4,00,000 
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~;::........======;:======;:::======;----
Trade Receivables 
Cash and Bank 

6,00,000 
4,00,000 

3,00,000 
1,00,000 

On 1st April, 2024, both the companicis agreed to amalgamate and form a new company 'Gcinius Limited, 
w ith an authorized capital of 0:: 40,00,000 divided into 30,000 equity shares of 0:: 100 each and 10,000 8% 
prefcirence 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: 

Particulars Intelligent Limited ('{) Diligent Limited ('{) 
Land and Buildings 11,00,000 8,50,000 
Plant and Machinery 9,00,000 4,00,000 
Inventories 6,00,000 3,00,000 

(2) Trade payablcis of Intelligent Limited includes 0: 1,00,000 due to Diligent Ltd . and the Trade receivables 
of Diligent Limited shows 0:: 1,00,000 recc,lvables from Intelligent Limited. 

(3) The purchase considc,ration is to be dischargc,d In the following manner: 
(i) Issue 22,000 Equity Shares of "- 100 each fully paid up In the proportion of the sum of their 

profitability in the pre<:eding two financial years. 
(ii) Preference shareholders of both companies are issued equivalent number of 8% Preference 

Shares of 0:: 100 each of Genius Limited at a price of 0:: 125 per share. 
(iii) 12% debentures of 0:: 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 1st April, 2024 after revaluation 
of assets . 

You are required to: 
(a) Compute the amount of Shares & Debentures to be issued to lntelligentlimited and Diligent 

Limited. 
(b) Prepare a Balance Sheet of Genius Limited showine the position immediately after amalgamation. 

{PYP 14 Marks May'24) 

Answer 16 
Computation of shares and debentures to be issued 

Intelligent Ltd. 

(i) Equity shares 22,000 X 7 /11 : 14,000 14,00,000 

( ii) Preferenceshares 

W.N.l 
22,000 X 4/11 =8,000 
(W.N.l) 

(
3,00.000 X 125) 

100 

2.00,000 X 
125 

100 

(iii) Debentures Refer (W.N.3) 
Total Purchase Consideration (i +ii + iii} 

3,75,000 

17,50,000 
35,25,000 

Balance Sheet of Genius Limited 
as at 1st April, 2024 (after amalgamation) 

Notes no. 

I . and Liabilities 

(1) Share o lder's fund 

(a} Share Capital 1 
(b) Reserves & Surplus 2 

(2) No n-current Lia bilities 
(a) Long term borrow I ngs 3 
(b) Other non-current liabil ities 4 

(3) Current Liabilities 
(a) rade Payables 

(12,00,000 + 4,00,000 -1,00,000) 
otal 
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8,00,000 

2,50,000 

11,25,000 
21,75,000 

27,00,000 
1,25,000 

28, 75,000 
5,00,000 

15,00,000 

77,00,000 



II. Assets 
(1) Non-current Assets 

(a Propert , Plant & E ment 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} 
(c Cash & Cash Equivalents 5,00,000 

otal 77,00,000 
Notes to Accounts: 

Sr. Particular ~ 

No. 
1 . Share Canital 

Authorized Share Caoital 

a) Equity Share Capital 

30,000 Equity Sh ares of 'tlOO each 30,00,000 
b) Preference Sha re Capita I 

10% 10,000 Preference Shares 111:100 each 10,00,000 
40,00,000 

Issued Subscribed & Paid-uo Canital 

la} Equity Share Capital 

22,000 Equity Shares of 'tl OO each 22,00,000 
(out of the above all shares are issued for consideration other 

han cash) 

b) Preference Share Capita l ,1 'L\ / I I , 

10% 5,000 Pre ference Shares of 'tlOO each s ,00,000 
(out o f the above all shares are issued for 

,onsideration o ther than cash) 

27,00,000 
2. Reserves & Surnlus 

)ecurities Prem ium 1,25,000 
3. Lono- term borrowi no-s 

12% Debentures of 't100 each 28,75,000 
4. Other Non-current Liabil ities 

Gratuity Fund 5,00,000 
5. Property, Plant & Equipment 

Land & Bu ilding (11,00,000 + 8,50,000} 19,50,000 
Plant & M ach inery (9, 00,000 + 4,00,000} 13,00,000 

32,50,000 
6. Intang ible Assets 

Goodw ill 22,50,000 
Working Notes: 
1. Calculation of Ratio of E uity Shares 

Intelligent Ltd. Diligent Ltd 
•op ening balance P&L 4,50,000 2,50,000 
Profit for the cu rrent year 2,50,000 1,50,000 
otal 7,00,000 4,00,000 

The total profi ts- 't 7,00,000+ 't4,00,000 = 't 11,00,000. 
No. o f shares to be issued = 22,000 equity shares in the proportion o f 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 

ssets after revaluation 

Land and Buildings 11,00,000 8,50,000 

Pia nt & Machi nery 9,00,000 4,00,000 

Inventories 6,00,000 3,00,000 

rade Receivables 6,00,000 3,00,000 

Cash & Cash Eq uivalents 4,00,000 1,00,000 

otal (a} 36,00,000 19,50,000 

Liabili ties 

rade Payables 12,00,000 4,00,000 

Gratu ity Fund 3,00,000 2,00,000 

otal (b} 15,00,000 6,00,000 

Net Assets (a - b} 21,00,000 13,50,000 

3. Calculation of 12% Debentures to be issued to Intell igent ltd. and Diligent ltd. 

Intelligent Ltd. Diligent Ltd 

" " 
Net assets (Refer working note) 21,00,000 13,50,000 
10% retu rn on Net assets 2,10,000 1,35,000 

12% Debentu res to be issued 17,500 
100 = 17,50,000 of "c 100 each 
1 

1,35,000 X lOO = 11,25,000 of~ 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) Goodwill 14,25,000 8 ,25,000 22 50 000 

Alternatively: 
5. Calculation of Goodwill/ Capital Reserve 

S. Particulars Intelligent Dilicent 
No. Ltd. Ltd 

(i) Purchase Consideration Paid 35,25,000 21, 75,000 
(ii) Less: Net Assets* 22,00,000 12,50,000 
(iii) oodwil l 13,25,000 9,25,000 2 50 000 
* Calcul ation of Net assets taken over 

Particulars lntelli ent Ltd. Dili ent Ltd 

ssets (after revaluation) 

l and and Build in s 11,00,000 8,50,000 
Plant & Machi nery 9,00,000 4,00,000 
Invento ries 6,00,000 3,00,000 

rade Receivables 6,00,000 2,00,000* 
Cash & Cash Equivalents 4,00,000 1,00,000 

otal (a 36,00,000 18,50,000 
Liabilit ies 

rade Payables 11,00,000• • 4,00,000 
Gratuity Fund 3,00,000 2,00,000 

otal (b) 14,00,000 6,00,000 
Net Assets a - b 22,00,000 12,50,000 
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*0:3,00,000 - 0: 1,00,000= 0:2,00,000 
• •0:12,00,000 - 0: 1,00,000 = 0:11,00,000 

Question 17 
The following were the Balance Sheets of P Ltd. and V Ltd . as at 31st March, 20Xl: 

Particulars Notes '{ P Ltd 0: V Ltd 
('{ in Lakhs) ('{ in Lakhs) 

Equitv and Liillbilit ies 

1 ;hareholders' funds 

~ ,hare capital 1 15,000 6,000 
B Reserves and Surplus 2 15,370 4,335 

2 Non•current liillbillties 

Long term borrowings 3 -- 1,000 
3 :urrent liabilities 

~ -rade Payables 1,200 463 
B Short term provisions 1,830 702 

Total 33,400 12,500 
~ssets 

1 Non-current assets 

~ Property, Plant and Equipment 4 22,304 6,750 
2 Current :issets 

~ Inventories 7,862 4,041 
B rade receivables 2,120 1,100 
~ Cash and Cash equivalents 1,114 609 -

Total . 33,400 12,500 
Notes to accounts 

' ' 
I 0: P Ltd ;5 0: V Ltd 

I (II! in Lakhs) ('{ in Lakhs) 

1 Share Cat>ital 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 Equioment 

l and 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 20Xl, P Ltd. took over V Ltd In an amalgamation in the nature of merger. It was agreed that In 
discharge of consider:itlon for the business P Ltd. would a llot three fully paid equity shares of '( 10 each "t 
par for every two shares held In V Ltd. It was also agreed that 12% debentures in V Ltd. would bo converted 
into 13% debentures in P Ltd. of the same amount and denomination. 
Details of trade receivables and trade payables as under: 

P ltd. (0: in Lakhs) V ltd. (II! in lakhs) 
Trade Payables 
BIiis Payable 120 
Trade Creditors 1,080 463 
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TOTAL 1,200 463 
Trade rc,ceivoblcs 
Trade debtors 2,120 1,020 

Bills Receivable 80 
TOTAL 2,120 1,100 

Expenses of amaleom:,tion amounting to~ 1 1:,kh were borne by P ltd. 
You ore required to: (i) p:,ss journol entries In the books of P ltd. and (ii) prepo_re P ltd.' s Balance Sheet 
immi,di.1tely after the merger. {SM} (Sama concept different figures MTP 16 Marks Apr'22, MTP 20 Marks 
Mar'21 &May'20, MTP 20 Marks Apr'19, 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 A/c Dr. 9,000 

To liquidator of V Ltd 9,000 
(Being business of V Ltd. taken over for consideration 
settled as per agreement) 

Pia nt and Machinery Dr. 5,000 
Furniture & Fittings Dr. 1,750 

Inventory Dr. 4,041 

Debtors Dr. 1,020 

Cash at Bank ',\ Dr. 609 17 n 
Bills Receivable \\ Dr. 80 I I 

To Foreign Project Reserve \''' ti 310 
To General Reserve (3,200 - 3,000) V '- 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 & liabili ties taken over from V Ltd) 

Liquidator of V Ltd. A/c Dr. 9,000 

To Equity Share Capital A/c 9,000 
(Purchase consideration discharged in the form of 
eauitv shares) 

Goodwill A/c Dr. 1 
To Bank A/c 1 

(Liquidation expenses paid by P Ltd debited to 

Goodwill A/c) 

Profit and loss A/c Dr. 1 
To Goodwill Ne 1 

(being the Goodwill charged to Profit and loss account) 

Liability for 12% Debentures A/c Dr. 1,000 

To 13% Debentures A/c 1,000 
(12% debentures discharged by issue of 13% 
debentures) 

Bills Payable A/c Dr. 80 

To Bi lls Receivable A/c 80 
(Cancellation of mutual owning on account of bills) 
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Balance Sheet of P Ltd. as at 1st April, 20Xl (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 Non-current liabilities 

A Long-term borrowings 3 1,000 
3 Current liabilities 

A rade Payables {1,543 + 40) 1,583 
B Short-term provisions 2,532 

· otal 4S,819 
l\ssets 

1 Non-current assets 

A Property, Plant and Equipment 4 29,054 
2 Current assets 

A Inventories 11,903 
B · rade receivables 3,140 
C Cash and cash equivalents 1,722 

otal 45,819 
Notes to accounts 

,,:: 

1. Share Capital 

Equity share capital 
Authorized, issued, subscribed and paid up -- -- -

24 crores equity shares of "(10 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 
Securit ies 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 19,000 
Furniture & Fittings 4,054 
Total 29,054 

Working 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 ~ = "(9,000 lacs. 

Question 18 
The financial position of two companies Hari Ltd. and Vayu Ltd. as at 31st March, 2023 was as under: 

Particulars Notes Harl Ltd. Vayu Ltd. 

Equity and Liabilities 
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1 ihareholders' funds 

A ihare capital 1 11,00,000 4,00,000 
B Reserves and Surplus 2 70,000 70,000 

2 Non-current liabilities 

A Long term provisions 3 50,000 20,000 
3 :urrcnt li abilities 

A rade Payables 1,30,000 80,000 
Total 13,50,000 5,10,000 

Assets 
1 \Ion-current assets 

A Property, Plant and Equipment 4 s,00,000 2,50,000 
B Intangible assets 5 50,000 25,000 

2 .urrent assets 
A Inventories 2,50,000 1,75,000 
B ' rade receivables 2,00,000 1,00,000 
C :ash 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 'I: 10 each 10,00,000 3,00,000 
9% Preference Shares of~ 100 each 1,00,000 .. 
10% Preference Shares of~ 100 each -- ~ - .. 

~ 1,00,000 
\\ // 11 11,00,000 I 4,00,000 

2 Reserves and Surplus \\IJ I I I 
General reserve \I I I 70,000 I 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 
Land 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: 
(a) 10% Preference Shareholders are to be paid at 10% premium by issue of 9% Preference Shares of Hari 

Ltd . 
(b) Goodwill of Vayu Ltd. is valued at~ 50,000, Buildings are valued at ~ 1,50,000 and the Machinery at~ 

1,60,000. 
(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 Harl Ltd . Also draft the Balance Sheet after 
absorption as at 31st March, 2023. 
(MTP 14 Marks Mar'24} (Same Concept Different Figure MTP 16 Marks Oct'20, Mar'22 & Oct'23, RTP 
Nov'18} (Same concept different figures SM} 

Answer 18 
In the Books of Hari Ltd. Journal Entries 

Business Purchase Ne Dr. 5,30,000 
To liquidators of Vayu Ltd. Account 5,30,000 
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(Being business of Vayu Ltd. taken over) 
Goodwi II Account 
Building Account 
Machi nery Account 
Inventory Account 
-rade receivables Account 
Bank Account 

To Retirement Gratuity Fund Account 
To Trade payables Account 
To Provision for Doubtful Debts Account 
To Business Pu rchase A/c 

(Being Assets and Liabilities taken over as per agreed 
valuation). 
Liquidators of Vayu Ltd. A/c 

To 9% Preference Share Capital A/c 
To Equity Share Capital A/c 
To Securities Premium A/c 

(Being Purchase Consideration satisfi ed as above). 
Balance Sheet of Harl Ltd. (;ifter absorption) as ;it 31st M;irch, 2023 

Pamculars 

Equity and Liabilities 

1. Shareholders' funds 

A Share capital 
B Reserves and Surpl us 

2 Non-current liabilities 

A Long-te rm provisions 
3 Current ll:,bilities 

A rrade Payables 

otal 
Assets 

1 Non•current assets 
A Property, Plant and Equi pment 
B Intangible assets 

2 Current assets 
A Inventories 
B rrade receivables 

C Cash and cash equivalents 

rota! 

Notes to accounts 

1 Share Capital 

Eq uity share capit al 

" rr n ,:,. nr 

\\ JI ! I \\ JI I 
, .. .1 i I \\I/ I 

V u " t.., 

Dr. 50,000 
Dr. 1,50,000 

Dr. 1,60,000 
Dr. 1,57,500 
Dr. 1,00,000 
Dr. 20,000 

Dr. 5,30,000 

Notes 

1 
2 

3 

4 

5 

6 

1,40,000 Equity Shares of~ 10 each fully paid (Out of above 40,000 Eq uity Shares 
were issued in consideration othe r than for cash) 
Preference share capital 
2,100 9% Prefere nce Shares of ~ 100 each (Out of above 1,100 Preference Shares 
were issued in consideration other than for cash) 

Total 
2 Reserves and Surplus Securities Premium 

General Reserve 
Total 
3 Long-term provisions 
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20,000 
80,000 

7,500 

5,30,000 

1,10,000 
4,00,000 

20,000 

" 

16,10,000 
90,000 

70,000 
2,10,000 

19,80,000 

11,10,000 
1,00,000 

4,07,500 
2,92,500 

70,000 

19,80,000 

14,00,000 

2,10,000 

16,10,000 
20,000 
70,000 
90,000 



~;::........================;:::==, 
Reti rement Gratuity fund 

Total 
4 Property, Plant and Equipment 

Buildings 
Machinery 

Total 
5 Intangible assets 

Goodwill 
6 Trade receivables 

Less: Provision for Doubtful Debts 

Working notes: 
Purch:ise Considcr:ition: 
Good will 
Building 
Machinery 
Inventory 
Trade receivables 
Cash at Bank 

Less: Lia bilities: 
Retirement Gratu ity Fund 
Trade Payables 
Net Assets/ Pu rchase Consideration 
To be satisfied as under: 
100/4 Preference Shareholders of Vayu l td. 
Add: 10% Premium 
1,100 9% Preference Sha res of Hari Ltd. 

\\ // 11 ',. 
.I. I I 11 \ \ 
,. r I I \ . - . 

Equity Shareholders of Vayu Ltd. to be satisfied by issue of 40,000 
Equity Shares of Hari Ltd. at 5% Premium 
Total 

Question 19 

~ 

, -r~ 11 
I ,·~ .... I I 
I . ) I \ '. -

rr 
L I 
Jj 

70,000 
70,000 

4,50,000 
6,60,000 

11,10,000 

1,00,000 
3,00,000 

7,500 
2,92,500 

50,000 
1,50,000 
1,60,000 
1,57,500 

92,500 
20,000 

6,30,000 

(20,000) 
(80,000) 
5,30,000 

1,00,000 
10,000 

1,10,000 
4,20,000 

5,30,000 

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 
inform:ition: 

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 Information: 
(a) Revalued figures of Property, Plant & Equipment and Current assets were as follows: 

Sun (Rs.) Neptune (Rs.) 

Prop.,rty, Pl:int & Equipment 7,10,000 3,90,000 

Current Assets 2,99,500 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: 
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Sun (Rs.) 

2019 Profit 4,49,S76 

2020 (Loss)/Profit 2,500) 

2021 Profit 3,77,924 

Neptune (Rs.) 

2,73,900 

3,42 100 

3,59,000 
(ii) 15% debentures in Jupiter Ltd. at par to provide a n income equivalent to 8% return business as on 

n 31st March, 2021 after revaluation of assets . capital employed in their respective business as o 
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 positi on Immediately after am:ileam:ition. 

ks May'23) (MTP 16 Marks Oct'21 & Apr'23, SM) (PYP 20 Mar 

Answer 19 
(1) Computation of Amount of Debentures and Shares to be issued: 

(i) Average Net Profit 

Rs. (4,49,576-2,500+3, 77,924)/3 
Rs. (2,73,900+,3,42,100+3,59,000)/3 

(ii) Equity Shares Issued 
(a) Ratio of distribution 

Sun . . 
275 . 

(bl Number 

Sun . . 
Neptune . .. • 

• 

(c) Amount 

27,500 shares of Rs. S each 
32,500 shares of Rs. 5 each 

I iii I :::apital Employed 
after revaluation of assets) 

Property, Plant & Equipment 
' urrent Assets 

Less: Current Liabil ities 

(iv) Debentures Issued 
~% Return on capital employed 
15% Debentures to be issued to provide 
~quivalen t income: 
,un: 33,000 x 100/ 15 
Neptune: 29,400 x 100/15 

(2) 
Balance Sheet of Jupiter Ltd. 

Sun Neptune 

Rs. Rs. 

= 2,7 5,000 
= 3,25,000 

Neptu ne 

325 

0 27,50 
-----I 

0 32,50 -----1 
0 60,00 ____ _, 

Sun Neptune 

Rs. Rs. 

1, 37,500 
1,62,500 

Rs. Rs. 

7,10,000 3,90,000 
2,99,500 1,57,750 
10,09,500 5,47,750 
-5,97,000 -1,80,250 
4,12,500 3,67,500 

33,000 29,400 

2,20,000 
1,96,000 

As at 31st March 2021 (after amaleamati on) 

Particulars No te No Rs. 
I. 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) l ong-term borrowings 3 4,16,000 

{3} Current Liabilities 
(a) Other current liabilities 7,33,900 

Tobi 15,13,900 
II. Assets 

{1} Non-curren t assets 

(a) Property, Plant & Equipment 11,00,000 
(2) Current assets 

{a) Other curren t assets 4,13,900 
Total 15,13,900 

Notes to Accounts 

• 

hare Capital 

uthorized 

0,000 Equity Shares of Rs. 5 each 

Issued and Subscribed 
0,000 Equity Shares of Rs. 5 each 

(all the above shares are allotted as fully paid-up pursuant to a 

ontract w ithout payment being received in cash} 
2 Reserve and Surplus 

apit al Reserve 

3 Long-term borrowings 

ecu red Loans 
15% Debentu res 

Working Notes: 

Sun Neotune 

Rs. Rs. 
{1} Purchase Consideration 

Equity Shares Issued 1,37,500 1,62,500 
15% Debentures Issued 2,20,000 1,96,000 

3,57,500 3,58,500 
(2} Capital Reserve 

(a) Net Assets taken over 

Property, Plant & Equipmen t 7,10,000 3,90,000 
Current Assets 2,99,500 1,14,400* 

10,09,500 5,04,400 

Less: Current Liabilities (5,53,650**) (1,80,250) 
4,55,850 3,24,150 

(b) Purchase Consideration 3,57,500 3,58,500 
(c} Capital Reserve [(a) • (b)] 98,350 
(d} Goodwill [(b) • (a)] 34,350 

(e} Capital Reserve 
(Final Figure(c) -(d}] 

1,57,750-43,350= 1,14,400** 5,97,000-43,350= 5,53,650 

Rs. 

4,00,000 

3,00,000 

64,000 

4,16,000 

Total 

Rs. 

3,00,000 
4,16,000 
7,16,000 

11,00,000 
4,13,900 

15,13,900 
(7,33,900) 

7,80,000 
7,16,000 

64,000 

Exam lnsie:hts: Few examinees erred in computation of the amount of debentures and shares to 
be issued to the c1malgamating companies ie. 'X' Ltd. c1nd •y• Ltd. Hence, they failed to give the 

correct balance sheet of the amalgamated company In the format prescr ibed as per schedule Ill 

to the Companies Act, 2013. 
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Question 20 
The followine lnform:ition from B:ilance Sheet of X Ltd. as at 31st March, 2023: 

0: 
4,000 Equity shares of 0: 100 each 4,00,000 
10% Debentures 2,00,000 
loans 80,000 
Trade :iyablos 1,60 000 
General Reserve 40,000 
Building 1,70,000 
Machinery 3,20,000 
Inventory 1,10,000 
Tr:idc receivables 130 000 
Bank 68,000 
Patent 65,000 
Share issue Expenses 17,000 

Y ltd. :,ereed to absorb X ltd. on the followine terms and conditions: 
(1) Y Ltd. would take over all assots, except bank balance and Patent :,t 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 0: 3,00,000 and the balance in fully 

paid equity shares of 0: 100 each at 0: 125 per share. 
The average profit is 0: 62,200. The liquidation expenses amounted to 0: 8,000. Y ltd. sold prior to 31st 
March, 2023 goods costing 0: 60,000 to X ltd. for 0: 80,000. 0: 50,000 worth of goods are still in Inventory 
of X ltd. on 31st March, 2023. Trade payables of X ltd. include 0: 20,000 still due to Y ltd. 
Show the necessary ledger Accounts to close the books of X Ltd. and prepare the Balance Sheet of Y ltd. 
as at 1st April, 2023 after the t:ikeover. {RTP Nov'23, New SM) (Same coneapt different figures MTP 
1.6 Marks Nov'2l & Mar'23, RTP Nov'l9} 

Answer 20 
Books of X limited Realization Account 

o Building 1,70,000 B Trade payables 1,60,000 
o Machinery 3,20,000 By Y Ltd. 6,05,000 
o Inventory 1,10,000 By Equity Shareholders (Loss) 38,000 
o Trade receivables 1,30,000 
o Patent 65,000 
o Bank (Exp.) 8,000 

8,03,000 8,03,000 

Bank Account 
o Balance b/d 68,000 By Realization (Exp.) 8,000 
o Y Ltd . 3,00,000 By 10% Debentures 2,00,000 

By loan 80,000 
By Equity sha reholders 80,000 

3,68,000 3,68,000 
10% Debentures Account 

o Bank 2,00,000 By Balance b/d 2,00,000 
2,00,000 2,00,000 

loan Account 
o Bank 80,000 By Balance b/d 80,000 

80,000 80,000 
Sh:,re Issue Expenses Account 

o Balance b/d 17,000 By Equity shareholders 17,000 
17,000 17,000 
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General Reserve Account 

o Equity shareholders 40,000 By Balance b/d 
40,000 

Y Ltd. Account 

o Real ization A/c 6,05,000 By Bank 
By Equity share in Y Ltd. 
(2,440 sha res at 'It 125 each) 

6,05,000 
Equity Shares in Y Ltd. Account 

o Y Ltd . 
3,05,000 

Equity Share Holders Account 

o Real ization 38,000 By Eq uity share capital 

o Share issue Expenses 17,000 By General reserve 
o Equity shares In 8 Ltd. 3,05,000 
o Bank 80,000 

Y Ltd Balance Sheet as on 1st April, 2023 (An extract) * 

Particulars Notes 

Equity and Liabilities 

1 Shareholders' funds 
a Share capital 1 
b Reserves and Surplus 2 
2 Current liabilities 

a -rade Payables \\ II 3 
b Bank overdraft \\II 

· otal \/ I 
11.ssets 

1 Non-current assets 
a Property, Plant and Equipment 4 

Intangible assets 5 
2 :=urrent assets 

a Inventories 6 
b •rade receivables 7 

Notes to Accounts 

1 Share Capital 
Equity share capital 
2,440 Equity shares of 'It 100 each (Shares have been 
issued for consideration other than cash) 

Total 
2 Reserves and Surplus (an extract) 

)ecuritles Premium 
Profit and loss account ..... 
Less: Unrealised profit (7,500) 
·otal 

3 rade payables 
Opening balance 1,60,000 
Less: Inter-company transaction cancel led upon 
amalgamation (20,000) 

4 Property, Plant and Equipments 
Buildings 
Machi nery 
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40,000 
40,000 

3,00,000 
3,05,000 

6,05,000 

3,05,000 
3,05,000 

4,00,000 

40,000 

4,40,000 

'It 

2,44,000 
53,500 

1,40,000 
3,00,000 
7,37,500 

4,41,000 
1,08,000 

91,500 
97,000 

7,37,500 

'It 

2,44,000 
2,44,000 

61,000 

{7,500) 
53,500 

1,40,000 

1,53,000 
2,88,000 



5 Intangible assets 
Goodwill 

6 Inventories 
Opening balance 
Less: Cancellation of profit upon amalgamation 

7 rade receivables 
Opening balance 
Less: lntercompa ny t ransaction cancelled upon 
amalgamation 

Working Notes: 
1. Valuation of Goodwill 

O.verage profit 

Less: 8% of "t 4,40,000 

,uper profit 

Goodwill= 27,000 x 4 

2. Net Assets for pu rchase consideration 

Goodwill as valued in W.N.1 

Building 

Machinery 

Inventory 

rade receivables (1,30,000-13,000) 

otal Assets 
" 

Less: Trade payables \\ 

Net Assets 

Total 4,41,000 

1,08,000 

99,000 
{7,500) 91,500 

1,17,000 
{20,000) 97,000 

'I( 

62,200 

{35,200) 

27,000 

1,08,000 

1,08,000 

1,53,000 

2,88,000 

99,000 

1,17,000 

,--, n ' ' 
,, 7,65,000 

JI I \ ~ JJ {1,60,000)' 

6,05,000 

Out of this "t 3,00,000 is to be paid in cash and remaining i.e., (6,05,000 - 3,00,000) I"'. 
3,05,000 in shares of "t 125. Thus, the number of shares to be allotted 3,05,000/125 = 
2,440 shares. 

3. Un realised Profit on Inventory 'I( 

he Inventory of X Ltd. includes goods \"forth "t 50,000 which was sold by 
, Ltd. on profit. Unrealized profit on this Inventory wi ll be [20,000/80,000 
X 50,000] 12,500 
"5 Y Ltd purchased assets of X Ltd. at a price 10% less t han t he book value, 
10% need to be adjusted from the Inventory i.e., 10% of "t 50,000. (5,000) 

O.mount 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 Y Ltd. after takeover cannot be prepared. 

Question 21 
Dark Ltd. and Fair Ltd. were amalgamated on and from 1st April, 2021. A new company Bright Ltd. was 
formed to 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: 

Particulars 
1 Equity and Liabilities 

Shareholders' Funds 
Share Capital 
Reserves and Surplus 
Non-Current Liabilities 
Lone Torm Borrowlnes: 

Note No. 

1 
2 

{"t In Lakhs) 
Dark Ltd . Fai r Ltd. 

1,650 
630 

1,425 
495 
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II 

10% Debentures of 100 "; each 
Current Li:,bilities Trade Pay:ibles 

ssets 
Non Current Assets 
Property, Plant and Equipment 

Non Current Investments 
Current Assets 
Inventories 
rade Receivables 

Cash and Cash Equivalents 

Notes to Accounts 

1 hare C:ipital 
Equity Shares of"; 100 each 
14% Preference Shares of"; 100 each 

2 Reserves and Surplus 
Revaluation Reserve 

cneral Reserve 
Investment Allowance Reserve 
Profit and loss Account 

Additional lnform:itlon: 

90 45 
630 285 

Total 3,000 2,250 

1,350 975 
225 75 

525 375 
450 525 
450 300 

Total 3,000 2,250 

Dark Ltd . Fair ltd. 
(0: in t.akh) (0: in lakh) 

1,200 1,125 
450 300 

1,650 1,425 

225 150 
255 225 
75 75 
75 45 

630 495 

(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 @ "; 35 each having a face value of"; 10 
per share. 

(ii) Preference shareholders of the two companies are issued equivalent number of 16% preference shares 
of Bright limited at a price of"; 160 per share (face value~ 100). 

(Iii) 10% Debenture holders of Dark limited and Fair limited are discharged by Bright limited, issuing such 
number of its 16% Debentures of~ 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 ~ 6,00,000 and for Fair limited "; 3,00,000. It is decided that 

these expenses would be borne by Brieht Llmitc,d. 
(vi) All the, :issets and llabilitic,s of D:irk Limited and Fair Limited are taken over :,t book value,. 
(vii) Authorized equity share capital of Bright Limited Is 0: 15,00,00,000 divided into equity share of '": 10 each. 

After issuing required number of shares to the liquidators of Dark limited and Fair Limited, Bright 
l imited issued balance shares to public. Tho issue was fully subscribed. 

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 Dcc'Zl) (Same 
concept different figures PYP 15 Marks Nov'ZO} (MTP 15 Marks Sep'23} 

Answer 21 
Balance Sheet of Bright ltd . as at 1st April, 2021 

Particulars Note No. (~ in lakhs) 

I. E uity and Liabilities 
{1) Shareholder 's Funds 

(a) Share Capital 1 2,250 

(bl Reserves and Surplus 2 4,200 

(2) Non-Current Liabilities 

Long-term borrowings 3 84.375 

{3) Current Liabili ties 
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~ 
Trade payables 4 915 

Total 7449.375 

II. Asset s 

(1) Non-current asset s 

(a) i . Propert y, p lant and equipment 5 2,325 

i I. Intangib le assets 6 633.375 

( b) Non-current investments 7 300 

(2) Current assets 

(a) Inventories 8 900 

( b) Trade receivables 9 975 

(c) Cash and cash equivalents 10 2316 

Total 7449.375 

Notes to Accounts 
('( in l~khs) ('( in l~khs) 

1. Sha re Capital 

A.uthorized Share Capital 

1,50,00,000 Equity shares of '(10 each 1500 

7,50,000 16% Pref erence Share of 100 each 750 

Issued: 1,50,00,000 Equity shares of'( 10 each 1500 
Out o f which 1,05,00,000 Shares vvere Issued for 

k:onsidera tion o ther than cash) 

7,50,000 16% Preference Shares of 100 each (Issued 
or consideration other than cash) I 750 2,250 

2. Reserves and surplus I I ' I 

Securities Premium Account J I ~J) 
1,50,00,000 shares x'( 25) 3750 -
7,50,000 shares x '1': 60) 450 4,200 

Investment Allowance Reserve 150 

A.malgamation Adjustment Reserve (150) 4,200 

3. Long-term borrowings 

16% Debentures (56,25,000+28, 12,500) 
W .N. 3) 84.375 

4. • rade payables 

Dark Ltd. 630 

Fair Ltd. 285 915 

5. Property, plant & equipment 

Land and Building 1350 

Plant and Machinery 975 2,325 

6. Intangible asset s 

Goodwill (W.N. 2] 624.375 

A.dd: liquidation exp. (6+3) 9.00 633.375 

7. Non-current Investments 

11nvestmen ts (225+75) 300 

8. Inventor ies 

Dark Ltd. 525 

Fair Ltd. 375 900 

9 • rade receivables 
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~ 
Dark Ltd. 450 

Fair Ltd. 525 975 

10 ash & cash equivalents 

Dark Ltd. 450 

Fair Ltd. 300 

Liquidation E,penses (6+3) {9) 

hares Issued for cash (45 lakh shares x ~35) 1575 231 
Working Notes: 

(~ in lakhs) 

Dark Ltd. Fair Ltd. 

