Amalgamation, Absorption and
External Reconstruction
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In the modern commercial world dominated by multinational corporations
(M.N.Cs), ‘Size’ is considered as an advantage. Economies of scale and
globalisation of Trade and Industry have inevitably given impetus for business
oombmatlons in the form of mergers, acquisitions and reorganisations. ‘Take
overs’, both hostile and amicable, have become the order of the day. It is essential

to understand the different forms of such takeovers, their legal position and the
accounting treatment. v

Meaning
(a) Generally understood meaning

The terms ‘Amalgamation’, ‘Absorption’ and ‘ External reconstruction’
are commonly understood, in their accounting sense, as follows:

Amalgamation: When two or more existing companies combine together
to form a new corhpany, it is amalgamation. All the combining companies
are liquidated. A new company is floated to take over their businesses.

Absorption: When one existing company takes over the business of one
or more existing companies, it is absorption. The companies whose business
is taken over are liquidated. No new company is formed.

External reconstruction: When an ex1st1ng company is liquidated and a
new company is formed with the same shareholders to take over its business,
it is external reconstruction. Sick companies with accumulated losses usually
undergo such reconstruction.

(b) Legal Meaning and Basis

The Companies Act 1956 has not specifically defined the terms
Amalgamation and Absorption. However, interpretations of the Act by Courts
of law makeyit clear that ‘Amalgamation’ includes absorption also.-In S.S.
Somayajulu Vs. Hop Prudhommee and Co. Ltd., (1963, Com. L.J. 61),
Amalgamation is described as “‘A state of things under which either two
companies are joined so as to form a third entity or one is absorbed into or
blended with another”. |
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A" algamation should be considered to be an amalgamation in the nature
An the 1 all the following conditions are satisfied :
T §ri grd ;
merg:” he assets and liabilities gf t_h_e‘transferor company become, after
0 ;malgamation: the assets and liabilities of the transferee company.
Shareholders holding not less than 90% of the face value of the equity
shares of the transferor company (other than equity shares already held
therein, immediately befjore the.amalgamation by the transferee company
orits subsidiaries or their nominges) become equity shareholders of the
transferee company by virtue of the amalgamation.
The consideration for the amalgamation receivable by those equity
shareholders of the transferor company who agree to become equity
shareholders of the transferee company is discharged by the transferee
company wholly by the issue of equity share 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
amalgamation, by the transferee company.
(v) No adjustment is intended to be made to the book values of thie assets
and liabilities of the transferor company when they are incorporated in
the financial statements of the transferee company except to ensure

uniformity of accounting policies.
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The most important points which have significant accounting impact are that:

(@) all assets and liabilities are to be taken over by the purchasing company;
(b) purchase consideration should be issued to the shateholdefs of the selling
company in shares only, except for cash to satisfy fractions of shares;

and
(c) assets and liabilities taken over should be shown in purchasing company
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So, amalgamations which do not satisfy one or more ¢0ndi. : ek
amalgamations in the nature of merger should be treated a5 * tiong
the nature of purchase’. Amﬂlgamaﬁ:d for
Thus, in amalgamations in the nature of purchase, iy
(a) Alltheassetsand liabilities of the selling company may ,
() Less than 90% of the selling company’s shareh 1Otbe takey,
s s y's s ateh()lders Ve,
shareholders in the purchasing company. May beogp,
() Consideration payable to shareholders of selling compan a
form of shares or cash or in any other agreed form. Pany may e in

(d) Selling company’s business may or may not be carried on i
(€) Assets and liabilities taken over by the purchasing co future,

shown at values other than book values at the discretion 02}‘;&“}’ may b
company. '© Purchasing

Accounting problems relating to Amalgamation and External Reconstrycg
Introduction : There may be Technical, procedural and practical diff; ction;
between Amalgamation and external reconstruction. But, from ‘accoun:' i)
of view, the problems relating to them are common. The ‘Transferor :;ﬁlmmf
(selling company) and the ‘Transferee company’ (Purchasing company) h::ny
agree upon the terms of takeover, the purchase price mutually acceptable an; ::
form. All the resultant transactions should be recorded in the books of accourts
of both Transferor and transferee companies, satisfying all the ‘statutory
requirements’. Several problems which may cropup as a consequence of the
Amalgamation or external reconstruction should be appropriately tackled. These
aspects are explained below in detail. ’
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"‘f’“@ies jssued and the payment made in the form, of Of the shares and
e :ecans feree company to the shareholders of the tmmfcash or other assets

py € u " deﬁnifio" has the following implications; e1or company.”

he8 onsideration is restricted

f @ i\:;::t?zfdzrs of the selling company :;()t:: total amount payable 1o the
5 amount agreed to be paid to the debenture ho, ders

Any ; . or credi
it t be tors
o eling company canno included in the purchase ¢q 9 'on(.)f the

it is necessary to transfer such liabilit;

As @ result, 1 4 . iabilities to th .
mpany. In purchasing company’s books, payment m:d?‘gl:asmg
abilties can be shown. such

., amount agreed to be paid for the liquidation ¢ ,
‘ﬁmany also creates a problem. xpenses of selling
Y
/ ed to purchase pric th .
They can be add p price on the basis that such
penefits the shareholders of the selling company as they wi li;aryl;r:eg
required 10 bear such expenses.

@ They can be treated as reimbursement. Selling company pays cash for the
expenses and gets back the amount from purchasing company.

The second method seems 1o be more appropriate in the context of the
definition of consideration by AS-14, restricting it to the amount payable to the
areholders of the selling company.. ‘
®) Computation of Purchase Consideration

The Purchase Consideration has twoaspects — the amount of consideration
and its form. They are usually governed by the terms of agreement between the
sansferor (selling) and Transferee (Purchasing) Companies.

The amount of purchase consideration can be computed under any of the
following Four methods, whichever is appropriate, based on the data given.

(a) Lumpsum method (b) Net payment method

(¢) Net Assets Method (d) Intrinsic Value Method

In must be remembered that in all the above four methods, consideration
pavable to shareholders alone should be shown, as per AS-14.

Amount payable to other claimants, like debenture holders, creditors efc..

should not form part of purchase price even if purchasing company 3grees to
pay for their settlement.
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@ Net w:«l«:ﬂwﬂv@& fy the exact wBogw%Mww”Moo”rM mgaro_aﬁi mswas,o_ d or portion of ,.wn.a mﬁzoﬁw liability to third parties, it has
companics ¥ mpany in the form of cas i ebentyre, in of S any ?~ ded in the ‘liabilities’. Examples are Staff Provident fund,
the selling owa pany. These agreed payments are added to 88:&590 © obeinc® savings bank A/c, Workmen’s Profit sharing fund, etc.
purchasing © . oration. The total of the payments representy y, 'l workmen S over’ should be excluded from the computation of
purchase ooa% M he purchasing company for the wrwaroaaa nmaa i jities ‘not taken putation o
. e by S ST I \) A
e A B et assets b thod: Under thi
selling company- ; der the “Net pa L i . net @ ¢ method or mr.s_,ou exchange method: maﬂ this method,
While determining the purchase price un *+ payment Methog, fhe @ Eiam_am“m_ consideration 18 ascertained on the basis of the ratio in
] ed: : v 0 ur¢ hasing company are exchanged with those of
win are to be not oy gty i X Y the P maowo».aoﬁso g e g S€ 0
follo _.m The assets and _._uc:_:om gﬂm%ﬁﬁwﬁ”m%“ﬂwwﬁm Company g which the mwoavma. The exchange ratio is generally determined on the
the values at which they are 10 compyg, the the Mm__mwmaaasmwo values’ of the respective companies’ shares.
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2 M: payments agreed upon should be added, whether it i for equj cinsic Value = Assets available for equity shareholders

- shareholders or preference shareholders. - ty Intr

Number of equity shares
3. Ifany liability is ‘taken over” by purchasing company to be gi

{ater on, such amount should not be deducted or added while owmﬁwwm !
purchase price. =
4 Even if liquidation expenses of the selling company are agreeq ¢, b
paid by the purchasing company, they should not be added to Purchage
price.
: () Netassets method: ‘Net assets’ taken over by the purchasing companyis
deemed as the purchase consideration under the net assets methog,
Net assets = Agreed value of assets taken over — Agreed value of liabilities taken over
Net assets method has to be followed when full information is not given aboy
payments to different ‘claimants’ in selling company. The following relevant poins
are to be noted while ascertaining the purchase price under the net assets method.
1. When a company takes over another company or the ‘business’ of
another company, it implies that both assets and liabilities are taken over
2. The term ‘Assets’ taken over includes cash and bank balance$ also.
However, losses shown on the assets side of balance sheet are notto

. assets must be taken at agreed values. All the amounts due to third
?M even preference shareholders must be reduced from total assets to
%nﬂwm,mmwﬁm available for equity shareholders.
. asce .
M,wQ Form of Consideration
Form of consideration refers to the amount of cash, shares, debentures etc.,
receivable from the purchasing company as part of purchase price. It depends on
the agreement between the purchasing and selling companies.
However, in the Amalgamation in the nature of merger, the consideration

should be in the form of purchasing company's shares only. Cash can be paid to
adjust 'Fractions of shares' alone.

In amalgamation in the nature of purchase, the consideration can be in form
of shares or cash or anything else.

Il Recording

InAmalgamation, two or more companies are liquidated. They are the selling

be taken as assets. | . tompanies. A new company is formed which is the purchasing company.
3. Any specific assets not taken over should be ignored while computing " In Absorption, one company purchases the business of one or more existin
the purchase price. . :

svmawm. The latter are the selling companies which are to be liquidated.
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company. A new company is formed to purchase the busines ed. It i
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In all the above cases, (i) the books of the :n:&m&:m or selj; .Fi
have to be closed by means of journal entries and Je der mo::m Comy,
purchase of business has to be recorded by means of journa o o.oEf. cwei
of the company which acquires the business. tries EE;M«
While recording transactions in the books of the Puarchlng y
companies, the following must be noted. Mg ang sl

(1) Assets and Business: When assets are takep over b
company, that implies all the tangible and ok

: Purch, .

ntangil ., ~ag
cash and bank balance. However, fictitious mwwma_mm Sets Eagf
but losses are excluded from the meaning of ,>mmo~m, hare ge.sw

The term ‘Business’ implies all assets and external ljab;j;;

liabilities are the amount payable to all outsiders axoavmwmwo Exteny
@) ‘Liabilities’and ‘Trade liabilities’: When liabilitjes sy holdery

includes all the amounts due to outsiders, excluding the wrhw Over i
‘Trade liabilities’ include liabilities for purchase of g0ods i holder,
Creditors and Bills payable. e Ty

(3) Provisions and Losses: In the Balance Sheet of selli
accumulated losses like the Profit and Loss Account
preliminary expenses, discount on issue of shares etc, may appear
the assets side. Provisions like provisien for doubtful debts, provisiy
for depreciation etc. may appear on the liabilities side of the balag

sheet or may be shown as deductions on the assets side from the
assets concerned.

