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Following is the interest of Mr. Ravi and Mr. Suresh: 

 Mr. Ravi Mr. Suresh 
8% Debentures 3,00,000 1,00,000 
12% Debentures 4,00,000 2,00,000 
Trade Creditors 1,00,000 2,00,000 
 8,00,000 5,00,000 
Fully paid up ₹ 50 shares 4,00,000 3,00,000 
Partly paid up shares (₹ 40 paid up) 5,00,000 2,00,000 

(1) Uncalled capital is to be called up in full and then all the shares to be converted into Equity 
Shares of ₹ 20 each.   

(2) Mr. Ravi is to cancel ₹ 5,00,000 of his total debt including O/s interest (other than equity 
shares) and to pay ₹ 2 lakhs to the company and to receive new 10% First Debentures for 
the balance amount.  

(3) Mr. Suresh is to cancel ₹ 3,00,000 of his total debt including O/s interest (other than equity 
shares) and to accept new 14% First Debentures for the balance.  

(4) Trade Creditors (other than Ravi & Suresh) are given option of either to accept fully paid 
equity shares of ₹ 20 each for the amount due to them or to accept 70% of the amount due 
to them in cash in full settlement of their claim. Trade Creditors for ₹ 5,00,000 accept 
equity shares & rest of them opted for cash towards full and final settlement of their claim.   

 

Solution 

Journal Entries 

  L.F. Dr. (₹) Cr. (₹) 

1a 
Bank A/c (1,00,000 x ₹10)                                                Dr.  10,00,000  

 To Equity share capital A/c   10,00,000 

1b 

Equity share capital (₹50) A/c                                          Dr.  75,00,000  

 To Equity share capital (₹20) A/c    30,00,000 

 To Capital Reduction A/c   45,00,000 

2a 

8% Debentures A/c                                                              Dr.  3,00,000  

12% Debentures A/c                                                            Dr.  4,00,000  

O/s Debenture Interest A/c                                                 Dr.  72,000  

Trade Creditors A/c                                                              Dr.  1,00,000  

 To Ravi A/c    8,72,000 

2b 
Ravi A/c                                                                                Dr.  5,00,000  

 To Capital Reduction A/c   5,00,000 

2c 
Bank A/c                                                                               Dr.  2,00,000  

 To Ravi A/c   2,00,000 

2d 
Ravi A/c                                                                               Dr.  5,72,000  

 To 10% Debentures A/c   5,72,000 

3a 

8% Debentures A/c                                                             Dr.  1,00,000  

12% Debentures A/c                                                           Dr.  2,00,000  

O/s Debenture Interest A/c                                                Dr.  32,000  

Trade Creditors A/c                                                            Dr.  2,00,000  

 To Suresh A/c    5,32,000 

3b 

Suresh A/c                                                                           Dr.  5,32,000  

 To Capital Reduction A/c    3,00,000 

 To 14% Debentures A/c   2,32,000 

4 

Trade payables A/c                                                             Dr.  7,00,000  

 To Equity share capital A/c    5,00,000 

 To Bank A/c (2,00,000 x 70%)   1,40,000 

 To Capital Reduction A/c    60,000 
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The summarised Balance Sheet of Preet Limited as on 31st March 2023, was as follows: 

Liabilities ₹ Assets ₹ 

Authorised and subscribed capital:  Property, Plant & Equipment:  

20,000 Equity shares of ₹ 100 each 20,00,000 Machineries  7,00,000 

Unsecured loan:  Current Assets:  

15% Debentures 6,00,000 Inventory 5,06,000 

Accrued interest 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:  
a) Each share be sub-divided into 10 fully paid up equity share of ₹ 10 each.  
b) After sub-division, each shareholder shall surrender to the company 50% of his holding for 

the purpose of reissue to debentureholders and trade payables as necessary.  
c) Out of shares surrendered 20,000 shares of ₹ 10 each shall be converted into 10% 

Preference shares of ₹ 10 each fully paid up.  
d) The claims of debentureholders shall be reduced by 50%.  In consideration of the reduction, 

the debenture-holder shall receive Preference Shares of ₹ 2,00,000 which are converted 
out of shares surrendered.  

e) Trade Payables claim shall be reduced by 25%.  Remaining Trade Payables are to be settled 
by the issue of equity shares of ₹ 10 each of out of shares surrendered.  

f) Balance of Profit and Loss account to be written off.  
g) The shares surrendered and not re-issued shall be cancelled.  
Pass Journal Entries giving effect to the above and the resultant Balance Sheet. 
 

Solution 
Journal Entries in the books of Preet Limited 

   ₹ ₹ 

(i) Equity Share capital (₹100) A/c                                    Dr.  20,00,000  

 To Equity share capital (₹10) A/c    20,00,000 

    

(ii) Equity Share capital (₹10) A/c                                    Dr.  10,00,000  

 To Share surrender A/c    10,00,000 

    

(iii) 15% Debentures A/c                                                      Dr.  3,00,000  

Accrued interest A/c                                                      Dr.  45,000  

 To Capital Reduction A/c    3,45,000 

    

(iv) Share Surrender A/c                                                       Dr.  2,00,000  

 To 10% Preference share capital A/c    2,00,000 

    

(v) Trade Payables A/c                                                        Dr.  1,04,000  

 To Capital Reduction A/c   1,04,000 

    

(vi) Share Surrender A/c                                                       Dr.  78,000  

 To Equity share capital A/c    78,000 

Pg no._____  Question 5 

 