{1) Computation of Purchase consideration 
Preference shareholders: 

( 4,50, 00,000) 720 

100 
~O shares x ~ 160 each 

(3,00,00,000) 

100 

i.e. 3,00,000 shares x ~ 160 each 480 

(b) Equity shareholders: 

(12,00,00,000X 5) 

\. I 2,100 p 
100 

i.e. 60,00,000 shares •~ 35 each ' 
( 11,25,00,000X4) V ~· ' -

100 
i.e. 45,00,000 shares x "t 35 each 

1,575 
Amount of Purchase Consideration Net 2,820 2,055 

(2\ Net Assets Taken Over 
Assets taken over: 

Property Plant & Equity 1,350 975 
Non-Current Investments 225 75 
Inventory 525 375 
~rade receivables 450 525 
Cash and bank 450 300 
Less: Liabilities taken over: 3,000 2,250 
10% Debentures 56.25 28.125 
~ rade payables 630 (686.25) 285 {313.125) 
Net assets taken over 2,313.75 1936.875 
Purchase consideration 2,820 2055.00 
Goodw ill 506.25 118.125 
-otal goodwill 624.375 

(3) Issue of Debentu res 

45,00,000 

Interest 10% 9,00,000 '-: 4,50,000 

(
9,00,000 X 100) _ 

16 - 56,25,000 (
4,50,000 X 100) _ 

16 - 28,12,500 
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NOTE: In t he above solution S: 35 has been considered as the issue price of Equity shares for public issue also. 
Alternative considering this as S: 10 also possible. In that case, the balance of cash and cash equivalents will 
be S: 1,191 lakhs and securities premium will be S: 3,075 lakhs in place of the balances given in t he balance 
sheet in the above solution. 

Exam lnsiehts: 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 to 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. 

Question 22 t? 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. ('t) B Ltd. (0:) 
Share Capital 

. Equity Shares 10 each (Fully Paid) 12,00,000 7,20,000 
• 10% Preference Shares of S: 100 each 6,00,000 . 
• 8% Preference Shares of 0: 100 ellch . s ,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 (0: 10 each) 3,00,000 2,00,000 
Secured Loan \\ /,' I I \ . I I 3,60,000 
Sundry Creditors \ 1, f I I I ' 3,12,000 I I 2,04,000 
Bills Payable \/ • I 75,000 J/ 1,00,000 
Other Current Liabilities so,ooo - 75,000 
Land and Buildine 10.80,000 8,40,000 
Plant and Machinery 6,00,000 S,60,000 
Office Equipment 3,4S,000 2,10,000 
Investments 96,000 3,00,000 
Stock in Trade 6,30,000 4,20,000 
Sundry Debtors 4,90,000 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} A Limited will issue 80,000 Equity Shares of'( 10 each at par to the Equity Shareholders of B Limited. 
(b) A Limited will Issue 10% Preference Shares of 0: 100 each to discharge the Preference Shareholders 

of B Limited lit 15% premium in such a way that the existing dividend quantum of the praference 
shllreholders of B Limltc,d will not get affected. Accordingly,"! S,00,000 pref. shares arc, discharged 
at '( S,75,000 (5,00,000X 115%} by issue of 4,000 preference shares of'( 100 each at premium of'( 
43.7S each. 

(o) The Debentures of B Limited will be convc,rted into equivalent number of Dc,bc,ntures 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 S: 72,000 to be treated as actual liability in trade 

payables. 
(f) 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 :is on 1st April, 2021 after am:,lgamation, assumlne that the amal,:amation 
is In the n:ituro 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 

~ 

Business purchase A/c (W.N. l ) Dr. 13,75,000 
To Liqu idator of B Ltd. 

(Being business of B Ltd. taken over ) 

Land & Building A/c Dr. 8,40,000 
Plant and machinery A/c Dr. 5,60,000 
Office equ ipment A/c Dr. 2,10,000 
Investments A/c Dr. 3,00,000 
Inventory A/ c Dr. 4,20,000 
Debtors A/c Dr. 3,20,000 
Bills receivables A/c Dr. 70,000 
Bank A/c Dr. 61,000 

To General reserve A/c (W.N.2) 
(2,50,000-1,55,000) 

To Export profit reserve A/c 
To Investment allowance reserve A/c 
To Profit and loss A/c 
To Liability for 9% Debentures A/c (~ 100 each) 
To Secured l oan 

To Trade creditors A/c 
To Bills payables A/c \\ I -, lr-J 
To Othe r current liabilities A/c \\ II I ,::--.... 
To Business purchase A/c ,·r I , )I 

(Being assets and liabilities taken •over) • -
Liquidator of B Ltd. Dr. 13,75,000 

To Equity share capital A/c 
To 10% Preference share capital A/c 
To Securities premium A/c 

(Being purchase consideration discharged) 
General Reserve * A/c Dr. 12,000 

To Cash at bank 
(Being expenses of amalgamation paid) 
Liabi lity for 9% Debentures in B l td. A/c Dr. 2,00,000 

To 9% Debentures A/c 
(Being deben tures in B ltd. discharged by issu ing own 
9% debentures) 
Bills payables A/c Dr. 60,000 

To Bill receivables A/c 
(Cancellation of mutual owing on accou nt of bil ls 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 
Equity and Lia bilities 

1 hareholders' fu nds 
a hare capital 
b Reserves and Surpl us 

2 Non-current liabilities 
a Long-term borrowings 
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Notes 

1 
2 

3 

Credit 

~ 

13,75,000 

95,000 

1,20,000 
60,000 

1,20,000 
2,00,000 
3,60,000 
2,76,000 
1,00,000 

75,000 
13,75,000 

8,00,000 
4,00,000 
1,75,000 

12,000 

2,00,000 

60,000 

30,00,000 
14,94,000 

8,60,000 



3 urrent liabilities 
a rade Payables 4 7,03,000 
b ther current liabilities 5 1,25,000 

Total 61,82,000 

l Non-current assets 
a PPE 6 36,35,000 
b Investments 7 3,96,000 

2 u rrent assets 
a Inventories 8 10,50,000 
b rade receivables 9 8,80,000 
C ash and cash e uivalents 10 2,21,000 

Total 61,82,000 
Notes to accounts 

~ 

1 )hare Capital 
Equity share capital 
2,00,000 Equity shares of ~ 10 each 
(Out of above, 80,000 shares were issued for consideration other 20,00,000 
han cash) 

Preference share capital 
10,000 10% Preference shares of~ 100 each 
(Out of above, 4,000 shares we re issued for consideration other 10,00,000 
han cash) 

Total 30,00,000 
2 Reserves and Surplu,s \I //11\1. r , 

General Reserve \.'. Ii I \\If I 
Ope ning balance V I 3,00,000 
Add: Adjustment under scheme of amalgamat ion 95,000 
Less: Amalgamation expense paid (12,000) 3,83,000 
Securit ies premium (2,40,000+1,75,000) 4,15,000 
Export profit reserve 
Ope ning 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 
Ooening balance 2,16,000 
Add: Adjustment under scheme of amalgamation 1,20,000 3,36,000 

Total 14,94,000 
3 Long-term borrowings 

)ecured 
9% De bentures 3,00,000 
Add: Adjustment under scheme of amalgamation 2,00,000 
Secured loan 3,60,000 8,60,000 

4 ~rade payables 
Creditors: Opening balance 3,12,000 
Add: Adjustment under scheme of amalgamation 2, 76,000 5,88,000 
Bills Payables: Opening balance 75,000 
Add: Adjustment under scheme of amalgamation 1,00,000 
Less: Cancellation of mutua l owning upon (60,000) 1,15,000 
~malgamation 

7,03,000 
5 Other current liabil ities 
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Opening balance 50,000 
Add: Adjustment under scheme of ama lgamation 75,000 1,25,000 

6 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 ~rade receivables 
De btors: Opening balance 4,90,000 
Add: Adjustment under scheme of amalgamation 3,20,000 8,10,000 
Bil ls Payables: Opening balance 60,000 
Add: Adjustment under scheme of amalgamation 70,000 
Less: Cancel lation of mutual owning upon amalga mation (60,000} 70,000 

Total 8,80,000 
10 Cash and cash equivalents . ,, 11 ,, I 

Opening balance \\ J{ I l, 72,000 I 
Add: Adjustment under scheme of amalgamation \/ I 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: 

Purchase consideration 13, 75,000 
Less: Share capital issued(~ 7,20,000 + ~ 5,00,000) {12,20,000} 

mount to be adjusted from eneral reserve 1,55,000 
3. Calculation of balances of Profit & Loss and Sundry Creditors of B Limited to be taken over by A Limited 

P&l (~) Creditors 
(~) 

Balance as per Balance Sheet of B Limited 1,92,000 2,04,000 
Less/ Add: Contingent Trade Paya ble t reated as Actual liability (72,000) 72,000 
a ken b A Limited 1,20,000 2, 76,000 

Question 23 (.'? LDR 
The followin are the Balance Sheets of Aakash llmited and Gan ,. llmited as at March 31 2021: 

Particulars 

I. Equity and Liabilities: 
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Note No. Aakash Limited 
(Rs.) 

Ganga Limited 
(Rs.) 



(1) Shareholder's Funds: 
(a) Share Capital 1 80,oo,ooo 20,00,000 
(b) Reserves and Surplus 2 (3,24,00,000) 56,00,000 

(2) Non-Current Liabilities: 
{a) Secured Loans 3 3,20,00,000 1,60,00,000 
(b) Unsc,cured Loans 4 1, 72,00,000 . 

(3) Current Llabllitic,s; 

{a) Trade Payables 56,00,000 36,00,000 
{b) Other Current Liabilities 5 2,04,00,000 56,00,000 

Total 5,08,00,000 3,28,00,000 
11. Assets: 

(1) Non-Current Assets: 
Property, 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 

·otal 5,08,00,000 3,28,00,000 
Notes to Accounts: 

Aakash 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 

J 80,00,000 20,00,000 
2. Rescrv~s ond Suri,lus \\// 

General Reserve \.' 8,00,000 56,00,000 
Surplus (3,32,00,000) . 

{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 
"gainst pledge of Inventories) 

4. Unsecured 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"/4 of book 
value in case of Aakash Limited and 70% for Ganga Limited. 

(ii) Property, Plant and Equipment of both the companies are taken over at book value by Aakash 
Ganga limited. 

(iii) 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 ollotted by Aakosh 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 Li mited. 

(v) 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. 
(viii) Employees are issued fully paid Equity Shares in Aakash Ganga Limited in full settlement of their 

dues. 
(ix) Statutory 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 openine Balance Sheet of Aakash Ganea limited as at 1.4.2021. {RTP 
May122) 

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 l,40,00,000 
(2) Non-Current Liabilities 

(a} Long term 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 
11. Assets 

(1) Non-curren t assets 
(a} Property, Plant & Equipment •n 5 2,04,00,000 
(b} Intangib le assets 11 6 1,54,20,000 

(2) Current assets 11 
(a} Cash and cash equivalents !J 40,00,000 
(b} Other current assets 7 1,92,00,000 

Total 5,90,20,000 
Notes to Accounts 

(Rs.) 
1. ,ha re 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 
1ave been issued for consideration other than cash} 

2. Long Term borrowings 
,ecured Loans 
~akash Limi ted 25,60,000 
3anga Limited 1,44,00,000 1,69,60,000 
Unsecured Loans 43,00,000 2,12,60,000 

3. rade Payables (W.N.1} 
~akash Limi ted 44,80,000 
3anga Limited 28,80,000 73,60,000 

4. Jther current liabilities 
,tatutory Liabilities 
~akash Limited 1,44,00,000 
~anga Limited 20,00,000 1,64,00,000 

5. Property, Plant & Equipment 
~akash Limited 68,00,000 
3anga Limited 1,36,00,000 2,04,00,000 

6. Intangible assets 
3oodwill (W.N.3} 1,54,20,000 
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akash Limi ted 57,60,000 
anga 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 l imited 
Current liabil ities 

Statutory liabilities 1,44,00,000 20,00,000 
Liability to employees 60,00,000 36,00,000 
-rade payables@ 800/4 44,80,000 2,48,80,000 28,80,000 84,80,000 
)ecured loans 
Given in Balance Sheet 3, 20,00,000 1,60,00,000 
Interest waived - 16,00,00( 1,44,00,000 
1/alue of Inventory 2,94,40,001 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 
(80% 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 

l ess: Total assets taken over (W.N. 2) 

Net Goodwil l (1,95,80,000-41,60,000) 
4. Equity shares issued by Aakash Ganga Ltd. 

(i) For Cash 
For consideration other than cash 

(ii) In Discharge of Liabil ities to Employees 
(iii} o Preference shareholders 

No. of shares @ Rs. 10 
5. Journal Entries in the Books of Z l td. 

(i) Equity Share Capital (Rs. 10 each} A/c 

A 
B 

A-B 

3,21,40,000 
(1,25,60,000) 

1,95,80,000 
Goodwill 

1,54,20,000 

96,00,000 
4,00,000 

Dr. 

2,28,80,000 
(2, 70,40,000) 

(41,60,000) 
Capital Reserve 

40,00,000 

1,00,00,000 
1,40,00,000 

14,00,00 

Rs. 
50,00,000 

Rs. 

o Equity Share Capital (Rs. S each) A/c 25,00,000 

o Reconstruction A/c 

(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 
reconst ruction.} 

(ii) % Preference Share Capital (Rs. 100 each} A/c 

25,00,000 

Dr. 20,00,000 
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0% Preference Share Capital (Rs. 50 each) A/c 10,00,000 
o Reconstruction A/c 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 sett led 
as per scheme of reconstruction.) 

(iii) 10% Secu red Debentu res A/c Dr. 9,60,000 

·rade payables A/ c Dr. 1,00,000 

Interest on Debentures payable A/c Dr. 96,000 

Bank A/c Dr. 1,00,000 

·o 12% Debentures A/c 6,78,000 

o Reconstruction A/c 5,78,000 

(Being Rs. 11,56,000 due to Y (i ncluding trade payables) 
cancelled and 12% debentures allo tted for the amount 
after waving 50% as per scheme of reconstruction.) 

(iv) 10% Secu red Debentures A/c Dr. 6,40,000 

rade Payables 60,000 

Interest on debentures payable A/c 64,000 

Bank A/c 60,000 

o 12% debentu res A/c 4,42,000 

o Reconstruction A/c 3,82,000 

(Being Rs. 7,64,000 due to Z (including t rade payables) 
cancelled and 12% debentures allotted for the amount 
)fter waving 50% as per scheme of reconstruction.) 

(v) rade payables A/c Dr. 1,70,000 

o Reconstruction A/c 1,70,000 

(Being remaining trade payables sacrificed 50% of t heir 
claim.) 

(vi) Directors' l oan A/c Dr. 1,00,000 

o Equity Share Capital ( Rs. 5) A/ c 40,000 

o Reconstruction A/c 60,000 

(Being Directors' loan claim settled by issuing 8,000 equity 
shares of Rs. 5 each as per scheme of reconstruction.) 

(vii) Reconstruction A/c Dr. 15,000 

o Bank A/c 15,000 

(Being payment made towards pena lty of 5% for 
cancellation of capital commitments of Rs. 3 l akhs.) 

(vii i) BankA/c Dr. 1,00,000 

o Reconstruction A/c 1,00,000 
(Being refund of fees by directors cred ited to 
reconstruction A/c.) 

(ix) Reconstruction A/c Dr. 15,000 

o Bank A/c 15,000 

(Being payment of reconstruction expenses.) 

(x) Provision for Tax A/c Dr. 1,00,000 

o Bank A/c 75,000 

o Reconstruction A/c 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 

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

(xii) Reconstruction A/c Dr. 49,85,000 

o Goodwill A/c 

o Patent A/c 

o Profit and Loss A/c 

o Plant and Machinery A/c 

o Furniture & Fixture A/c 

o Trade Investment A/c 

o Inventory A/c 

o Trade Receivables A/c 

o Capital Reserve (bal. fig.) 

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

Bank Account 
Rs. 

o Reconstruction (Y) 1,00,000 By Balance b/d (overdraft) 
o Reconstruction Z) 60,000 By Reconstruction A/c i-------~~------1------i. 
o Reconstruction A/c 1,00,000 capital commitment penalty paid) 

(refund of earlier fees b directors 

2,60,00 

By Reconstruction A/c 
(reconstruct ion expenses paid) 
By Provision for tax A/c (tax paid) 
By Balance c/d 

Reconstruction Account 

Rs. 
o Bank (penalty) 15,000 By Equity Sha re Capital A/c t---~-~~--------+---~----t 
o Bank (reconstruction expenses) 15,000 
o Goodwill 11,00,000 B 9% Pref. Share Capital A/c 
o Patent 5,00,000 By Mr. Y (Settlement) 
o P & L A/c 14,60,000 By Mr. Z (Settlement) 
o P & M 6,50,000 By Trade Payables A/c 
o Furniture and Fixtures 1,00,000 B Director's loan 
o Trade Investment 50,000 By Bank 

To lnvento 2,50,000 By Provision for tax 
o Trade Receivables 1,00,000 By Land and Building 
o Capital Reserve (bal. fig.) 7,75,000 

50,15,000 

Question 24 

2,00,000 

11,00,000 

5,00,000 

14,60,000 

6,50,000 

1,00,000 

50,000 

2,50,000 

1,00,000 

7, 75,000 

Rs. 
1,00,000 

15,000 

15,000 

75,000 
55,000 

2,60,000 

Rs. 
25,00,000 

10,00,00 
5,78,000 
3,82,000 
1,70,000 

60,000 
1,00,000 

25,000 
2,00,000 

50,15,000 

The following are the summarized Balance Sheets of Well Ltd. and Nice Ltd . as at 31st March, 2024 : 

Particulars Notes Nice ltd. Well Ltd. 
(~ In '000) (~In '000) 

Eqult and Uobilities 
1. Shareholder's funds 

a. Share capital 1 41,000 14,300 
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b. Reserves and Surplus 2 19,500 (7,350) 

2. Non-current liabilities 

"· Lon.r·term borrowings 3 20,500 5,425 
3. Current Liabilities 

a. •rade Pavables 15,740 4,850 
b. Short-term Borrowings . 1,975 

•otal 96,740 19,200 
C.ssets 

1. Non-current Assets 
a. Property, plant, and equlpmant 4 62,550 16,380 
b. Non-current Investments 22,500 . 

2. Current assets 

a. Inventories 300 870 
b. •rade Receivables 6,590 1,950 
c. Cash and Cash equivalents 4,800 . 

·otal 96,740 19,200 
Notes to Accounts 

Nice Ltd. Well Ltd 
(0: in '000 (O: in '000 

1. Share Capital 
Equity Shara Capital 
Issued, subscribed & paid up capital 
Equity Shares of 0: 100 each ,---, ~ " 31,500 12,500 
Preferenoe Share Capital \ I! l I \\ , 
Issued, subscribed & paid up capital \\f I I ! \',"· I 
9% Preference Shares of '{ 100 each V ! I V 9,500 • 

10% Preference Shares of 0: 100 each 1,800 

•otal 41,000 14,300 
2. Reserves and Surplus 

Balance of Profit and Loss A/c 19,500 (7,350) 
3 . Lone-term borrowings 

9% Debentures of 0: 100 each 11,200 
10% Debentures of 0: 100 each 900 
Loan from Banks 9,300 4,525 

20,500 5,425 
Details of Trade recc,lvablc,s and Trade, payables are as under : 

Nice Ltd. Well Ltd 
(0: in '000) (0: In '000 

1. rade receivables 
Debtors ,200 1,800 
Bills Receivables 390 150 

6,590 1,950 
rade payablc,s 

2. 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: 
• For every five equity shares held by the equity shareholders of Well Ltd., they receive three equity shares 

of Nice Ltd. issued at a premium of 0: 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. 
• 100/4 Preference Shareholders of Well Ltd. are to be paid at 10% discount by issue of 9% Preference 
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Shares at par in Nice Ltd. 

• Banks agreed to waive off the loan of"; 270 thousand of Well Ltd. 

• Expenses of Liquidation of Well Ltd. are to be reimbursed by Nice Ltd . "; 55 thousand. 

• Inventory of Well Ltd. is taken over at 10% more than their book value by Nice Ltd. 

• Debtors of Nice Ltd. include"; 215 thousand receivables from Well Ltd. 

• Property, Plant, and Equipment of Well Ltd. are revalued at 20% abo their book value. 

• The remaining Assets and Liabilities of Well Ltd. are ti,ken over at book value by Nice Ltd. 
You an, 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) 

Answer24 
Journal Entries in the Books of Nice Ltd. 

Dr. Cr. 
"; in '000 ~ in 'OOO 

Business Purchase Account Dr. 10,620 

To Liquidator of Wel l Ltd. 10,620 
(Considerat ion payable for the business t aken over from Well Ltd .) 

Property, Plant and Equipment ( 120% of~ 16,380) Dr. 19,656 
Inventory {1100/4 of~ 870) Dr. 957 

rade receivables Dr. 1,950 

Goodwill A/c (Balancing figure) Dr. 137 
To Trade payables 4,850 

To Debenture Holders Account 1,000 

To Loan from bank (4,525-270) ',\ // 11 \\ _;;, 4,255 

To Short t erm borrowings \\ fj I I \\ , ........ 1,975 

To Business Purchase Account 1 10,620 

(Incorporation of var ious assets and liabilities taken over from Well -
Ltd. at agreed values and difference of net assets and purchase 

consideration debited to Goodwi ll 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 A/c Dr. 1,000 
To 9% Debentures A/c 1,000 

(Being 9% debentures issued to 100/4 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 liquidation exoenses reimbursed to Well Ltd.) 

orking Note: 
he purchase consideration will be: 

Form 

Preference shareholders: 16,200 x 100 16,20,000 % Pref. shares 

Equit shareholders: 1,25,000 x 3/5 x 120 90,00,000 

1 06 20 000 
10 % Preference shares 18,00,000 
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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 31st M arch 2024 

Particulars Notes ~ in '000 

I Eq uity and Liabilities 

l Shareholders' funds 

(a) Sha re capital 1 50,120 

(b) Reserves and Surplus 2 21,000 

2 Non-current liabilities 

(a) Long-term borrowings 3 25,755 

3 Current liabilities 
(a) · rade payables 4 20,375 

(b) Short t erm borrowing 1,975 

Total 1,19,225 

II Assets 

l Non-current assets 

(a) Property, Plant and Equipment and Intangibles 5 
(i) Property, plant and equipment 82,206 

(ii) Intangible assets ,,11L.., I I 192 

(b) Non-current Investments 'I 11 \ \ // 11 I I I 22,500 

2 :urrent assets r 11 \/ I I I 
(a) Inventories 6 1,257 

(b) ·rade receivables 7 8,325 

(c) Cash and Cash equivalents 8 4,745 

Total 1,19,225 

Notes to 3ccounts 
-'( in '000 

1 Share Capital 

Equity share capital 

Issued, subscribed and paid up 

3,90,000 Equity shares of'l: 100 each 
( out of above 75,000 sha res are issued for consideration 39,000 
other than cash) 
Preference Shares 

Issued, subscribed and paid up 

1,11,200 9% Preference Shares of 0: 100 each (9,500 + 1,620} 11,120 

(out of above 16,200 shares are issued for consideration 
other than cash) 50,120 

2 Reserves and Surplus 

,ecurities premium 1,500 

Reserves and surplus 19,500 21,000 

3 Long-term borrowings 

3 % Debentures (11,200+1,000} 12,200 

Loan from bank (9,300+4255) 13,555 25,755 

4 •rade Payable 

Nice Limited 15,740 

IIVell limited 4,850 
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20,590 
Less: Inter Company holdings (215) 20,375 

5 Property, Plant and Equipment and Intangibles 
Property, Plant and Equipment 62,550 

cquired during the year 19,656 82,206 

Intangibles 
Goodwill (137+55) 192 

6 Inventories 300 
cquired during the year 957 1,257 

7 rade receivables 6,590 
cquired during the year (1,585+150) 1,735 8,325 

8 :>sh :>nd C:>sh Equiv:>lcnts 
Nice Limited 4,800 
Less: Expenses on liquidation (55) 4,745 

Question 25 ~ LDR 
The financi:>I details of X Ltd. :ind Y Ltd. as on 31st M:>rch, 2024 was :is under: 

X Ltd. 'I: Y Ltd. ~) 
30,00 000 9 00 000 

9% Preference Shares of 'I: 100 each 3,00,000 
10% Preference Shares of 'I: 100 each 3,00,000 
General Reserve 2,10,000 2,10,000 
Retirement Gratul Fund (long term) 1,50,000 60000 
Trade Payables 390000 240000 
Goodwill 1,S0,000 75,000 
Land & Buildings 9,00,000 3,00,000 
Plant & Machinery 15,00,000 4,50,000 
Inventories 7,S0,000 S,25,000 
Trade Receivables 6,00,000 3,00,000 
Cash and Bank 1,S0,000 60,000 

X Ltd. absorbs Y Ltd. on the following terms: 
(i) 10% Preference Shareholders are to be paid at 10% premium by issue of 9% Preference Shares of X 

Ltd. 
(ii) Goodwill of Y Ltd. on absorption is to be computed based on two times of average profits of 

preceding three financial years (2022-23 : 'I: 90,000; 2021-22 : 'I: 78,000 and 2020-21: 'I: 72,000). 
(iii) The profits of 2020 ·21 included credit of an insurance claim of 'I: 25,000 (fire occurred in 2019· 20 

and loss by fire"( 30,000 was booked in Profit and Loss Account of that year). In the year 2021 -22, 
there was 3M ombozzlemcnt of cash by an employee amounting to 'I: 10,000. 

(iv) Land & Buildings are valued at"( 5,00,000 and the Plant & Machinery at"( 4,00,000. 
(v) lnventoric,s are to be taken over at 10% less value and Provision for Doubtful Debts is to be created 

@ 2.5%. 
(vi) Thare was :>n unrecorded current .isset in the books of Y Ltd. whose fair value amounted to~ 15,000 

and such asset was also taken over by X Ltd . 
(vii) The trade payables of Y Ltd. included 'I: 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 ofY 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 Y Ltd. Realisation Account 

"( 

o Sundry Assets: By Retirement Gratuity Fund 60,000 
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~ -;::::........====:::;::===::::::;::::=====;::::=======;;:===--, 
Goodwill 75,000 By Trade payables 

Land & Building 3,00,000 By X Ltd. 
( PurchaseConsiderat ion) 

Pia nt & Machinery 4,50,000 
Invent ory 5,25,000 
rade receivables 3,00,000 

Bank 60,000 17,10,000 
o Preference Shareholders 30,000 
Premium on Redemption) 
o Equity Shareholders 

(Profit onRealisation) 1,50,000 
18,90,000 

Balance Sheet of X Ltd. (after absorption) as a 31st March, 2024 
Notes to accounts 

Particulars Notes 
Equity and Liabili ties 

1 Shareholders' funds 

A Share capital 1 
B Reserves and Surplus 2 

l Non-current liabilities 

A Long-term provisions 3 
l _urrent liabilities 

A rade Payables ~ - - -- , 4 
B ,hort term provision \\ // 11 \ \ /1 5 

otal \\// 11 \\JJ 
l\ssets V l ! \I ~ ..... 
Non-current assets 

A Fixed assets 

angible assets 6 
I nta ngi ble assets 7 

1 : urrent assets 

A Inventor ies 8 
B rade receivables 9 
C Jther current Assets 10 
D : ash and cash equivalents 11 

otal 

1 ,hare Capital 
Equity share capital 

i,20,000 Equity Shares of": 10 each fully paid (Out of above 1,20,000 Equity Shares 
were issued in consideration other than for cash) 

Preference share capital 

· 5,300 9% Preference Shares of": 100 each (Out of above 3,300 Preference Shares were 
issued in considerat ion ot her than for cash) 

otal 

2 Reserves and Surplus 
,ecurities Premium 

3eneral Reserve 

otal 

3 Long-term provisions 

Retirement Gratuity fund 

4 rade payables 
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2,40,000 
15,90,000 

18,90,000 

": 

48,30,000 
2,70,000 

2,10,000 

6,10,000 
7,500 

59,27,500 

33,00,000 
3,00,000 

12,22,500 
8,80,000 

15,000 
2,10,000 

59,27,500 

": 

42,00,000 

6,30,000 

48,30,000 

60,000 
2,10,000 
2,70,000 

2,10,000 



3,90,000 + 2,40,000 - 20,000*} 
* Mutual Owings eliminated. 

5 hart term Provisions 
Provision for Doubtful Debts 

6 angible assets 
Land & Buildings 
Plant & Machinery 
otal 

7 I nta n i ble assets 
oodwill (1,50,000 +1,50,000} 

8 Inventories (7,50,000 + 4,72,500} 
9 rade receivables (6,00,000 + 3,00,000 - 20,000} 

11 ash and cash equivalents (1,50,000 +60,000} 
Working Notes: 

1. Computation of goodwill 
Profit of 2022-23 
Profit of 2021-22 adjusted ~ 78,000 + 10,000} 
Profit of 2020-21 adjusted ("t 72,000 - 25,000) 

verage rofit 
2. Goodwill to be valued at 2 times of average profits= ~75,000 x 2 = ~ 1,50,000 

Purchase Consideration: 
Goodwill 
Land & Build ing ·' \\ /.' 'I \1 /( I ,,.....,f,_' I 
Plant & Machinery \ 1, f I I I \\ II l L -....:_.....,_ I 
Inventory \/ • I \I I I r-.. ),' I 

rade receivables 
. 

Unrecorded assets 
Cash at Bank 

Less: Liabilities: 
Retirement Gratuity 60,000 

rade payables 2,40,000 
Provision for doubtful debts 7,500 
Net Assets/ Purchase Consideration 
o be satisfied as under: 

10% Preference Shareholders of Y Ltd. 
~dd: 10% Premium 
3% Preference Shares of X Ltd. 
Equity Shareholders of Y Ltd. to be satisfied by issue of 1,20,000 
equity Shares of X Ltd. at 5% Premium 

Total 

Multiple Choice Questions (MCQs} 

6,10,000 

7,500 

14,00,000 
19,00,000 
33,00,000 

3,00,000 
12,22,500 
8,80,000 

15,000 
2,10,000 

90,000 
88,000 
47,000 

2,25,000 
75,000 

~ 

1,50,000 
5,00,000 
4,00,000 
4,72,500 
3,00,000 

15,000 
60,000 

18,97,500 

{3,07,500} 
15,90,000 

3,00,000 
30,000 

3,30,000 

12,60,000 
15,90,000 

1. In case of amalgamation, the e ntry 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 vendor company are paid by the purchasing company then, in 
purchasing company's book, the account debited is {SM} 
{a) Goodwill account. 
{b) Liquidation expense account. 
{c) Vendor company account. 
{ d) General Reserve 

Ans: (a) 

3. Amalgamation adjustment reserve is opened in the books of the am.,lgamated company to incorporate 
{SM} 
(a) Assets of the amalgamating company 
(b) Non- Statutory reserves of t he amalgamating company 

(c) Statutory reserves of t he 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' . 
(c) Other non-current assets. 
(d) Investment of the company 

Ans: (b) 

5. A company into which the vendor company is merged is called {SM} 
(a) Transferee company. 
(b) Transferor company. 
(c) Selling company. 
( d) Acquiree Company 

Ans: (a) 

6. If the purchase conslderiltlon Is more than net :1sscts (at :,greed v:1lues) of the tr:1nsferor 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) 
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CONCEPTS OF THIS CHAPTER 

• Meaning and types of reconstruction 

• Sub-division and consolidation of shares, conversion of shares to stock 
and vice versa 

• Meaning of capital reduction account 
• Presentation of accounts post-reconstruction under Companies Act 2013 

LOR Questions 
Q9 
Q18 
Q19 

QUICK REVIEW OF IMPORTANT CONCEPTS 

Difference Between Internal and Externol Reconstruction 

Internal Reconstruction External Reconstruction Basis 

Liquidation and 
formation of 
new company 

Reduction of 
capital and 
varying r ights 

The existing company is not liquidated rather 

the ca pita I and debt structure is changed to 
br ing the company back to normalcy 

There is certain reduction of capital and 
sometimes the outside liabilities like 
debenture holders may have to reduce their 
claim in this scheme. 

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 vary their r ights in 
company 

Legal formal ities It requires court's 

legal procedures 
confirmation 

before it 
and other 

can be 

It can be affected without the court's 

interference and less time-consuming process. 
implemented 

Methods of Internal Reconstruction 
Alteration of Share Capital 

The fol lowing types of Alteration can be done under Section 61-
(a) Increase of authorized share capital; 
(b) Consol idation and sub-division in to 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. 

• If authorized by Its Articles, a company may, In a general meeting by passing an ordinary resolution, can 
convert its fu lly 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. r ights as to dividend, voting rights et c., any of such r ight 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 cal led upon to pay the unpaid amount on shares held by them in future. 
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~ 
i Share Capital (Partly Paid-Up) Account Or. ('I: 7.5 {Fv '1:10) X No. of Shares) 

[ To Share Capital {Fully Paid-up) Account --·--·----···__('I:_ 7.5 _{Fv-_'1:7.S) X _No._ of Shares) .......... . 