The losses are transferred to the shareholders whereas provisions ar
transferred to realisation account along with the respective assets.

(@) Accumulated profits: Undistributed profits of both revenue and capitl
nature may appear on the liabilities side of balance mroa.. They ar
transferred to the equity shareholders account. The following swm”
useful in distinctly identifying provisions, reserves, l0ss¢,
liabilities and liabilities.

8 Company
debit balang,
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Accumulated ‘/ Accumulated
- Profit
~ pilifieS Liabilities rofits Losses
g \n\ﬂﬂmﬂ\\ Provision for General P & L Alc (Dr)
re
_QG% cre o Doubtful debts reserve
; creditors
\\w_ﬂm.mﬂvﬂnw_o Provision for P&LA/K Preliminary
i
. ills v&%_n depreciation expenses
\ wnaiil Investment Capital reserve| Discount on issue
um%w\ fluctuation fund of shares and
. overdraft debentures
\\\\\I Dividend Underwriting
7 outstanding equalisation commission
expenses reserve
| Sinking fund
5. Unclaimed
dividends
G Capital
. Tax paysble il
redemption
reserve

7. Provident fund |

Insurance fund

ﬂoamo: fund

—~— |

Development
rebate reserve
9. Workmen’s Share premium
savings Bank Alc
10. Workmen’s Workmen’s
M.BM_" sharing compensation
un
ﬂ fund
-Bank Loang
Workmen’s
% Accident fund
« Public Deposits Conti
ontingency
/
v z,uofa__am reserve
Forfeited

Shares A/c




o iy

TAnd labilities taken,

p—

and External Reconstruction

0.10 Co —  company, the asset
_\\Ma_.!o._u of Accounting for >5».mn5n 3t £ thé :wammm%o_w Mm%%a cw incorpGrated eithery
There are two main methods of accounting for amalgamatiops . tiog ferof ooB“ amounts or alternatively,
(a) Thepoo ling of insereats method; and isting e 1d be allocated to individual identifiable assets
() The purchase method. eration mrwno basis of their fair values on the date of
Pooling of Interests method jties on
The use of this method is confined to the ‘merger’ amation ~hether capital or revenue or arising on
following are the salient features of this method: ko omaszmﬁspmoa %M_Mﬂ company S aMMMMMmeNMmQEow mﬂoc_a not be recorded in the
@ In the books of the gmo&n company, all the R Ty 0 aam_ﬂ&._o? other jwscoowm.
reserves (whether capital or revenue or arising oy oo 5553 s sfere® company es in the transferor company’s books, if they
transferor company should be recorded at theijr existing oacm.moa 3,5 fran S satutory Rmoﬂu & specific future perio d, should be recorded
and in the same ormsict M8 S oL amalgamation, ;opwdzsm amg, b ) moﬁm be continued for »s books. The corresponding debit should be to
adjustments needed to follow uniformity in accounting voﬁ.oo.go: m.% &Mw . qransferc® oo.vanwa oo ount’. When the continuance of the reserve
@) If any conflicting m.oooﬁasm policies are followeg P Icigs, ¢ ,.u &ma%moskccmﬁw ontry can be passe d to close the reserve as well
gmwo.noa companies on the date of amalgamation Eo ﬂgm?s .JW Rn&ﬁna,.w o tment account.” Till such time the ¢ Amalgamation
financial statements of any changes in the accountipy n- . ECtS i p ation adjis 1 the assets side of Balance sheet under

3 ‘ am :
1g policieg o On the as ‘A alg ccount’ is shown 0

reported in accordance with AS-5 ‘prior peri \ : i bk
muwo%mbmom in accounting vozomomw - cmdo.a and oxqgamzﬁﬁw,” sm_cmwmmww ‘Miscellaneous expenditure’.

) T e of e prft o st ot gy ] g Pt o o v,
should be aggregated with the corresponding balance om»,osﬂ gy ) i agreed values of the shares or deben _ow sued, g )
company or it may be transferred to the general reserve .%Ea transfiyg, premium and discount on 1ssu€ separately. .

(iv) All the reserves of the transferor company are s &Mca. B e purchase consideration agreed to be .vm_a Q,Sooam ?n net mmmm:m
the same title in the transferee company. If similar reserve doe Ha.msﬁ.u of aken over, the eXcess E.H.HoE.: should be debited to ‘goodwill moooE:.. If
the transferee company, they have to be separately shown, aw ”s EXistip ine amount of consideration s less swws Eo value of nwo net assets acquired
reserve is merged with general reserve, capital re S Eenen ihe difference should be treated as Capital reserve.

ey i serve is m .
“Capital reserve. If there is dividend equalisation reserve in QW%MVMUE
or

company and no such reserve exists in the transferee company, it shoulg
be separately shown in the transferee company’s books.

(v) Any excess amount paid as purchase consideration as shown by the
difference between the amount recorded as share capital issued and other
amounts paid as purchase price to transferor company’s shareholder
and he amount of share capital of the transferor company should be
adjusted in reserves. ,

Pooling of interests method has no specific effect on the coowm of te
transferor company.

) The goodwill arising on amalgamation should be written off to the profit
and loss account in a systematic manner over its useful life. Normally the
period to write off the goodwill should not exceed five years, unless a
longer period can be justified.

Distnction between pooling of interests method and purchase method

(a) Application : Pooling of interests method is confined to Amalgamations

in the nature &. merger, whereas purchase method is used for
amalgamations in the nature of purchase.

() Recording of assets and liabilities : In pooling of interests method, all

the assets and liabilities tak :
, en ov wn - oriol
whereas in purchase me er are shown at their original book values

Purchase Method 3 ' values thod they can be shown at any changed or market
When amalgamation is considered to be an amalgam mow__%aﬁﬁ%”% ©) Reserveg of Trans
purchase, it should be accounted for under Eavﬁormmn metho & ecorded iy ﬂwx or company : All the reserves of the selling company

: same form in purchasing company under pooling of
Bored excent the cine . » selling company’s reserves are

features are as given below:
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agreed upon between the amalgamated company and the

of consideration paid over the paid up vy
companty must be adjusted in the ‘reserves’ 5”%%%:&85%% " AN oth Rau%uawo_%aw or
In purchase Bn&%ﬁ? oxanmm of purchase oozwmannmm%mrzaahwa gx__ @ gsso® pih ordered by the MM:M on an application made either by the
er is treated as ‘goodwill’. If . 10 i terms or issentin,
Sﬂwoﬁﬂn difference is m:oc.cs as .95.0 cOnsideraty,,, m: OVep ! 'y 5 O company OF 3= SESEINE shareholders.
assets, SRR A Pital reserye>  Slegg Epg pf. @ el . eatment of settling dissenting shareholders :
() Amoigamar oR-Eeusimen; Account o In Purchag Wty tinf holders are settled as per (i) above, no
. . as gf ) : g share 5 i, i separate treatment
M.o m,w».n“wwm QMHH.“—MMMWH%%M”MMMW%EQ: ,mrozma be om:.“waﬁroa, i % »%N R&m%_mn muQ_m. They are A.E par’ with 099.. assenting shareholders.
i WiL amm Need for Mcov ol oM:E and it j5 mrosssc& are agf (A jgpece ent of dissenting shareholders is as per (ii) or (iii) above, it
MMM: Ma A ount does not arise jp, vooaww _cm_m:oaog ) if mqn_nwu geparate settlement of such shareholders, which is n.mm.ﬂna from
: FoPng o A wf @ ipvolve g assenting shareholders. In such case, the following procedure
N iﬂf E&&. ottt the books of the transferor company (selling company)

() Specific period to write off goodwill : Under vﬁwr
as

account is debited mo~. excess consideration paid .o<o Eoz.s q
should normally be written off within 5 years. The er net gw,owgé

__oiom n

. A.O
15 gmwmﬂah

va t0 the ﬁﬁﬂﬂ—.—.

consideration for dissenting shareholders is also added
ase consideration and received from the transferee

off does not arise under pooling of interests me Eo%mwzos of mcorszg 2
IV. Specific Problemg . Wi M.”M”wao capital of the dissenting shareholders is credited to a
j : ®) jedger account called ‘Dissenting shareholders account’. It
(A) Amalgamation after Balance Sheet Date %uﬁu%sﬁa &m&&o corisideration Botually paid to them.
\ ) wm N

Amalgamation may be effected after the Balance sheet date 1,
e

ce in dissenting shareholders’ account represents profit or

. . . . 5 % :ﬁv . s—. g :

mes MMMWMMM”“”“NM“W “MHd WH_MMO_EQM@M m gm_mgmnoﬂmoﬂ_mgﬁ © Mwm .No the company due to the separate settlement of dissenting
Tporated in the fingp.: . = 0 Sugh ders. Such loss or profit is transferred to ‘Realisation

Disclosure of the fact and details of amalgamation shoylq be ancia] Statepy,, shareholders.

: s . . . made j eats (a8

th AS-4, “Contingencies and event In g Accoun
wi g S occurring after the Balance mua%agg {1 the accumulated profits and losses, and also net profit or loss on
e ' & Mw:mmnou are transferred to equity shareholders account. (Which

In certain circumstances, the amalgamation may also

) . . . rovi ” |
information, affecting the financial mSﬁBga_EnEma?aM wo“awsm“m.:sé
i Stance |,

) Oy

represents the assenting shareholders).