When excess paid up capital is paid off: When its not possible for the company to employ profitably i ts paid up 
capital, then in such case it may decide to refund the excess capital to its shareholders. 

i Share Capital Account ('I: 10) Dr. i {"' 10 X No. of Shares) 
r----·--·-------·--·-----·--·-------·-----·--·---~----·----------------·--·-----·-----
l-T o_~-~~~~-~'.Pi~~-A<:!:':'U~!.l~.~l_ ___________________ j _______ J~~~-~~:_0_?_!,a ~~-~----------
! To Sundry Shareholders Account I ('I: 2 X No. of Shares) r----·--·-------·--·-----·--·-------·-----·--·----l----·----·-----·-------·--·-----·-----
i Sundry Shareholders Account Or. i ('I: 2 X No. of Shares) 
r----·--·---·----·--·-----·--·-----·--·-----·--·---,--------·-----·---------·-----·-----
i To Bank Account i ("' 2 X No. of Shares) 

When the paid up capital which is lost or not represented is cancelled: Reduction in paid up value only- Here the 
nominal value of t he share remains the same and only the paid value is reduced. 

i Share Capital Account Dr. I ('I: 90 X No. of Shares) 
1-----·--·-----·--·--·-----·--·-----·--·-----·--·---➔-·---·---------·--·-----·--·-------·---

! To Capital Reduction Account ! ('I: 90 X No. of Shares) L----·--·-----·----·-----·--·-------·-----·--·---.l-._--·---------·--·-----·-----·--·--·---
Reduction in both nominal and paid up values- In th is case, both the paid up capi tal and nominal value of the 
shares are reduced . .. ----· --·---· ----· --· -----·--· -----· --· ---·--·--· - · -................................ •·• ............................................ , 
i Share Capital Account("! 100 Share) Dr. (111; 100 X No. of Shares) i 
! To Share Capital {"' 10 Share) {"' 10 X No. of Shares) I 
I I 

I To Capital Reduction Account {ii: 90 X No. of Shares) I 
L----·--·-------·--·-----·--·-------·-----·--·----·· ... •·• ... H•H•• • • • • • · - · • • • ••••••• • • • •••• • • • •• • • • •• • • • • · - · • • H ••• • • ·-·- · • • •• .I 

Compromise/ Arrangements 
A scheme of compromise and arrangement is an agreement between a company and its members and outside 

liabil ities when the company faces financial problems. Such an arrangement therefore also involves sacrifices by 
shareholders, or creditors or debenture holders or by all of them. 
Accounting treatment for some of the cases is as follows: 

a) When equity shareholders give up their right over the reserves and accumulated profits of the company: 

j Reserves Account Dr. j {With the amount of reserves) 
i To Reconstruction Acoount i 
b) Settlement of outside liabilities at lesser amount: Liabilities such as sundry creditors may agree to accept less 

amount in lieu of final settlement. Treatment w ill be as follows: 

I Outside Liabili ties Ac~ount Dr. I {With the amount of sacrifice) 
I I 
i Provision Account (if any) Dr. i {made by creditors, debenture holders etc.) 
I I 
i To Reconstruction Account i 
L----·--·-------·--·-----·--·-------·-----·--·---.l----·----------------·--·-----·----·-----·----

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 t he shareholders 
right s do not involve opening the capital reduction/reconstruction account. 

• It is only under the reduction of share capital, unrepresented reserves, compromise/ arrangements with the 

outsiders liabili ties and surrender of shares, t here shall be capital reduction/reconstruction account used to 
which t he unrepresented asset s/liabilities w ill be transferred as per t he 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 loss account and all over -valuation of asset s 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 t he Capital Reduction (or 
Reconstruction) Account, it should be transferred to t he Capital Reserve Account. 

• If there is any balance in t he reconstruction account it is finally transferred to the Capital reserve under 
Reserves and Surplus. But i f the amount for writing off the assets and accumulated losses is more t han the 
reconstruction amount, then reserves wil l be adjusted against the same. 
While preparing the balance sheet of a reconstructed company, the following points are to be kept In mind: 

♦ After t he name of the company, the words "and Reduced" should be added only if the Court so orders. 

♦ In case of fixed assets, t he amount w ritten off under t he scheme of reconstruction must be shown for five years. 
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Question & Answers 

Question 1 

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 int<> shares of '{ 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 

2022 
June 

2023 
June 

Question 2 

Journal Entries 

Equity Share Capital A/c Dr. 

To Equity Stock A/c 
(Being conversion of 4,000 fully paid Equity 
Shares of 'I; 100 into 'I; 4,00,000 Equity Stock as 

per resolution in general meeting dated ... ) 

Equity Stock A/c Dr. 
To Equity Share Capital A/c 

(Being re-conversion of 'I; 4,00,000 Equity Stock into 
40,000 shares of 'I; 10 fully paid Equity Shares as pe 
resolu tion in General Meeting dated ... ) 

4,00,000 
4,00,000 

4,00,000 
4,00,000 

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 holdings (viz. 10,000 shares of 'I; 50 each), the following• 

a) 15,000 Fully paid equity shares of 'I; 10 each; 
b) 12% fully paid preference shares to the extent of 2/S of total equity shares; 
c) To pay them'!! 50,000 and trDnsfer the remaining to the reconstruction Qccount. 

2. 8% Preferenco share capital · "i: 3,00,000 
To writ<! down tho value of preference shares to" 50 (original face value" 100). 

3 . 14% debentures of the nomin:il value of" 2,00,000 along with accrued interest 'I.' 56,000 was waived off for 
three fourths of the total amount, and tho 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 ('1.'50) Or. 5,00,000 
To Share capital A/c ('1;10) 1,50,000 

To 12% Preference share capital A/c 2,00,000 

To Bank A/c 50,000 
To Reconstruction A/c 1,00,000 

(Being 15,000 equity shares of 'I; 10 and 12% preference 
~hares issued, paid in cash and remaining forgone as a part 
of Reconstruction Scheme dated .. . ) 

Preference Share capital A/c ('I.' 100) Dr. 3,00,000 
To Preference share capital A/c ("-' 50) 1,50,000 
To Reconstruction A/c 1,50,000 

(Being the preference share capital reduced and 
orfeited as per reconstruction scheme) 

14% Debenture A/c Dr. 2,00,000 
Interest accrued on Debent ures A/c Dr. 56,000 
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Question 3 

To BankA/c 
To Reconstruction A/c 

Being the debenture holders paid their interest an 
mount foregone as per reconstruction scheme) 

Reconst ruction A/c Dr. 
To Capital Reserve A/c 

(Being the balance in reconstruction ac transferred to 
apital reserve as per reconstruction scheme) 

4,42,000 

64,000 
1,92,000 

4,42,000 

The following scheme of reconstruction has been approved for Equity shareholders and Debenture holders of 
TP Ltd. 

(I) The Equity shareholdc,rs to receive in lieu of their present holding of 1,S0,000 shares of~ 10 each, the 
following: 
(1) For ~ 50,000, equlvalc,nt cash 
(2) For'( 9,00,000, 10% debentures issued at premium of 20% (Face value of debenture is'( 100 each) 
(3) For balance '( 5,50,000, Equity shareholders agreed to accept 50,000 equity shares of'( 10 each 

in full settlement. 
(ii) 8% Debenture'( 5,00,000. 

Debenture holders agreed to accept Freehold property (Book value~ 3,50,000) at a valuation of~ 4,45,000 
in full settlement of their claim. Pass necessary Journal 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 I n L-. !1111119 ,, ......- ...... 

~ 

Equity Share Capital (old) A/c V I I \ Dr. 15,00,000 
~ 

To Equity Share Capital (~ 10) A/c 5,00,000 
To Cash A/c S0,000 
To 10% Debentures A/c 7,50,000 
To Securit ies premium 1,50,000 
To Capital Reduction/Reconstruction A/c 50,000 

(Being new equity sha res, 8% Debentures issued, cash of ~ 50,000 
and the balance transferred to Reconstruction account as per the 
Scheme) 
8% Debentu res A/c Dr. 5,00,000 

To Freehold Property A/c 4,45,000 
To Capital Reduction/Reconstruction A/c 55,000 

(Being the debenture holders claim settled partly and foregone 
partly as per reconstruction scheme) 
Capital Reduction/Reconstruction A/c To Capital Reserves A/c Dr. 1,05,000 
{Being balance in capital reduction account transferred to Capital 1,05,000 
Reserves A/c) 

Question 4 
The Paid-up capital of S Limited amounted to Rs. 5,00,000 Equity Shares of Rs. 10 each. Due to continuous 
losses incurred by tho company, the following schema of r<!construction has been approved for S Limited on 
1st April, 2020: 
(I) In lieu of present holding the Equity Shareholders are to receive: 

(a) Fully Paid Equity Shares equal to 3/Sth of their holding. 
(b) 8% Preference Shares fully paid to the extent of 20% of the above new Equity Shares. 
(c) 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 to Rs. 1,50,000 
(b) Plant & Machinery from Rs. 1,50,000 to Rs. 1,30,000 
(c) 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'201 Apr'22) {Same concept different figures MTP 5 Marks Sep'22, SM) 

Answer 4 
Journal Entries in the books 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 A/c 3,00,000 

To 8% Preference Equity Share Capital A/c 60,000 

To 10% Second Debentures A/c 40,000 

To Capit al Reduction /Reconstruction A/c 1,00,000 
(Being reduction of equity shares to 3/5 shares, Issue o f 
preference shares and debentures as per Reconst ruction 

Scheme dated ... ) 

Capital Reduction / Reconstruction A/c Dr. 1,00,000 

To Building A/c 50,000 

To Plant and M achinery A/c 20,000 

To Goodw ill A/c 30,000 

(Being value of building and plant and machinery reduced 
and goodw ill w r itten off completely.) 

Bank A/c Dr. 1,00,000 

To 8% First Debentures A/ c \\ / / I 1,00,000 

(Being Rs. 1,00,000 debentures issued) '\ // I I 

\" I I 

, Question 5 
X Ltd. had 'I; 1,00,000 equity share capital divided into 1,000 shares of 'I; 100 each out of which 'I; 80 per share 
was called up and paid up. It has 1,500 cumulative preference shares of 'I: 100 each fully paid up. Intangible 
assets include Goodwill of 'I; 80,000 and patents of 'I; 27,800. Preference dividends are in arrears of 'I; 33,000. 
You are required to show the entries (Ignore dates) under each of the following conditions: 
(i) If X Ltd. resolves to subdivide the equity shares into 10,000 equity shares of 'I; 10 each of which 'I; 8 per 

share is called up and paid up. 
(ii) If X Ltd. resolves to convert its 1,000 equity shares of 'I: 100 each (assume fully - paid) into 'I; 1,00,000 

worth of stock. 
(iii) The preference shares :,re to be converted into 11% unsecured debentures of" 100 each (including 

arrears of dividcnds). 
(iv) Patents and Goodwill to be written-off. {PYP 5 Marks May'23} 

Answ er S 

(i) 

Journal Entries in the books of X Ltd. 

Equity Share Capital (S:: 100) A/c 

To Equity Share Capital ('I: 10) A/c 

(Being t he sub-division of 1,000 shares o f 'I; 100 each w ith 
'I; 80 pa id up in to 10,000 shares 'I; 10 each with 'I; 8 paid up by 

resolution in general meeting dated .... ) 

(i i) Equity Share Capital (S:: 100) A/c 

To Equity Stock A/c 

(Being conversion of 1,000 ful ly paid Equity 

Dr . 80,000 

Dr. 1,00,000 
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Shares of '( 100 into'( 1,00,000 Equity Stock as 

per resolu tion in general meeting dated ... ) 

(iii) Cumulat ive Preference Share Capital A/c Dr. 1,50,000 

Capital Reduction (Reconstruction) A/c Dr. 33,000 

To 11% Debentures (Unsecured) 1,83,000 

(Being 1,500 cumulative preference shares of~ 100 each fully 
paid up converted into 11% debentures o f'( 100 each (including 
arrears of dividends amounting'( 33,000) 

( iv) Capital Reduction (Reconstruction) A/c Dr. 1,07,800 

To Goodwill 80,000 

To Patent s (Writing off patents, goodwill) 27,800 

Exam Insights : Some examinees failed to pass the required journal entries under the given conditions for 

reconstruction scheme. 

Question 6 

Sapra Limited has laid down the following terms upon the sanction of the reconstruction scheme by the court. 
(i) The shareholdl!rs to receive In lieu of their present holdine at 7150,000 shares of II: 10 each, the followin,:: 

New fully paid 0: 10 Equity Shares equal to 3/5th of their holding. 
- Fully paid~ 101 6% Preference Sh.ires to the extent of 2/Sth of the above new equity shares. 
- 7% Debentures of~ 250,000. 

(ii) Goodwill which stood at~ 2, 70,000 Is to be, complet«ly written off. 
(Iii) Plant & Machinery to b<, rc,ducc,d by 0: 1,00,000, Furniture to be reduc~d by ~ 88,000 and Building to be, 

appreciated by'( 1,50,000. 
(iv) Investment of'( 6,00,000 to be brought down to its existing market price of'( 1,80,000. 
(v) Write off Profit & Loss Account debit balance of'( 2,25,000. 
In case of any shortfall, the balance of General Reserve of'( 42,000 can be utilized to write off the losses 
under reconstruction scheme. 
You are required to show the necessary Journal Entries in the books of Sapra Limited of the above 
reconstruction scheme considering that balance in General Reserve is utilized to write off the losses. (PYP 5 
Marks Ju/'21} 
Answer 6 

Jourm,I Entries 
{ { 

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 (ii; 10) A/c 18,00,000 
To 7% Debentures A/c 2,50,000 
To Capital Reduction A/c 9,50,000 

(Being new equity shares, 6% Preference Shares, 7% Debentures 
issued and the balance transferred 
to Reconstruction account as per the Scheme) 

Building A/c Dr. 1,50,000 

Capital Reduction A/c Dr. 9,53,000 
To Goodwill Account 2,70,000 
To Plant and Machinery Account 1,00,000 

To Furniture Account 88,000 

To Investment A/c 4,20,000 

To Profit & Loss A/c 2,25,000 
(Being Capital Reduction Account utilized for writing off of 
Goodw ill, Plant and Machinery, fu rni ture, 
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investment and Profit & Loss as per the scheme) 
General reserve A/c 

To Ca ital Reduction A/c 
(Being general reserve ut ilized to write off the balance in Capital 
reduction A/c) 

Dr. 3,000 
3,000 

Note: In place of Capital Reduction Account, Reconstruction Account or Internal Reconstruction Account may 
al so be used in the above journal entries. 

Exam lnsiehts : Very few examinees failed to give the necessary Journal entries for the given reconstruction 
scheme . 

Question 7 
The summarised Balance Sheet of Preeti limited :,son 31st March 2019, was as follows: 
Liabilities (11;) Assets 
Authorized and subscribed capital: Property, plant and equipment: 
20,000 Equity shares of 11; 100 each 20,00,000 Machineries 7,00,000 
fully paid 
Unsecured loans: Current Assets: 
15% Debentures 6,00,000 Inventory S,06,000 
Interest payable thereon 90 000 Trade receivables 4,60,000 
Current Liabilities: Bank 40,000 
Trade payables 1,04,000 Profit & loss A/c 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 I'( 10 each. 
(ii) After sub-division, each shareholder shall surrender to the company 50% of his holdlne for the purpose 

of reissue to debenture holders and trade payables us nQcessary. 
(iii) Out of shares surrendered 20,000 shares of"( 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 11; 2,00,000 which are converted out of share.s 
surrendered. 

(v) Trade payables claim shall be reduced by 2S%. Remain ing trade payables are to be settled by the issue 
of equity shares of 11; 10 each out of shares surrendered. 

(vi) Balance of Profit and Loss account to be written 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, MTP 5 Marks Mar'22} {Same concept 
different figures SM} 

Answer 7 
In the books of Preeti Limited Journal Entries 

'!: 

(i) Equity Share Capital (11; 100) A/c Dr. 20,00,000 

To Share Surrender A/c 10,00,000 

To Equity Share Capital ("( 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) 

(ii) 15% Debentures Ne Dr. 3,00,000 

Interest payable N e (proportionate 50%) Dr. 45,000 
To Reconstruction A/c 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 A/c as per 
capital reduction scheme) 

(iii) Trade payables A/c Or. 1,04,000 

To Reconstruction A/c 1,04,000 

{Transferred claims of the trade payables to Reconstruction A/c, 
25% of which is reduction and equity shares are issued in 
consideration of the balance amount) 

(iv) Share Surrender A/c Or. 10,00,000 
To 100/4 Preference Share Capital A/c 2,00,000 

To Equity Share Capital A/c 78,000 

To Reconstruct ion A/c 7,22,000 

{Issued preference and equity shares to discharge the claims of 
the deben ture holders and the trade payables respectively as 
per scheme and the balance in share surrender account is 
transferred to reconstruction account) 

(v) Reconstruction A/c Or. 11,71,000 
To Profit & Loss A/ c 11,60,000 

To Capital Reserve A/c 11,000 

(Adjusted debit balance of profit and loss account against 
reconstruction account and the balance is transferred to Capital 
Reserve account) 

Note: Alternative set of correct journal entries may be.given for transfer of surrendered shares to trade payables 
and debenture holders. 

Question 8 

The following is the Balance Sheet of Weak Ltd . as at 31.3.20X1: 
Particulars Notes ~ 

Equity and Liabilities 
1 Shareholders' funds 

A Share capital 1 1,so,00,000 
B Reserves and Surplus 2 (6,00,000) 

2 Non-current liabilities 
A Long•torm borrowings 3 40,00,000 

3 Current liabilities 
A Trade Payables 50,00,000 

B Short term provisions 4 1,00,000 
Total 2,35,00,000 

Assots 
1 Non•curront assets 

A Property, plant and equipment 1,25,00,000 
B Non-current investment 5 10,00,000 

2 Current assets 1,00,00,000 
Total 2,35,00,000 

Notes to accounts 

1 Share Capital 

Equity share c:,pital 

1,00,000 Equity Shares of ~ 100 each 1,00,00,000 

50,000, 12% Cumulative Preference shares of ~ 100 each so,00,000 

1,50,00,000 
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2 Reserves and Surplus 
Debit balance of Profit and loss Account 

3 l ong-term borrowings 
40,000, 10% debentures of 0:100 each 

4 Short term provisions 
Provision for taxation 

5 Non-current investments 
Investments market value of 'I: 9,50,000) 

The following scheme of rcor,:anization is sanctioned: 
(i) All the existing equity shares are reduced to " 40 each. 
(ii) All preferenee shares are reduced to 'I'. 60 each. 

(6,00,000) 

(6,00,000) 

40,00,000 
40,00,000 

1,00,000 
1,00,000 

10,00,000 
000 

(iii) The rate of interest on debentures is increased to 1.2%. The debenture holders surrender their existing 
debentures of" 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 'I'. 20,00,000 decides to forgo 
40% of his claim. He is allotted 30,000 equity shares of 'I: 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 ba revaluad :,t 'I: 45,00,000. 
(vii) The tax.ation liability of the company Is settled at 'I: 1,50,000. 
(viii) lnvastments to be brought to their m:>rket 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) (Some 
concept different figurt1s RTP Nov'2l1 PYP 10 Marks Nov'lB} 

Answer 8 
Journal Entries in the books of Weak Ltd. 

~ ~ 

(i) Equity share capital (O:: 100) A/c Dr. 1,00,00,000 
To Equity Share Capital ('I: 40) A/c 40,00,000 
To Capital Reduction A/c 60,00,000 

(Being conversion of equity share capital of 'I: 100 each into 
'I: 40 each as per reconstructionscheme) 

(ii) 12% Cum ulative Preference Share capital(>:: 100) A/c Dr. 50,00,000 
To 12% Cumulative Preference ShareCapital ('I: 60) A/c 30,00,000 
To Capital Red uction A/c 20,00,000 

(Being conversion of 12% cumulat ive preference share capital of" 100 
each into " 60 each as per reconstruction scheme) 

(Iii) 10% Debentures A/c Dr. 40,00,000 
To 12% Debentures A/c 28,00,000 
To Capital Reduction A/c 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 
reconstruction scheme) 

(iv) Trade payables A/c Dr. 20,00,000 
To Eq uity Share Capital A/c 12,00,000 
To Capital Reduction A/c 8,00,000 

(Being a creditor of" 20,00,000 agreed to surrender his claim by 40% 
and was allotted 30,000 equity shares of-:: 40 each in full settlement 
of his dues as per reconstruction scheme) 

(v) Provision for Taxation A/c Or. 1,00,000 
-
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Capital Reduction A/ c Or. 50,000 
To current assets(bank A/ c) A/c 1,50,000 

(Being liability for taxation settled) 

(vi) Capital Reduction A/c Dr. 99,00,000 
To P & L A/c 6,00,000 

To Property, p lant and equipment A/c 37,50,000 

To Current Assets A/c 55,00,000 
To Investments A/c 50,000 

(Being amount of Capital Reduction utilized in writing off P & l A/c (Dr.) 
Balance, Property, plant and equipment, Current Assets, Invest ments 
through capital reduction account) 

(vii) Capital Reduction A/c Or 50,00( 50,00( 
To capi tal Reserve A/c 

(Being balance In capital reduction account transferred to capital 
reserve account) 

Balance Sheet of Weak Ltd. (and reduced) as at 31.3.20X1 

Particulars Notes ~ 

Equity and liabilities 

1 Shareholders' funds 

a Share capital 1 82,00,000 
b Reserves and Surplus 2 50,000 

2 Non-current liabilities 

a Long-term borrowings 3 28,00,000 
3 Current liabilities 'I.\ r, f7 <;:\ fr 11 I 

a Trade Payables ,, Ii 11 \\ // I I 30,00,000 
\If I I \ '/ Total I l I 1,40,50,000 

Assets 
y I..., y . "--

1 Non-current assets 

a Proper ty, p lant and equipment 4 87,50,000 
b Investments 5 9,50,000 

2 Current assets 6 43,50,000 
Total 1,40,50,000 

Notes to accounts 

~ ~ 

1. Share Capital 

Equity share capi tal 

Issued, subscr ibed and paid up 
1,30,000 equity shares of 'I; 40 each 52,00,000 

Preference share capital 

Issued, subscribed and paid up 

50,000 12% Cumulative Preference shares of" 60 each 30,00,000 
Total 82,00,000 

2. Reserves and Surplus 

Ca pita I Reserve 50,000 
3. l ong-term borrowings 

Secured 

12% Debentures 28,00,000 
4. Property, plant and Equipment 

Tot al 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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I Adjustment under scheme of reconstruction (1,50,000) 
Working Note: 
Capital Reduction Account 

To Current Asset 
ToP&LA/c 

To Property, plant andequipment 
To Curren t assets 
To Investment 
To Ca pital Reserve (bal. fig.) 

Question 9 

50,000 By Equity sha re capital 
6,00,000 By 12% Cumulative preference 

share capital 
37,50,000 By 100/4 Debentures 
55,00,000 By Trade payables 

50,000 
50,000 

1,00,00,000 

43,50,000 

60,00,000 
20,00,000 

12,00,000 
8,00,000 

1,00,00,000 

Planet Limited has decided to reconstruct the Bol:,nce Sheet since it has accumulated huge losses. The 
following is the balance sheet of the company :,son 31 st March, 2022 before reconstruction: 

Particulars Note No. Amount ('I: In lakh) 
Equity & liabilities 
Shareholders' Funds 
Share Capital 1 
Reserves & Surplus 2 
Non-Current liabilities 
long term Borrowings 3 
Current liabilities --
Trade Pay:,bles \\ 4 - 11 11 
Other liabilities \\J 5 ;;... I' I I 
Total \1 ,J j \ '-...,.I J 
Assets ' 
Non-Current Assets: 
PPE - 6 
Current Investments 7 
Inventories 8 
Trade Receivables 9 

Cash & Cash Equivalents 10 
Total 

Notes to Accounts: 

(1) Share capital 
Authorised: 
300 lakh E uity shares of 'I: 10 each 
12 lakh, 8% preference Shares of 'I[ 100 each 

Issued, Subscribed and Paid up: 

150 lakh Equity Shares of 'I: 10 each, fully paid up 
6 lakh 8% Preference Shares of 'I: 100 each, fully paid up 

(2) Reserves and Surplus 
Debit balance of Profit & loss A/ c 

(3) long term borrowings 
6% Debentures (Secured by freehold property) 
Director's loan 
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2,100 
(783) 

1,050 

153 
36 

2,556 

1,125 
300 
450 
675 

6 
2,556 

'I: In lakh 

3000 
1,200 
4,200 

1,500 
600 

2,100 

(783) 

600 

450 
1,050 

14.11 



(4) Trade payables 
Tr:ide p:iy:ibles for Goods 153 

(5) Other Liabilities 
Interest Accrued and Due on 6% Debentures 36 

(6) PPE 
Frec,hold Property 825 
Plant & m:ichinery 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 6 

The Board of Directors of the company decided upon the followine scheme of reconstruction with the consent 
of rcspactiva shareholders: 
(1) Preference Shares are to be written down to " 75 each and Equity Shares to 11: 2 each. 
(2) Preference Shares Dividand in arrears for 3 years to ba waived by 2/3rd and for balance, l/3rd, Equity 

Shares of" 2 a:ich 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 to remain as liability of the company. 
(4) Interest accrued and due on Debentures to be paid fr, cash. 
(S) Remaining Freehold Property to be valued at" 550 lakh. 
(6) All investments sold out for 't 425 lakh. 
(7) 70% of Directors' loan to be waived and for the balance, Equity Shares of" 2 each to be allotted. 
(8) 40"/4 of Trade receivables and 80% of Inventories to be written off. 
(9) Company's contractual commitments amounting to" 900 lakh have been settled by payinc penalty of" 

72 lakhs. 
You arc required to: 
(a) Pass Journ:il Entril!s for all the transactions ri,l:itad to lntarnal reconstruction; 
(b) Prap:>re 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. 

(" in lakhs) 
Particulars Debit Credit 

" " i 8% Preference share capital A/c (" 100 each) Dr. 600 
To 8% Preference share capital A/c (" 75 each) 450 
To Cap ital reduction A/c 150 

{Being the prefe rence sha res of" 100 each reduced to 
" 75 each as per the approved scheme ) 

ii Equitv share capital A/c (" 10 each) Dr. 1,500 
To Eouity share capital A/c (" 2 each) 300 
To Capital reduction A/c 1,200 

{Being the equity shares of" 10 each red uced to" 2 each) 
iii Capital reduction A/c Dr. 48 

To Equity share capital A/c (" 2 each) 48 
(Being 1/3rd of arrears o f prefere nce share dividend of three years to be 
satisfied by issue of 24 lakh equity shares of" 2 each) 
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iv 6% Deben tures A/c Dr. 450 
To Freehold property A/c 450 

{Being claim settled in part by t ransfer of freehold property) 
V Accrued debenture Interest A/c Dr. 36 

To Bank A/c 36 
{Being accrued debentu re interest oaid) 

vi Freehold property A/c Dr. 175 
To Capital reduction A/ c 175 

{Being appreciation {550-375) in the value of freehold property) 
vii Bank A/c Dr. 425 

To Investment A/c 300 
To Capital reduction A/c 125 

{Being investment sold on profit) 
viii Di rector's loan A/ c Dr. 450 

To Equity 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 ~ 2 each) 

ix Capital Reduction A/c Dr. 1,485 
To Profit and loss A/ c 783 
To Trade receivables A/c (675 x 40%) 270 
To Inventories-in-trade A/c {450 x 80%) 360 
To Bank A/c 72 

{Being various assets, penalty on cancellation of cont ract, profi t 
and loss account debit balance written off through capital reduction 
account) 

X Capital Reduction A/c '-' I' I I ' ' , ' 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) 

48 By 8% Pre f. Share Ca Ita l 150 
To P & LA/c 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 {~ 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 c/d 323 

431 431 
c) Note to Accounts on Share Capital and PPE after implementation of internal reconstruction 

Share Capital (~ in lakhs 
Authorised: 
300 lakh shares of~ 2 each 600 
12 lakh, 8% Preference shares of ~ 75 each 900 

1,500 
Issued, subscribed and paid up: 
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241.5 lakh Equity shares of 'I'. 2 each 483 
(out of which 91.5 lakh shares have been issued for consideration other than cash) 

450 
Total 933 

PPE 

Freehold property 825 
Less: Utilised to pay Debenture holders (450) 
Add: A preciation 175 550 
Plant and machinery 300 
Total 850 

Working Note: 

Calcu lation 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 

Question 10 
The following information of Vivtsu Ltd. as at March 31, 2024: 

0: In laes 

Fully paid equity shores of 'll: 10 each 500 

C.apital 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 'I: 2.50 each. 
(ii) 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. 
(iv) The existing shareholders agree to subscribe for cash, fully paid equity shares of~ 2.50 each for~ 125 

lacs. 
(v) Tr.ide payables are given the option of either to accept fully-paid equity shares of 0: 2.50 each for the 

amount due to them or to aecept 80% of the amount due in cash. Trade payables for 'I: 65 lacs aecept 
equity shares whereas those for~ 100 lacs accept 'I: 80 lacs in cash in full settlement. 

(vi) The Assets arc rcvolucd as under: 

Chapter 14 Accouhting for Reconstruction of Companies 



~ in lacs 

Land and buildine 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'Z4 l0 Marks) 

Answer 10 
Journal Entries 

If in lacs 

Dr. c~. 
Equity Share Capital ("- 10 each) A/c Dr. 500 

To Equi ty Share Capita l (II: 2.50 each) A/c 125 

To Reconstruction A/c 375 

(Conversion of all the equity shares int o the same number of 
fully paid equity shares of 
II: 2.50 each as per scheme of reconstruction) 

Director's Remuneration Outstanding A/c Dr. 10 

To Reconstruction A/c 10 

(Outstanding remuneration foregone by the di rectors as per 
scheme of reconstruction) 

12% Debentu res A/c Dr. 400 

Debenture Interest Outst anding A/c '\ nn\\ r Dr. 48 I 
To 13% Debent ures A/c \\//II\\// I 400 

To Reconstruction A/c J 48 

(Conversion of 12% debentu res in to 13% deben tures, Deben ture 

holders forgoing outstanding debenture interest) 

Bank A/c Dr. 125 

To Equity Share Application A/c 125 

(Appl ication money received for f ully paid equity shares of". 2.5 each 
from existing shareholders) 

Equity Share Application A/c Dr. 125 

To Equity Share Capital (" 2.50 each) A/c 125 

(Application money transferred to share capital) 

Trade payables A/c Dr. 165 

To Equity Share Capital (". 2.50 each) A/c 65 

To Bank A/c 80 

To Reconstruction A/c 20 

(Trade payables f or "- 65 lakhs accept ing shares for fu ll amount and 
those for "- 100 lakhs accepting cash equal to 80% of claim in full 

settlement) 

Capital Reserve A/c Dr. 6 

To Reconstruction A/c 6 

(Being the loss on reconstruction (balance in t he Reconstruct ion A/c) 
transferred to Capital Reserve) 

Land and Building A/c Dr. 46 

To Reconstruction A/c 46 
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(Appreciation made in the value of land and building as per 
scheme of reconstruction) 

Reconstruction A/ c 

To Goodwill A/c 

To Plant and Machinery A/c 

To Inventory A/c 

To Trade rece ivables A/c 

To Discount on issue of Debentures Ne 
To Profit and Loss Ne 
(Writing off losses and reduction in the values of assets as per 
scheme of reconstruction- W.N. 1) 

Dr. 505 

15 

66 
22 
4 

8 

390 

Note: In a scheme of Reconstruction, Goodwill, Losses etc should be writte n off against the Reconstruction 
Account whether or not it is mentioned in the question. 

Question 11 
F II o ow ne 1n ormat1on rom . f f B I a 11nce Sh f R b L' . d eet o u ,y 1m1te as on st arc ., 31 M h 2023 . 