0 Entries at Par value

ideration is negotiated, it may be on the basis of market

allowing the ‘going concern’ assumption to be maintained, (
) ; When purchase const . "/ o s
(B) Dissenting Share Holders iuc of the shares. It may result in securities premium in the purchasing
! ks. Goodwill has to be debited when the purchase price exceeds

‘Dissenting shareholders’ are shareholders of transferor @:5@ Cormpany

company’s boo

et assets received. In such situations both transferor and transferee Cos. may
- grec to make entries only on the basis of ‘Par value’ of the transferee company’s
shares. It results in the automatic adjustment of goodwill in the securities premium.
(See. lllustration)
(D) Inter company owings
Atthe time of amalgamation it may be found that the transferee company may
owe money to transferor company or vice versa. It may be due to the fact that
puchase / sale of goods has taken place between the two companies or loans or
E_m are given by one company to the other. Thus ‘Inter company owings’ can be
Wsn,@é of ‘Debtors and Creditors’ or ‘B/R and B/P’ or ‘Loan given and Loan
" in the books of the transferee and transferor companies.

who have not given their acceptance to the proposed scheme of amalgamatioy,

According to section 395(5)(a) of the companies act 1956, “Dissenting
shareholder’ includes a shareholder who has not assented to the schem
contract (of amalgamation) and any shareholder who has failed to transfer his
shares to the transferee company in accordance with the scheme of contra
(of amalgamation). . :

According to section 395(2)(a) and (b) of the companies Act 1956, the maa.
of ‘dissenting shareholders’ may be acquired by the transferee 8:,6%.« as a__%_

() On the same terms on which the asserting shareholders transferred (€7

shares; or
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jon. A2 ired in the transferee company, to eliminate the
entry 18 requi X i .
P - .&«ea.m. The acquired aonrvuusgau_ﬁns.“wgﬁbd_ooﬁ iﬁ_uo.__
3?"*’§§.~ , ,.,&:xa_. amalgamation. As a result, the figure of goodwill or capi
gﬁeg?gofh?i’ %&_. satrics »‘oqo?gmuaggsnigomgg%gommg
luclg!ﬂnganglggi"ﬂg b wﬂwﬁ:%ﬂﬂi loss account in the case of amalgamation in the nature of
. 388’ : et __ﬂ»%aaamnm_q w&:u»&..

(2) In the books of the gocg : All the , ,%aﬁs_ firansferee company includes goods sold by transferor company
gii&s?éi&nggﬂlznﬂa o stocko
?ggﬁg.ﬁléﬁ.”u Tethog o s 4 orofit included in the stock was charged by the transferor
g ; - g The e:dw__m& M_.Ea_. stocks acquired from that company would be at their
«Q?uggggsgiﬁg. _ éﬁa.sﬁﬂﬂﬂ_.&:_aEﬁnmm:_nmoo%mzﬂwommgmﬁgm&mgﬁ

Sundry Creditors A/c Dr ; g ,,aa gindl Smw llowing Journal entries are passed to eliminate a.ﬁ.cag_m& profit

To Sundry debtors A/c : A : : prices: ?M__o the stock from transferor company at the same price.
o W O
ﬂsﬁvlgég.gr&kgw\kgsu £ 5 os 5._% E:&mmamnoa_wswwmngomgvm.mu .
. R iy ) Ifthe . e)A/lc  Dr (with amount of unrealised profit)
Bills payable A/c Dr . ( ool (Capital Reserve)
To Bills receivable A/c s b To Stock A/c ’
] ﬂo&&agag&gg&?g?a&gs. U4 . the amalgamation s in the nature o merger .
Loan (given) A/c Dr ", ;... x , (i If Reserve / P&LA/C Dr Agﬁnugomsg_a&ﬁomo,
To Loan (Taken) A/c Wi To Stock Alc .
Note : The entry is the same whether transferee 0., o:ﬂ;sgﬂ (F) Inter Company Holdings
company Or vice versa. : . g
(E) Unrealised profit in stock il B

Inter company owings are usually the result
past between the transferor and transferee

Transferee company and transferor company may have shares in each other
fully disposed off by the company which

wthe time of amalgamation. The following are the three possible situations.
@ Shares may be held by the transferee

et &Mn,w.u.w‘
of purchase / sale of goodsin e

(Purchasing) company in the
cqu transferor (selling) company; or , Sy 17
_ purchased them, there Huﬁ% , @ Shares may beheld by the transferor (Selling) company in ﬁmmdgmonoo _
However if all or & part of the goods are still Eggﬁo;%&?w (purchasing) company; or
poses the problem of unrealised profit in stock. AN R S C (i) wgmsmwgroagcoﬁooagaF@S&o&oﬁ v
gﬁi : i . soate ) If shares are held by the transferee (purchasing) company
(1) In the books of the igg. siyeng - iate agn adi e i the transferor (selling) company )

No adjustment s needed in transferor company's books. Stock valueis ety

Trusferce company is the o
transfero
(2) In the books of the transferee company :

wner of the v_d,voaonmﬁ net assets’ of the
by 3 - fcompany. So, purchase consideration has to be adjusted for the shares
i ~ %Mwag Ma transferee company, The following are the two alternative
¥4 ' includes goods s ng € required ad ustment e
(a) wwgo.\g\g%g Rt ) Method | hae
ata . Y
mm unrealised profit included in such good gwﬁ, ot metho
of the transferee company because transfe
acquiring the goods it sold carlerat profit.

Eovoaosmﬁq t
Uer the

U 0 the shares held by the transferee company,
g Det payments
Tl

my
1o the outs;

o pa ethod consideration should be calculated on the
Yinent de shareholders alone, . ,



As the transferor company does not recej
ve

the transferec company, it has to close any pri
o ’ that Price . )40 _
the realisation account with their paid up ﬂ“.aa&..ﬂ nfnl :e.‘_.a by the Transferor (Se
" In the ransferee company the investment . Eaﬂ!z/ he " hasing) Company o
losed it ent in by pure hasing)
__ o by crediting it in the entry for 8@5«.52 Ofthe ; ¢ (selling) company in the transferee (PUr¢ mﬁ
:m”:ﬂ..aﬁw. OR.M_.M& merged with wcoaﬁmw the assety 53#9 1d by :»:mwm_‘m its Balance sheet. However these shares owEoﬁ .cucv\
- Reserve or PRLA/c in My, _2Pital - lig, ares " g an 855 L the transferee company because It S5 - act
Method 2 T Mg e g e 555U 2 it by the reeet, COTEECLS e
Purchase consideration may be computeq : . anﬂ _Umnm is the method of dealing with such shares 10
assets or net payments method for in th e fo 0
the enti Ty jon.
some sharcs held by the transferce ooavﬁ_wwo ey =w~..“_=5ﬁ53 E:ﬁ“&\%& (Selling company) ferred
 In the books of transferor (selling) co Oling the of 1 os of transferee company should not be trans
with the full amount of consideration B%rm:x Gn_mmgoa f” & ament inthe %M
representi - LThen ¢ . : vest” " o account- ) L il e
S P I a“.m Mvo“ MW.MM_% by the transferee oo_““ voﬁoamwowﬁ is t0 a»__m%o: nt in the shares has t0 be revalued on Mro Mmm:ows cMMM ”M A
o:-EQdub”..o ransferee Co.,s Acco Pany jg & aozumﬂ.xf 1he qvestme hares being received from the transtere p
: Ut With g o 51 ff p T dvalueof® e} .
Shareholders Acco © ollgy, ™ o | amation 2T \ ner claimants of the
To Transf " ¥ guﬁ the i be used for settling shareholders and other ¢ ‘
o Transferee Co., A/c They "
) or company: ] . : any’s
Inthe books of the transferee company, Busi ansfer " o loss o1 revaluation of 58%_5@& in transferee company
with full amount of consideration and Liquidat ness Purchage A n The Eor J1d be transferred t0 Revaluation account.
. . . 0
_~m H&_aa Business purchase account is o_omomncomgmoaa ow.”:s_w&z ghares S \EE\E« Q.E&.&SQ company : ‘
iabilities taken over. But the payment 4 by incorporgg, , LAY 'y [nthe pooks %' company by the transferor company
yment to th tin acey, ) f transferee pany by
would be made only i e liquidator 8 th oy b ent in shares 0 : hil
consideration i y In respect of what is due to o.w gmaawﬁgﬂ . _aémﬁ%on% an asset while computing purchase price and also Whtie
oy on is credited to the Investment Account nooaaaﬂm ang 1,y %"e cM wmm% and liabilities acquired if net assets method is used.
goodwill/ noon.bvg : Y- gw difference in the F<am§oaﬂomo§m Shareg i o - oa_Bman is employed, the transferee company must am%ﬁ .Em
on the method of amal i mﬂ.—oB._ reserve / P&L A/c as the cooun iy &_._5&# [fnet WuwHa already held by the transferor company from the consideration
0 gamation i.e., merger m case may be, 01 R 00070 : ror company. For exampleif 2 shares'6f Rs. 10
5 . rger method or purchase epengy, ble to shareholders of transft pany p
ournal Entries _ Methog, payd 0 be given for each of the 7,000 shares in the transferor company, then
| : e = 14,000 shares should be issued as purchase price. However if the
an investment,

holds 3,000 shares of the transferee company as

(a) Liquidator of Transferor Co., A/ , ;
: »A/c Dr. - (withfull B ot
2 hase pr; pany .
To Bank / Share capital ?BoEmb.Ea e MMM_Q_WM 1,000 shares will be issued as purchase price, after subtracting 3,000
To Shares in Transferor Co. / v@azos%a&& hares already held from 14,000 shares agreed to be issued. .
d by both the companies in each other :

Investment A/c (Atidittd - (i) If shares are hel
Ue for shares) holdings’ where the purchasing and selling companies

Shares in Tra . . In situations of ‘cross
®) x m.: “,a@mmﬂa Co., /Investment A/c Dr. (Balance in the accou have shares in each other as on the date of amalgamation, computing purchase
0 Go \ will A/c (Or) A anomosgmusmv consideration is the most important task and that depends on the method of

To Capital Reserve A/c (Or) ™ TR Rt consideration adopted.