Amount'( 

Authorised and Issued equity share capital: 

60,000 shares of'( 100 each fully paid 60,00,000 

40,000 7% cumulative preference shares of 'i: 100 each fully paid 40,00,000 

General Reserve 12,00,000 

Loan from Director \\//11\ 8,80,000 

Tn,de Payables \',1/ 11 49,20,000 

Outst11nding expenses 
y ,._., 

6,40,000 

Bank loan 6,00,000 

Patent s,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: Tho arre.irs of preference dividend amount to~ S,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'( 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 sh11res of'( 

10,00,000 out of the surrendered equity shares. 
(5) 
(6) 
(7) 

Directors agree to forego the 11mounts due on 11ccount of loan. 
Surrendered shares not otherwise utilized to be cancelled. 
Assc,ts to be reduced as under: 

I Patent to 
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Plant & Machinery by 8,00,000 
Inventory by 6,80,000 

(8) Trade receiv3blcs to the extent of 'I: 34,00,000 3re considered good. 
(9) Reva hied figures for building is accopted at 'i: 14,00,000. 
{10) Sank 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 Journal 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 ('i:) Credit ('i:) 
Equity Share Capital ('i: 100 each) a/c Dr 60,00,000 

To Equity share capital ('i: 10 each) A/c 60,00,000 
{Sub division of equity share into'( 10 each) 
Equity Share Capital ('i: 10) A/c Dr. 48,00,000 

To Share surrendered A/c 48,00,000 
{Surrender of 80% of share holding by equity share holders) 
7% Cumulative preference share capital A/c Dr. 40,00,000 

To 8% cumulative preference share capital A/c 40,00,000 
{Conversion of 7% Cumulative Preference share capital into 8% 
Cumulative Preference share capital. They al so forgo their right to 
arrears of dividends) 
Shares Surrendered A/c ·,. • I', I I '.. , ' Dr. 10,00,000 

To Equity share capit al A/c v 10,00,000 
{Surrendered share issued against trade payables under 
reconstruction scheme) 

Bank loan A/c Dr. 6,00,000 

Expenses of reconstruction A/ c Dr. 1,20,000 

To Bank A/c 7,20,000 
{Bank loan and reconstruction expenses paid) 

Share su rrendered A/c Dr. 38,00,000 
To Capital Reduction A/c 38,00,000 

( Cancellation of unissued surrendered shares) (48,00,000-
10,00,000) 
Loan from Director A/ c Dr. 8,80,000 
Trade Payables A/c Dr. 12,30,000 
Building A/c Dr. 3,00,000 

To Capital reduction A/c 24,10,000 
(Amount sacrificed by directors and trade payables and appreciation 
in value of building) 
Capital red uction A/c Dr. 62, 10,000 

To Patent A/c 8,00,000 

To Trade receivables A/c 13,00,000 

To Inventory A/c 6,80,000 

To Profit and Loss A/c 16,80,000 
To Expenses on Reconstruction A/c 1,20,000 

To Plant A/c (bal. fig) (8,00,000+8,30,000) 16,30,000 
{Various asset s and expenses written off) 

Bank A/c Dr. 8,00,000 
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To Share application money A/c 8,00,000 
{Application money received on full and fi nal payment) 
Share application money A/c Dr. 8,00,000 

To Share capital A/c 8,00,000 
{Being 80,000 equity shares of '!; 10 each issued and fully paid up) 

Note: 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 

I. EQUITY AND LIABILITIES 

1. Shareholders' funds 
a . Share caoital 
b. General reserve 

2. Current liabilities 
a . Trade payables (49,20,000-12,30,000) 
b.Other current liabilities (outstanding expenses) 

Total 
II. ASSETS 

1. Non-current assets 
i. Property, Plant and Equipments 
ii. Intangible assets 

2. Current assets -- ~ -
a. Inventories {32,60,000- 6,80,000) \\ // 11 
b. Trade receivables {47,00,000 - 13,00,000) 
c. Cash and cash equivalen ts 

Notes to the financial statements 
(1) Share ca it:>I 

a. Authorized 
Particulars 

• 6,00,000 equity shares of 'I' 10 each 

\\/; 
\I 

• 40,000 8% cumulative preference shares of 'l: 100 each 
b. Issued, subscribed and ful l aid up 

I I 

Total 

• 3,00,000 equity shares of 'I' 10 each (of the above, 1,00,000 shares 
were issued as fully paid up for consideration other tha n cash under 
the scheme of reconstruction) 

• 40,000 8% cumulative preference shares of'!; 100 each 
Total 

(2) Property, Plant and Equipments 

Particul:1rs " 
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 '!; 

a. Balance v,ith bank (4,60,000-6,00,000-1,20,000+8,00,000) 5,40,000 
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Note 

1 

2 
3 

4 

Amount '!;) 

60,00,000 
40,00,000 

30,00,000 

40,00,000 
70,00,000 

Amount ('!; ) 

70,00000 
12,00000 

36,90,000 
6,40,000 

125,30,000 

57,70,000 

-

25,80,000 
34,00,000 

7,80,000 
125,30,000 



b. I Cash on hand 

Total 
2,40,000 I 
7,80,000 

' Question 12 

Recover Ltd decided to reorganize its capital structure owing to accumulated losses and adverse market 
condit ion . 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 1 3,50,000 
B Reserves and surplus 2 (70,000) 

2 Non-current liabilities 
A Long-term borrowings 3 SS,000 

3 Current liabilities 
A Trade Payables 80,000 
B Short term Borrowings - Bank overdraft 90,000 

S,OS,000 
Assets 

1 Non-current assets 

A Property, Plant Equipment 4 3,3S,000 
B Intangible assets 5 S0,000 

C Non-current investments 6 40,000 
2 Current assets 

A Inventories 30,000 
B Trade receivables \\ //II\\ // 11 7 ~ S0,000 

\\ II I I \\ /( I I I I • S,05,000 
Notes to accounts: \( I I \I I I r I 
1 Share Capital Rs. 

Equity share capital: 
20,000 Equitv Shares of Rs. 10 each 2,00,000 
Preference share capital : 
15,000 8% Cumulative Preference Shares of Rs. 10 each (preference dividend ha,, 1,s0,000 
been in arrears for 4 years) 

3,S0,000 
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 (secu red 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 

3,3S,000 
5 lntan,:ible assets 

Goodwill 50.000 
50,000 

6 Non-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: 
I . The preference shares were reduced to Rs. 2.5 per share, and the, equity shares to Rs. 1 per share. 
Ii . One new equity shar<! of Rs. 1 was issued for the arrears of pref<!rred divld<!nd for past 4 years. 
iii. The b:ilance on Securities Premium Account was utilized and was transferred to capital reduction 

account. 
iv. The debenture holders took over the freehold property at an agreed figure of Rs. 75,000 and paid the 
v. balance to the company afier deducting the amount due to them. 
vi. Plant and Machinery was written down to Rs. 1,00,000. 
vii. Non-trade Investments were sold for Rs. 32,000. 

viii. Goodwill and obsolete stock (included in the value of inventories) of Rs. 10,000 were written off. 
ix. 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, afier 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% Cumulat ive Preference share capital (Rs.2.5) A/c 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 ✓ 1 
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 A/c (Rs. 1) 20,000 

To Capital reduction A/c (Rs. 9) 1,80,000 

(Equity shares reduced to Rs. 1 per share w ith t he remaining amount 
transferred to capital reduction ac as a part of t he internal 
reconstruction scheme.) 

Capital reduction A/c Dr. 48,000 

To Equity share capita l A/ c 48,000 

(Equity 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 A/c 10,000 

(Amount from the securities premium utilized tow ards the capital 
reduction a/c as a part of the int ernal reconstruction scheme) 

9% Debentures A/c Dr. 50,000 

Accrued interest on debentu res A/ c Dr 5,000 

Bank A/ c Dr. 20,000 

Capital reduction A/c Dr. 45,000 

To Freehold property A/c 1,20,000 

(Debenture holders being paid by the sale of property, which is sold 
at a loss debi ted to the capital reduct ion account. Amount received Ir 
excess being ref unded to company by debenture holders as a part of 
the internal reconstruction scheme.) 

Capital reduction A/ c Dr. 90,000 

To Plant and Machinery Ac 30,000 
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To Goodwill A/c 50,000 

To Inventory A/c 10,000 

(The assets written off as a part o f the int ernal reconstruction scheme) 

Bank A/c Or. 32,000 

Ca pita I reduction A/ c Or. 8,000 

To Investment s A/ c 40,000 

{Investment s sold at a loss debited to capital reduction account as a 
part o f the int ernal reconstruction scheme) 

Cont ingent Liability A/c Dr. 7,000 

To Bank A/c 7,000 

(Contingent liabili ty paid as a part of the internal reconstruction 
scheme) 

Bank A/c Dr. 6,300 

Capital reduction A/c Or. 700 

To Contingent Liabil ity A/c 7,000 

(The insurance company remitting part of the contingency payment 
amount ) 

Capital reduct ion A/c Dr. 80,000 

To Profit and loss A/c 80,000 

(Accumulated losses written off to capital reduction account as a part 
o f t he internal reconstruction scheme), 

Capital reduct ion A/c Dr. 30,800 

To Capital reserve A/c 30,800 

(The balance in capital reduction account transferred to capital reserv I I 

as a part of t he internal reconstruction 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 1,05,500 

B Reserves and surplus 2 30,800 

2 Non-current liabilities 

A Long-term borrowings -
3 Current liabilities 

A Trade Payables 80,000 

B Bank Overdraft 90,000 

Total 3,06,300 
Assets 

1 Non·currc nt :assets 

A Property, Plant and Equipment 3 1,85,000 

2 Current assets 
A Inventories 20,000 

B Trade receivables 50,000 

C Cash and cash equivalent s 4 51,300 

Total 3,06,300 

No tes to accounts: 

11 I Share Capital Rs. 

Eq uity share cap ital 
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68,000 Equity Sha res of Rs. 1 each 68,000 
Pre ference share capita I 
15,000 8% Cumulative Pre ference 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 Ne (20,000+32,000-7000+6,300) 

Question 13 
Th f II e o ow ng ,s t e a ance eet o urp1e 1m te as a s ore ., . . h B I Sh f P I L" i d t 31 t M h 2022 

Particulars Notes Amount in't: 
I. Equity and Liabilities 
(1) Shareholders' Funds 
( a) Share Cllpitlll 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 
II. Assets ... \ / / 11 \\ /',-. 

(1) Non-Current Assets \\// II \\)r 
(a) Property, Plant and Equipment \I I I \ / 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 
(c) Cash and cash equivalents 7,600 

Total 16,20,000 
Notes to Accounts 

(l)Share Capital 
90,000 Equity Shares of it; 10 each fully paid 9,00,000 
6% Preference Share Capital 6,00,000 15,oo,ooo 
(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 :ibove date, the company adopted the following schema 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. 
(ii) The value of equity shares is brought down to St; 8 per share. 
(iii) 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. 
(vi) Book debts amounting to'{ 14,400 are to be treated as bad and hence to be written off. 

(vii) The company expects to earn a profit at the rate of'{ 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 P.1tents. 
(i•) A secured loan of '{ 4,80,000 bearing interest at 12% per annum Is to be obtained by morteaeine 

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 

1. 6% Prefe rence share capital A/c Dr. 
To 8% Preference share capital A/c 
To Capital reduction A/c 

(Being 6% preference shares converted to 8% preference shares so that 
return to pref. shareholders remains unaffected) 

2. Ea uity share capital A/c ('( 10) Dr. 
Ta Eq uity share capital Ne('{ 8) 
Ta Capital reduction A/c 

( Being equity ca pita I reduced to nominal value of 
'{ 8 each) 

3. Capital Reduction Ne ' \ ,111i., / / I I L....,, , Dr. 
To Goodwi II A/ c \\ I I 11 \\ I/ I I r I 
To Land and BuildingA/c \-; I I \-; I I I I 
To Plant and Machinery Ne ; • ~ LJ 

To Trade Receivables Ne (Book debts) 
To Pate nts A/c (Bal. fig.) 
To Profit and loss A/c 

(Being losses and assets written off to the extent required) 
4. Bank A/c Dr. 

To Bank Loan A/c 
(Being Loan taken) 

5. Bank overdraft A/c Dr. 
To Bank A/c 

(Being Bank overdraft repaid) 
Capital Reduction Account 

Particulars '{ Particulars 
To Goodwill A/ c 84,600 B Equity Share Ca ital A/c 
To Land & Buil ding A/c 81,000 By 6% Preference Share Capital A/c 
To Plant and Machinery, A/c 
To Trade receivables 
(Book Debts) Ne 
To Profit & Loss A/c 
To Patents A/c (Bal. fig.) 

96,000 
14,400 

30,000 
24,000 

3,30,000 

Debit 
('() 

6,00,000 

9,00,000 

3,30,000 

' 

4,80,001 

2,00,001 

Balance Sheet of Purple Ltd. (and reduced) as at 31.3.2022 

Particulars Notes 

Equity and Liabilities 
1 Shareholders' funds 

a Sha re capital 1 
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Credit 
('() 

4,50,000 
1,50,000 

7,20,000 
1,80,000 

84,600 
81,000 
96,000 
14,400 
24,000 
30,000 

4,80,000 

2,00,000 

1,80,000 
1,50,000 

3,30,000 

11,70,000 
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~ 
b Reserves and surplus 2 (2, 70,000} 

2 Current liabilities 
a Short term borrowings Secured Bank Loan 4,80,000 
b Trade Paya bles 2,20,000 

Total 16,00,000 
Assets 

1 Non-current assets 
a Property, plant and equi ment 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 
C ash and cash equiva lents (7,600+4,80,000-2,00,000) 2,87,600 

Total 16,00,000 
Notes to Accounts: 

0: 
1. Sha re Capital 

Authorized 
Issued, subscribed and paid up: 
90,000 equity shares of 0: 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 '· // 11 \ \ // 11 
Land and Building \ \// I I \\// I I 4,59,000 
Plant and Machinery V J I \' I I 3,84,000 8,43,000 

4. Intangible assets 
Patent '( (36,000 - 24,000) 12,000 

5. Trade Receivables 
Sund ry Debtors 3,01,800 
Less: Bad debts (14,400) 2,87,400 

Note : •Face value of pre ference share is not given In the question (pre and post reconstruction) and hence any 
suitable value of prefere nce share may be assumed. 
Working Notes: 
1. Calculation of new Preference Shares 

2. 

3. 

Rate of return 
Dividend 
Rate of return 
Dividend 

6% o n Prefere nce Shares 
(6/100) X 0: 6,00,000 = 0: 36,000 

8% on Preference Shares 
(8/100) x X = 0: 36,000 

X = (36,000/8) X 100 = '( 4,50,000 
New Preference Share Capital = '( 4,50,000 
Old Preference Share Capita I = '( 6,00,000 
(6,00,000 - 4,50,000) = 0: 1,50,000 Amount taken to Capital Reduction A/c. 
Since the company expects to earn a profit of 0: 90,000 p.a . consecutive ly for three years and it shall 
be used to write-off de bit balance of P & L account, hence 0: 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 
N e. 
Calculation of Amount written off on Land & Building and Plant & Machinery 

Land & Building = (85/100) x 5,40,000 = 'I: 4,59,000 
Plant & Machinery = (80/100) x 4,80,000 = 0: 3,84,000 
Reduced by: 
Land & Building = (S,40,000 - 4,59,000 = '( 81,000 
Plant & Machinery = (4,80,000 - 3,84,000) = 0: 96,000 
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EXAM INSIGHTS: Some of the examinees erred in passing the journal entries as per the terms of 

reconstruction given In the question and also failed to prepare the Capital reduction account. Consequently, 

they failed to draw up the res-ultant balance sheet of the Company Immediately after the reconstructed. 

Following is the Balance Sheet of Wiwitsu Ltd. as at 31st March, 2023: 
Parti0ulars Notes '( 

Equity and Liabilities 
1 Shareholders' funds 

A Share capltal 1 26,00,000 
B Reserves and Surplus 2 (4,05,000) 

2 Non-current liabilities 
A Long-term borrowings 3 12,00,000 

3 Current liabilities 
A Trade Payables 5,92,000 
B Short term borrowings - Bank overdraft 1,50,000 

Total 41,37,000 
Assets 

1 Non-current assets 
A Property, plant and equipment 4 11,50,000 
B Intangible assets 5 70,000 
C Non-current investment 6 68,000 

2 ::urrent assets 
A Inventory ... ,-, n n. ,.., n ,-- r 14,00,000 
B irade receivables \\ // 11 \\ / / 11 ' I I 14,39,000 
C Cash and cash equivalents \\!/ 11 \V! l' 10,000 

V ! I V Total \.' 41,37,000 
Notes to accounts 

'( 

1 Share Capital 
Equity share capital: 
2,00,000 Equity Shares of'( 10 each 20,00,000 
6,000, 8% Preference shares of 'I: 100 each 6,00,000 

26,00,000 
2 Reserves and Surplus 

Debit balance of Profit and loss A/c (4.05 0001 
(4,05,000) 

3 Long-term borrowings 
9% debentures 12,00,000 

12,00,000 
4 Property, Plant and Equioment 

Plant and machinery 9,00,000 
Furniture and fixtures 2,50,000 

11,50,000 
s lntan,:ible assets 

Patents and coovrights 70,000 
70,000 

6 Non-current investments 
Investments (market value of'( 55,000) 68,000 

68,000 
The following scheme of reconstruction was finalized: 
• Preference shareholders would give up 30% of their capital In exchange for allotment of 11% Debentures 

Chapter 14 Accounting· for Reconstruction of Companies 14.25 



to them. 
• Debenture holders having charge on plant and machinery would accept plant and machinery in full 

settlement of their dues. 
• Inventory equal to 'It 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 'II: 3,00,000 and auemc,nt its workin,: 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 '{ 

8% Preference share capital A/c Dr. 6,00,000 
To 11% Debentu res A/c 
To Capital reduction A/c 

[Being 30% reduction in liability of preference share capital 
and issue of 11% debentures] 
9% Debentures A/c Dr. 12,00,000 

To Plant & machinery A/c 
To Capital reduction A/c 

(Settlement of debenture holders by allotment of plant & ' rr r 
machinery] 1\ // I 
Trade payables A/c \ ( I ! \'-'I I Dr. 5,92,000 

To lnventorv A/c V !.J \i L 
To Capital reduction A/c 

[Being settlement of creditors by giving Inventories] 
Bank A/c Dr. 3,00,000 

To 11% Debentures A/c 
[Being fresh issue of debentures] 
Bank overdraft A/c Dr. 1,50,000 

To Bank A/c 
[Being settlement of bank overdraft] 
Capital reduction A/c Dr. 5,72,000 

To Investmen t A/c 
To Profit and loss A/c 

To Capital reserve A/c 
[Being decrease in investment and profit and loss account (Dr. bal.); and 
balance of capital reduction accou nt transferred to capital reserve] 

Capital Reduction Account 

To Investments A/c 13,000 By Pre ference share capital A/c 
To Profit and loss A/c 4,05,000 By 9% Debenture holder's A/c 
To Capital reserve A/c 1,54,000 By Trade payables A/c 

5,72,000 
Balance Sheet Extract of Wiwitsu ltd. (And Reduced) As at 31st March 2023 

Particulars 

I. Equity and liabilities 
(1) Shareholder's Funds 

(a) Share Capital 
b) Reserves and Surplus 
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Note No 

1 
2 

'{ 

4,20,000 
1,80,000 

9,00,000 
3,00,000 

5,00,000 
92,000 

3,00,000 

1,50,000 

13,000 
4,05,000 
1,54,000 

1,80,000 
3,00,000 

92,000 
5,72,000 

20,00,000 
1,54,000 



(2) Non-Current Liabilities 
Long-term borrowings 

3 7,20,000 

Total 28,74,000 

Notes to Accounts 

1. Sh:1rc C:1pit:1I 
2,00,000 Equity shares of~ 10 each fully pa id-up 

2. Reserve and Surplus 
Capital Reserve 

3. Long Term Borrowings 
11% Debentures ~ 4,20,000 +" 3,00,000) 

Question 15 
Following is the summarized Balance Sheets of Wivitsu Limited as on 31 st March, 2024: 
Particulars (") 

EQUITY AND LIABILITIES: 

Share Capital 

Equity shares of" 100 each 

8% Preference shares of" 100 each 
10% Debentures of 'I: 100 each 
Trade Payables 

Total 

ASSETS: 
Goodwill 
Pro erty, Plant and E ment 
Trade Receivables 
Inventories 
Cash at Bank 
Own Debentures (Nomin:11 value of" 6 lakhs) 
Profit and loss A/ c 

Total 

60,00,000 

21,00,000 
18,00,000 
16,80,000 

1,15,80,000 

81,000 
72,00,000 
13 75,000 

9,80,000 
1,33,000 
5,76,000 

12,35 000 
1,15,80,000 

On lstApril, 2024, court approved the following reconstruction scheme for Wivitsu Limited: 

20,00,000 

1,54,000 

7,20,000 

(i) Each equity share shall be sub-divided into 10 equity shares of" 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 " 2,40,000 (nominal value) were sold at 98 cum interest and remaining own 
debentures were cancelled. 

(iv) Debenture holders of 'I: 6,00,000 agreed to accept one machinery of book value of "; 9,00,000 in full 
settlemant. 

(v) Ramaining Proparty, Pl:1nt ;ind Equipment were valued at " 60,00,000. 
(vi) Trade Payables, Trade Receivables and Inventories were valued at~ 15,00,000, ~ 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 avoid capital commitments of~ 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 

schemes. 
(2) Prepare Capital Reduction Account. 
(3) Prepore Bank Account {PYP 14 Marks May'24} 

Answer 15 
Journal entries In the Books of Wivitsu Limited. as on 1st April 2024 
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Particulars Dr. Cr. 
01.04.2024 Amount(~) Amount(~) 

1. Equity share capital A/c ("100) Dr. 60,00,000 
To Equity share capital A/c (~10) 60,00,000 

(Being sub-division of one share of 
'1:100 each into 10 shares of '1:10 each) 

2. Equity share capital A/c ("10) Dr. 24,00,000 
To Capital reduction A/c 24,00,000 

{Being reduction of Equity capital by 40%) 
3. Capital reduction A/c Dr. 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 

4. Bank A/c Dr. 2,35,200 

To Own debentures A/c (S,76,000/6,00,000) x 2,40,000 2,30,400 

To Capital reduction A/c 4,800 

{Being profit on sale of own debentures of 
'I: 2,40,000 transferred to capital reductionA/c) 

5. 100/o Debentures A/c Dr. 3,60,000 
{6,00,000 -2,40,000) 

To Own debentures A/c 3,45,600 
To Capital reduction A/c 14,400 

{Being profit on cancellation of own debentures transferred to capit al 
reduction A/c) 

6. 100/o Deben tures A/c \ \ I I I I ... , ,, Dr . 6,00,000 
Capital reduction A/c ' r I I \ / Dr. 3,00,000 

To Machinery or PPE A/c 9,00,000 
{Being machi nery t aken up by debenture holders for 
'I: 6,00,000) 

7. Capital reduction A/c (balancing figure) Dr. 3,00,000 
To PPE A/c 3,00,000 

(72,00,000 · 9,00,000 · 60,00,000) 
(Being PPE revalued) 

8 . Trade payables A/ c (16,80,000 -15,00,000) Dr. 1,80,000 
To Trade receivables A/c (13, 75,000-13,00,000) 75,000 
To Inventory A/c {9,80,000-9,44,000) 36,000 
To Capital Reduction A/c 69,000 

(Being assets and liabilities revalued) 
9. Capital reduction A/c Dr. 13,16,000 

To Goodwill A/c 81,000 

To Profit and Loss A/c 12,35,000 
(Being the above assets written off) 

10. Capital reduction A/c Dr. 60,000 
To Bank A/c 60,000 

{Being penalty paid fo r avoidance of capital commitments) 

11. Capital reduction A/c Dr. 3,44,200 
To Capital reserve A/c 3,44,200 

(Being the credit balance in Capital Reduction A/c transferred to 
Capital Reserve ) 

1. C:i it:il R<!duction 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 
To Property, Plant &Equi ment 3,00,000 By Bank A/c (Profit onSale} 
To Trade Receivables 75,000 By 10% debentures Ne (Profit on 1-------------t----------1 To Inventory 36,000 cancellation) 

To Goodwil I 81,000 
To Profit and Loss Ne 12,35,000 
To Cash/Bank A/c 60,000 
To Capital Reserve 3,44,200 

3. 

To balance b/d 
To Own Debenture 
(2,30,400 +4,800} 

Question 16 

25,99,200 

Bank Account 

1,33,000 By Capital Reduction 
2,35,200 By Capital Reduction A/c 

By balance c/d 
3,68,200 

The Balance Sheet of Lion Limited as on 31-03-2018 is given b"low: 

1,80,000 
4,800 

14,400 

25,99,200 

1,68,000 
60,000 

1,40,200 
3,68,200 

Particulars Note No. Amount('< in lakh) 
Equity & Liabilities 

Shareholders' Funds 

Shar1is' Capital 1 1,400 

Reserves & Suri,lus Y, fl 17 D. 2 'i fl (522) 
Non-Current Liabilities ,\ If II \\ I I I 

Long term Borrowings \. ·,r I ! \ 3 • fl 700 

Current Liabilities • LJ ..._.,, 

Trade Payables 4 102 

Other Liabilities 5 24 

Total 1704 

Assets 
Non-Current Assets 

Fixed Assets 

Tangible Assets G 750 

Current Assets 
Current Investments 7 200 
Inventories 8 300 

Trade Receivables 9 450 
Cash & Cash Equivalents 10 4 
Total 1704 

Notes to Accounts: 

'I: in Lakhs 
1) Share Ca Ital 

Authorised : 
200 lakh shares of~ 10 each 2,000 
8 lakh, 8% Preference Shares of 'I: 100 each 800 

2,800 
Issued, Subscribcd and paid u : 

1,000 
4 lakh 8% Preference Shares of~ 100 each, fully paid up 400 

Total 1400 
(2) Rescrvcs and Surplus 
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Debit balance of Profit & Loss A/c (522) 
(3) Long Term Borrowings 

6% Debentures (Secured b Freehold Pro 400 
Directors' Loan 300 

700 
(4) Trade Payables 

Trade payables for Goods 102 
(5) Other Current Liabi lities 

Interest Accrued and Due on 6% Debentures 24 
(6) Tangible Assets 

Freehold Property 550 
Plant & Machine 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 shareholders: 

(1) Preference Shares are to be written down to Rs. 80 each and Equity Shares to Rs. 2 each. 
(2) Preference Shares Dividend In arrears for 3 years to Ix, w:ilved by 2/3rd and for balance l/3rd, 

Equity Shares of Rs. 2 each to be allotted. 
(3) 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. 
(4) Interest accrued and due on Debentures to be paid in cash. 
(5) Remaining Freehold Property to be valued at Rs. 400 lakh. 
(6) All investments sold out for Rs. 250 lakh. 
(7) 70% of Directors' loan to be waived and for the balance, Equity Shares of Rs. 2 each to be allowed. 
(8) 40% of Trade receivables and 80% of Inventories to be written off. 
(9) 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 
(c) Prepare notes on Shara Capital and Tangible Assets to Balance Sheet, immediately after the 

implementation of scheme of internal reconstruction. 
{MTP 15 Marks Mar'lB, MTP 16 Marks Apr'Zl, RTP May'19} 

Answer 16 
Journal Entries in the books of Lion Ltd. 

Particulars 

(i) 8% Preference share capital A/c (Rs. 100 each) 

To 8% Preference share capital A/c {Rs. 80 each) 

To Ca ital Reduction A/ c 

(Being the preference shares of Rs. 100 each reduced to 

Rs. 80 each as per the approved scheme) 
(ii) Equity share capital A/c (Rs. 10 each) 

To Equity share capital A/c (Rs. 2 each) 

To Ca ital Reduction A/c 
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Dr. 

Dr. 

Debit 
(Rs. in lakhs) 

400 

1,000 

Credit 
(Rs. in lakhs) 

320 
80 

200 
800 



(Being t he equity shares of Rs. 10 each reduced to Rs. 2 each) 

(iii) Capital Reduction A/c Dr. 32 
To Equity share capital A/c (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 Ne Dr. 300 
To Freehold property A/c 300 

(Being claim of Deben ture holders settled in part 

by transfer of freehold property) 

(v) Accrued debenture interest A/c Dr. 24 

ToBankA/c 24 
(Being accrued debenture interest paid) 

(vi) Freehold property A/c Dr. 150 

To Capital Reduction Ne 150 

(Being appreciation in the value of freehold property) 
(vii) Bank A/c Dr. 250 

To Investments A/c 200 
To Capital Reduction Ne 50 
(Being investment sold at profit) 

(viii) Director's loan A/c Dr. 300 

To Equity share capital A/c (Rs. 2 each) 90 
To Capital Reduction Ne 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 A/c - Dr. - 972 

To Profit and loss A/ c J I I ,. ... , ' I I 522 
To Trade receivables A/c (450 X 40%) I I \\/' I I , I 180 
To Inventories-in-trade Ne (300x 80%) I I 

'\ ' I ,........, 
240 

To Bank A/c (600 x 5%) 30 

(Being certain value of various asset s, penalty on cancellation 
of contract, profit and loss account debit balance written of 

th rough Capital Reduction Account) 

(x) Capit al Reduction A/ c 286 

To Capital reserve A/c 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 180 800 

To Finished Goods 240 150 

To Profit & Loss Ne S22 By Bank so 
To BankNc 30 
To Capital Reserve 286 By Director's Loan 210 

1,290 1,290 
Notes to Balance Sheet 

(Rs. in lakhs) (Rs. in lakhs) 

1. Share Capital 
Authorized: 

200 lakhs E ul ty shares of Rs. 2 each 400 

8 lakhs 8% Preference shares of Rs. 80 each 640 

1,040 
Issued: 

161 lakhs equity shares of Rs. 2 each 322 
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4 lakhs Preference Shares of Rs. 80 each 320 
642 

2. Tan ible Assets 

Freehold Property 550 
Less: Uti lized to pay Debenture holders (300) 

250 
Add: Appreciation 150 400 
Plant and Mach inery 200 

600 

Question 17 
The Balance Sheet of Radhika Ltd. as at 31-3-2024 is as follows: 

Particulars Notes ~ 

Eguitv and Liabilities 
1 Shareholders' funds 

a Share capital 1 13,80,000 

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 
C Other current liabilities 4 1,47,000 

\\ J l 11 \\ ) Total 19,29,000 
Ass11ts \\ II I! \\/1 -~-.. 

1 Non-current assets \I 11 \/ II 
Propertv. plant and equipment 

. 
a 

. 
5 5,70,000 

b Intangible assets 6 2,01,000 
C Non-current investments 7 66,000 

2 Current assets 

" Inventories s,10,000 
b Trade receivables 5,00,000 
C Cash and Cash Equivalents 82,000 

Total 19,29,000 
Notes to accounts 

1 Share Capital 

Equity share capital: 

9,000 Equity Shares of 0:100 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,S0,000 

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 

5,70,000 

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 'I: 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 ye:irs, three fourths to be waived and 

Equity Shares of" 20 each to be allotted for the remaining quarter. 
(4) Interest payable on debentures to be paid in c:ish . 
(5) Goodwill to be written off. 
(6) Inventory to be writton off by '1:65,000. 
(7) Amount of 'I: 68,500 to be provided for bad debts. 
{8) Freehold property to be revalued at '1:6,49,000 
{9) Investments be sold for 'I: 1,40,000. 
{10) Direetors to accept settlement of their loans as to 90% thereof by allotment of equity shares of 'I: 20 

each and as to 5% in cash, and balance 5% being waived. 
{11) There were capital commitments totaling 'I: 2,50,000. These contracts are to be cancelled on payment 

of 5% of the contract price as a penalty. 
(12) li:nore taxation and cost of the scheme. 
{13) Eliminate debit balance of Profit and Loss A/c 
You are requested to prep3re the Balance Sheet of the company after co)npletlon of the Scheme. 
{MTP 10 Marks Apr'24} {RTP Nov'lB) {Sam" concflpt diffcrantfigurc$· RTP May'22 & Nov'20} 
Answer 17 

I. 

A 

B 

C 

11. 

A 

B 

1 

Balance Sheet of Radhika Ltd. {and Reduced) as on 1.4.2024 
P:>rticulars 
Equity & Liab ilities 
Shareholders ' Fund 

a Share Capital 
b Reserves & Surplus 

Non-Current Liabilities 
a Long Term Borrowings 

Cu rrent Liabilities 
a Trade Payables 
b Short Term borrowings: Ban k OD 

Assets 
Non-Current Assets 

a Property, Plant & Equipment 

b Intangible assets: Patents 
Current Assets 

a b Inventory (5,10,000-65,000) 
C Trade Receivable 

Cash & Cash Eq uivalent 

Notes to Accounts I Particulars 
Share Ca pita I 

To tal 

To tal 

Notes 

1 
2 

3 

4 

5 
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3,16,800 
1,10,200 

7,86,000 

3,60,000 
2,34,000 

18,07,000 

7,09,000 
45,000 

4,45,000 
4,31,500 
1, 76,500 

18,07,000 

14.33 



Authorised, Issued, Subscribed & Paid Up Capital 
Equity share Capital 
15,840 Shares of '{20 Paid u 
(Out of above 6,840 shares are issued for consideration other cash) (W.N 1) 

2 Reserves & Surplus 
Capital Reserve (W.N 2) 

3 Long Term Borrow I ngs Secured 
a b 6% Debentures 

11% Debentures(70% of 4,80,000 preference shares) 

4 PPE 
Freehold 
Plant 

5 rade receivable 
Less: Provision for Doubtfu I Debts 

Working notes: 
1. Com utation of equit shares: 

1 After the reduction to'{ 20 each 90,000 X 20 

2. Equity shares allotted to preference 6% of 
shareholders for their¼ arrears. 4,80,000 

3. Equity shares allotted to Directors in 90% of 
settlement of their loan 1,20,000 

Equity share 
capital 

1,80,000 
28,800 

1,08,000 

3,16,800 

1,10,200 

4,50,000 

3,36,000 
7,86,000 

6,49,000 
60,000 

7,09,000 
5,00,000 
(68,500) 
4,31,500 

No. of 
shares at 
'{ 20 each 

9,000 
1,440 

5,400 

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 

1,39,000 +Investment 74,000 + Director Loan 6,000 - Preference share dividend 28,800 . Goodwil l 1,56,000 
- Inven tory 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 

Question 18 
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'{ SO each 7,50,000 
(b) 18,750 Equity shares of'{ SO 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 de reciation 5 00000 
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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,: 50 shares should be reduced to ,: 5 by cancellation of 

,: 45.00 per share. They have also agreed to subscribe for three new equity shares of,: 5.00 each for each 
equity share held. 

(ii) The preference shareholders have agreed to foreeo the arrears of dividends :ind to accept for each" SO 
preference sh:1re, 4 new 6% preference shares of" 10 each, plus 3 new equity shares of" 5.00 each, all 
credited as fully p:iid. 

(iii} Lenders to the company for'{ 1,87,500 have agreed to convert their loan Into shares and for this purpose 
they will be allotted 15,000 new preference shares of>: 10 each and 7,500 new equity shares of>: 5.00 
each. 

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

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

(vi} The equity share capital cancelled is to be applied: 
{a} To write off the debit balance in the Profit and Loss A/ c, and 
(b} To write off" 43,750 from the value of plant. 

Any balance rem::iinlne is to be used to write down the value of tr:idemarks :ind eoodwlll . The nominal capital, 
as reduced, is to be increased to'{ 8,12,500 for preference share capital and'{ 9137,500 for <iqulty 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 l5 Marks Nov'l9, 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 (" SO) Dr. 9,37,500 
To Equity share capital A/c (-: S} 93,750 

To Capital reduction A/c* 8,43, 750 
{Being equity capital reduced to nominal value of,: 5 each} 

2. Bank A/c Dr. 2,81,250 
To Ea ulty share capita I 2,81,250 

(Being 3 right shares against each share was issued and 
subscribed) 

3. 8% Preference share capi tal A/c (" SO} Dr. 7,50,000 

Capital reduction A/c Dr. 75,000 
To 6% Preference share capital (,: 10) 6,00,000 
To equity share capital (" SO) 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 A/c Dr. 1,87,500 
To 6% Preference share capital A/c 1,50,000 
(15,QQQ X,: 10) 
To Eq uity share capital A/c{7,SOO x,: S} 37,500 

{Being loan to the extent of,: 1,50,000 converted Into share 
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capital) 

5. Bank A/c (25,000 x 0:5) Dr. 1,25,000 
To Eq uity share application A/c 1,25,000 

(Being shares subscribed by the directors) 
6. EQuity share application A/c Dr. 1,25,000 

To Eq uity share capital A/c 1,25,000 

(Being application money transferred to capital A/c) 
7. Loan A/c Dr. 2,50,000 

To Bank A/c 2,50,000 
(Being loan repaid) 

8. Capital reduction A/c Dr. 7,68,750 

To Profit and loss A/c 5,63,750 
To Plant A/c 43,750 
To Trademarks and Goodwill A/c (Bal. fig.) 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 Notes '( 

1. a Equity and Liabil ities 
Shareholders' fu nds 
Share capital 1 15,12,500 

2. Non-current liabil ities 
a Long-term borrowings n n \\ I 

2,78,750 
(7,16,250 - 1,87,500 - 2,50,000) ( 

3. Current liabil ities 1 // I I \\J! ' 
a Trade Payables ~/ 11 \ I ~ 2,58,750 
b Other current liabilities 43,750 

Total 20,93,750 
Assets 

1. Non-current assets 

a Property, Plant and Equipment 2 7,91,250 

b In tangible assets 3 2,36,250 
2. Current assets 

a Inventories 5,00,000 

b Trade receivables 4,10,000 

C Cash and cash equivalen ts 4 1,56,250 
Total 20,93,750 

Notes to accounts: 
'( '( 

1. Share Capital 
Authorized capital: 
81,250 Preference shares of " 10 each 8,12,500 
1,87,500 E uit shares of 0: 5 each 9,37,500 17,50,000 
Issued, subscribed and paid up: 
1,52,500 equity shares of 0: 5 each 7,62,500 
75,000, 6% Preference shares of'( 10 each 7,50,000 15,12,500 

2. Property, Plant and Eq uipment 
Buildi ng a t cost less deprecia tion 5,00,000 
Plant a t cost less de reciation 2,91,250 7,91,250 

3. Intangible assets 
Trademarks and goodwill 2,36,250 

4. Cash and cash equivalents 
Bank (2,81,250+1,25,000·2,50,000) 1,56,250 
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Note: *In place of Capital Reduction Account, Reconstruction Account or Internal Reconstruction Account may also 
be used . 

Question 19 
Following is the Balance Sheet of Tourma limited as at 31st March,2023: 

Particulars Notes II( in lakhs 

Equity and Liabilities 
1. Shareholders' funds 

A. Share Capital l 24.00 
B. Reserves and Surplus 2 {9.10) 

2. Non-current liabilities 
A. lone·tcrm borrowines 3 3.20 

3. Current liabilities 
A. Trade Payables 1.15 
B. Short Term Borrowings - Bank Overdraft 1.40 
C. Other current liabilities 4 0.32 
D. Short term provisions 5 0.42 

Total 21.39 
Assets 
1. Non-current assets 

A. Property, Plant ilnd Equlpmant 6 7.80 
B. Intangible Assets 7 1.70 
C. Non-Current Investments 8 1.80 
2. Current Assets 
A. Inventory - - - - - - 5.12 
B. Trade raceivables \\ Ii 11 \\ II t( - 4.32 
C. Cash and c:lsh equivalents \\)! I I \\If '" 0.65 
Total \/ . ' •• '/ 21.39 ,:; 

Notes to Accounts: 
": In lakhs 

1 Share Capital 

Equity share capital 

16,000 Equity Shares of 'I: 100 e:lch 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) 

{9.10) 

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 

6 Property, Plant and Equipment 

Plant & Machinery 5.00 

Furniture & Fixture 2.80 

Chapter 14 Accounting· for Reconstruction of Companies 14.37 



7.80 
7 Intangible Assets 

Patents & Copyrights 1.70 

1.70 

8 Non-current Investments 

Investments (Market Value 0: 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. Accordingly, it was decided that: 
(i) Each equity share Is to be sub-divided Into ton fully paid-up equity shares of 'i: 10 each. After sub-division, 

each shareholder shall surrend"r to thc, company 40 % of his holding, for the purpose of reissue to trade 
pay .. bles as n"c,,ssary. 

(ii) Prefercnce sharcholders would give up 30% of thcir capital and 12% Dcbentures (face valuc 'i: 100 each) 
shall be issued to them for balance holdines. 

(iii) The company would issue additional 12% Debentures (face value"; 100 cach) for"; 4,00,000 for meeting 
its working capital rcquirement and final settlement of Bank Overdraft at 90% of thc 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 'o:: 10 each 

out of shares surrendered. 
(vi) The shares surrendered and not re-issued shall be cancclled. 
(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. 
(x) The value of inventories is to be increased by 0: 32,000 :ind provision for Doubtful Debts is to be created at 

5% of Trade Receivables. 
You are required to: 

(i) Pass neccssary journal entries in the books of account of Tourma Limited. 
(ii) Prepare Reconstruction Account, and 
(iii) Prepare Balance Shect of the company after internal reconstruction. {PYP 20 Marks Nov'23} 

Answer 19 
Journal Entries in the books of Tourma Ltd. 

Dr. Cr. 
'I: In lakhs 'o::lnlakhs 

Equity Share Capital ('I: 100) A/c Dr. 16.00 
To Share Surrender A/c 6.40 
To Equity Share Capital ('I: 10) A/c 9.60 

(Subdivision of 16,000 equity shares of 'I: 100 each into 1,60,000 equity 
shares of"; 10 each and surrender of 64,000 of such subdivided shares 
as per capital reduction scheme) 

Preference Share Capital ('I: 100) A/c Dr. 8.00 
To 12% Debentures A/c Dr. 5.60 
To Reconstruction{'( 100) A/c 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 ('I: 100) A/c 4.00 
(Being 12% debentures issued) 
Bank Overdraft A/c Dr. 1.40 

To Bank A/c 1.26 
To Reconstruction A/c 0.14 

(Being bank overdraft amount paid) 
100/4 Debentures A/c Dr. 3.20 
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Interest payable Ne Dr. 0.32 

To Debenture holders A/c 3.52 

(Being Interest payable on the 1D% debentures credited to debenture 
holders Ne) 
100/4 Debentures A/c Dr. 3.52 

To Furniture & fixtures A/c 2.80 
To Reconstruction A/c 0.72 

·rade payables A/c Dr. 1.15 

To Reconstruction A/c 1.15 

(Transferred claims of the trade payables to reconstruction account, 70% 
of wh ich is being clear reduction and equity shares are being issued in 
consideration of the balance) 

Share Surrender A/c 6.40 
To Equity Share Capital A/c 0.805 

To Reconstruction Ne 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) 

Provision for Taxation Ne Or. 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.) 

Liabil ity for taxation A/c 0.50 

To Cash/Bank A/c o.so 
(Being taxation liability settled) 

Reconstruction A/c ,1. ff \J' Or. 0.70 
To Investment A/c 0.70 

(Being investments' value reduce to market price) 

Inventory A/c - . • Dr. Dr. 0.32 
To Reconstruction A/c 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/c Dr. 9.329 
To Profit and loss Ne 9.10 
To Capital Reserve A/c 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 Note, No. O:l nlakhs 

I. Equity and Liabilities 
(1) Shareholder's Funds 

(a) Share Capital 1 10.405 

(b) Reserves and Surplus 2 0.229 

(2) Non-Current Liabilities 
(a) long-term borrowings 3 9.60 

{3) Current Lia bi Ii ties 

Total 20.234 

11. Assets 

(1) Non-current assets 

(a) Property, plant and equipment 4 5.00 

b lntan ible assets 5 1.70 

( c) Non-current investments 6 1.10 

(2) Current asset s 
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(a) Inventories 7 5.44 

(b) Trade receivables 8 4.104 

(c) Cash and cash e uivalent s (W.N) 2.89 

Total 20.234 
Notes to Accounts 

~lnlakhs 

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 

3. Long-term borrowings Unsecured Loans 
12% Debentures (5.60 + 4) 9.60 

4. Property, plant and Equipment Plant & 
Machinery 5.00 

s Intangible assets 
Patents & cooyrights 1.70 

6. Non-Curren t Investments ~- ,---, ~ ,--.. ~ -
Investments - \\ I! l I \\ / I I I 1.10 

7. Inventory \'>"/ 5.12 I J 

O.dd: Appreciation under scheme of reconstruction ... 0.32 'Y 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•oreanlze capital or to compound with creditors or to effect 

economies then such type of reconstruction is c.illed (SM) 
(a) Internal reconstruction with liquidation 
(b) Internal reconstruction without liquidation of the company 
(c) External reconstruction 
(d) None 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 
(c) 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 liabilities. 
(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. 
(c) 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(SMJ 
(a) Only one company is liquidated. 
(b) Two or more companies are liquidated. 
(c) No company is liquidated. 
(d) Two companies amalgamated. 

Ans: (c) 

6 . A pre<:ess of reconstruction, which is carried out without liquidating the company and forming a new one 
is c3lled (Chapter - Accounting for Reconstruction of Companies) (MTP 2 Marks Mar'241 SM} 
(a) internal reconstruction. 
(b) External reconstruction. 
(c) Amalgamation in the nature of merger. 
{d) Amalgamation in the nature of purchase. 

Ans: (a) 
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CONCEPTS OF THIS CHAPTER 
• Concept and classification of branches from accounting view 
• Accounting treatment 
• Methods of charging goods to branches 
• Solve problems for goods sent to branch at wholesale price LOR Questions 

Q25 • Prepare reconciliation statement of branch and head office 
transactions Q28 

• Incorporate branch balances in head office books Q30 
• Difference between integral and non-integral foreign branches 
• Techniques of foreien currency translation for foreien branches 

QUICK REVIEW OF IMPORTANT CONCEPTS 

METHOD OF ACCOUNTING FOR DEPENDENT BRANCHES 
At cost or at selling price Debtors method I St ock & Debtors method I Trading & P&l method 
At wholesale price Wholesale branch method 

When goods are invoiced at cost 
Debtors method This m ethod of accounting is suitable for small sized branches. Under th is method, 
separate branch accoun t is maintained for each branch to compute profit or loss made by each branch. 

Proforma Branch Account 

1 To Balance b/d 
I 
1 Cash 1----------·-·---·----·---·--·-------·--·---·--·--·-
! Stock 
i Debtors l------·----·-·--·----·---·--·--·---·--·--·---·--·--·-i Petty Cash ,----·------·---·--·--·-----·-------·--·---·--·--·-
i Fixed Assets ~------·---·-·---·----·---·--·-------·--·---·--·--·-
I Prepaid Expenses 1-----------·-·--·-------·--·-------·--·---·--·--·-
I To Goods sent to Branch 1-----------------------·--·--·---·--·--·---·--·--·-
i To BankA/c ,----·--·--·--·---·--·--·-----·-------·--·---·--·--·-
; Salaries 1----------·-·--------·---·--·-------·--·---·--·--·-
I Rent 1-----------·-·--·----·---·--·-------·--·---·--·--·-
i Sundry Expenses ·--------·--·--·---·--·--·---·--·--·
I To Profit & Loss A/c-Profit (if credit side is larger) 

By Bank A/ c (Cash remitted) 
I 

By Return to H.O. I --·--·--·-----------·--·-------·--·--·-----·-----1 
! 

By Ba la nee c/ d 7 ----------------·--·--·-----·--·--·-----·-----j 
Cash 1 --·--·--·-----·-----·--·--·-----·--·--·-----·----~ 
Stock i 
--·--·--·-----·-----·--·-------·--·--·-----·------1 
Debtors I --·--·-------------·--·--·-----·--·--·-----·-----l 
Petty Ca sh I --·--·-------------·--·--·-----·--·--·-----·-----1 
Fixed Assets i --·--·--·-----·-----·--·--·-----·--·--·-----·----~ 
Prepaid Expenses----·--·-------·--·--·-----·----~ 

I --·--·--·-----------·--·--·-----·--·--·-----·----7 
By Profit and Loss, A/c-loss , --·--·-------·--·---·--·-------·--·--·-----·-------1 
(if debit side is larger) I 

Stock :.nd Debtors method :If it is desired to exercise a more detailed control over the working o f a branch, the 
accounts o f the branch are main tained under Stock and Debtors M ethod. 

-~ --
(b} 

----·· 
(c} -·---·· 
(d) ----·· 
(e) ----·· 
(f) ----·· 
(g) 

15.1 

Transaction Account debited Account credited 

. Cost of j5>ods sent to the Branch____________ Branch Stock A/c ____________ . Goods sent _to Branch_ A/c ........ .. 
Remittances for expenses Branch Cash A/c cash A/c 

•--•----•----•-----•--•----•----•----•---•--•-- -•--•--•--•--•---•--•--•---•--•-- •• • • • • • 0 •• • • •• H•• • • •• •• 0 0 0 • • 0 • 0 • • •• 0 H •• 0 • 0 • • 0 • 0 • • • • 0 • • 

Any asset (e.g. furniture) provided by H.O. Branch Asset (Furniture) A/c Asset A/c 
•--•-----•--•--•-------•-----•--•-------•-H -----•--•-----•--•--•---•--•-- • • • • • • • 0 • 0 • • • • 0 H••• •• • • 0 • 0 • • • • 0 • •HO • •• • 0 • • • • •• 0 • • • • 0 H 

Cost of goods returned by the branch Goods sent to Branch A/c Branch Stock A/c 
•----•-----•-----•--•---•-•---•---------•-H -•---•--•---•----•--•-----•--•-- • • 0 • • • • 0 • 0 ••• •• 0 • • • • • • • ... • • • • • • 0 • • •• • • • • • 0 • • H •• 0 H • • 0 • • 

Cash Sales at the Branch Branch Cash A/c Branch Stock A/c 
•---------•-----•--•----•----•--•-------•-- -•---•--•--•--•---•--•-----•--•-- • • • • 0 • • 0 • 0 • • •• 0 • • 0 • • • • • • • • 0 • • • • 0 • • 0 0 0 H •• 0 •• ••• 0 0 0 H • • 0 • • 

Credit Sales at the Branch Branch Debtors A/c Branch Stock A/c 
•----------•----•---•--------•--------•--•-- ---•--•-------•--•--•---•--•-- • • 0 • • • • 0 • 0 ••• 0 0 0 • • • • 0 • • • • 0 • • • • 0 0 0 • • •• 0 H •• 0 • 0 • • 0 0 0 • • • • 0 • • 

Return of goods by debtors to the Branch Branch Stock A/c Branch Debtors A/c 
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(h) Cash paid by debtors Branch Cash A/c Branch Debtors A/c 
(i) Discount & allowance to debtors, bad debts Branch Expenses A/c Branch Debtors A/c 

_Jjl _. .~ ~ m .!_ tt ~11_~~ ~.! ~.~.:.q: __ ._ -·- - - - -·--·--- - - - -·-__ _c._a s~ !:l ':... ____ -·--·--- --·--·-- .. ~r.~.~. c. h .. S~ s.h .. A.!.~ .......................... . 
(k) Branch Expenses directly paid by H.D. Branch Expenses A/c Cash A/c 
(I) Expenses met by Branch Branch Expenses A/c Branch Cash A/c 
(m) Closing Stock: Cred it 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, (a fter 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} Th e balance in the Branch P&L A/c will be transferred to the (H.O.) Profit & Loss Account. 
(q} The credit balance in the Goods sent to Branch Account is afterwards transferred to the Head Office Purchase 

Account or 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 Profi t and 
l oss accounts are p repared considering each branch as a separate entity. 

Whc,n goods :,re, lnvoicc,d at sc,lling price, 
Stock and Debtors Method• Under this method, w hen 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: 

I Transaction I Accounts debited I Accounts credited 
·--·--·t·····················--·····································r·--·--- - -·--·--·---·--·--·--- - -·--·--- ·-t·- -·- --·--·- -·- ----·--·- ---- --·--·--· 

(a) ! Sa le price of the goods sent ! Branch Stock A/c (at selling price) ! (i) Goods sent to Branches A/c 
I from H.O. to the Branch ·I ·I (i i) Branch Adjustment A/c 

(b) I Return of goods By the Branch to I (i) Goods sent to Branch A/c I Branch Stock A/c 

·--·--l . H.0. ···········································- ······l (IU Branch Ad )ustmeni A/c - - --·--- --·-l.--·---·--·--·--- --·--·-------·--·--· 
(c} ! Cash sales at the Branch ! Branch Cash/Bank A/c ! Branch Stock A/C ·----·t· ·· - ··· ·· ··· ···· ··· ·· · ·· ·· ·· · ····· ·· ·· · · · ··· ·· · ·· ··· ·· ·· · ·· ·r·-- ·--·---·--- - - - - ·----·--·---·--- - - ·-t·- -· -- - --·--·- ---- --·- ------·--·- -· 
(d) ! Credit Sales at the Branch ! Branch Debtors A/c ! Branch Stock A/c 

---•--• .... 0 • • • • • • • H • • • • • • • 0 • • H O o • H O • • H • • • • ••- • • • - • • • • •• • • H • • • • • -,----- ---- •--- - - - - •-- •--•--- --•--- - - •-T"•- -•- - - --•--•- - - --•--•- ------•- -•- -• 
(e} Goods returned to I Branch Stock A/c Branch Debtors A/c (at selling price) 

Branch by cu stomers I 

Goods lost in ,I 

Transit or stolen I 
(f) 

I 

(ii) Closing Stock 

(i) Goods Lost in Transit A/C or Goods 
Stolen A/c 

(11) Branch Adjustment A/c 

(iii) Elimination of unrealized profit in the closing stock 

Branch Stock A/c 

Oc,btors Mc,thod- Under this method, the principal accounts that will be maintained are: 

• The Branch Account; • The Goods Sent to Branch Account; and i • The St ock Reserve Account. 
Entries In these accounts w ill be made in the following manner: , , , 

1 1 Transaction Account debited I Account credited 
I (a) I Goods sent to Branch at selling price Branch A/c I Goods Sent to Branch A/c 1 

f · ...... ·+·---·--- -·---·--·--·-----·--·--- ----·--·--·---·--·-................................................... +-:--·----·-----·-------·--.~ 
! (b) , 'Loading being the difference between selling price Goods Sent to Branch A/c ! Branch A/c 

1 
i I and cost of goods i , 
~-. ·-·· -+- -- --·- -- -- -- --·- -- -- - ----- -- --·--- ------------..... ····-···. -· ...... ··-····. ·-· ... -· .... ·-· .. --~----------- ------ ----·---i i (c) i Returns to H.O. at selling price Goods Sent to Branch A/c i Branch A/c ! 
•· •....• -~- - - --- ----- --- - - - --- - - - - - - -- - - - - - - ----- --- - - ----- •....•....•.••.•. -· .•.•..•.•. -· .•.•....•..•.• ·-· .•. -4----- ---·--·--- --·--- ----·-- . ..j I (d) I 'Loading' in respect of goods returned to H.O. Branch A/c I Goods Sent to Branch A/c I 
t· .. -··. t·---·--- -·--···----·-----·--·--·-----·----·-----·-................................................... ·t;--·----·--- --·--- ----·--·i 
1 (e) 1 'Loading' included in the opening stock to reduce it Stock Reserve A/c I Branch A/c 1 
I I I I •....... -,-- -- -------- -- ------ --------- -----------------..... ---... ·------· ... --· .............. -· ......... --... ------ ·--·--- ------ ---- ·----, I (f) I Closing stock at selling price Branch Stock A/c I Branch A/c I 
1 .•....•. t---·------·-----·-------·-------·----------· ................................................ ·••-I--- •--·--·--- - - ·-------·---j 
! (g) 1 'Loading' included in closing stock to reduce it to Branch A/c ! Stock Reserve A/c 1 

j ! cost ! ! 
Trading and Profit and Loss Account (Final Accounts) Method-All items of memorandum Branch Trading and 
Profit and Loss Accoun t are to be converted into cost p rice i f t he goods are invoiced to branch at sell ing price. 
Other points will remain same as this method i f goods are invoiced at cost. 
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Goods invoiced at wholesale price to retail branches 

Branch Profit Calculation: 

Branch profit= Sales proceeds - W holesale pr ice of goods sold. The manufacturer's profit= Wholesale 
price - Cost . 
Branch Stock/Trading Account: 
Debi ts: {a) Opening stock at the branch, {b) Goods sent at wholesale pr ice. 
Credits: {a) Sales, {b) Closing stock at wholesale price, (c) Goods lost {valued at w holesa le price). 
Profit Determin:1tion: Gross profit {or loss) from the Branch Stock/Trading Account is t ransfer red to the 
Branch P&l Account. After deducting shop expenses and the w holesale price of lost goods, net profit (or 
loss) is determ ined. 

Stock Reserve: Closing stock is valued at wholesale price. A stock reserve {d ifference between w holesale 
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 o ffice books is maintained respectively. ·- ---.,----·--·-----·--·--·---·--·--·---,---·--·--- --·--·--- - - --·--·- - - - .... ----.... ---·--·-·--·--·--- --·--·--- - - --·------.. 

i Tr:,nsactions i Head office books i i Branch books I ··--- --l----·--·-----·--·--·---·--·--·---j---·--·--- --·--·--·-·-- --·--·--- -+·--- +·---·--·--·-- --·--- --·--- -- -- ---·---j 
(i) I Dispatch of goods to branch by I Branch A/c I Or. I Goods received from H.O. A/c Dr. 1 

I H.O. I To Good sent to Branch A/c I I To Head Office A/c I ·- - - -.,...---·--·-----·--·--·---·--·--·---,--- --·--- --·--·--- - - --·--- - - -,.---- .... ---- -- -- --·--- -- --·--- -- -- ---·---.. 
(ii) I When goods are returned by the I Goods sent to Branch A/c I I Head Office A/c Dr. I 

I Branch to H.O. I To Branch A/c I Or. I To Goods received from H.O. I 
I I I i A/c I I I I I I ··--·-·-,---·--·-----·--·--·---·--·-----r·-- --·--- --·--·--·-·-- --·--·--- -r·--- ,·--- -·-·--·--·--·--- --·--- --·-- ---·---1 

(ii i) 1 Branch Expenses are paid by the i No Entry i i Expenses A/c Or. i 
I I I I I 
I Branch I I i To Bank or Cash A/c i 

{iv) I Branch Expenses paid by H.O. I Branch A/c To Bank or cash I Dr. I Expenses A/c To Head Office A/c Dr. I 
I I I ! ! 
I I I I I 

(v} T Outside purchases made by the I No Entry T T Purchases A/c To Bank (or) Dr. 1 
··---·-+ B~-"~~·-----·--·--·---·--·--·---~-- --·--- --·--·--·-·-·-·--·--- -·--+---·-4·-~~cii.!~~.~1£._. _____ . __ . __ ._. _____ . ___ j 
.Jvi) ._.i Sales effected .bv .the Branch -·--·-J..NO Entry ·-·----·---·--·--·--- -.l..--.-.l.. Cash or Debtors A/c To Sales ·--·-- Dr. -~ 

(vii) I Collection from Debtors of the I Cash or Bank A/c I Dr. I Head office A/c Or. I 
I Branch recd. by H.O. I To Branch A/c I I To Sundry Debtors A/c I 

(viii} T Payment by H.O. for purchase f Branch A/c To Bank T Dr. T Purchases (or} Sundry Creditors Dr. 1 
! made by Branch ! ! ! A/c To Head Office ! 

·-----+----·--·--·---·--·--·---·--·--·---f-----·-----·--·--·-·----·------+---➔·----------------·----------·---◄ 
(ix) I Purchase of Asset No Entry I sundry Assets To Bank (or) Dr . I 

j by Branch j liability j 
(x) 1 Asset purchased by the Branch Branch Asset A/c To Branch A/c i Dr. Head office To Bank (or) Liability Dr. i 

I but Asset A/c retained at H.O. I I 
I books I , I ·- -- -,---·--·-----·--·--·---·--·--·---r·-- --·--- --·--·--·-·-- --·--- -- -,---- ,·--- -·---·-- --·--- --·--- -- - - ---·---1 

(xi) I Depreciation on (x) above I Branch A/c To Branch Asset I Dr. I Depreciation A/c To Head Office Dr. I 
, , , , A/c , 

(xii) 
1
1 Remittance of funds by H.O. to I Branch A/c I Dr. I Bank A/c To Head Office Dr. I 

I I I I 
! Branch ! To Bank ! ! , ··---·-------·--·-----·--·--·---·--·--·---- --·--·--- --·--·--·--- --·--- -·--.... --.--.--- -·-·-- ·-- --·--- --·--·--·-·-- ---·---J 

(xii i) I Remittance of funds by Branch to Reverse entry of (xii} above i.e. Reverse entry of (xii) above 
I I H.O 

(xiv) 1 Transfer of goods from one (Recipient) Branch A/c To Dr. Supplying Branch H.O. A/c to Dr. 
I Branch to another branch Supplying Branch A/c Goods sent to H.O. A/c Recipient 
I Branch Goods Received from Dr. 
I H.O. A/c To Head Office A/c ··--- -~---·--·-----·----·---·--·-----l--- --·--- --·--·--·--- --·--- - - -.L..--- -l---- -·- --·-- --- - - --·--- - - --·------

ACCOUNTING FOR FOREIGN BRANCHES 

• int egral Foreign Operation (IFO)I• Non-Integral Foreign Operation (NFO) 
Accounting For Branches Including Foreign Branches 

Items I Integral Foreign Operations I Non Integral Foreign Operations I 
·- ·····- ····················- ·······--······- ····················- ··t·-------·--·----- ·--·-------·--·--i--·--·-----·--·-------·-------·-----1 

M onetary items (Cash, Bank Balance, Closing rate Closing rate 
Debtor, Creditor, Loans, Bill s 

receivable, Bil ls Payable) 

Non-Monetary lt ems(Fixed Assets) Rat e on date of purchase Closing rate ·- ·····- ···- ···············- ···············- ···············-···•·••·..-·-------·----·---·--·--·--·---·--·--r-·--·-----·--·----·---·--·-----·--·---.. 
Inventory I Generally, closing rate (but if rate ! Closing rate i 

! on t he date o f purchase of ! I 
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I inventory is available, then that I I 
i i i , rat e) , , 

·- ·· ··· - ·· ·-··· ···· ····· ···- ········ ·······- ···· ···· ···· ··· - ··· - ··~---·-----·-------·--·-------·--·--~---------·--·-------·--·-----·--·---.j 
Profit and Loss items (revenue items) i Average rate (but if rate on the i Average rate (but if rate on the date i 

I date of transaction is available, I of transaction is available, then that I 
I I I 
! then that rate) ! rate) ! . .... .. ... .. ..... ..... ..... .. . - ..... ·-·-· .. .. . ·- · ... ... ... - ... - .. ..... T"·-----------------------------·--r-·--------------------------------, 

Exchange Difference I Charge to P&L account . : Accumulated in Foreign Currency : 

. _ ........................... _ ............. _. ·-· ......... _ ... _. _ ..... i ____________________________________ LT rans I a t ion r ese rv e. _________________ j 

Question & Answers 

Question 1 
Why coods are marked on invoice price by the head office while sendinc 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, t he cost price of the goods and profit made, so that t he branch 
manager may not start a rival and competitive business with the concern; and 

(ii) 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 w ell as save work at branch because prices have already been 

decided. 

Question 2 

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 another 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 
considerinc the reserve for unrealised profits: 

Particulars Pune Branch ~ Goa Branch~ 
Opening Stock 40,000 30,000 
Purch:>.ses (Including Inter Branch tr:>nsfcrs) 2,00,000 2,50,000 
Sales 2,80,000 2,95,625 
Chargeable Expenses 15,000 27,500 
Closinc Stock 30,000 43,500 
Office and Administration Expanses 13,250 7,000 
Selling and Distribution Ex enses 15 000 10000 

Information: 
(i) Opening stock at Pune Branch includes goods of~ 10,000 {invoice price) taken from Goa Branch, 
(ii) Opening stock at Goo Branch includes goods of invoice price" 17,000 taken from Pune Branch, 
{iii) The Pune Branch sales includes transfer of eoods to Goa Branch at selling price "20,000. 
(iv) The s:>las of Goll Branch include, transfer of coods 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 coods of": 4,000 {invoice price). (MTP 6 Marks Mar'22, Oct'20} 
Answer 2 

Pune Branch Tradinc and Profit and loss Account 

Particulars 

To Opening Stock (including 
0:10,000 from Goa Branch) 

To Purchases 

To Char eable Ex enses 

To Gross Profit c/d (before making 
adjustment for unrealised rofit 

": Particulars 

40,000 By Sales 
(including ~20,000 to Goa Branch) 

2,00,000 By Closing Stock 
(including 0:5,000 from Goa Branch) 

15,000 

55,000 
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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) ('t4,000 x 25/100) 
To Office & Adm. Expenses 13,250 By Stock Reserve 4,250 

(for unrealized profit In Open ing Stock 
lying at Goa Branch) ('t 17,000 x 25/100) 

To Selling & Distribution Expenses 15,000 
To Net Profit 30,000 

59,250 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. ($} 
Stock on 1st April, 2019 
Purchases and sales 
Sundry Debtors and creditors 
Bills of exchane:c 
Sundry expenses 
Bank balance 
Delhi office A/c 

The rates of exchange may be taken as follows: 
► on 1 .4.2019@ 't 40 per US$ 
;.. on 31.3.2020@ 't 42 per US$ 

300 
800 
400 
120 

1,080 
420 

-
3,120 

► average exchange rate for the year @ 't 41 per US$. 

Cr. ($) 
-

1,500 
300 
240 

-
-

1,080 
3,120 

New York branch account showed a debit balance of "t 44,380 on 31.3.2020 In Delhi books and there were no 
Items pending reconciliation. You arc asked to prepare trial balance of New York In 0: in thc books of Gancsh 
Ltd. {MTP 4 Marks Mar'22, Oct'20} 

Answer 3 
In the books of Ganesh Ltd . 

New York Branch Trial Balance in ('t) as on 31st March, 2020 
Conversion rate per US$ Dr. Cr. 

("{) "{ "{ 

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 
Bil ls 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 

Question 4 
Give Journal Entries in the books of Branch to rectify or adjust the following: 
(1) Branch paid 'I: S,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 0: 25,000, but the Asset account was retained in H.O Books. 
(3) A remittance of 'tB,000 sent by the branch has not been received by H.O. 
(4) H.O collected 't 25,000 directly from the customer of Branch but fails to elve the intimation to branch. 
(SJ RC!mittance of funds by H.O to branch 'tS,000 not entered in branch books. (PYP 5 Marks Jan'21} 
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Answer4 
Journal Entries in Books of Branch A 

Particulars Dr. Amount Cr. Amount 
'{ '{ 

(I) Head office account Dr. 5,000 
To Salaries account 5,000 

(Being the rectification of salary paid on behalf of H.O.) 

(ii) Head office account Dr. 25,000 

To Bank/ Liability A/c 25,000 
(Being Asset purchased by branch but Asset account retained at 
head office books) 

(iii) No 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.) 

(v) Bank A/ c Dr. 5,000 
To Head Office 5,000 
(Remittance of Funds by H.0. to Branch) 

Question S 

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($) 
Dr. 