To General Reserve A/c or. AL i+ H vy (a) Net payments method :

To P&L A/c i _,4 T § _ u_»,_.,.c._i (1) Number of shares to be issued to outside shareholders in the transferor

o TR R company should be calculated.
as shareholder in the

o g, S A 3o, 4
R £§ (2) Number of shares due to transferee company
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shareholders’
ers’ account, | entries in the books of transferor company (or)

(3) Shares to be issued as per !\_ Modd — selling company
Total number of shares. dbe Particulars
(4) From the Total adq \.\\Qﬂ‘
Transferor ooanmv““wvmumm _m hown in (3) above d uy, to
AMV ;0 aH—QA ::sg . ould g Mcmvmgﬂa ’ wgw Nﬂ@ﬁ 3&\\1‘“ Assets to Realisation A/c
e gl ber of shares to be ise nv.rn_n \Qx.ﬂ. ey Dr
tiplied with th ued ag by 1. sation <
cbusilenation € agreed price per sh per (q) abg t Reall Sundry assets (individually, at book values)
(B) Net Assets M, . AT€ to gey :w S Shoy, o ransfer of assets to pélisatian ic)
. ethod : e .E:o b [Being All assets, whether taken over or not have
Since there is a cross holding of shares hage , Note: @ o be transferred. Even assets not taken
Qoﬁﬂ.&m on the value of shares of the ogo,a.,.Wo net asgeqg o over have to be ‘realised’. The only
gnaﬂw,. the <w~%a of each company’s share imﬂ mw:wnmo. it How g exception i o&whn el g_aso.m
c . SSeps: trans
NNNQ&.N.\ ¥ Bonr. ro_b Of *g; MMEE 2 . Cash mba Bank : ances are erred to
ollowing are the necessary steps - Wegy, Realisation A/c, if they are taken over.
Otherwise, they are shown as opening

1. Total value of met assets of the trans A . |
be computed with the r&bnww i —Msdnwnmgmﬂoo Compan: palances in their respective accounts,
2 i taneous €quation Panies sh ..o there is no need to ‘realise’ them.
From the Net-assets of the transferor (selling) ethod,, U . ble assets like patents, copyrights
8Ehug A._uv mﬂgmw e assets 11 s

Propertionate value of . y
assets because of the claim om@rwovﬂ Step ) and goodwill should also be transferred to

company in the transfe i :
3 F vmﬂnw. —— — (selling) company shoulg be dedy, sl realisation A/c unless it is clearly given that
i " i  (after Step 2), the val . rthless in which case they are
 transferee company held by transferor comp ue of share . they are WLt y
sfr 5 Y €ror company should S of the < b hareholders A/c as ‘losses’
qw«% ce left after Steep (3) represents th be deducig s .
i | e amount- . . ion No. 1
shareholdérs of .the Transferor company and it can wowmmn aau_mwvoaasa \m&.E&.RM%Mw Nnmw. i
consideration”. . ©1 85 " Purchag, y For Transferring maac&“aw . Dr
2 o104 >\ g&& %
ACCOUNTING TREATMENT FOR AMALGAMATION :%_H_WMQM%; Al ‘ o
(A) In the books of Transferor company (Or) Selling Company _ [Being transfer of liabilities taken over}

o all ﬁ.wn three: cases i.e., \wnwﬁmwﬂwmou or Absorption or Externy) Note: Liabilities not taken over or liabilities to be settled
reconstruction, the books of the selling company which is liquidated must be +. immediate payment by selling co., should not be transferred
closed. Closing of books involves passing necessary journal entries and y lisation account. Separate ledger account
preparing the rel 1 accounts. The followi : : to realisati 2
e £ i A kb Mo i has to be opened for each liability not taken over

with relevant notes. .
and settled separately by selling co.,

3. For purchase consideration receivable
Purchasing Co.’s A/c Dr
To Realisation A/c A
[Being purchase price receivable]



Bank A/c
Shares in purchasing Co. A/c 7y
(at agreed value) . U.. :
Debentures in purchasing Co. A/c . :
(at agreed value) > \

To Purchasing Co.’s A/c

[Being purchase price received in the form of
cash, shares and debentures from the purchasing Cq

5. For realising assets not taken over !

Bank A/c

To Realisation A/c
[Being asset not taken over realised]
6. For payment of liabilities not taken e—.nw <
Liability A/c (book value) . U_. ,

Realisation A/c (any premium on Rvmvﬂ.o:c p.
To Bank A/c (actual amount paid)

To Realisation A/c (any discount on Rvuwao:c
[Being repayment of liability at banzzB\&moogm_
Note: In the above entry, realisation is debited or.
credited if there is premium or &mooE: in the
settlement of a liability which i is :S Bkou o<on ..
7. For payment of realisation expenses b e
(8) If expenses are to be g\;w v& .KESN acg
Realisation A/c ~ Dr
To Bank A/c . 4
[Being payment of expenses of R&.m»no:_
(b) Ifexpenses are to be borne by the .m:\agSw
company o i) MERERG 4
Purchasing Co.’s A/c o
To Bank A/c . ,
_ [Being expenses paid on behalf of vﬁcgﬁm Oo u

: AQ When Ligquidation expenses ¢ are \Ssgxma
by the h&x&%ﬁ% company: A

o L

santlgs

:o: Absorption and External Reconstruction

A m%w Dr
mv:norww_nm Co.

ing expenses paid reimbursed by the

Hmn_ :um:._m company]

. dis charging the debentures

8. \.Q able at nﬁ\wimti

0 R 2 e e o
Deb tion A/c (premium) D

satio
w&_é Debenture holders

ing the amount of debentures and premium

Hmnwc_o credited to debenture holders]

a
paY ent at discount

ngueam Alc (face value) Dx

To Debenture holders A/c (actual amount vw«»&@
To Realisation Alc (discount)
[Being transfer of debentures after adjusting

discount on repayment]
For payment 10 debenture ‘holders

Debenture holders A/c , Dr
To Bank A/c (if cash is wE&
To Debentures in purchasing Co.
(if purchasing Co.’s debentures are given)
[Being settlement of the claim of debenture roEQ.&
o For discharge of preference share 3@:&
(8) For repayment at premium
Preference share capital A/c (face value) Dr
Realisation A/c (premium) Dr
To Preference shareholders
[Being transfer of preference share capital and
premium payable to the preference shareholders)
For repayment at discount
Preference share capital A/c (face value) Dr
To Preference shareholders (amount payable)
To Realisation A/c (discount)
[Being transfer of preference share capital, after

-adjusting discount on repayment]

()
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«(b). For payment to preference Shareholders
Preference shareholders A/c

To Bank A/c (cash paid) . - B
To Shares in purchasing Co. o

; (shares in purchasing Co. m?a.sv
[Being settlement of the claim of pref. sh,

. arehol :
10. For transfer of equity share capital anq ders)
accumulated profits

Equity share capital A/c
General reserve A/c
Profit & Loss A/c
Any other reserves A/c
To Equity shareholders A/c
[Being transfer of capital and accumulated
profits to the equity shareholders]

For transfer of accumulated losses
Equity shareholders A/c

. Dr
To Profit & Loss A/c ¥ :
To Preliminary expenses
To Discount on issue of shares etc.
[Being transfer of accumulated losses to the
equity shareholders] v
12. For Realisation Profit/Loss
(@) If there is Profit on realisation
Realisation A/c
To Equity shareholders A/c
(b) If there is loss on realisation
Equity shareholdérs A/c _ S
To Realisation A/c _
13. For final payment to the equity shareholders .
Equity shareholders A/c Dr
To Bank A/c (if cash is paid) _
To Shares in purchasing Co. (if shares in
purchasing Co. are given)

geYYy

11.

fE%Z

[Being final payment made to the equity shareholders]

e .

- Absorption and External Reconstruction 1023

21 Journal Entries in the Books of Transferee Company
rchasing Company v

or PO Important Points to'be noted
fA malgamation in the (ii) In case of Amalgamation in
i ‘case 0 o7, under po oling the nature of purchase, under
of :.MN&..& \ Purchase Method
&?a&.& (o working note should be (a) There is no need for ascertaining
epar? certain the excess of excess of purchase consideration over
ared AMOM.“._ eration paid over and share capital of selling company/
va%w%

he share capital of the selling companies.
e

ve t .
abo Jcompanies-

ion 3, WNi1 & TIL 6 W.N.D)

Justrat :
a«wﬂ_ﬂ the Reserves and Losses in the
(®

lance gheet of the selling company
Ba

should be
and l0sses in

(b) There is no need for such a
working note because the reserves
and Losses in the balance sheet of

selling company are to be completely

added to the similar reserves
the Balance Sheet of

srchasing company: After adjusting
mg excess of purchase price paid over
share capital of the selling companies

ignored.

However, any Statutory Reserves

in the B/S of selling company, which

(a above), the balance of the reserves

are required to be maintained should
are to be shown in the Balance Sheet. be noted and a separate journal entry
has to be passed for them (Entry

No. 6 given below)

(1)l Amalgamation problems general
Reserve of the two or more selling
companies, should be added up. From
the total, Excess of purchase conside-
ration (as per ‘2 above) should be
reduced. Balance is shown in the
Balance Sheet. If general Reserve is
not sufficient, the total of credit
balances of P & L A/c of selling
companies can be used. (See W.N.1, 11l.6)
Ifany gain arises from settling
debentures of selling companies, it can
be used to write off the Excess Purchase
consideration, (1. 3, W,N. 2)
() In Absorption problems, selling
tompany's Reserves can be used to write
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off the excess purchase consideration, |
(shown in ‘a' above), Balance can be
shown in Balance sheet. |f the reserveg
of selling company are not enough
purchasing companies Reserves ow,s be
used. (lll.4 WN. I and WN | &2 1 S)

:on and External Reconstruction
Sheet in purchasing company's coowm ..

s Good will is ascertained as Balancing

figure in the entry for recording

assets & liabilities taken over (Entry -

e

No. 2 below). .
(3) The amount of Reserves of Purchasin, Liabilities should (f) Al assets and Liabilities wwoca b
company used to write off the excess g ) Al AssetS »:.n” pook values and shown at %n.:.. ‘agreed é_:m.m. If n%o:
purchase consideration should also be e shoWT at %o_m?ma hould be agreed value is mnvﬁmﬁnw given,
SR IE Shity ot recording assets any new values book values are recorded.