Amount($) 
Cr. 

Fixed assets 8,000 
0 ening inventor 800 
Cash 700 
Goods received from Head Office 2,800 
Sales 
Purchases 11,800 
Ex enses 1800 
Remittance to head office 2,450 
Head office account 

28,350 

(i) Fixed assets were purchased on 1st April, 2020. 
(ii) Depreciation at 100/4 p.a. is to bc charged on fixed assets on straight li ne method. • 
(iii) Closine inventory at branch is $ 700 as on 31-3-2024. 
(iv) Goods rc,ceived from Head Office (HO) were recorded at '{1,85,500 In HO books. 
(v) Remittances to HO were recorded at 'Cl,62,000 in HO books. 
(vi) HO account is recorded in HO books at 0:2,84,SOO. 
(vii) Exchange rates of US Dollar at different dates can be taken as: 

1-4-2020 0:63 
1-4-2023 
31-3-2024 

'{65 and 
'{67 

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.) 

Fixed Assets 8,000 Transaction Date Rate 63 5,04,000 
Opening Inventory 800 Opening Rate 65 52,000 
Goods Received from HO 2,800 Actuals 1,85,500 
Sales 24,050 Average Rate 66 
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4,300 
28,350 

'{ (Cr.) 
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~ 
Purchases 11,800 Average Rate 66 7,78,800 
Expenses 1,800 Avera~e Rate 66 1,18,800 
Cash 700 Closing Rate 67 46,900 

Remittance to HO 2,450 Actuals 1,62,000 
HO Account 4,300 O.ctuals 2,84,500 
Exchange Rate Difference Balancing Figu re 23,800 

28,350 28,350 18,71,800 18,71,800 
Closing Stock 700 losing Rate 67 46,900 
Depreciation 800 Fixed Asset Rate 63 50,400 

Question 6 

M/s Shrlkant operates a number of retail outlets to which i:oods are invoiced at wholesale, price which is cost 
plus 25%. These outlets sell the i:oods at the retail price which is wholc,sale 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 'I: 45,000 
Goods invoiced to the outlet during the year 1' 4,86,000 
Gross profit made, by the outlet 0:: 90,000 
Goods lost by fire ? 
Expenses of the outlet for the year 0:: 30,000 
Stock at the outlet 31.3.2024 0:: 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 6 
Outlet Stock A/ c 

Particulars -: Particulars -: 
To balance b/d 45,000 By Sales (90,000/20 x120) 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 A/c 

Particulars -: Particulars -: 
To Expenses 30,000 By Gross Profit 90,000 
To Goods lost 27,000 

To Net Profit 33,000 
(balanci ng figure) 

90,000 90,000 

Question 7 
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: 
(i) Goods are sent to the branch at invoice price and branch also maintains stock at the same price. 
(ii) Sale price is cost plus 40%. 
(iii) Invoice price is cost plus 15%. 
iv) Other information from accounts of branch: 

Opening Stock as on 01-04-2019 
Goods sent during the year by Head Office to Branch 
Sales during the year 
Expanses Incurred at the branch 

{MTP 4 Marks Oct'21., May'20} 
Answer 7 

Branch Stock Reserve in respect of unrealized profit 

3,45,000 
16,10,000 
21,00,000 

45,000 
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on opening stock = Rs. 3,45,000 x (15/115) = Rs. 45,000 
on closing stock= Rs. 2,30,000 x (15/115) = Rs. 30,000 
Working Note: 

Cost Price 
Invoice Price 
Sale Price 
Calculat ion of closing stock at Invoice rice 
Opening stock at invoice price 
Goods received during the year at invoice price 

Less: Cost of goods sold at invoice price [21,00,000 X (115/140)) 
Closing stock 

Question 8 

100 
115 
140 

3,45,000 
16,10,000 
19,55,000 

(17,25,000) 
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) 
(2) 
(3) 

Goods are invoiced to the branch at cost plus 20% 
Branch sold goods at invoice price plus 25%. 
Other Information is as follows: 
(i) Stock (at cost price) as on 1st April, 2022 is'!; 2,2S,000 
(ii) Goods sent by Head office to branch during the year (at cost price) are'!; 14,85,000 
(iii) Goods returned by Branch to Head office durin,: the year (at Invoice price) are lit 75,000 
(iv) Sales by the branch during the year 0: 19,S0,000 
(v) Expenses incl.!rred at Branch" 56,000. 

Yo<! arc required to ascertain thc following: 
(a) Profit earned by the Branch by Preparing Trading :,nd profit and loss account for the ycar ended 31st 

March 2023 
(b) Also find the stock reserve on Closing stock (PYP 14 Mark$ Scp'Z4} 

Answers 
(a) In the books of Kullu Branch 

Trading and Profit and Loss Account 

Particulars Amount Particulars 
'!; 

To Openi ng stock 2, 70,000 By Sales 
To Goods received by Head 
office 

17 ,82,000 By Goods retu rned by Branch 

To Expenses 56,000 ByClosing stock (Refer W.N.) 
f---'--~-~------1-----'---I 

To Net profit Bal fig) 3,34,000 

(b) Calculation of Closing Stock 

Cost price 
Invoice price 
Sales price 
Opening Stock 
Goods received 
Less: Goods Returned 

24,42,000 

Less: Cost of Goods Sold (Invoice price) 
Closing Stock 
Stock reserve in respect of unrealised profi t 
= 4,17,000 X (20/120) = '!; 69,500 

100 
120 (100+20) 
150 (120+25% of 120) 

2,70,000 
17,82,000 

75,000 
19,77,000 
15,60,000 
4,17,000 

Amount 

19,50,000 
75,000 

4,17,000 

24,42,000 
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Question 9 

P3ss nc,ccssary Journal entries in the books of an Independent Branch of a Company, wherever required, to 
rectify or adjust the following: 
{I) Branch incurred tr:ivc,lling c,xpenses of " 4,000 on behalf of other Branches, but not recorded In the 

books of Branch. 
(ii} Goods dispatchad by tha Haad office amounting to 11: 8,000, but not received by the Branch till date 

of reconciliation . The Goods have been received subsequently. 
(iii} Provision for doubtful debts, whose accounts are kept by the Head Office, not provided earlier for~ 

2,000. 
(iv) Branch paid~ 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, Nav'21 & Apr'23} 

Answer 9 
Journal Entric,s 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 o ther branch, now recorded in 
books) 

(ii) Goods-in- transit Account Dr. 8,000 
To Head Offi ce Account 8,000 

(Being i;?oods sent by Head Office still in-iransit) 
(iii) Provision for Doubt ful Debts A/c 2,000 

To Head Office Account 2,000 
(Being the provision for doubt ful debts not provided earlier, now provided 
for) 

(iv) Head Office Account 2,000 
To Salaries Account 2,000 

(Being rectification of salary paid on behalf of Head Office) 

Question 10 
Give Journal Entries in the books of Branch A to rectify or adjust the following: 
(i) Hc,ad Office expenses~ 3,500 allocatc,d to the Branch, but not recorded in the Branch Books. 
(ii) Depreciation of branch assets, whose accounts ,,re kept by the, Head Office not provided earlier for 11: 

1,500. 
(iii} Branch paid" 2,000 as salary to a H.O. Inspector, but the amountpaid has been debited by the Branch 

to Salaries account. 
(iv} H.O. collected~ 10,000 directly from a customer on behalf of the Branch, but no intimation to this effect 

has been received by the Branch. 
(v} A remittance of~ 15,000 sent by the Branch has not yet been received by the Head Office. 
(vi) Branch A incurred advertisement expenses of~ 3,000 on behalf of Branch B. {MTP 6 Marks Nov'24} 

Answer 10 

(i) 

(ii) 

15.9 

Particulars 

Exoenses account 
To Head office account 

Books of Branch A 
Journal Entries 

(Being the allocated expenditure by the head office recorded in 
branch books) 
Depreciation account 
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Or. Cr. 

Amount ~ Amount II: 
Dr. 3,500 

3,500 

Dr. 1,500 



To Head office account 
(Being the deprecia tion provided) 

(ii i Head office account 
To Salaries account 

(Being the rectification of salary paid on behalf of H.O.) 
{Iv) Head office account 

To Debtors acc.ount 
(Being the adjustment of collection from branch debtors) 

(v) No entry in branch books 
(vi) Head Office account 

To Cash accou nt 
(Being the expenditure on account of Branch B, recorded in 

, __ , books) 

Dr. 

Dr. 

Dr. 

Note: Entry (vi) Inter branch transactions are routed through Head Office 

Question 11 

~ 
1,500 

2,000 
2,000 

10,000 
10,000 

3,000 
3,000 

Viwitzu Limited has a branch at Seattle USA. Its Trial Balance as on 31th December 2022 is as follows: 

Dr. in US$ 

Stock as on 01.01.2022 

Purchases 

Sales 

Goods from H.O. 

Salaries \\ //ii 11 ' 

Head Office A/ c. \\// 11 11 

Sundry Debtors V !J u 
Sundry Creditors 

Cash at Bank & Hand 

Total 
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~ 21,90,000 due from Branch. 
The exchange rates were as below: 

• On 1st January 2022 • ~ 79 to 1$ 
• On 31" December 2022-~ 83 to 1 $ 
• Average rate during the year was~ 79.50 to 1 $ 

I 
L 

Cr. In US$ 

22,000 

1,00,000 

1,30,500 

30,000 

4,000 I I 
I I 27,000 

2,200 / 

1,500 

800 

1,S9,000 1,59,000 

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~) 

Particulars Rate as er~ Debit~ Credit~ 

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 

Sala ries 79.50 3,57, 750 
($ 4,000 + $ 500 = $ 4,500 X ~ 79.50 1 
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~ 
Head Office A/c 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 

Salar ies Outstanding($ 500 x 0:: 83) 83.00 41,500 

Exchange gain 36,000 

Total 1,27,30,750 1,27,30,750 
1 The amount of outstanding salary amounting$ 500 (included in the salaries) may be converted at 0:: 83 and 
the salary paid during the year at ;i:79.so. In that case the amount of sa laries including outstanding salary 
debited in the trial balance w ill be for ;i: 3,59,500 [{4,000 X 79.5 =3,18,000) + (500 x 83= 41,500). In this case, 
t he amount of exchange gain wi ll be computed as 0:: 34,250. 

EXAM INSIGHTS: Some of the examinees failed to prepare Foreign Branch Tr ial Balance account after 

incorporating the given adjustments, converting dollars into rupees . 

Question 12 
Following is the information of the Jammu branch of Best New Delhi for the year ending 31st March, 2023 
from the following: 

1) Goods are invoiced to the branch at cost plus 20%. 
2) The sale price is cost plus 50%. 
3) Other information: 

Stock as on Ol.04.2022(invoice price) ,\ 2,20,000 
Goods sent during the year (invoice price) ' ll,00,000 
Sales during the year 12,00,000 
Exp<lnsos incurred at tho branch 4S,OOO 

A.scertain 
(i) the profit o:arned by tho branch during tho year. 
(ii) branch stock reserve in respect of unrealized profit . {MTP 6 Marks Mar'24, New SM} 

Answer 12 
i. Calculation of profit earned by the branch 

In the books of Jammu Branch 
Trading Account and Profit and Loss Account 

Particulars Amount 
0:: 

To Opening stock 2,20,000 
To Goods received by Head office 11,00,000 

To Expenses 45,000 

To Net profit (Bal fig) 1,95,000 
15,60,000 

ii. Stock reserve in respect of unrealised profit 
= ;i: 3,60,000 X (20/120) = ;i: 60,000 

Working Note: 

Cost Pri ce 

Invoice Price 

Sale Price 
Calculation of closing stock at invoice price 

Opening stock at Invoice Price 

Goods received during the year at invoice price 

Particulars 

By Sales 

By Closing stock (Refer W.N.) 

0:: 

100 
120 
150 

0:: 

2,20,000 
11,00,000 
13,20,000 
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Amount 

0:: 

12,00,000 
3,60,000 

15,60,000 



Less: Cost of goods sold at invoice price {9,60,000) (12,00,000 X (120/150}] 
Closing stock 3,60,000 

Question 13 

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: 

Cost of goods sent to Br.inch 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 

12 000 

Bad Debts written off 750 

Balances as on 1-1-2023 31-12-2023 

Stock 25,000 (Cost) 28,000 (invoice price) 

Debtors 32,750 26,000 

Cash In H.and 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 Dec0mber, 2023. {MTP 6 Mqrks Apr'24, New SM} 
Answer 13 

To Balance b/ d - 0 Stock 

To Goods Sent to Branch A/c 

To Branch Adjustme nt A/c 

(Balancing Figure - Excess of Sale 
over Invoice Price) 

To Balance b/d 
To Branch Stock A/c (Sales) 

Question 14 

Books of Harrison 

Branch Stock Account 

30,000 By Branch Debtors Sales) 

2,40,000 By Branch Cash 

2,000 By Balance c/d 

Goods in Transit 

(>: 2,40,000 - >: 2,20,000) 

Closing Stock at Branch 

2,72,000 

Branch Debtors Account 

32,750 By Bad debts written o ff 
1,65,000 By Branch Cash (ba l. fig.) 

By Balance c/d 
1,97,750 

From the following particulars relating to Pune branch for the year ending December 31, 2024, 
repare Branch Account in the books of Head office. 

Stock at Branch on January l, 2024 

Branch Debtors on January l, 2024 
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1,65,000 

59,000 

20,000 

28,000 

2, 72,000 

750 
1,71,000 

26,000 
1,97,750 

10,000 

4,000 



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 He:,d 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 S000 
Petty Cash spent by branch 850 
Provide depreciation on furniture 10"/4 p.a. 

Goods costing 0: 1,200 were destroyed due to fire and a sum of 0: 1,000 w:,s received from the Insurance 
Company. (RTP S<!p'24} 

Answer 14 
Pune Branch Account 

Particulars 'I; Particulars 'I; 'I; 

To Opening Balance By Opening Bala nee: 100 

Stock 10,000 Salaries Outstanding 

Debtors 4,000 By remittances 

Petty Cash 500 Cash Sales 1,30,000 

Furniture 2,000 Cash Received from 35,000 

debtors 

Prepaid Insu rance 150 Cash paid by debtors 2,000 

directly to H.O 

To goods sent to Branch Account 80,000 Received 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 6S0 

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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11,81,600 

(1/4 X 0:600) 

1,81,600 I 
Working Note: 

Calculation of petty cash balance at the end: 
Openi ng balance 500 

Add: Cash received form the Head Office 1,000 

Total Cash with branch 1,500 

Less: Spent by the branch 

Closing balance 650 

Question 15 

OM Deihl has a branch In London which ls an integral foreign operation of OM. A.t the end of the year 31st 
March, 2021, tho branch furnishes the following t rial balance In U.K. Pound: 

Particulars £ £ 
Dr. Cr. 

Property, Plant & Equipment (Acquired on 1st April, 2017) 24,000 

Stock as on 1st A.prll, 2020 11,200 

Goods from head Office 64,000 
Expenses 4,800 
Debtors 4,800 
Creditors ~. "~ ~ ~· ~ 3,200 
Cash at bank - \\ / / 11 \\ / f I i. 1,200 

Head Office Account ' '\// I ! \'>'/ I 22,800 
Purchases V ! I V I ' 12,000 
Sales 96,000 

1,22,000 1,22,000 
In head office books, the branch account stood as shown below: 

London Branch A/c 
Particulars A.mount~ Particulars A.mount~ 

To Balance b/d 20,10,000 By BankA/c 52,16,000 
To Goods sent to branch 49,26,000 By Balance e/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"/4 p.a. on WDV. 

(b) On 31st March, 2021: 
Expenses outstanding £400 
Prepaid expenses £200 
Closing stock • £ s,ooo 
c Rate of Exchange: 

1" A.pri l,2017 ~ 70 to£ 1 
1st A.pril,2017 ~ 76to £ 1 
31st March, 2017 0: 77 to£ 1 
Average 0: 75 to£ 1 

You are required to prepare: (1) Trial balance, incorporating adjustments of outstanding and prepaid 
expcnses, converting U.K. pound into Indian rupees; and (2) Trading and profit and loss account for the ycar 
ended 31st M:irch, 2021 of London branch as would appear in the books of Delhi head office of OM. (MTP 8 
Marks Apr'ZZ, Apr'Zl} 
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Answer 15 

Trial Balance of London Branch as on 31st March, 2021 

Particulars U.K. Rate Per Dr. (ii;) Cr. (>;) 
Pound U.K. Pound 

Property, Plant & Equipment 24,000 70 16,80,000 

Stock (as on 1st April, 2020) 11,200 76 8,51,200 

Goods from Head Office 64,000 - 49,26,000 
Sales 96,000 75 72,00,000 
Purchases 12,000 75 9,00,000 
Expenses (4,800 + 400 - 200) 5,000 75 3,75,000 
Debtors 4,800 77 3,69,600 
Creditors 3,200 77 2,46,400 
Outstanding Expenses 400 77 30,800 
Pre paid 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 x 77) = '!; 6,16,000 

Trading and Profit & Loss A/c for the year endc,d 31st March, 2021 

Particulars 
Amount 

Particulars 
Amount 

(ii;) (ii;) 
To Opening Stock 8,51,200 By Sales 72,00,000 
To Purchases 9,00,000 By dosing Stock \\ • 6,16,000 
To Goods from H.O. 49,2.6,000 I J 
To Gross Profit 11,38,800 'J -..:: .' 

. 
' 78,16,000 78,16,000 

To Expenses 
. . 

3, 75,000 By Gross Profit 
. 

11,38,800 

To Depreciation 1,68,000 
By Profi t due to Exchange 

12,400 
difference 

To Net Profit 6,08,200 
11,51,200 11,51,200 

Working Note: 
Since London Branch is an integral foreign operation. Hence, (1) Property, Plant & Equipment (cost and 
depreciation) are translated using the excha nge 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 3111 March, 2020. 
Branch manager is entitled to a commission of 10 per cent of the profit earned by his branch, calculated before 
chargine his commission but subject to a deduction from such commission equal to 25 per cent of any 
ascertained deficiency of branch stock. All goods were supplied to the branch from head office. The following 
details for the year ended 31st March, 2020 are eiven as follows: 

a; a; 
Opening Stock (at cost) 74,736 Chargeable expenses 49,120 
Goods sent to 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) 

Particulars 

To Opening Stock 
(~ 74,736 + 1/3 of"; 74,736) 
To Goods sent to Branch A/c 
(>; 2,89,680 + 1/3 of "; 2,89,680) 

~ Particulars 

99,648 By Sales 

3,86,240 

4,85,888 

By Closing Stock 
By Deficiency at sale price 
[Balancing figure ) 

Step 2: Calculation of Net Profit before Commission 
Branch account 

Particulars ~ Particulars 

To Openi ng Stock 99,648 By Sales 
[>;74,736 + 1/3 of >; 74,736] 
To Gross sent to Branch A/c ("; 2,89,680 + 3,86,240 By Closing Stock 
1/3 of "; 2,89,680) 
To Expenses 49,120 By Stock Reserve A/c 
To Stock Reserve A/c [>; 1,23,328 x 25/ 100) 30,832 By Goods sent to Branch A/c 

To Net Profit - subject to manager's 
commission 40,240 

6,06,080 
Step 3: Calculation of Commission still due to manager I I 

I I 
A Calculation at 10% profit before charging his commission ~ ,,. \': 

[0: 40,240 X 10/100) 
B l ess: 25% of cost of deficiency in stock (25% of (75% of>; 1,280)) 

C Commission for the year [A-BJ 

D l ess: Paid on account 
E Balance due {C-0) 

Question 17 

3,61,280 

1,23,328 
1,280 

4,85,888 

~ 

3,61,280 

1,23,328 

24,912 
96,560 

6,06,080 

~ 

4,024 

(240) 
3,784 

(2,400) 
1,384 

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 incomo and arranging borrowing 
in its local currency. The trial balance of the Branch as at 31st March, 2022 is as follows: 

US$ 
Particulars Debit 
Office equipment {Cost) 56,400 
Opening Accumulated Depreciation (Office equipment) 
Furniture and Fixtures (Cost) 
Opening Accumulatod Doprociation 
Furniture and Fixtures 

Opening Stock as on 1st April, 2021 
Purchases 
Sales 
Salaries 
Carriage inward 
Rent, Rates & Taxes 
Trade receivables 
Trade payables 
Cash at bank 
Cash in hand 

36,000 

24,500 
96,500 

4,250 
256 
956 

12,560 

2,540 
500 
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Credit 

5,400 

6,840 

1,76,250 

8,650 



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 US$ 600. 
(11) Depreciate office cqulpmc:ont and furniture & fixtures@ 10% at written down value. 
(Iii) Closing stock as on 31st March, 2022 ls US$, 24,650. 
(Iv) You are informed that the Head office is showing recciv:,ble from the Branch as 'C 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. 
(vi) One furniture of carrying value of US $ 450 as on 01/04/2021 (cost: US $ 500 and Accumulated 

depreciation: US$ SO) 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. 

(vii) The rate of exchange on different dates are: 
Date 1 US$ is equivalent to 
1st April, 2021 S,:64 
31st December, 2021 'IC 70 
31st March, 2022 ~ 75 
Average for the year S,:72 

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-lnteeral foreign operation as on 31st March, 2022 
Dr. Cr. Conversion Dr. Cr. 

US$ US$ rate a: a: 
Office Equipment 56,400 75 42,30,000 
Depreciation on Office Equipment 10,500 75 7,87,500 
(Accumulated) (5,400+5,100) 
Depreciation 8,016 75 6,01,200 
Furniture and fixtu res 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 64 15,68,000 
Purchases 96,500 72 69,48,000 
Sales 1,76,250 72 126,90,000 
Ca rriage inward 256 72 18,432 
Salaries (4,250+600) 4,850 72 3,49,200 
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 8,650 75 6,48,750 
Cash at ban k 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 2,42,983 176,46,539 176,46,539 
Closing stock 24,650 US$ x 0: 75 =0:18,48,750. 
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Question 18 
Walkaway Footwears has its head office at Naepur and Branch at Patna. It invoiced eoods 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 31st March,2022. 

(Fieures in"() 
Stock on 1st April,2021 (invoice price} 
Debtors on 1st A ril 2021 
Goods received from head office (invoice price) 
Sales: 

Cash 46,000 
Credit 1,00,000 

Cash received. from debtors 
Expenses at branch 
Debtors on 31st March, 2022 
Stock on 31st March,2022 (invoice price) 

12,000 
10000 

1,32,000 

1,46 000 
85,000 
17,500 
25,000 
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 e nded 31st M:arch,2022. {PYP 10 Marks May'22) 

Answer 18 
(al In the books of walkaway footwears 

1.1.21 

31.12.21 

Particu lars 
To Balance b/d Goods 
sent to 
To branch A/c 

To Branch adjustment 
A/c (Surplus over 
Invoice rice 

Particulars 
31.12.21 To Stock reserve -

"(17,600x 60/160 
(closing stock) 

To Shortage 
(400x 60/160) 
To Branch profit & loss 
A/c (Gross profi t 

Particulars 
To Branch expenses A/c 

To Shortage in stock A/c 
To Net profit 
(transferred to Profit & Loss A/cl 

Particulars 
1.1.21 To Balance b/d 

Patna Branch Stock Account 
Amount ("() I 

12,000 31.12.21 

1,32,000 

20,000 31.12.21 

1,64,000 

Particulars 
By Bank A/c 
(Cash sales) 
By Branch debtors A/c 
credit sales 

By Shortage in stock N c 

By Balance c/d 

Patna Branch Adjustment Account 
Amount("() Particulars 

6,600 31.12.21 By Stock reserve -
"(12,000x 60/160 
Opening stock) 

150 

67,250 

74,000 

By Goods sent to branch 
A/c ("(1,32,000x 60/160) 
By Branch stock A/c 

Branch Profit & Loss Account 
Amount("() 

17,500 

250 
49,500 

67,250 

Particulars 
By Branch adjustment A/c 
(Gross Profit) 

Branch Debtors Account 
Amount 0: P:uticul,us 

10,000 31.12.21 By Bank A/c 
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Amount ("() 
46,000 

1,00,000 

400 

17,600 
1,64,000 

Amount ('t} 
4,500 

49,500 

20,000 

74,000 

Amount ('I:} 
67,250 

67,250 

Amount 0: 
85,000 



~ 
31.12.21 To Branch stock Ne 1,00,000 By Ba lance c/ d 25,000 

(bal. fig.) 
1,10,000 1,10,000 

EXAM INSIGHTS: Most of the examinees were not able to calculate correct amounts of closing stock and stock 

reserve. Consequently, they failed to prepare Branch Stock Account, Branch Adjustment Account, Branch 

Profit & Loss Account and Branch Debtors Account correctly. 

Question 19 

Modern Storc,s of Delhi op<>rates :a branch :at N:agpur. The Hc,ad office affects all purchases and the branch is 
ch:arged at cost plus 60%. All the cash received by Nagpur Branch Is remitted to Delhi. The, Br:anch expenses arc 
mct by the Branch out of an Imprest Account which is reimbursed by the Delhi Hc,ad Office, cvory month. The, 
Branch maintains a Sales ledgcr and ccrtain csscntial subsidiary records, but otherwise all branch transactions 
are recorded at Delhi. 
The following branch transactions took place during the year ended 31st March, 2022: 

'< 
Goods received from Delhi at Selling Price 1,so,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 to Debtors 1,500 

On 1st April, 2021 the Stock in trade at the Branch at Selling Price amounted to '< 60,000 and the 
Debtors were~ 40,000. 
A consignment of goods sent to the Branch on 27th March,2022 with a Selling Price of'< 1,800 was not 
received until 5th 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 31st 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 '< Particulars '< 
To Opening stock 60,000 By Bank A/c (Cash Sales) 69,000 
To Goods sent to branch A/c 1,S0,000 By Branch Debtors A/c (Credit sa les) 63,000 

To Goods sent to branch A/c 1,800 By Goods sent to branch A/c (Return) 3,000 

By Branch adjustment N e (Reduction in 1,500 
sel ling price) 
By Branch adjustment Ne (Normal Loss) 600 

By Closing stock (including stock in 74,700 
transit of'< 1,800) 

2,11,800 2, 11,800 
Branch Debtors A/ c 

Particulars '< Particulars '< 
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 A/c (Discount ) 1,500 

By Bal. c/d 51,500 

103,000 103,000 
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Particulars 
To Branch Stock Account (Reduction 
in sell ing price) 
To Branch Stock Acco unt (Norma l 
loss*) 
To Goods sent to branch A/c 
(loading on returns) 
3,000 X 60/160 

To Branch P&L A/c 
To Stock reserve A/ c 
(74,700 X 60/160) 

Branch Adjustment A/c 
11: Particulars 

1,500 By Stock reserve A/c (60,000 
X 60/160) 

600 By Goods sent to branch A/c 
(l oading) (1,51,800 X 60/160) 

1,125 

48,187 
28,013** 

79,425 

22,500 

56,9 25 

79,425 
Note: * Alte rnatively, t he load ing of 11: 225 o n normal loss may be charged to Branch Adjustment A/c and cost 
11:375 thereof may be charged to Branch P&L A/c. 
• • rounded off. Alternatively may be rounded off as 11: 28,012. 

Branch P&l A/ c 
Particulars Particulars 
To Branch expenses A/c 18,000 By Branch Adjustmen t A/c 48, 187 
To Bad debts A/c 2,000 

To Discount A/c 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 Proflt & Loss Account and Branch Debtors Account in the reouired manner. 

Question 20 

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: 
(1) Debit Balances (in USO) 

Expenditure (excluding Depreciation) 
Cash & bank balances 
Debtors 
Fixed Assets (Gross) 

(Rate of Depreciation on Fixed Assets : 20%) 
Inventory-Stock 'P' 
Inventory• Stock 'Q' 

(ii) Credit Balances (in USO) 
Incomes 
Creditors 
HO Control a/ c 

Th<! following additional Information Is provided: 

1,03,095 
2,175 
7,365 

34,200 

5,520 
1,035 

1,32,000 
15,570 

5,820 

(1) The average exchange rate during the above financial year was 1 USO=~ 56. 
(2) The fixed assets were purchased when the exchange rate was 1 USO~ 55. 
(3) The closing exchange rate on reporting date is 1 USO = 11: 58. 
(4) Stock item 'P' is valued at cost of USO 5,520, purchased when the exchange rate was 11: 56.50. The pres<1nt 

net realizable value of this itemis 11: 2,85,000. 
(5) Stock item 'Q' is carried at net realizable value of USO 1,035, but its eostin USO is 1,065, It was purchased 

when exchange rate was 1 USO= 11: 53. 
(6) Branch Control Account as per HO books was 11; 2,66,265. 
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You are required to show how it will be reflected in the books of Head Office 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. $ Cr. $ Rate per$ 0: Dr. 0: 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 2,85,000 
Inventory Q 1,065 53 56,445 
Income 1,32,000 56 73,92,000 
Creditors 15,570 58 9,03,060 
HO control Ne 5,820 2,66,265 
Exe ha nge difference 12,240 

85,61,325 85,61,325 
Working Note: 
Inventory P $5,520 Inventory Q $1,065 
Purchased Cost rat e 56.50 NRV $ 1,035 
NRV 0: 2,85,000 Closing rate 58 
Cost 0:3,11,880 Purchased Costrate 53 
Va lue at cost or NRV ":2,85,000 Value at cost or NRV whichever $ 1,035 @ >:: 58 or 
wh lchever is less is less $ 1,065 @>:: 53 

. ,1 I I I I = 56,445 or 60,030 
' 

Question 21 
Mr. Chena Swami of Chennai trades in Refined Oil and Ghee. It has a branch at Salem. He despatches 30 tins oi 
Refined Oil @ 0: 1,500 per tin and 20 tins of Ghee @ 0: 5,000 per tin on 1st of every month. The Branch has 
incurred expenditure of 0: 45,890 which is met out of its collections; this is in addition to expenditure directly 
paid by Head Office. 
FIi th th dtil o ow1nP are eo c,r e a s: 

Chennai H.O. Salem B.O. 
Amount (O:) Amount (0:) 

Purchases: 
Refined Oil 27,50,000 
Ghee 48,28,000 

Direct Expenses 6,35,800 
Expenses paid by H.O. 76,800 
Sales: 

Refined OIi 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 

Chennal H.O. 
Balance as on 01-04-2020 31-03-2021 

Amount (0:) Amount (0:) 
Stock: 

Refined Oil 44,000 8,90,000 
Ghea 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 90000 

Sundry Debtors 1,80,000 ? 
Cash in hand 25,690 ? 
Furniture & Fixtures 23,800 21,420 

Additional information: 
(i) Addition to Building on 01·04-2020 '< 2,41,600 by H.O. 
(Ii) R:itc of depreciation: Furniture & Fix tu res @ 10% and Building@ 5% (alraady :idjustad in tha above figure,) 

0% commission on Branch profits (after charging his commission). (iii) The Branch Manager is entitled to 1 
(iv) The General Manager is entitled to a salary of'< 20,000 per month. 
(v) General expenses incurred by Head Office is 1,86,000. 
You are requested to prepare Branch Ac 
and Profit & loss Account (excluding bra 

count in the Head Office books and also prepare Chena Swami's Trading 
nch transactions) for the year ended 31st March, 2021. 

{RTP May'22} {Same concept different fi gures Old & New SM} 

Answer 21 

To Balance b/d Opening stock: 
Ghee 
Refined Oil 

Debtors 
Cash on hand 
Furniture & fi ttings 

To Goods sent to Branch A/ c 
Refined Oil (30 x '< 1,SOOxl2) 
Ghee (20 x '< 5,000 xl2) 
To Bank (Expenses paid by H.O.) 
To Manager's commission in p rofits 

10% (2,26,930xl0/110) 
To Net Profit transfe rred 
to General P & L A/c 

In the books of Mr. Cham, Swami 
Salem Branch Account 

By Bank (Remittance to H.O.) 
40,000 By Balance c/d 
22,500 Closing stock: 

1,80,000 Refined o il 
25,690 Ghee 
23,800 Debtors (W.N. 1) 

Cash on hand (W.N. 2} 
5,40,000 Fu rni ture & fittings 

12,00,000 
76,800 

20,630 

2,06,300 
23,35,720 

Mr. Chena Swami Trading and Profit an d Loss account for the year ended 31st March, 2021 
(Excluding branch transactions) 

To Opening Stock: By Sales: 
Refined Oil 44,000 Refined Oil 
Ghee 10,65,000 Ghee 

To Pu rchases: By Closing Stock: 
Refined Oi l 0 27,50,00 Refined Oil 
Less: Goods sent to Branch (S,40, 000 22,10,000 Ghee 
Ghee 48,28,00 0 
Less: Goods sent to Branch (12,00 ,000) 36,28,000 

Chapter 1S A«ounting for 8r•nehes including Foreign Branches 

19,50,000 

19,500 
90,000 

2,10,000 
44,800 
21,420 

23,35,720 

24,10,000 
38,40,500 

8,90,000 
15,70,000 



To Direct Expenses 6,35,800 
To Gross Profit 11,27,700 

87,10,500 87,10,500 
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 Deprecia tion 8,860 

Furniture (88,600 - 79,740) 
Building (5,10,800 + 2,41,600 - 7,14,780) 37,620 

To Net profit 8,61,S20 

13,34,000 13,34,000 

Working Notes: 
(1) Debtors Account 

'I: 'I: 

To Balance b/d 1,80,000 By Cash Col lections 20,15,000 
To Sales made duri ng By Balance c/d 2,10,000 

the year: (Bal. Figure) 
Refined o il 5,95,000 

Ghee 14,50,000 
22,25,000 22,25,000 

'2) Branch Cash Account 
ii; ii; 

To Balance b/d 25,690 By Remittance 19,50,000 
To Collections 20,15,000 By Exp. 45,890 

By Balance c/d (Bal. Figure) - 44,800 
20,40,690 .............. 20,40,690 

~ 
• 

Question 22 
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 31st March, 2021. 

Following information related to Branch is given: 
Stock on 1 n April, 2020 31,200 Goods returned by Debtors 3,000 
(Invoice price) 
Debtors on 1st April, 2020 17,400 Surplus in stock {Invoice price) 600 
Goods invoiced at cost 72,000 Expenses at Branch 13,400 
Sales at Br:inch: Cash sales 20,000 Discount allowed to Debtors 700 

Credit sales 68,200 Debtors on 31" March, 2021 14,300 
{PYP %0 Marks, Dec'2%} 

Answer 22 
Books of Wivitsu Ltd. 

:1npur r3nc oc ccoun K B h St k A t 

'I: 'I: 

o Balance b/d - Opening Stock 31,200 By Bank A/c- Cash Sales 20,000 
o Branch Debtors A/c - Sales Return 3,000 By Branch Debtors A/c - Credit Sales 68,200 
o Goods sent to Branch A/c (72,000 1,08,000 By Balance c/d - Closing stock 54,600 

+50% of 72,000) 
o Surplus in stock 600 

1,42,800 1,42,800 
Kanpur Branch Stock Adjustment Account 
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To Branch Profit and Loss Account 
To Balance c/d (1/3 of 
54,600) 

To Kanpur Branch Stock Adjustment 
A/c 
To Purchases Ne 

To Balance b/d 
To Branch Stock A/c 

To Bank A/c (expenses) 
To Branch Debtors A/c (Discount 
I lowed)* 

28,400 
18,200 

46,600 

By Balance b/d (1/3 of '{ 31,200) 
By Goods sent to Branch A/c 
(1/3 of'{ 1,08,000) 
By Surplus in stock 

Goods Sent to Branch Account 

36,000 By Kanpur Branch Stock A/c 

72,000 
1,08,000 

Branch Debtors Account 

17,400 By Bank (Bal fig.) 
68,200 B Branch Expenses A/c (Discoun t allowed) 

By Branch Stock - Sales Returns 
By Balance c/ d 

85,600 
Br:inch Expenses Account 

13,400 By Branch Profit & Loss A/c (Transfer) 
700 

14,100 
Branch Profit & Loss Account for the year ending 31st March 2021 

To Branch Expenses A/c 14,100 By Branch Adjustment A/c 
To Net Profit 14,700 By surplus in stock (Cost) 

28,800 

10,400 
36,000 

200 
46,600 

1,08,000 

1,08,000 

67,600 
700 

3,000 
14,300 
85,600 

14,100 

14,100 

28,400 
400 

28,800 
Note: • Discount a llowed 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. 

Question 23 
Treadmill invoices goods to its branch at cost plus 20%. The branch sells goods for cash as well as on credit. 
The branch mec,ts its expensc,s out of c:>sh collected from Its debtors :,nd ca.sh sales :ind remits the b:ilance of 
cash to head office after withholding'{ 20,000 necessary for meeting immediate requirements of cash. On 31st 
March, 2022 the assets at the branch were as follows: 

'-: ('000) 

~sh 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 goods invoiced at'-: 1,44,000. Other transactions at the branch during the year were as follows: 

('{ '000) 
~sh 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 Customars direct to Head office (at invoice price) 204 
Bad Debts written off 74 
Expenses paid by Branch 1,684 
On 1st January, 2023 the branch purchased new furniture for 'I; 2 lakh for which payment was made by head 
office through a cheque. 
On 31st March, 2023 branch expenses amounting to 'I; 12,000 were outstanding and cash in hand was again 
'I; 20,000. Furniture is subject to depreciation@ 16% per annum on diminishing balance method. 
Prepare Branch Account in the books of head office for the year ended 31st March, 2023. {RTP Nov'23} {Same 
concept different figures SM} 

Answer 23 
In the He;,d Office Books Br;inch Account for the ye;ir ended 31st M;,rch, 2023 

To Balance b/ d 
Cash in hand 
Trade debtors 
Stock 
Fu rniture and fittings 
To Goods sent to branch A/c 

To Bank A/c 
(Payment for furniture) 
To Balance c/d 

,tock reserve (2,736 x 1/6) 
To Outstanding expenses 

To Profit and loss A/c (Net Profit) 

Working Notes: 
1. Invoice price and cost 

Let cost be 
So, invoice price 
Loading 
Loading: Invoice price 

2. Invoice price of closing stock in branch 

To Balance b/ d 
To Goods sent to branch 

'1;'000 

20 
768 

2,160 
1,000 
26,400 

200 

456 

12 
2,192 

33,208 

By Balance b/ d 
Stock reserve 'I; 2,160 x 1/6 

By Goods sen t to branch A/c (Retu rns to 
H.O.) {144 + (204 -34 (load ing)} 
By Goods sent to branch A/c 
(Loading on net goods sent to branch -
(26,256 X 1/6) 

ByBank Nc 
(Remitt ance from branch to H.O.) 

By Balance c/ d 
Cash in hand 

Trade debtors 
Stock 
Furniture and fittinl!S 

100 
120 

20 
=20: 120=1: 6 

Br;,nch Stock Account 
'1;'000 
2,160 By Goods sent to branch 

26,400 By Branch Cash 
By Branch debtors 
By Balance c/d (Bal fig) 

28,560 

'1;'000 

360 

314 

4,376 

23,400 

20 

970 
2,736 
1,032 

33,208 

'1;'000 

144 
19,400 
6,280 
2,736 

28,560 
Note: adjustment regard ing retu rns by Customers direct to Head office has not been made in branch stock 
account. 
3. Closing balance of branch debtors 

Br;inch Debtors Account 
'I; '000 'I; '000 

To Balance b/ d 768 By Branch cash 5,684 
To Branch stock 6,280 By Branch expenses d isoount 116 

By Goods sent to Branch (Returns) 204 
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By Branch expenses (Bad debts) 
By Balance c/d (Bal fig) 

7,048 
4. Closing balance of furniture and fittings 

Branch Furniture and Fittings Account 
"( '000 

To Balance b/ d 1,000 By Depreciation {160+8) 
To Bank 200 By Balance c/d 

1,200 
Note: Since the nevi furniture was purchased on 1st Jan 2023 depreciation will be for 3 months. 
S. Remittance by branch to head office 

Branch Cash Account 
"( '000 

To Balance b/d 20 By Branch expenses 
To Branch stock 19,400 By Remittances to H.O. 
To Branch debtors 5,684 By Balance b/d 

25,104 

Question 24 

74 
970 

7,048 

168 
1,032 
1,200 

"( '000 
1,684 

23,400 
20 

25,104 

Jolly Industries of Delhi is a trader in spices. It has a branch at Jalandhar to which Head office invoice goods 
at 200/4 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, Prep:ue Branch Accounts in the Head office ledger using Stock and Debtors 
Method. Branch docs not maintain any books of account, but send fortnightly returns to Head office. 

Stock at Jalanqhar Branch as on 1st April, 2022 Cost Price) 
Sundry Debtors at Jalandhar as on 1st April, 2022 
Cash received from Debtors 
Bad debts during the year 
Discount al lowed to Debtors 
Goods received from Head Office at Invoice Price 
Returns to Head office at Invoice Price 
Normal loss of goods during transport {Out of Goods sent by H.O. to Branch) 
Sales returns at Jalandhar Branch 
Salaries and staff welfare expenses at Branch 
Rent and taxes at Branch 
Other Office Expenses 
Sundry Debtors at Branch as at 31st March 2023 
Stock at Jalandhar as on 31st March, 2023 (Cost Price) 

Credit sales at Branch are four t imes of the cash Sales at Branch. {PYP 10 Marks Nov'23) 

Answer 24 
Books of Jolly Industries, Delhi Jalandhar Branch Stock Account 

Particulars 

To Balance b/d - Op Stock 
To Branch Debtors A/c -
Sales Return 
To Goods Sent to Branch A/c 
6,00,000 + 12,000 

"( Particulars 

1,25,000 By Bank A/c- Cash Sales 
11,000 By Branch De btors A/c - Credit 

Sales 
6,12,000 By Goods sent to Branch (Returns 

to H.O. 
By Branch Stock Adjustmen t A/c 
{Normal Loss) 

By Branch Stock Adjustment A/c 
(Abnormal Loss) (Bal.fig) 
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1,00,000 
1,10,000 
3,45,000 

9,500 
5,500 

6,00,000 
60,000 
12,000 
11,000 
54,000 

9,000 
2,500 

1,55,000 
1,20,000 

1,04,000 
4,16,000 

60,000 

12,000 

6,000 



~ 
By Balance c/ d - Closing Stock 1,50,000 

7,48,000 7,48,000 

J;,l;,ndh;,r Br;,nch Stock Adjustmc,nt Account 

Particulars 'I( Particulars 'I( 

To Goods sent to Branch A/c (1/5 of~ 12,000 By Balance b/d 25,000 
60,000) (on retu rns) (20% of 1,25,000) 
To Branch Stock A/c (abnormal Loss) 1,200 By Goods sent to Branch A/c (1/5 
(6,000xl/5) of~ 6,12,000) 1,22,400 
To Branch Stock A/c (Normal Loss) 12,000 

To Balance c/d(l/5 of 'i: 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 Br;,nch Account 

Particulars 'I( Particulars ~ 

To Jalandhar Branch Stock 1,22,400 By Jalandhar Bra nch Stock A/c 6,12,000 
Adjustment A/c 

To Jalandhar Branch Stock 60,000 By Jalandhar Branch Stock Adj ustment, A/ 12,000 
A/c (Returns) 

To Purchases Ne 4,41,600 
6,24,000 6,24,000 

Br;,nch Debtors Account 

Particulars 'I( Particulars 'I( 

To Balance b/d 1, 10,000 By Bank' I I 3,45,000 
To Branch Stock A/ c 4,16,000 By Branch P&L A/c - Discoun t I I 5,500 

By Branch P&L A/c - Bad Debts •, 9,500 
By Branch Stock • Sales Re turns - 11,000 
By Balance c/ d 1,55,000 

5,26,000 5,26,000 
Br:1nch Expenses Account 

Particulars 'I( Particulars 'I( 

To Bank A/c (Rent & Taxes) 9,000 By Branch Profit & Loss A/ c 65,500 
(Transfer) 

To Bank A/c 54,000 
(Salaries &Staff Welfare expenses) 

To Bank A/c (office expenses) 2,500 
65,500 65,500 

Br:,nch Profit & Loss Account for the yc;,r ending 31st M:,rch 2023 

Particu lars 'I( Particulars 'I( 

To Branch Expenses A/c 65,500 By Branch Stock Adj. A/c 92,200 
To Branch Debtors A/c 5,500 
To Branch Debtors A/ c 9,500 
To Abnormal Loss (cost) 4,800 
To Net Profi t 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, 

result ing in an inability to prepare branch accounts based on this method. 
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Question 25 t"~ LDR 

M & S Co. of Lucknow has a branch in Canberra, Australia (as an integral foreien 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) 

Capital 
Reserves & Surplus 
Land 
Buildines (Cost) 
Buildings Dep. Reserves 
Plant and Machinery (Cost) 
Plant and Machinery Dep. 
Reserves 
Debtors/Creditors 
Stock as on 1· 4·2018 
Branch Stock Reserve 
Cash & Bank Balances 
Purchases/S:,les 
Goods sent to Branch 
Managing Partner's Salary 
Wages and Salary 
Rent 
Office Expenses Commission 
Receipts 
Branch/HO Current Account 

The followine inform:,tion Is also 3Vailable: 
(i) Stock as at 31st March, 2019 

Lucknow Rs. 1,50,000 

Dr. Cr. 
2,000 
1,000 

500 
1,000 

200 
2,500 

600 
280 200 
100 

4 
10 

240 520 
100 

30 
75 

' Ji 
25 ' 

256 
120 

4,880 4,880 

Canberr:, A$ 3125 (all stock is out of purch.,ses m3de 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% 

Dr. Cr. 

200 

130 
60 30 
20 

10 
20 123 

5 

45 
I 12 

' 18 
100 

7 
390 390 

(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) Convert the Branch Trial Balance into rupees by using the following exchanee rates: 
Opening rate 1 A$= Rs. 50 
Closing rate 1 A$= Rs. 53 
Average rate 1 A$= Rs. 51.00 
For Property, Plant & Equipment 1 A$ = 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. {MTPOct'19, 12 Marks, RTP Nov'22, Old & 
New SM} {Same concept fewer adjustments RTP Nov'20} 

Answer 25 

Plant & Machinery (cost) 

M & S Co. Ltd. Canberra, Australia Branch Trial Balance 
As on 31st Mar 2019 

($ 'thous:,nds) 
Dr. Cr. Conversion 

rate er $ 
200 Rs. 46 

Plant & Machinery Dep. Reserve 130 Rs. 46 

Rs. 't hous.inds) 
Dr. Cr. 

9.200 
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, 2019 
{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 2,370.000 
To Gross profit c/d 35.S 2,023.625 2,378.625 -

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 
rece ipts 

To Provision for 14 159.000 173.000 
doubtful debts@5% 
To Depreciation (W. N.) 460 644.000 1,104.000 

~o Balance c/d 112 4,790.625 4,902.625 
611 7,123.625 7,734.625 611 7,123.625 7,734.625 

To Managl ng Partner's Salary 30.000 By Balance b/ d 4,902.62! 

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 

Buildi ng. Cost 1,000 
Less: Dep. Reserve {200) 

800 
Depreciation @ 10% (A) 80 
Plant & Machinery Cost 2,500 9,200 
Less: Dep. Reserve (600) (5,980} 

1,900 3,220 
Depreciation @ 20% (B) 380 644 -
Total Depreciat ion {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 t he opening branch stock reserve has to be reversed in the P&L A/c. 

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 

Office equipments 
Furniture and Fixtures 
Stock (April 1, 2021) 
Purchases 
Sales 
Goods sent from H.O 
Salaries 
Carriage inward 
Rent, Rates & Taxes 
Insurance 
Trade Expenses 
Head Office Account 
Sundry Debtors 
Sundry Creditors 
Cash at Bank 
Cash in Hand , 

. . . . . . The following further 1nformat1on 1s given . 
(1) Salaries outstanding$ 400. 

US$ 
Or. 

48,000 
3,200 

22,400 
96,000 

--
32,000 

3,200 
400 
800 
400 
400 

--
9,600 

--
2,000 

\\ / / 11 \\ // 11 400 

\\// II \\/111 2,18,800 

' ! 
I I \ ' I I 

(2) Depreciate office equipment and furniture & fixtures @10% p.a. at written down value. 
(3) The Head Office sent goods to Branch for '1:15,80,000. 
(4) The Head Office shows an amount of 'I: 20,50,000 due from Branch. 
(5) Stock on 31st March, 2022 -$21,500. 
(6) There were no transit items e ither at the start or at the end of the year. 

Cr. 

1,66,400 

45,600 

6,800 

2,18,800 

(7) On April 1, 2020 when the fixed assets were purchased the rate of exchange was 'I: 43 to one$. On April 1, 
2021, the rate was 47 per$. On March 31, 2022 the rate was 'I: SO per$. Average rate during the year was 
~ 45 to one$. 
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 Moon 
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 Or. Cr. 

US $ US $ rate 'I: 
Office Equipment 43,200 so 21,60,000 
Depreciation on Office Equ ipment 4,800 so 2,40,000 
Furnit ure and fixtures 2,880 so 1,44,000 
Depreciation on furniture and fixtures 320 so 16,000 
Stock (1st April, 2021) 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 {3,200+400} 3,600 45 1,62,000 
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~ 
Outstanding salaries 400 so 20,000 
Rent, rates and taxes 800 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 so 4,80,000 
Trade creditors 6,800 so 3,40,000 
Cash at bank 2,000 so 1,00,000 
Cash in hand 400 so 20,000 
Exchange difference (bal. fig.) transferred to 
foreign currency translation reserve account 4,66,800 

2,19,200 2,19,200 1,03,64,800 1,03,64,800 
Trading and Profit and Loss Account of Virginia Br:>nch for the year ended 31st March, 2022 

'I; 'I; 

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 15,80,000 (21,500 us $ x SO) 

To Carriage inward 18,000 
To Gross profit c/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 I I I r ~ I I 
To Depreciation on furniture and fixtures 16,000 I .......,_--..., II 
To Net Profit c/d 11,02,200 I I • ~) \>-

15,92,200 15,92,200 

Question 27 
M/s Wivtsu & Co. has head office at U.S.A. and branch in Patna {lndi:>). Patn3 branch Is an inteeral foreign 
operation of Wivtsu & Co. 
Patna br3nch furnishes you with its trial balance 3s on 31st March, 2022 and the addition31 information given 
therc3ftc,r: 

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.S.A. Office A/c . 1,620 

3,360 3,360 
Information: 
(a) 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 'I: 4,20,000 on 31st March, 2022. 
(c) The rates of exchange may be taken as follows: 

On 01.04.2021 @ 'I; SS per US $ 
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On 31.03.2022 @ 'I: 60 per US $ 
Average ex0hange rate for the year @ 'I: 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 informed that Patna branch account showed a debit balance of US $ 29845.35 on 31.3.2022 in USA 
books and there were no itC!ms pending reconciliution. {MTP 12 Marks Oct'22 & Aug'lB, 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. 

rate per US$ US$ 

Stock on 1.4.21 55 5,454.55 
Purchases and sales 58 13,793.10 
Sundry debtors and creditors 60 6,666.67 
Bills of exchange 60 2,000.00 
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 A/c 

59,535.01 
Trading and Profit & loss Account for the year ended 31st March,2022 

To Opening Stock 
To Purchases 
To Wages and salaries 

To Gross Loss b/d 
To Rent, rates and taxes 
To Sund charges 
To Depreciation on Plant 
US$ 6,000 X 0.6) 

US$ 
5,454.55 By Sales 

13,793.10 
9,655.17 

28,902.82 

By Closing stock 
(~ 4,20,000/60) 
By Gross Loss c/d 

1,213.16 By Net Loss 
6,206.90 
2,758.62 
3,600.00 

13,778.68 

Balance Sheet of Patna Branch as on 31st March, 2022 
Liabilities US $ Assets US $ 

USA Office A/c 29,845.35 Plant 6,000.00 
Less: Net Loss 13,778.68} 16,066.67 Less: Depreciation {3,600.00) 

Sundry creditors 5,000.00 Closing stock 
Bills payable 4,000.00 Sund ry debtors 

Bills receivable 
Bank bala nee 

25,066.67 

Question 28 

Cr. 
US$ 

20,689.66 
5,000.00 
4,000.00 

29,845.35 
59,535.01 

US$ 
20,689.66 
7,000.00 

1,213.16 
28,902.82 
13,778.68 

13,778.68 

US$ 

2,400.00 

7,000.00 
6,666.67 
2,000.00 
7,000.00 

25,066.67 

On 31st March, 2022 Chennai Branch submits the following Trial Balance to its Head Office at Lucknow: 
Debit Balances 'I: in lacs 
Furniture and Equipment 18 
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Depreciation on furniture 2 
S:,laries 25 
Rent 10 
Advertising 6 
Telephone, Postage and Stationery 3 

Sundry Office Expenses 1 
StO<lk on 1st April, 2021 60 
Goods Received from Head Office 288 
Debtors 20 
Cash at bank and in hand 8 
Carri.igo Inwards 7 

448 
Credit Balances 
Outstanding Expenses 3 
Goods Returned to Head Office s 
Sales 360 
Head Office 80 

448 
Additional Information: 
Stock on 31st March, 2022 was valued at 'i: 62 lacs. On 29th March, 2022 the Head Office dispatched goods 
costing 'i: 10 lacs to its branch. Branch did not receive these goods before 1st April, 2022. Hence, the figure of 
goods received from Head Office does not include these goods. Also the head office has charged the branch 
-: 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 Br.inch includini: Balance Sheet. 
(MTP 12 Marks Mar'23, RTP May119, RTP May'20, Old & New SM) 

Answer 28 

(i) 

Goods in Transit A/c 
To Head Office A/c 

Books of Branch 
Journal Entries 

(Goods dispatched by head office but not received by branch 
before 1st April, 2022) 

Expenses A/c 
To Head Office A/c 
(Amount charged by head office for centralised services) 

Dr. 

Dr. 

{ii) Tr:,dinP and Profit & Loss Account of the Br.inch for the year ended 31st 
'i: in lacs 

To Opening Stock 60 By Sales 
To Goods received from By Closing Stock 

Head Office 288 
Less : Returns ill 283 

To Carriage Inwards 7 
To Gross Profit c/d 72 

422 

Dr. 
10 

1 

March, 2022 

To Salaries 25 By Gross Profit b/d 
To Depreciation on Furniture 2 

To Rent 10 
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('i: in lacs) 
Cr. 

10 

l 

-: in lacs 
360 

62 

422 -
72 



To Advertising 6 
To Telephone, Postage & Stationery 3 
To Sundry Office Expenses 1 

To Head Office Expenses 1 
To Net Profit Transferred to 

Head Office A/c 

72 72 

Balance Sheet as on 31st March, 2022 
Liabilities ~ in lacs Assets ~ in lacs 
Head Office 80 Furniture & Equipment 20 
Add : Goods in transit 10 Less : Depreciation ill 18 
Head Office Ex enses 1 Stock In hand 62 

Net Profit 24 Goods In Transit 10 

llS Debtors 20 
Outstanding Expenses 3 Cash at bank and in hand 

8 
118 

Question 29 

Lal & Co. of Jaipur has a branch in Patna to which goods are sent @ 20% above eost. 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: 

Goods received from Head office at Invoice Pric,:, 
Goods returned to Moad office at Invoice Price 
Cash sales for the year 2019·20 
Credit Sales for the year 2019·20 
Stock at Branch as on 01-04-2019 at Invoice price 
Sundry Debtors at Patna branch as on 01-04-2019 
Cash received from Debtors 
Discount allowed to Debtors 
Goods returned by customer at Patna Branch 
Bad debts written off 
Amount recovered from Bad debts previously written off as Bad 
Rent Rates & taxes at Branch 

Amount(~) 
4,20,000 

30,000 
92,500 

3,12,500 
36,000 
48,000 

2,19,000 
3,750 
7,000 
2,750 

500 
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 Debtors method and 
ascartaln Branch profit. (RTP Nov'21, PYP 10 Marks Nav'20} 

Answer 29 

1.4.19 To Balance b/d 
(opening stock) 

31.3.20 To Goods Sent 
to Branch A/c 

To Branch P&L 

Branch Stock Account 

36,000 31.3.20 By Sales: 

4,20,000 Cash 92,500 
t----+--------+-----lt---'---1-----i 

Credit 3,12,500 

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 Bal ance 75,000 
c/d {closing stock) 

5,03,000 5,03,000 
1.4.20 To Balance b/d 75,000 

Branch Debtors Account 
'I; '( 

l.4.19 To Balance b/d 48,000 31.3.20 By Cash 2,19,000 
31.3.20 To Sales 3,12,500 By Retu rns 7,000 

By Discounts 3,750 

By Bad debts 2,750 
By Balance c/d 1,28,000 

3,60,500 3,60,500 
1.4.20 To Balance b/d 1,28,000 

Branch Expenses Account 
'I; '( 

31.3.20 To Salaries & Wages 36,000 31.3.20 By Branch P&L A/c 59,100 

To Rent, Rates & Taxes 12,000 
To Office Expenses 4,600 
To Discoun ts 3,750 
To Bad Debts 2,750 

59,100 59,100 
Branch Profit & Loss Account for year ended 31.3.20 

'It ~ 

31.3.20 o Branch Expenses A/c 59,100 31.3.20 By Branch stock 47,000 
-o Net Profit transferred 46,900 By Branch Stock 58,500 
o General P & L A/c Adjustment account 

By Bad debts recovered 500 
1,06,000 106,000 

B r:tnc oc 1Jus men h St k Ad' t tA ccoun or yc:ar en c . . tf d d 31 3 20 

" " 
31.3.20 -o Goods sent to branch 5,000 31.3.20 By Balance b/d 6,000 

(30,000x l /6) -returns (36,000xl/6) 
-o Branch P & l A/c 58,500 By Goods sent to branch 70,000 
io Balance c/ d {75,000xl/6) 12,500 (4,20,000xl/6) 

76,000 76,000 

Question 30 f~ LDR 
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 'I; Assets 'I; 

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/0 -
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: 
'( '( 

Sales 2,78,000 Manager's salary 16,400 
Purchases 64,SOO Collections from debtors 2,57,000 
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Wages Paid 
Salaries (inclusive of advance of 
5,000) 
General Expenses 
Fire Insurance (Paid for one year) 

24,000 
15,600 

7,800 
11,200 

Discounts allowed 16,000 
Discount earned 4,600 

Cash paid to creditors 88,500 
Building Account (further payment) 14,000 

Remittance to H.O. 52,900 Cash in Hand 5,600 
Cash at Bank 47,000 

Set out the Head Office Account in Naida Books and the Branch Balance Sheet as on 30.09.2020. Also give 
Journal entries in the Noida books. {PYP Ju/'21, 10 Marks) {Same concepts different figures Old & New SM} (MTP 
10 Marks Sep'23} 

Answer30 
Journal Entries in the Books of Noida Branch 

Particulars Debit(~) Credit (~) 

Salary Advance A/c Dr. 5,000 
To Salaries A/ c 5,000 

(Being the amount paid as advance adjusted by debit to Salary Advance 
A/c) 
Prepaid Insurance A/c {11,200 X 6/12) Dr. 5,600 

To Fire Insu rance 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 WagesA/c ' \ Jf Ii \\ /, . ' 24,000 
To Salaries A/c (15,600 -5000) \\ II 11 \\ J ! I I 10,600 
To General Expenses A/c \/ I I \/ \ 7,800 
To Fire Insurance A/c (11,200 X 6/12) 5,600 
To Manager's Salary A/c 16,400 
To Discount Allowed A/c 16,000 

(Being the transfer of various revenue accounts to the HO A/c for 
closing the accounts) 
SalesA/c Dr. 2,78,000 
Discount Earned A/c Dr. 4,600 

To Head Office A/c 2,82,600 
(Being the transfer of various revenue accounts to HO) 
Head Office A/c Dr. 14,000 

To Buildi ng A/c 14,000 
(Being the transfer of amounts spent on building extension to HO 
A/cl 

Head Office Account 
2020 Particulars Amount (~) 2020 Particulars Amount(~) 

Sept 30 To Cash Remittance 52,900 April 1 By Balanc,e b/d 1,88,000 
To Sundries* (Revenue) 1,44,900 By Sundries• Revenue 2,82,600 
To Building A/c 14,000 
To Balance c/d 2,58,800 

Total 4,70,600 Total 4,70,600 
• Instead of using Sundries (Revenue) A/c, the concerned revenue accounts can be posted in the ledger. 

Balance Sheet of Noida Branch As at 30th Sept 2020 
Liabilities Amt ("<) Assets Amt("<) 
Creditors 33,400 Debtors 2,29,000 
Head Office A/c 2,58,800 Salary Advance 5,000 

Prepaid Insurance 5,600 
Building Extension A/c transferred to HO 
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Cash in Hand 5,600 

Cash at Bank 47,000 

Total 2,92,200 Total 2,92,20( 

Working Notes 
Cash and Bank Account 

Particulars Amt (a:) Particulars Amt (a:) 
To Balance b/d 26,000 By Wages 24,000 
To Collection from debtors 2,57,000 By Salaries lS,600 

By Insurance 11,200 

By Genera I Expenses 7,800 

ByHONc 52,900 
By Manager's Salary 16,400 

By Creditors 88,500 

By Building A/ c 14,000 

By Balance c/d 

- Cash in Hand 5,600 

- Cash at bank 47,000 

Total 2,83,000 Total 2,83,000 

Debtors Account 
Particulars Amt (a:) Particulars Amt (a:) 
To Balance b/d 2,24,000 By Cash Collection 2,57,000 

To Sales A/c 2,78,000 By Discount (Allowed) 16,000 

By Balance c/d 2,29,000 

Total 5,02,000 Total 5,02,000 
. .... 

• Creditors Account 
Particulars Amt (a:) Particulars ~ Amt (a:J 

To Cash Ne 88,500 By Balance b/cl 62,000 

To Discount (Earned) 4,600 By Purchases 64,500 

To Balance c/d 33,400 

Total 1,26,500 Total 1,26,500 

Note: 
Since the date of payment of fire insurance has not been mentioned in the Question, it is assumed that it was 
paid on 01 Apr il 2020. Alt ernative Answer considering otherwise also possible. 

EXAM INSIGHTS: Most of the examinees could not give the Head Office Account in Neida Books and the 

Branch Balance Sheet. They -also did not give correct journal entries in the Neida books. 

Multiple Choice Questions {MCQs) 

1. If goods are invoiced to branches at cost, trading results of branch can be ascertained by {SM} 
(a) Debtors method. (b) Stock and debtor's method. 
(c) Either (a) or (b). (d) Both (a) or (b). 

Ans: (c) 

2 . Under branch trading and profit loss account method 
(a) H.O prepares profit and loss account. (b) 
(c) Both {a) and (b). (d) 
Ans: {c) 

{SM) 
Each branch is treated separate entity. 
Either (a) or (b). 
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3. Goods may be invoiced to branch at (SM} 
(a) Cost or Selling price. (b) Wholesale price. 
(c) Both {a ) and (b). (d) Either (a) or (b). 
Ans: {c) 

4. Under debtor's method, opening balance of debtors is (SM} 
{a) 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 (a) or (b). 

A.ns: (c) 
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lDR Questions 
CSS CS7 

CS17 

Question & Answers 

{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 US$ 1,00,000 on 1 March 2024 at 1 US$= INR 
83.10 when exchange rate was US$ 1 = INR 83.02. On 31 March 2024, when the Company closed its books, 
exchango rate was US$ 1 = I NR 83.15. On 1 April 2024, the Company decided for premature sottlemont of 
tho contract due to soma oxception:il circumstances. 
The Company is evaluating below 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 S years of 

service in the organization. Such employees will get pension of 0: 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 0: 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 
(Accountine Standards) Rules, 2006. 
1. What would be the basis of revenue recoenition for SEAS ltd. as per the requirements of Accountlne 

Standards? (Chapter· AS 9- Revenue Recognition) 
(a) Gross basis . 
(b) Ne t basis. 
(cl Depends on the accounting policy of the Company. 
(d) Indian GAAP a llows a choice to the Company to recognize revenue on gross basis or net basis. 

Ans:(a) 

2. Please suggest 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) 
(a) MTM (ma rked to market value) o f contract will be recorded o n 31 March 2024. 

(b) MTM (marked to market value) of contract will be computed as a t 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) No accounting will be done during the yea r 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 requirements of above schemes 
rel11ted to employee benefits as to which one of those schemes should be considered 11s " change in 
accounting policy during the year. (Chapter· AS 5• Net Profit or loss for the period, Prior period items & 
Changes in Accounting policies) 
(a) 1 - Change in accounting policy. 2 - Change in accounting policy. 
(b) 1- Not a change in accounting policy. 2 - Cha nge in accounting policy. 
(c) 1 - Not a change in accounting policy. 2 - Not a cha nge in accounting policy. 
(d) 1- Change in accounting policy. 2 - Not 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) ADI Ltd. would be using equity method of accounting for 23% in ASOC Ltd. SEAS Ltd. would consolidate 

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 me thod of accounting. SEAS Ltd . would 
consolidate ADI Ltd. and consequen tly, 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 l td . 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) 

(MTP B Marks Mor'24} 

On 1st April, 2022, Shubham limited purchased some land for 'I: 30 lakhs for tho purpose of constructing a 
new factory. This cost of 30 lakhs included legal cost of 'I: 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 ccremony on 1st January, 2023 80,000 
Overhe11d costs incurred directly on the construction of the factory (par month) 25,000 
General overhe11d costs allocated to construction project by the Manaeer is ~ 30,000. However, as per 
company's normal overhead allocatlon policy, It should be II( 24,000. The auditor of the company has 
support documentation for the cost of II: 15,000 only) and raised objection for the bal11nce 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 d:ite of 
completion. However, It w11s estimated that the roof will need to be repl;iced 20 ye;irs after the date of 
complctlon and th11t the cost of replacing tho roof 11t current prices would be 25% of the total cost of the 
building. 
The construction of the factory was partly financed by a loan of 'I: 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 II( 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) II!; 2,00,000 incurred as legal cost 
{b) " 60,000 - costs of relocating employees 
(c) "80,000 costs of inauguration ceremony 
{d) 'i: 24,000 - allocated general overhead cost 

Ans:(a) 
2. What amount of employment cost of construction workers will be capitalized to the cost of factory 

building? {Chapter · AS 10-Property, Plant & Equipment) 
(a)'!; 2,90,000 
(b) ;,; 3,48,000 
(c) '!; 2,32,000 
(d) ;,; 29,000 

Ans:(c) 
3. What is the amount of net borrowing cost capitalized to the cost of the factory? 