w:a:mc:._nomﬁmrozoé_,ﬁmaqN below)
(Seelll. 5)

in the nature of merger, under pooling of interests method:

hase 8&&3&83 payable :
(4) in External reconstruction problems

1. For n E.M purchase Alc Dx “M
the selling company's reserves alone are mcm_%m. sidator of Transferor company
available and they can be used to write ,wo r_ﬁ”:%wmo price payable]
off the excess of purchase price over share Mmewm.wa and Liabilities :
capital of the selling company. Any 2 For® Assets Alc b ix ek
balance of the reserves can be shown in mgna__“mmﬁ separately at their book values)
Balance Sheet. ﬁ»ﬂo Sundry Liabilities
(c) From General Reserve and P & L A/c (Bach Jiability separately at their book values)
credit balance, the following also should @ ; To Business Purchase Ale
be reduced. , 9 o Profit and loss Alc
(1) Expenses of winding up selling (1) Good will is debited and oy To Reserves
company, agreed to be paid by credited for the expenses paid. (Each reserve separately)
purchasing company (7ll. 5 & 6):

(See. Entry 4 below) °

(2) Excess amount paid to settle the
debenture holders and creditors s
recorded i the entry for taking,
over assets & liabilities (Entry No2

[Being assets and liabilities taken over
(2) Excess amount agreed to be paid

to settle debenture holders and creditors
of the selling company.

and reserves of transferor company recorded]
3. For Payment of purchase price :
Liquidator of transferor Company Alc Dr -

ToBank A/c
below). So, 90 Sxoess \.m_ioﬁ& it To Share Capital A/c
Goodyill or Capitsl Resep¥e ge To Securities Premium A/c
entry.

[Being shares issued to settle the
purchase consideration]

(d) Any capital Expenditure like preliminary | (d) Capital mégesa___s_ cmm_w
expenses should be separately shown in 96258 Eu 8 be ana.wwaroﬂn i
the assets side of Balance Sheet; - & shown i the Balance

Note : In pooling of interests method cash is paid for fractions of shares alone.
, assets side. - v :
gt Balance Sheets
(¢) Any goodwill in the Balance Sheets | (€) Any goodwill _HM  uidbe o
of selling companies should be shown of selling 83?: ;
3.8&&.




To Bank A€

[Being formation expenses paid]

6 For payment of
Debentures (Transferor Co.,) Alc Dr

To Debentures Alc
To Bank A/c
[Being payment made to
holders of Transferor Co., as per

agreement]
- For payment 10 CTe

debenture

ditors of Transferor Co.

Creditors (T ransferor Co.,) Alc : Dr

To Bank A/c

[Being E«Boammwﬂwmﬂooiga . G
ékﬁg\gea&%ss?giﬁafwmv ity

. For Purchase consideration payable .
e

Business purchase A/c Dr

To Liquidator of Transferor Co.,
[Being purchase price payable]

2. For Assets and Liabilities taken over
Sundry Assets A/c 4
(Each asset separately)

Goodwill A/c
To Sandry Liabilities A/c
(Each liability separately)
To Business purchase A/c
To Capital Reserve A/c
[Being assets and liabilities taken
over and goodwill / capital reserve there on]

any Debentures of ?n:.ﬁmxex company i

;d in the
and debentures]
dtobep

dation a8 ee

to be paid] )
penses of Transfereé Co.,

formation €XPENSE> paid]
»f the Transferor Co.

[Being reserves to be continued]

1 For settlement of De
"~ Debentures (transferor co.) Alc
Creditors (transferor €O )A/c
To Debentures Alc
ToBank Afc .
[Being settlement of Transferor
company’s liabilities as per agreement]

Dr

Dr

aid by ﬁ.w:,m\m‘ma Qe._
v

XX

to be continued

bentures holders or creditors of Transferor Co.,

Dr X

Dr 0K

3% 8%

g %
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. Absorption and External Reconstruction 1029
ance sheet of Samy Ltd. as on 31-3-2014 -
tion 1 e e .
Tllustra M_s | 1d.. agrees o purchase the business o»..gmgg,rﬁum@?z&mo:. _ blities Rs. ’ Assets _ / Rs.
am% £Rs. 10 éach Kirikho latiegn ,,,.,E . \ﬁm.‘ Fixed Assets 16,25,000
B s of Rs. 0 Krishnap y .0 © g0 ital : _
@ Foreed oM eﬂ mm,wwoawwwa will be issued at m:_mmawm val iy N,"mrwg mwao.,\n ﬂaw@g shares | 3,75,000 | Investments O
anlLtd. 0 . ; % u.;n_.wdok : 8% . o u§

. In addition, Rs. 4 per share cash also will be paq " GARS. sh __ fRs. 100 cach. Current Assets 2,500

b) 8% Debentures worth Rs. 80,000 §=_v_o 1ssued to wnﬁm.ﬁmﬁw., i ity Shares of Rs. 10each | 7,50000|
ﬁ debentures in Krishnan Ltd. sivakih RN ,q...,«..,%ao L) W General Reserve 4,50,000 |
J . ’ . v - ; ¥ ., ;u,...h,. )y . Lt A : ..
Calculate the purchase consideration. “ TR e Current Liabilities 2,50,000
[Madras, B.Com (CS) Nov. Neza. B.Com., B.Com (CS) 4, ! 12175000 2175000
Solution : o . 007) —— |
Calculation of purchase consideration * b 4d. agreed to takeover the business of Samy Litd, ,
Shares to be issued for shareholders of Ea.ma_:sm._oz«. e ,ﬁ..,% i Romy Calculate purchase consideration under Net assets method on the basis
—OuOOOXNX 12 : : . . .,...,.7\?.».“ o .w.,. ﬁ}g Oﬁ.aﬂﬁos.oaﬁm.. . ,
Cash to be paid for shareholders of the selling Co, () Romy Ltd. agreed to discharge 7% debentures at a
10,000 x 4 s issuing 9%
Purchaase consideration o

premium of 10% by
debentures of Romy Ltd. :

Note: (I) Payment to debenture holders of selling company wzoaa
of purchase consideration. So, the d

R
ebentures aﬁmwowroim@g o0 el
the purchasing company and then s i

9

(i) Fixed assets are to be valued at 10% above book value, the investments
at par, current assets at 10% discount and current liabilities at book
value. .

o redrer [Thiruvalluvar, B.Com., April 2018]
; Verhy ®)- o&oﬁgo purchase, consideratio
ettled:by:tssting debenture in g | * basis of the following :
purchasing company, - s ,_ dost a.ﬁ&&
(2) Expenses of winding up payable by purchasi :

n csa_o.a Net 3%3958&:3 on the
reimbursement. Selling company can pay

@) Romy Ltd. agrees to discharge the 7% debentures
y c8 them and
company without including the amount as p

by issuing 10%

at a premium of
10% by issuing 9% debentures of Romy 144, o ‘
(i) Preference shares are discharged at a premium of 10%
purchasing company can debit ‘General Reserve’ for such Preference shares of Rs. 100 each in Romy Ltd,
of interests method’ and it can debit “goodwill A/c” in:
amalgamation. O b s .

Some experts, in their interpretation of treatment of e:
add them to purchase consideration, if they are payab
company. i

(i) w.u.s every 2 Equity shares in Samy Ltd: 3 Equity shares of Rs. 10 each
: in Romy Ltd. will be issye,

d in addition to Cagh payment of Rs. 3 per
Equity share in Samy Ltd. : @
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Nature of Merger
. w company.

amated on 1st April 2021. ANe

1030
Solution Calculation of Purchase considera p r‘& el
ts Method : r i | _____M_n_s pd %QNMW& :.V takeover the business of the existing ooanmanm..;a
(A) Net Ass€ L1d. W8S Ipha Ltd. and Beta Ltd. as on 31st March 2021 are given
Value of assets takenover : .
Fixed Assets | 6.25,000 + 1,62,500 (Rs. in Lakhs)
Beta
[nvestments : Talpha | Beta| Assets Alpha
Current Assets N.Mc.ooolnu.occ { Sl  EYCTEop ’ ~ piliti Ltd. Lid. Ltd. Ld
i A DA e | T FincdAssets | 1200 | 1000
Less - 5% Debentures G.mo.ooo+um,oo.o.v & H 3,85,000 éswﬁwo@, ! G capital. £ 1,000 800| Current Assets, :
Less - Current Liabilities . O 2,50,000 . Equity shares © Loans and 880 565
4 | e Advances
Purchase 93&9&3 . Lo L N ; j - -
Note : Though Purchasing company has agreed to n_uog.mnm_.o % ao_xnﬁ_a_ -
Co., they are reduced from Total Assets so that purchase Smw«?.mm 100 wo
amount payable to %Eo__o._noa only. . o Ny
(B) Net Payments method : i m , e 2 9
Statement showing purchase 3!!%..-8- ¢ 80 0 -
: i s TR . /
Particulars Cash | Preference | Equity Shares "o 5
ti | shanes in linFurchasimedsd Ehe 129 Debentures of - 9% 8
_ P ing{: = Co i e B
i ! gk B Rs. _,nooomo
xw e [ 2 n::.na:mv:&nm% [ ;
(1) For Preference shareholders: : o provisions . | 204 9% Y raaliocsds
10% Preference shares ir] . - 2,080 1,565 . “1- 2,080 1,565
Purchasing Co. : : Nadiniy pe
Other Informations : .
375,000 x.“.m“.. : 3 Vitd () 12% Debentures of Alpha Ltd. and Beta Ltd. are discharged by Gamma
i Ltd. by issuing adequate number of 16% Debentures of Rs. 100 each to
(2) For Equity shareholders : ) ensure that they continue to receive the same amount of interest.
Equity shares in . (i) 5@@8 shareholders of Alpha Ltd. and Beta Ltd. have received same
PurchasingCo. | |« - = i Mcsg_, Mm 15% Preference shares of Rs. 100 each of Gamma Ltd.
G e amma Ltd. has issued 1. i i
75,000 354 Ltd. and 1 equi r: ; 5 equity m.rm:wm for each equity share of Alpha
; ,. of shares mm% aawm are for each equity share of Beta Ltd. The face value
Cash 75,000 x 3 225,000 1 Requieq - ued by Gamma Ltd. is Rs. 100 each.
i ; / 5 P wowmnm
Pu 000 the B Q
rchase Consideration. . N.Nmbe.o,_, >§_m§§o= : mm_wsoo v:m.a of QE_”_Bm Ltd. as on Ist April 2021 after the
een carried out using the ‘Pooling of Interest method’.
[C.A. (Final) May 2001]

Note : Payment for debentureholders should not :
should be assumed to be ver and




T ———
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Solution :
Notes to Accounts:
1. Share capital: :
[ssued and paid up capital
Equity shares of Rs.100 each

15% pref.shares of Rs.100 each

2. Reserves and Surplus:
Revaluation reserve (100 +80)

General reserve (W.N 3)
Profit & loss a/c (W.N3)

3. Long term borrowings:
16% Debentures of Rs.100 each (W.N 2)

4. Tangible assets: ;
Fixed assets.(1,200.+ 1,000)

-

Balance sheet of Gamma Ltd. as on 142021

1. Equity and Liabilities:
(i) Shareholders’ funds:
Share capital
Reserves and surplus

(ii) Non- current liabilities: ;

Long term borrowings
(iii) Current liabilities (204 + 95)
Total (i) + (ii) + (iii)
IL Assets:
(i) Non- current assets:
Tangible assets
Intangible assets
(ii) Current assets: ( 880 + 565)
Total (i) + (ii)

Note Zo b

!
-
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Purchase Consideration

AL

Rs. in Lakhs
AlphaLtd. | BetalLtd. T 1
s for shareholders of o 4 . .
ity S0 (1,000 1.5) 1,500 21 1,500
B pipha Lt
for shareholders of
gauity abecrs 4. (800x 1) - 800 800
. peta Lt&: : s y
2,300
gi shareholders of
e 400 300 700
prev ipha Ltd: & Beta =G
e consideration 3,000
, Ea?omas_ of Transferor Co.,s Alpha & Beta 1,400 1,100 2,500
p v
o of Purchase consideration over share capital (|- 500
a4 .
\SN\NM\.\‘
porking Settlement’ of Debentures of Transferor Companies
Rs. in Lakhs
Alpha Beta Total
\
Value of Debentures issued by Gamma Ltd.
12 12
96 x — = 80 xi~—=
T BT’ i Lk
Face Value of Debentures of . |
Transferor Co.,8 96 80 176
, Excess of Face Value of Debentures (24) (20) (44)
settled over value of debentures issued.
Net Excess Payment to be adjusted in the Balance Sheet of Transferee Co., against
reserves = 500 — 44 = 456.
Working Note 3
Reserves to be Shown in Balance Sheet
Rs. in Lakhs
eneral Reserve P&L A/c
Alpha Ltd. 200 80
Beta Ltd. 150 60
350 140




10.34

s be adjusted 1 350 ———lintip
L ess - Excess Payment to be adjuste d‘ O | 10p —

—_—

B 'R

—

Ralance to be shown in Balance sheet

SR -

Note :

e ——

General reserve should be used to adjust Excess payment of purchase cong
If it is not enough, other reserves and P&L A/c.can be used, except R¢

reserve.

R
aaamop

<m_,=wsc=




Amalgamation 18 THETEIIEE O Purchayy —~

P ——
Mustration 8

Rasnan Ltd.
Sivaram 1.1, has been formed

,w.cﬂ"“”“'mm

and Sivan 1d. have agreed td amalgamate, A -
' to take over the running concerns

com
ﬂﬂon.n.pp,?"-

The following ; b il s am ‘
Rs. : ‘ 8 :
;(‘ |()(:“d1m 20000| 50,000 Plant. 14,000 m
(;ﬂa, reserve I6.(XX) - Fllnnture &(Xx, ll“m
Capital reserve -| 4000 |Stock 16,000 -
P& LA 4,000 = |Sundry debtors| 10,000 oo,
Loan frombank| 10,000 16,000 |Cash at Bank 12,000 o
Creditors 10000 6000 |P&LA/ - o
60,000 M ' : 60,000 | | m
Sivaram Ltd. took over all the assets and liabilities of both the ﬂ'ansf\m
companies at book values except cash at bank, creditors and the goodwill of
Sivan Ltd. which was considered worthless. :
The purchase consideration was agreed at Rs. 60,000 for Raman Ltd. apq

Rs. 40,000 for Sivan Ltd. Fully paid equity shares of Rs. 10

settle the purchase price for both the companies.

Cash at Bank of both the companies was exactl
creditors at 10% discount and pay the liquidation ex

each were issued to

y sufficient to settle their
penses.

You are required to give important ledger accounts to close the books of the
transferor companies and the Journal and Balance Sheet in the books of the

transferee company, assuming that the amalgamation is in the nature of purchase.

[Madras, B.Com (PZ4A) Ap. 2008; 10 Times] [Marath wada, B.Com., Adapted]

Solution: Books of Raman Ltd. (Transferor company)
Ledger
Realisation Account

Rs. | il
To Plant 14,000 By Loan from bank 10,00
To Furniture 8,000] By Sivaram Ltd. _ 60,000

; A 10

To Stock 16,000] By Creditors (‘O,OOOxW) 1,000
To Sundry debtorg
To Bank (exp.) (12,000 - 9,000)
To Shareholders (profit) (bal.fig) 7100




Absorption and External Reconstruct;
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gﬂ‘“’ 101,
M Bank A/e
/ Rs.
12,000] By Cred; Rs.
d ’ y Creditors
W . By Realisation((le(:om - 1,000) 9,000
12,000 penses) (Bal. fig) | 3,000
Shareholders A/c s
/ Rs.
Rs.
e in Givaram Ltd- 60,000{ By Share capital A/c %0
To Sh By General reserve A/c ,000
By Realisation A/c 23383
60,000 St
. 60,”)
Books of Sivan Ltd. (Transferor company) b v &
 Ledger
: Ay Realisation Account
/ : 20,00
Tofurnitufe R y Sivaram Ltd. 40,000
et . 10
o Stock 1 8,000 | By Creditors (6’000)(}56) 600
Tél Sundry debtors v/ 17,000 By Shareholders (loss) (bal. fig) 2,000
To Bank (exp.) (7,000 — 5,400) 1,600
g e 58,600 58,600
| ‘Bank Account
44 o | R |
ToBalance b/d - - "7,000] By Creditors (6,000 - 600) 5,400
, By Realisation (expenses) (bal. fig) 1,600
17,000 7,000
Shareholders A/c
- - ' 4 Rs.
ToP& LA/ By Share capital - | 50,000
ToRealisation By Capital reserve 14,000
To Goodwill
To Shares in Sivaram Ltd.
54,000
R :
Ofe: Since goodwill of Sivan Ltd. is considered worthless; there is N0 need to qansfer
her loss, it iS transferred t0 shareholders

lt‘to realisation account. Like any other
directly. )



|

' — S Comarte Accoyy,
Books of Sivaram Ltd. (Fransferee Cﬂmpa'ny') ' \\t‘hg
"0 -Journpal entries
Particulars JLE] ; IT\C
Business purchase A/C . Dr| | 100000
" ToRaman Ltd. A/c ) N ot
To Sivan Ltd. A/c s s 28,000
[Being purchase price payable on amalgamation 009
to the vendor companies] - s
Plant A/c Dr 34,009
Furniture A/¢ Dr| | 20,000
Sundry debtors A/c , Dr 27.000
Goodwill A/c (Balancing figure) Dr 21,000]
To Business purchase A/c | - - 100,00
To Loan from bank , : i 26’000
[Being assets and liabilities of Raman Ltd. & SivanLtd. | . . ’
taken over and goodwill thereon] - ' ,
Liquidator of Raman Ltd. A/c e Dr 60,000]
Liquidator Sivan Ltd. A/c Dr 40,000
_ To Share capital A/c . : N 10000
[Being shares issued to settle the purchase
price payable to vendor companies]
Notes to Accounts: =
1. Share capital: R
Issued and paid up capital -
10,000 Equity shares of Rs.10 each 1,00,000
2. Long term borrowings:
~ Loan from bank 26,000
3. Tangible assets: :
Plant 34,000
Furniture ’ 20,000
- 54,000
emm—
4. Intangible assets:
Goodwill | 21,000




W Balance sheet of Sivargm Ltd. as op 3 Y12 2018 10.55
ﬁ.bniﬂu Note No. Rs
8017 eholders’ funds
(i) Share capital ' Lo
Reserves and surplus ,00,
. Non- current liabilities:
(ii) L ong term borrowings A oo
jabilities
(i) C‘mi.':,t;f zl)h: (ii) + (ii) ——
g As:;s .Non- current assets:
Tangible assets . | 3 000
[ntangible assets ' . i 4 71,008
(i) Current 8556 o e ,
 Stock - g | 24,000
Trade receivables (debtors) i i 27,000
Total () +(Gi) = = 1 126000
Am@aﬁon—Net assets methoq A o 2
[ustration 9 | :

MLtd. and N Ltd. agreed to amalgamate on the basis of the following Balance
sheetsason31.3.2017. P ¢ i

Assets M

" Lighilities | M N | N
i | Rs. Rs. S RN ke B

Rs. , £,
Sharecapital - |. | Goodwill 30000 |00 -
Rs.25each | 75000 | 50,000] Fixed assets 31,500 | 38800
P&LA/ 7500 | 2500 Stock | 15,000 12,000
Creditors 3500| 3,500| Debtors 8000 | 5200
Depreciation fund ~| 2500] Bank 1,500 2,500
86,000 | 58,500 86000 | 58500

The assets and liabilities are to be taken over by a new company formed
“lled P Ltd., at book values. P Ltd.’s capital is Rs. 2,00,000 divided into 10,000
"Wty shares of Rs. 10 each and 10,000 9% preference shares of Rs. 10 each.

PLid issued the equity shares equally to the vendor companies and preference

Wete issued for any balance of purchase price. '
"siounal entriesinthe books of P Lid.and prepare ifs Balance Sheet,ifthe



.