(Chllpter -AS 16-Borrowing Costs) 
(a) 'i: 1,89,000 
(b) 'i: 1,68,000 
(c) 'i: 1,44,000 
(d) 'i: 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, 2023? (Chapter• AS 10-Property, Plant & Equipment) 
(a) ~ 30,00,000 
(b) ;,; 57,78,125 
(c) '!; 27,78,125 
(d) ;,; 58,00,000 

Ans:(b) 

(Chllpter 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 'I; 10 each at a price of'!; 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 31st March, 2023: 
A. Share Capital: Equity share capiml (fully paid up shares of " 10 each) - '1( 12,50,000 
B. Reserves and Surplus: Securities premium 'I; 2,50,000; Profit and loss account 'I( 1,25,000; Revenue reserve 

'I: 15,00,000; 
C. Long term borrowings: 14% Debentures•'!; 28,75,000, Unsecured Loans • II( 16,50,000 
D. Land and building'!; 19,30,000; Plant and machinery'!; 18,00,000; Furniture and fitting'!; 9,20,000 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 

(a) 1,25,000 
(b) 31,250 
{c) 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 c.in be bought back: 

(a) 25,000 
(b) 31,250 
(c) 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:(e) 

{MTP 6 Maries Apr'24} 

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'{ 50,00,000 
• It incurred'{ 35,00,000 for material and direct labour cost for developing the Plant. 
• The Company incurred'{ 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 '{ 5100,000 during 
the year for arr:inglng this loan. 

• On November 1, 2023, the construction activities of the plant were interrupted as the local people 
:,longwith the activists h:ive raised issues relating ~o environmental Impact of plant being constructed. 
Due to agitation the construction activities came to standstill for 3 months. 

• With the hc:lp 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 questions. [4 MCQs of 2 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 
(c) Head office expenses 
( d} Borrow ing cost 

Ans: (c) 
2. How much amount of borrowing cost c.in be capitalized with the plant: (Chapter 5.4 : AS 16-Borrowing 

Costs) 
(a) '{ 3,00,000 
(b} '{ 2,00,000 
(c) '{ 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 ) 0: 4,30,000 
(b} 0: 9,30,000 
(c) '< 9,80,000 
(d) Nil 

Ans: (d) 
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{MTP 10 Marks AP..r'24} t"~ LDR 
Beloved Finance Ltd. is a financial enterprise which is in the business of !ending loan to small businesses and 
earn interest on loans. 
• During the year the Company has lend SO crores and earned ,,: 1.5 crore as interest on loans. 

• The Company had surplus funds during the year and invested then in Fi><ed Deposits with bank and earned 
interest on fixed deposits of,,: 20 lacs. 

• The Company also acquired a gold loan unit for 'It 10 crore during the year and the Company provided 
Interest free loan of": 15 crore to its wholly-owned subsidiary. 

• The Company paid a total income tax of" 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 " 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 Invest ing Activities 
(c) Cash Flow from Financing Activities 
(d) Non-cash Items 

Ans: (a) 

2. In the 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 
(c) Cash Flow from Financing Activities 
(d) Non-cash Items 

Ans: (a) 

3. In the Cash Flow Statemc,nt as per AS 3, <1mount paid for <1cquirlng 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 Investi ng Activities 
(c) Cash Flow from Financing Activities 

(d) Non-cash Items 
Ans: (b) 

4. In the, Cash Flow Statement as pc,r AS 3, total income tax of" 75 lacs paid for th<? year will be disclosed 
as: (Chaptc,r 4.2: AS 3· Cash Flow Statement} 
(a) Cash Flow from Operating Activities 
(b) Cash Flow from Investing Activities 
(c) Cash Flow from Financi ng Activities 
(d) Non-cash Items 

Ans: (a) 

5. Is any specific disclosures required to made in relation to the interest free loan of" 15 crore provided by 
the Company to its wholly-owned subsidiary, if yes, as per which Accounting Standard: {Chapter 4.4: AS 
18· Related Party Disclosures) 
(a) Yes, 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 
(c) Yes, disclosure is required to be made as per AS 13, Accounting for Investments 
(d) No specific disclosures are required. 

Ans: (b) 
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MTP 6 Marks Apr'24) (Cha er 12: Buyback of Securities) 

Kumar Ltd., a privately-held comp:iny, operates In tha m:inufacturlne Industry. Founded In 2008, the company 
has steadi ly grown Its operations and est:iblishcd a strong presence In the m:irket. As of 31st March, 2023, 
the company's capital structure reflects a blend of equity and debt financing. 
Capital Structure Overview: 
• Equity Share Capital : The company ha.s a total of 'I: 30,00,000 invested in equity shares, each valued at 'I: 

10 and fully paid. 
• Reserves & Surplus: Kumar Ltd. has accumulated reserves and surplus totaling '1:49,00,000, comprising 

contributions from various sources including General Reserve (0: 32,50,000), Security Premium Account 
(0: 6,00,000), Profit & loss Account (0: 4,30,000), and Revaluation Reserve ('I: 6,20,000). 

• Loan Funds; The company has acquired loan funds amounting to 0: 42,00,000 to support its operational 
and growth inltlativcis. 

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 0:30 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? 
{a ) 0: 12,95,000 
(b) ~ 21,00,000 
(cl ~ 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) 'I: 42,00,000 
(c) 'I: 12,95,000 
(d) 'I: 59,85,000 

Ans: (a) 
3. How m:iny shares of Kumar Ltd. can be boueht back at 0: 30 per shore accordine to the Debt Equity 

Ratio Test? 
(a) 43,000 
(b) 1,29,500 
(cl 2,00,000 
{d) 78,000 

Ans: (b) 

(MTP 8 Marks July'24) {Chapter 12 AS Buyback of Securities) t'~ LDR 

Super Ltd ., a manufacturing company, has the following summarizad Balance Sheet as of March 31, 2024: 
Equity Shares of 0:10 each fully paid up: 0:17,00,000 
Reserves & Surplus: 
Revenue Reserve: '{23,50,000 
Securities Premium: '{ 2,50,000 
Profit & Loss Account: '{ 2,00,000 
Infrastructure Development Reserve: '{ 1,50,000 
Secured Loan: 
9% Debentures: '{38,00,000 
Unsecured Loan: 'l:8,S0,000 
Property, Plant & Equipment: 0:58,50,000 
Current Assets: 0::34150,000 
Super Ltd. pl:ins to buy back 35,000 equity shares of II; 10 e3ch fully paid up on April 1, 2024, at 'I( 30 per 
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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 
(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: (b) 

2 . How 
(a) 
(b) 
(c) 
(d) 

Ans: (b) 

many shares can 
35,000 shares 
42,500 shares 
37,500 shares 
54,375 shares 

Super Ltd. buy back according to the Shares Outstanding Test? 

3. What is the maximum numb.,, of shares that can be bought back according to the Resources Test? 
(a) 35,000 shares 
(b) 42,500 shares 
(c) 37,500 shares 
(d) 54,375 shares 

Ans: (c) 

4. According to the Debt Equity Ratio Test1 what is the maximum numberof shares that can be bought 
back? 
(a) 
(b) 
(c) 
(d) 

Ans: (d) 

35,000 shares 
42,500 shares 
37,500 shares 
54,375 shares 

(MTP 8 Marks July'24) (Chapter 9.1 AS 12-Accountlng 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 0: 75 lakhs, while the nominal value is 0: 10 lakhs. Additionally, 
the company received a government grant of 0: 30 lakhs, which represents 25% of the total investment needed 
for the factory development. Furthermore, the company received ~ 15 lakhs with the stipulation that it be 
used t~ 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, fre" of cost should be pr<lsented at: 
(a) -:75 Lakhs 
(b) 0: 30 Lakhs 
(c) 0: 10 Lakhs 
(d) -:45 Lakhs 

Ans: (c) 

2. As 

(a) 
(b) 
(cl 
(d) 

A.ns: (b) 

per AS 12, how the Government Grant of 0: 30 Lakhs should be presented: 
It should be recognised in the profit and loss statement as per therelated cost. 
It wil l be treated as capital reserve. 
It will be treated as deferred income. 
It wil l not be recognised in the financial statements. 

3. As per AS 12, how the Government Grant of 0:15 Lakhs with a condition to 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 arc 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 lf.30 Lakhs 
(c) Government Grant of". 1S Lakhs with a condition to purchase machinery 
(d) Noe of t he 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". 10 Lakhs in April 2023. It 
paid '( 4 lakhs upfront and paid the remaining 'o:: 6,00,000 as deferred payment by paying instalment of 
'o:: 1,05,000 for the next 6 months. During the year, the Company sold a land which was classified as its 
'property, plant and equipment' for'( 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 a, 'Cash Flow Statements', how the amount for purchase of machinery 
should be presented: 
(a) 'I: 10 lakhs as 'Cash flows from Investing Activities' and'( 30,000 will simply be booked in profit and 

loss with no presentation i f Cash Flow Statement. 
(b) 'I: 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 ". 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 fina ncial statements: 
(a) 'o::4,00,000 
(b) lf.10,30,000 
(c) 'I: 6,00,000 
(d) 'I: 10,00,000 

Ans:{d) 

3. How should the income tax paid on sale of land should be disclosed in the Cash Flows Statement 
(a) Cash flows from Operating Activities 
(b) Cash flows from Investing Activit ies 
(c) Cash flows from Financing Activities 

(d) No 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 
(c) Cash flows from Financing Activities 
(d) No disclosure in Cash Flow Statement 

A.ns: (b) 
cs 10 (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, 
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 openine stock. 
Answer the fallawine questions based an 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: 
(a) "tl, 70,000 
(b} ";1,85,500 
(c) ";2,38,000 
(d) ";2,59, 700 

Ans: (d) 

3 . What will be the cost per Kg of raw material: 
(a) ";180 
(bl ";183 .6 
(c) ";185.5 
(d) ,189.4 

Ans: (c) 

4. How much amount as abnormal loss will be debited In P&L: 
(a) It 72,000 approx 
(b) ~ 73,440 approx 
(c) , 74,200 appox 
(d) , 75,760 approx 

Ans: (c) 

cs 11 (MTP 8 Marks Aug'24) (Chapter 12 AS Buyback of Securities) 

Aazad Ltd. has the following particulars: 
Particulars 
100/4 Preference Share Capital (, 10 each) 
Equity Share Capital of, 10 each 
Capital Redemption Reserve 
Securities Premium 
General Reserve 
Profit & Loss A/ c 
Cash 

, (lacs) 

2,500 
8,000 
1,000 

800 

6,000 
300 

1,650 
Investments (Market Value 0: 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 
sh:ires @ 'i:: 15 per sh:ire. Investments :imountlne to Market Value of ii: 1,000 lakhs sold at ii: 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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(a) '{ 1,500 lakhs Profit 
(b) '{ 1,000 lakhs Profit 
(c) '{ 2,000 lakhs Loss 
(d) '{ 1,000 lakhs Loss 

Ans: (b) 

2. Securities Premium available for Buyback ;:,fter redemption of Preference Shares 
(a) '{ 550 lakhs 
(b) ": 800 lakhs 
(c) Can't utilize securities premium for buyback 
(d) '{ 350 lakhs 

Ans: (a) 

3. Total amount to be transferred to Capital Redemption Reserve: 
(a) '{ 2,000 lakhs 
(b) '{ 4,500 lakhs 
(c) '{ 2,500 lakhs 
(d) 0: 1,750 lakhs 

Ans: (c) 
4. Cash balanc<? aftcr buyback 

(a) 'I: 1,150 lakhs 
(b) 'I: 2,200 lakhs 
(c) '{ 3,250 lakhs 
(d) 'I: 900 lakhs 

Ans: (d) 

cs 12 (MTP 8 Marks Aug'24) (Chapter 5.6 AS 26· Intangible Assets) 

On April 1, 2022, Hello Limited approached Q 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 w;:,s also required to pay 'I: 100,000 annu;:,lly 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'{ 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) 
(d) May 2024 (When the SAP actually got implemented) 

Ans: (d) 

2. At what amount the SAP ERP should 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' 
(c) Should be recognised as expense in Profit and Loss annually. 
(d) No accounting is required 

A.ns: (c) 
4. During the implementation period, how the expenditure incurred will be accounted for: 
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(a) 
(b) 
(c) 
(d) 

Ans: (b) 

cs 13 

It w ill be expensed in profit and loss as and when incurred 
It w ill be recognised as an asset ' Intangible asset under development' 

It w ill only be disclosed in notes to accounts and w ill be recognised when complete 
It w ill be recognised as an item of Property, Plant and Equipment 

(RTP May12.4) 

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 quantity and informs Railways for carrying out the inspection. 
• Railways representatives visit the Company's factory and inspect the components, 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. Nationalization or privatization by government 
II. Out of court sc,ttlement of a legal claim 

Ill. Riehts Issue of equity shares 
Iv. Strike by workforce 
v. Announcine a plan to discontinue an operation 

The Company has received a grant of i.; 8 crores from the Government for setting up a factory in a backward 
area. Out of this grant, the Company distributed~ 2 crores as dividend. The Company also 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 S% of input. 
5,000 MT of input were put in process resulting in wastage of 300 MT. Cost per MT of input was~ 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 

(Accounting Standards) Rules, 2.006? Would your answer be different if inspection is normally known to 
lead to no quality rejections? (Chapter 8 .2 AS 9- Revenue Recoenition) 
(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 components. 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 wou ld 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 normally known to lead to no quality rejections. 

Ans: (b) 

2 . In respect of A Ltd, state w ith reference to Accounting Standards notified under the Companies 
{Accounting Standards) Rules, 2006, what would be value of the inventory to be recordc,d In the books of 
accounts? (Chapter 5.1 AS 2- Valuation of Inventory) 
(a) " 4,700,000. 
(b) " 5,000,000. 
(c) ~ 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 
requirements of Ae<:ountini: Standard 12. (Chapter 9.1 AS 12-Accountini: for Government Grants) 
(al Distribution of dividend out of grant is correct. In the second case also not recording land in the books 

of accounts is correct. 
(b) Distr ibution of dividend out of grant is incorrect. In the second case, not recording land in the books of 

accounts is correct. 
(c) Distr ibution 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) Distr ibution of dividend out of grant is incorrect. In the second case, land should be recorded in the 

books of accounts at a nomina.1 value. 

Ans: (d) 

cs 14 (RTP Sep'24) (Cha ter 8.2: AS Revenue recognition) 

Suman Ltd. is in the business of manufacturing electronics equipment and selling these at its various 
outlets. It provides installation services for the equipment sold and also provide free l year warranty on all 
the sold products. 
Beach Resorts are leading resorts in the city. It purchased S air conditioners (AC) from Suman Ltd. for its 
resort. Suman Ltd. sold SAC to Beach resort for~ 45,000 each which includes installation fees of~ 1,000 for 
each AC. The Company also offers 1 year warranty for any repair etc. The Company also offered~ 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 S, 2024. 
l. How much revenue should be recoi:nized by the Company as on March 31, 2024: 

(a) i-: 2,25,000 
(b) '-: 2,17,500 
(cl ~ 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 t he profit and loss. 
(b) The trade discounts are deducted in determining the revenue. 
(cl Trade discount w ill be recognised after one year, when the warranty w ill be over. 
(d) Trade discount w ill be recognised after installation is complete. 

Ans: (b) 

4. Is the Company required to do any accounting for 1 year warranty provided by it: 

(a) No accounting treatment is required till some warranty claim is actually received by the Company. 
(b) As t here 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) 

cs 15 (RTP Jan'25) (Chapter 5.7: AS 28 lmpalrmant of Assets) 
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Surya Ltd. Has a two fixed asset, FAl is being carried in the balance s heet for 11: 600 lakhs and FA 2 is being 
carried at 11: 300 lakhs 
As at 31st March 2024, the value in use for FA 1 is 11: 500 lakhs and the net selling price is 11: 550 lakhs. The 
Company d id upward revaluation last year for 11: 20 lakhs for FA 1. 
As at 31st March 2024, the value in use for FA 2 is 11: 350 lakhs and the net selling price is 11: 320 lakhs. 
1. How much Is the total Impairment loss for current year for FA 1: 

(a) " 100 Lakhs 
(b) 11: SO La khs 
(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) '( SO Lakhs 
(c) '( 30 lakhs 
(d) Nil 

Ans: (c) 

3. How much Is the total Impairment loss for current year for FA 2: 
(a) 'c: 50 Lakhs 
(b) '( 30 la khs 
(c) '( 20 lakhs 
(d) Nil 

Ans: (d) 

4. What will be the carrying value on 1st April 2024 for FA 1: 
(a) '( 550 Lakhs 
(b) '( 530 Lakhs 
(c) '( 520 lakhs 
(d) "500 lakhs 

Ans:(:,) 

cs 16 {PYP 8 Marks Sep'24) 

Mr. Vikram took a loan of 11: 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'( 1,00,000 to produce 
1000 units of finished goods. 
1000 units of Finished goods arc produced with r:,w material {for every unit of finished goods produced, 2 
units of raw material arc required). Net realizable value of finished good is" 300 per unit. All the finished 
goods produced arc lying in stock as on 31 March, 2024. 
There is no opening stock of raw materi:11 and finished goods. 
Mr. Vikram used 1S00 units of raw material to construct an A.sset (Qualifying Asset). Labour and other 
overhead charges incurred on construction of asset are 
11: 90,000. Mr. Vikram also paid 11:15,000 to install the ass et at Factory premises. Mr. Vikram used Balance of 
loan proceeds of'( 1,00,000 to invest in Equity Shares of P. ltd. He purchased 9,000 Equity shares {Face 
Value'( 10 each) for 11: 1,00,000 on 25th March, 2024. 
The P. ltd declared and paid dividend@ 20"/4 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 2024? 
(Chapter 5.1 AS 2- Valuation of Inventory) 
(a) Closing Stock of Raw Material XII: 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 
(c) Closing Stock of Raw Material X 0: 62,500 and closing stock of Finished Goods 0: 3,50,000 
(d) Closing Stock of Raw Material X '( 62,500 and closing stock of Finished Goods'( 3,00,000 
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Ans : (b) 

2. Cost of Self Constructed Asset as per AS 10 will be? {Chapter S.2 AS 10-Property, Plant & Equipment) 
(a) '( 2,92,500 
(b) '( 2,77,500 
(c) 'I: 3,0S,000 
(d) 'I: 2,90,000 

A.ns: (c) 

3. As per AS 16 what will be the amount of interest to be capitalized and amount of interest to be charged to 
Profit & Loss A/c? {Chapter 5.4 AS 16-Borrowing Costs} 
(a) '( 12,500 interest to be capitalised and Profit & loss A/c. '( 27,500 interest to be charged to Profit 

& Loss A/c 
(b) '( 12,500 interest to be capitalised and'( 20,833 interest to be charged to Profit & Loss A/c. 
(c) '( 19,167 interest to be capitalised and '( 20,833 interest to be charged to Profit & Loss A/c. 
(d) Whole of '(40,000 interest to be charged to Profit & Loss A/c. 

Ans : (a} 

4. What is tho carrying amount of investment as on 31st March, 2024 as per AS 13 i>nd sucgost tho treatment 
of dividend received from P. Ltd.? {Chapter 5.3 AS 13-Accounting for Investments} 
(a) Carrying amount of Investment as on 31st March, 2024 is ~ 72,000 and the dividend is deducted 

from the nominal value of investment. 
(b) Ca rrying amount of Investment as on 31" March, 2024 is ~90,000 and the dividend is credited to Profit 

& Loss A/c. 
(c) Carrying amount of Investment as on 31st March, 2024 is~ 1,00,000 and the dividend is credited 

to Profit & loss A/c. 
(d) Ca rrying amount of Investment as on 31st March, 2024 is 82,000 and the dividend is deducted from 

the cost of investment. 
Ans : (d} 

cs 17 (PYP 12Morks Sep'24) r'~ LOR 

Kay Ltd. sold goods of~ 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. also 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 lec:il action against Kay Ltd. for supply of f:iulty goods to claim damages. 
The lawyers of Kay Ltd . h:ive 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 'I: 45,000. Settlement amount if 
the claim is required to be paid 'I: 5,00,000, 
Sh octal Enterprises, a trade receivable of Kay Ltd. suffered a heavy loss due to an earthquake that occurred 
on 30th March, 2024. The loss was not covered by any insurance policy. In April, 2024, Sheetal Enterprises 
became bankrupt. The Balance due from Sheetal Enterprises as on 31 March, 2024 is ~ 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 on 31 March, 2024? 
{Chapter 8.2 AS 9- Revenue Recognition) 
(a) '( 23,50,000 
(b) 'I: 1,S0,000 
(c) 'I: 23,00,000 
(d) ~ 1,00,000 

A.ns : (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 29? (Chapter AS 29· Provisions, Contingent Liabilities & 
Contingent Assets) 
(a) Create a Provision for ~ 5,45,000 
(b) Create a Provision for ~ 5,00,000 
(c) Create a Provision for" 45,000 and make a disclosure of contingent liability of" 5,00,000 
(d) Make a d isclosure of contingent liability of " 5,45,000 

A.ns: (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 4? (Chapter AS 4· Contingencies & Events occurring after the Balance sheet Date) 
(a) An Adjusting Event, full provision of ~ 75,000 should be made in the Final Accounts for t he year 

ended 31 March, 2024. 
(b) An Adjusting Event, provision of~ 3,750 should be made in the Final Accounts for the year ended 31 

March, 2024. 
(c} A Non-adj usti ng 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. 
A.ns : (a) 

4 . P ltd. has 60% voting right in Q ltd. Q Ltd. has 20% voting right in R Ltd. Also, 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-18? (Chapter AS 4• AS 18· Related Party 
Disclosures) 
(a) Q l td. 
(bl R ltd, 
(c} Q ltd. and R ltd. 
(d) Neither of Q l td. o r 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 morgin on cost of the machinery, which is Rs.3,00,000. Economic life of the machinr,ry is 5 years, 
and estimated output from the machinery in S years is as follows: (Chapter AS 19· leases} 
Year I 50,000 units 
Year II 60,000 units 
Year Ill 40,000 units 
Year IV 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,S0,000 shares of common stock outstonding on 1 April, 2023. Additional S0,000 shores 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} 
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cs 18 (PVP 10 Marks Sep'24) 

Jay Ltd . submits the, followlne data extractc,d from the Final Accounts as on 31 March, 2023: 
Equity Share Capital 50,000 
Equity shares of ii\' 10 each 
Profit & Loss (Dr. balance) (50,000) 
9% Debentures 2,00,000 
Loan from Bank 3,00,000 
Adv:ince given to suppliers of eoods 45,000 
Provision for tax 14000 
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 65500 

Additional information given by Jay Ltd.: 
On 31 March, 2023 Jay Ltd. decided to reconstruct the company for which necessary resolution was passed. 
Accordinely, it was decided th:it: 
(a) 9% Debenturc,s to be settled in full by issulne them 15,000 Equity shares of 10 c,ach. 
(b) Equity shareholders will give up 40% of their capital In exchanee for allotment of new 11% 

Debentures of ii\' l ,00,000. 
(c) Balance, of Profit & Loss to be written off. 
(d) Equity shares issued for ii\' 1,00,000. 
In addition to above, following information was also presented by Jay Ltd. on 1st April, 2023: 
(a) Interest is received on advances given to suppliers of goods ii\' 3,000. 
(b) Taxation liability is settled at ii\' 14,000. 
(c) A debtor of ii\' 40,000 is insolvent, only 40% of his dues are recovered from his estate. 
{d) Dividend is received on Investment in Star Ltd. ii\' 1 per equity share invested. 
(e) Part of Plant and Machinery is sold at a loss 0£'1,' 3,000 (book val~e ii\' 15,000) 
Based on the information given in above Case Scenario-

1 . The amount of Cash Flow from operatine :ictivity is: (Chapter 4.2 AS 3· Cash Flow Statement) 
(a) ill,' 2,000 
(b) 0:: S,000 
(c) ii\' 12,000 
(d) ii\' 15,000 

Ans : (b) 

2. The amount of Cash Flow from investing Activity is (Chapter 4.2 AS 3· Cash Flow Statement) 
(a) ii\' 28,000 
(b) ii\' 25,000 
(c) ii\' 15,000 

(d) 0: 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) il\'1,92,500 
(b) ii\' 92,500 
(c) ii\' 1,27,000 
(d) ii\' 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) 0: 7 ,50,000 

Ans: (c) 

S. "Fixed Asset held for sale" will be classified in the Balance Sh<>et 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 
(d) l ong term Invest ments 

Ans : (b) 

cs 19 
(MTP 8 Marks Nov'24) (Chapter 7.3: AS 11· The Effects of Changes in Foreign 
El(ehangc rates} 

Fly Ltd. made a .,,1., 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 s3les, transaction recorded at 
US$ 1= 't 79.4 . The Company also took a loan from U.S Company for II( 10,00000 In Oc,ccmber 2023 which 
was initially recorded at the prevailing exchange rate on the date of transaction, transaction recorded at 
US$ 1:: ~ 81.1. 
On 31st March 2024, exchange rate was US$ 1 = ~ 83.3 

1. What will be the closing balance of Trade Receivables on 31st March 2024: 
(a) ~ 700,000 
(b) ~ 7,14,978 approx 

(c) II( 7,34,383 approx 
(d) 'I: 7,50,000 approx 

Ans: (c) 

2. How much is the reporting difference (gain or loss) in case of Tr3dc Receivable: 
(a) Gain of~ 34,383 approx 

(bl l oss of~ 34,383 approx 
(c) Gain of~ 19,395 approx 

(d} l oss of ~ 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 
(c) 0: 9,79,002 approx 
(d) ~ 10, 79,002 approx 

A.ns: (b) 

4. How much is the reporting difference (gain or loss) in case of Loan: 
(a) Gain of~ 48,087 approx 
(b) Loss of~ 48,087 approx 
(c) Gain of~ 27,127 approx 
(d) Loss of ~ 27,127 approx 

Ans: (c) 

CS20 (MTP 8 Marks Nav'24) (Chapter S.3 AS 13-Accountlne for Investments) 
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X ltd. purchased 3,000 shares of Amazing Ltd. in December 2023 @ 'I: 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 'I: 110 each. After issue of bonus, shares were quoted at 'I: 95. In 
December 2024, the shares were quoted at'{ 70. 

1. What would be the carrying cost of investmonts In Amazinit Ltd. after sale of shares as per AS 13: 
(a) '{ 3,03,000 
(bl 'I: 2,27,250 
(c) 'I: 3,00,000 
(d) 'I: 3,30,000 

Ans: (bl 

2. What is the cost of bonus shares: 
(a) 'I: 1,00,000 
(b) '{ 1,10,000 
(c) Nil 
(d) 't l,01,000 

Ans: (c) 

3. What is tho Profit on sale of bonus sh<1res: 
(a) '{ 100,000 
(bl 11: 75,750 
(c) 'I: 34,250 
(d} 'I: 1,01,000 

Ans: (c) 

4. What would be the carrying cost of investments in Amazing ltd. in quarter e11ding in December 2024 as 
per AS 13: 
(a) '{ 2,10,000 
(b) It 2,27, 250 
(c) It 2,20,000 
(d) 'I; 3,00,000 

A.ns: (a) 

cs 21 
(MTP 8 Marks Nov'24) (Chapter 10.2 AS 23· Accounting for Investments In Associates 
in Consolidat111d ·nancial tatementsl 

Sun limited has acquired 40% share in Moon Ltd. for'{ 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'I: 80,000 for the Financial Year 2022· 23 on 15.09.2023. For the year 2023-24, Moon ltd. 
earned profit of 'I: 4,00,000 and declared dividend for 'I: 90,000 on 15.09.2024. 

1. With respect to relationship between Companies, it can be said that: 
(a) Star l td. is associa te o f Sun l td. 
(b) Moon Ltd. and Sta r Ltd. both a re associates of Sun Ltd. 
(c) Moon Ltd . is an associa te 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? 
(a) 'I: 5,00,000 
(b) 'I: 5,80,000 
(c) 'I: 4,68,000 
(d) It 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 
(c) "4,52,000 
(d) '!; 6,20,000 

Ans: (b) 

4. As per AS 23, the existence of significant influence by an investor is usually evidenced in one or more of the 
following ways: 
{i) participation in policy making processes 

{ii ) interchange of managerial personnel 
{iii) right to receive dividend 

{iv) provision of c,ssentlal technical inform:ition 
(a) All the statements a re correct 
(b} Sta tements (i), (ii) and (iii) are correct 
(c) Statements (ii), (iii) and (iv) are correct 
(d) Statements (i), (ii) and (iv) are correct 

Ans: (d) 

cs 22 (MTP 8 Marks Oec124) (Chapter 5.2 AS 10-Property, Plant & Equipment) 
Excellence Ltd. is a Real Est:ite Company which constructs r<1sidential and commerci:il 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 '1: 10 crore 

• Cost of construction incurred Is II( 25 crores. 

• The Company also incurred cost of'!; 10 lacs for various :idministrative 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 'I; 40 crore . 

• At the beginning of the next year (year 2), the Company decided to use the building as Its corporate offico. 

• The Company further incurred '1: 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. 

• Ignore the effect of depreciation, if any. 
In view of above Information, answer the following Issues: 

1. At the end of Year 1, how the buildine should be cl:issifled: 
(a) Inventory 
(b} Investments 
(c) Propert y, Plant and Equipment 
(d) Inta ngible Asset 

Ans : (a) 

2. At the end of Year 1, at value Project should be recognised: 
(a) '!; 40 Crore 

(b) " 35 Crore 
(c) "35.10 Crore 
(d) ~ 25 Crore 

Ans : (b) 

3. At the end of Year 2, when the intention is to use the building as corporate office, it should be classified as: 

Chapter 16 Case Scenarios 



(a) Inventory 
(b) Investments 
(c) Property, Plant and Equipment 
(d) In tangible Assets 

Ans: (c) 

4. At the end of Year 2, the Project should be valued at: 
(a) '{ 40 Crore 
(bl '{ 35.50 Crore 
(c) '{ 35.10 Crore 
(d) '{ 25 Crore 

Ans : (b) 

cs 23 MTP 8 Marks Oec'24) (Chapter 9.1 AS 12-Accounting for Government Grants) 

Supercool ltd. is a manufacturine company, eneaged in manufacturine eco- friendly equipment. On April 1, 
2023, the Company rc:,coived a grant of" 20 crorc from the Government (which is 25% of the total capital of 
the Company) for various 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 
year is '{ 1 lac. 
The Company acquired plant and machinery from the funds for '{ 10 crore and 
'{ 1 crore was spent on its installation and assembly. 
'{ 10 lacs were spent on professional fees necessary for installation and operating of the machine. The 
Company also spent'{ 50 lacs on revenue expenditure. 
The Plant and Machinery was ready for its intended use on September 30, 2023) 
The dc,preciatlon on plant and machinc,ry is charged @10%. 
1. The grant of" 20 crores received by the Company should be joresented as: 

(a) Grants related to Revenue 
(bl 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) '{ 11.10 Crore 
(b) '{ 11 Crore 
(c) '{ 10.54 Crore 
(d) '{ 11.60 Crore 

Ans : {c) 
3. The revenue expenditure of 'I: 50 lacs should be recognised as: 

(a) Part of Plant and Machinery 
(b) Part of Grant 
(c) Revenue expenditure in the Profit and Loss 
(d) Deducted from loan 

Ans: (c) 
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 Dee'24) {Chapter 12 Buyback of Securities) cs 24 

Super Ltd., a manufacturlne comp:>ny, has the followlne summarized Balance Sheet as of March 31, 2024: 
Equity Sh:,res of" 10 each fully paid up:" 17,00,000 Reserves & Surplus: 
Revenue Reserve: ";'. 23,50,000 Securities Premium:": 2,50,000 
Profit & Loss Account: ": 2,00,000 
Infrastructure Development Reserve:" 1,S0,000 Secured Loan: 
9% Debentures:";'. 38,00,000 Unsecured Loan: " 8,50,000 
Property, Plant & Equipment:" 58,50,000 Current Assets:": 34,50,000 
Super Ltd. plans to buy back 35,000 equity shares of " 10 each fully paid up on April 1, 2024, at "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 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 
(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 
(b) 42,500 shares 
(c) 37,500 shares 
(d) 54,375 shares 

Ans ; (b) 

3, What is the maximum number of shares that can be bought back according to tho Resources Test? 
(a) 35,000 shares 
(b) 42,500 shares 
(c) 37,500 shares 
(d) 54,375 shares 

Ans : (c) 
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 
(c) 37,500 shares 
(d) 54,375 shares 

Ans : (d) 

Chapter 16 Case Scenarios 
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