C
10.5 - e *\
it .on is in the nature of purchase. \
WLM' Ap. 2003; Bharathiar, B.Com., Ap, 2095; Ny, P
ﬂ('ﬂ‘” Ap. 2009; 1st M.Com., ’” mv' .Cﬁ. Neow m’ ’lh\
: 9 (),

Solution: n\’l
Statement showing ”m conﬁknﬂ.. (met M)
Particulars Mw\\
Rs. Rs.‘h\h%
‘ﬁm assets taken over “,(m ‘ .,‘
Less:  Liabilities: SQ“S'M
Creditors 3,500 3,500 | 3300
]mlaﬂm fund = 2, 500 p
Purchase consideration 82,500 | | —
Less: [Equity shares issued 5
(1,00,000)
Value of preference shares issued 32,500 m
Books of P Ltd. (Transferee company) g
Journal entries
Date Particulars LE| Dr Cr
1 Rs. Rs.
31.3.17|Business purchase A/c , Dr 1,35,000
To Liquidator of M Ltd. 82,500
To Liquidator of N Ltd. 52,500
[Being purchase price payable to the vendor
~|companies] |
”  |Fixed assets A/c: ~ Dr 70,300
Stock A/c | : Dr 27,000
Debtors A/c ' Dr 13,200
Bank A/c Dr 4,000
Goodwill A/c ~ Dr| 30,000
To Creditors A/c ’ - 7,000
To Depreciation fund A/c ; | ' | 20
To Business purchase A/c R L
[Being assets and liability taken over from M Litd.
and N Ltd. and goodwill thereon)
” |Liquidator of M Ltd, A/c Dr 82,500
To Equity sh s 50,000
0 Equity share capital A/c 32,500
To 9% preference share capital A/c | ’
. |[Being payment of purchase price]
Liquidator of N Ltd. A/c Dr 52,500
To Eout : 50,000
0 Equity share capital A/c P 2500
3’0 9% preference share capital A/c O e ’
[Being payment of purchase price] —
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;wf e 10 Acconnts. ~
b are capital:
Amhonwd capltal Rs.
10,000 Equity shares of Rs.10 each
10,000 9% Pref,,shares of Rs.10 each 10000
jssued and paid up capital: 1.00,000
10.000 Equity shares of Rs.10 each
3.500 9% Pref,.shares of Rs.10 each v
(all the above shares were issued for consideration I_;%%%
other than cash to vendors) b adeiet
; Trade payables: N
Creditors 7.000
3, Tangible assets:
Other fixed assets (70,300 - 2,500) 67.800
4. Intangible assets:
Goodwill 30,000
—— Balance sheet of P Ltd ason 31.3.2017
. e , Note No. Rs.
L. Equity and Liabilitiw:
(i) Shareholders’ funds: . |
Share capital : e 1,35.000
Reserves and surplus :
(ii) Non- current liabilities:
Long term borrowings
(iii) Current liabilities ;
Trade payables . 2 . 1
Total (i) + (ii)+ (iii) 1,42,000
IL Assets: ,
(i) Non- current assets:
Tangible assets 3 67,800
Intangible assets 4 30,000
- (ii) Current assets:
Stock 27,000
 Trade receivables (debtors) 13,200
Bank 4,000
1,42,000

‘~—__Total (i) + (ii)
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" Acoyy,
Amalgamation — th.asse‘ts a}l-ld Nef payments methods N
Ilhustration 10 PN ey :

A Ltd. and B Ltd. agreed to amalgamate and form a ne Com
which takes over all assets and liabilities of the two Compam e pa“Y, C Ltq
In the case of A Ltd. the assets and liabilities are be tak
values for shares in C Ltd. at the rate of 5 shares in C Ltq, at |
per share) for every four shares of A Ltd.

In the case of B Ltd.:

(i) The debentures of B Ltd: would be paid off by the issue ofan equalp
of 4% debentures in C Ltd. at a discount of 10% M,

(i) The holders of 6% preference shares of B Ltd. would
preference shares of Rs. 100 each i CLtd, forev
shares in B Ltd.

The equity shareholders would be allotted sufficient
cover the balance on their accounts afier adjusting asset valyeg by reducm
Plant and Machinery by 10% and providing 5% on s g

undry debtorg,
The summarised Balance Sheets of the two companies jyst Prior t
amalgamation were as follows: - o 3

Cn Over
0% prem a“’%k

be allotted four
ery five p Preferey,

(i) Shares inCLy

() Calculate the purchase con51derat10n for ALtd. and B Ltd.
(i) Show journal entries in the books of B Ltd.
‘ (i) Prepare Balance Sheet of C Ltd.

Liabilities | ALtd | BLd | Assets | AL Bld
Equity capital: o I I ' o
Shares of : o -, |
Rs.10each | 4,00000{ 500000 Plantand |
6% Pref. capital: - ' - Machinery | 8 00000 |- 8,00,000
Shares of - Stock 65000 | 60000
Rs. 100 each -} 3,00,000] Debtors 1 95000 50,000
4% Debentures —| 200000y P&LA/ | =] 140000
P& LA/ 500000f  —| Bank 65,000 | 40,000
Contingency :
- reserve 50,000 -
Creditors 750001 90,000 il TP
1025000 | 10.90.000 1025000 | 105000
You are required to

5
Abdonc R A Corp.. March1 9951



o
B ion of purchase consideration .

. coke hase consideration for A Ltd. (Net Payment)
Pu[r;d gets 5 shares in C Ltd. at Rs. 11 per share for every 4 shares.
A .
5

e . the absence of specific information, Amalgamation in the nature of purchase

purchase price for A Ltd. = 40000x= = 50,000 shares.
't s, 11 per share, the purchase price = 50,000x1i = Rs.5,50,000.
i gtatement showing purchase consideration for B Ltd. (net assets)
/’7533 taken over. Rs.
: ;;v plant & Machinery (8‘,00,000 — 80,000) 7,20,000
1 000 — 2,500) 3‘7’%
50, ) ’
ge b;orS( | 40,000
an _, .
Gross assets taken over 3 o 8,67,500
Less: Liabilities taken over: Creditors <
" Debentures Atz inf
Purchase cdns_iderati'ovn"l VAR - 5,97,500
Less: Payment to 6% preference shareholders: : ;"
- 1% pfeference shares of Rs. 100 each; 4 shares'
for 5 shares held : 3,000~ 0o | 2,40,000
Payment to equity shareholders (Bal. fig) |
in the form of shares of Rs. 10 each : 3,57,500
Books of B Ltd (Trausferor company)
' \ Journal v ]
Date Particular = {LE| - Dr 3 Cr =
| | Rs Rs.
Realisation A/c Dril 9,50,000
To Plant & Machinery ¥ 8,00,000
iy 60,000
To Debtors 50,000
ol 40,000
gBe::g transfer of assets to realisation] , _
reditors :
4% ,;:::A“ L Dr 90,000 *
R Dr| [200000]



fog . eoisiniscosd ST "."\GorporateAccoun.

To Reahsatlon A/c % \{ng
[Being transfer of liabilities takén over: t@ reahsatlon] V00
‘C’Ltd. Ale , - Dr| 597500

| i ToRealisation A/c = : Wl SR R e

. {Bemg purchase price recelvable]
Equity shares in C Ltd. Ac - | Dr 3,57,5004
7% preference shares in C Ltd. Alc Dr 2,40,000

"To C Ltd. Alc
[Being receipt of purchase price] |
6% Preference share capital A/lc Lalal D 3,00,000

To Preference shareholders A/c
[Being transfer of pref. share capital to the shareholders] | - .
Preference shareholders A/c ‘ - Dr|. "} 3,00,000
To 7% Preference Shares in C Ltd 8 ko r Ui
To Realisation A/c ;
|[Being settlement of preference shareholderS-
and the transfer of profit thereon to realisation Alc) dg 2 B
“|Equity share capital A/c ~ br| | 500000
~ To Equity shareholders A/c S -
| [Being transfer of capital to shareholders] k) PR (O
| - . |Equity shareholders Alc . Dr| | 1,4(},000 i
| To Profit & Loss A/c ' ‘
' [Being transfer of accumulated loss] |
Equity shareholders A/c | prl | 2500
| To Realisation A/c (W.N.1) i o 2,500
[Being loss on realisation debited to shareholders] o A
Equity shareholders A/c Dr| | 357.500|
To Equity shares in C Ltd. | ' S 13,5750
[Being final payment to equity shareholders] ’

Note : Since payment for Debentures should not be included in purchase price a per

AS-14 they are transferred to realisation A/c and Purchasing Co., Pays e
directly after taking over.




Realisation A/c

Rs. Rs.
9,50,000 By Creditors 90,000
? 4% Debentures 2,00,000

> ‘C’Ltd 5,97,500

” Preference sharesholders | 60,000

” Equity shareholders 2,500

(Loss) :

9,50,000 9,50,000

Notes 0 Accounts: —

{. Share capital:

{ssued and pand up capital: |
g5,750 Equity shares of Rs.10 each 8,57,500
2,400 7% Pref. shares of Rs.100 each 2,{0,900
(all the above shares were issued for eomlderatlon 10,9:7,500
other than cash to vendors) ' '

2, Reserves and surplus < A
Capital reserve ' '4,.(?0,000
Securities premlumv 50,000

' | 4,50,000

3, Long term borrowings:

4% Debentures 2,00,000

4, Trade payables: ' ﬁ /
Creditors 1,65,000

5. Tangible assets: .

Plant & machinery 15,20,000

6. Other current assets:

—___Discount on issue of debentures ' 20,000

——_ Balance sheet of C Ltd. (Transferee company)

L | | Note‘No.. Rs.

Eq"“'}’ and Liabilities: :
() Shareholders’ funds:
Share capital 10,97,500
Reserves and surplus 2 4,50,000




1062 %"‘n\
- (i) Non- current liabilities: \
Long term borrowings 3 2‘0(“
(iii) Current liabilities p . N
Trade payables L
IL Assets: \
(i) Non- current assets: ; ,
Tangible assets 3 15,29 oy
(ii) Current assets: |
Stock 1,25 g
Trade receivables (debtors) (1,45,000 = 2,500) ] 42,500
Bank 1,05 0py
Other current assets _ 6 20,00
Total (i) + (i) m
Working notes: )
1. Computation of goodwill/capital reserve;
Total assets taken over: : : ‘
Plant & Machinery (8,00,000 + 7,20,000) 152000
Stock (65,000 + 60,000) _ , 1’25’000
Debtors (95,000 + 50,000 — 2,500) 1 42’500
Bank (65,000 + 45,000) | 105’000
Total assets 18,92,500
Less:  Creditors taken over (75,000 + 90,000) | 1’65’000
4% Debentures (2,00,000 — 20,000) 1,80,000
Net assets taken over
Less: Purchase price to A Ltd s
Less: Purchase prj B . eptipnn
price B Ltd, 5,97,500 | 114750
Capital reserve m
2. Total equity shares issyeq -
T ,
T° ALtd. 50,000 shaes of Rs. 10 each 5,000
©BLtd. 35,750 shay i
77" shares of Rs. 10 each 357
85,750 T
Ll ey e g

= 50,000 x (11 - 10) = Rs, 50,000




tidation expenses of transfer, 20,000
company reimbursed ag per a il | .
Absoﬂ’""“ —Net payment methoq
1L ustraﬂ"" 12
The following is the Balance Sheey Of X Ltd. as on 31 o
n
/Lzabzlmes T B e 2016
- Assets
Giare capita Rs. Land & Buildings {10 0(,)( :m
2,00,000 shares o 55- 10each | 2000000 | Plant g Mach, "
erve ) ' | & Viachinery 115,00,000
Ge eneral €S 50,000 | Furniture 25.000
Di vidend equalisation reserve 200,000 | Stock ” 00,000
profit & Loss Alc .51,000 Work-in-progress 3;00:000
{29% Debentures 10,00,000 [ Sundry debtors 2,50,000
38,01 ,(m 38,01 ’ax)

The company was absorbed by A Ltd. on the above date. The consideration
for the absorption is the dlscharge of the debentures at a premium of 5%, taking
over the liability in respect of sundry credltors and a payment of Rs. 7 in cash and
one share of Rs. 5inALtd. at the market value of Rs. 8 per share for every share
in X Ltd. The cost of hquldatlon of Rs 15, OOO is to be met by the purchasing
comPanY

Close the books of X Ltd and pass journal entnes m the books of A Ltd

~ [Periyar, B. Com (0ld) Oct./Nov. 2005]

[Madras, B. Com (AF) Nov. 2009; Ist M.Con., Ap. 2009; Nov. 2008;
B.Com (CS) Now. 2008; B.Com., Nov. 2007; B.Com (0ld (EZK) Oct. 2004]

Solution:
Note: AmlgamationﬁzﬁeNature ofPurchasetsasswned, in the absence of instruction.
Working notes:
Statement showing purchase cons:d‘eratlon
Particulars Cash Shares Total
: Rs. Rs. Rs.
For shareholders: |
Cash 2,00,000 x 7 '14,00,000 ~| 14,00,000
Shares in A Ltd. 2,00,000 x 1 x § 16,00,000 16,00,000
Purchase consideration 14,00,000| 16,00,000 30,00,000
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Corporate Accq

Debentures have to be shown a
Liquidation paid by purchasing

Books of X Ltd. (Transferor Company)

Journal entries

Date Particulars

LE

Dr |

s i unli
. AS-14, Purchase price should in¢lude payment to shm
Note: As per pric s taken over by ‘A’ Ltd. and thep, ers a|

sett| ,
Co., should be shown as fe'mbursem:dt ost "

Ty,

Cr

Realisation A/c Dr

To Sundry assets
[Being transfer of assets
Sundry creditors A/c
12% Debentures A/c

To Realisation A/c
[Being transfer of liability taken over to
realisation A/c]

ALtd. Alc _

~ To Realisation A/c
[Being purchase price recelvable as per agreement]
Bank A/c - 5 Dr
Shares in A Ltd. A/c Dr

To A Ltd. A/c ¥
[Being purchase consideration.
received in the form of cash and shares]
ALtd. Alc % 4

To Bank A/c
[Being payment of the cost of llqu1datlon

on behalf of A Ltd.]
~ |BankA/c

ToALtd. Alc
[Being expenses paid relmbursed by AlLtd.]
Share capital A/c Rend.
General reserve A/c
|Dividend equalisation reserve Alc
Profit & Loss A/c

To Shareholders A/c
[Being transfer of share capital
and accumulated profits to shareholders]
Realisation A/c

To Shareholders A/c
[Being profit on realisation]

Shareholders A/c

To Bank A/c
. To Shares in A Ltd. A/c
[Being final settlement of shareholders

313.16

to realisation A/C]
Dr
Dr

:Dr

31.3.16 Dr

Dr
Dr

Dr

Dr

.Dr

Dr|

by payment of cash and shares)

14,00

A 20,00,000L

Rs.
38,01,000

3,00
10,00

,33%
30,00,0007 .

Rs,

38,0]’000

1300000

30’W,M

16,00

15,000

2,50,000
2,00,000¢
51,000

4,99,000

30,00,000

15,000# |

30,00,000
15,000

15,000

25,01,000

4,99,000

14,00,000
16,00,000




" amation, Absorption and External Reconstruction

/ the books i ‘ 10.69
Note: Closing the boo mplies both Journq; and Ledger
Ledger
Realisation A/c
/ Rs. R
s.
mts I 38,01,000 By Sundry creditors 3.00,000
gharcholders (Profit) 93,0001 By 12% Debentures 10,00,000
m y A Ltd. 30,00,000
—— 43,00,000
ALtd’sA/c -
= § Rs.
Rs.
To Realisation 30900,000 By Bank Y ' 14’00,000
By Sharesin ALtd. 16,00,000
30’00,000 : » a . sk dedas L8 | _—'_—_30,00’000
Shares in A Ltd. A/c A
YN 16,00,000{ By Shareholders - 116,00,000
' 116,00,000 | 16,00,000
BankA/c B
E , Rs. : T Rs.

" ToBalance b/d 1,26,000 | By Realisation A/c (transfer) | 1,26,000
To A Ltd. 14,00,000| By Shareholders - |14,00,000
ToALtd. 15,000 By A Ltd. -], 115,000

14,15,000 14,15,000
Shareholders A/c

Rs. | . Rs
To Bank A/c 14,00,000| By Share capital *-120,00,000
To Shares in A Ltd. 16,00,000| By General reserve 2,50,000
| By Dividend equalisation reserve | 2,00,000
By Profit & Loss A/c - 51,000
By Realisation A/c 4,99,000
30,00,000 Tk 30,00,000




10.70

Corpﬂl'ate A
Books of A Ltd. (purchasing company) \NW
Journal .
Date Particulars . LF \Dr\\
RS
31.3.16| Business purchase A/c Dr 30,00,000 Rs,
To Liquidator of X Ltd. A/c |
[Being purchase consideration payable as 30,00,000
per agreement]
" |Land & Buildings A/c ! Dr 10,00,000
Plant & Machinery A/c : 4 Dr 15,00,000
Furniture A/c : ; _ I?r , 25,000
Stock A/c { ; : £ Dr| | 6,00,000
Work-in-progress A/c e - Dr|l | 3,00,000
Sundry debtors A/c Dr 2,50,000
Bank A/c | . Dr| 1,26,000
.{Goodwill A/c (Balancing figure) A Dr 5,49.000
To Sundry creditors A/c IETRCITTEE ST e 3,00,000
To 12% Debentures of X Ltd. . Ptk 10,00,000
To Premium on redemption _of Debentures 50,000
To Business purchase A/c | 30,00,000
[Being assets and liabilities taken over
and goodwill thereon] ,
” | Goodwill Alc i - Dr| | 15000
To Bank A/c . | ' ‘ | 15,000
[Being Liquidation Expenses of X Ltd. padf | |
” 112% Debentures of X Ltd. A/c = ~ Dr 10,00,000
Premium on redemption W oudy, * S .
of Debentures A/c ; - Dr| 50,000
To Debentureholders A/c ' . 10,50,000
[Being Transfer]
31.3.16| Debentureholders A/c , Dr[  [10,50,000
To Bank Alc ;5 4 L6000
[Being discharge of debentureholders’ claim]
» |Liquidator of X Ltd. A/c Dr|  [30,00,000 000
. 14,00,
ToBank Alc. -  |10,00,000
To Share capital A/c (2,00,000 x 5) \ T e 6,00,000
To Securities premium A/c (2,00,000 x 3) :
[Being payment of purchase price as per agr eement] . el



e
Jpsorption ~INetassets Megp
smﬁon 13

Following is the Balance Sheet

. of K
~" Liabilitie \Jﬂﬁ"" 31122009
Wg of Rs. 10 each‘m&r\&
, Y paid [ Loets
fit & Loss A/c 0 N -
b 200 00w e,
Debemul'es lo’an leed assets 4,000
itors ’
Credi 00| et assets :2‘;‘:,)
R Limited agreed to take ov == 4000
er the assets of K. Ltd i

15 each and the balance in cash. Liquidation expenses came to R
0 Rs. 400.

K Ltd. sold the fixed asset of Rs. 4,000 and reali
ot thavkc ©h real
s debentures an d lig ui dation expenses: ealised the book value. Jt paid off
You are requlred to give journal entries in the books of K Ltd. and R Ltd

_ , [Periyar, B.Com., Apri
[Madras, B. Com (AF) Ap. 2009; M.Com., (ICE) (PCMA )’ All;:; jzz;I
: April 2007, Oct_. 2006; Bangalore, B.Com., Nov. 1 989;

Solution : .
Books of K Ltd. (Transferor company)
, g Journal entries |
Date ~ Particulars ~ |LE| Dr | Cr
4 N " | ' Rs. Rs.
31.1220| Realisation A/c ; Drl | 39,000
To Goodwill | | 4,000
To Fixed assets . | i 16,500
To Current assets (19,500 — 1,000) 18,500
[Being transfer of assets to realisation except
cash of Rs. 1,000] ‘ |
» | Creditors A/c | D [ 3%
To Realisation A/c tak : . jeia
[Being transfer of liability taken over] ‘
|RLd A b AR
To Realisation A/C ’
| [Being purchase price receivable] - 5,500
.| Babk Al | ol | 3000
Shares in R Ltd. A/c 35,500
To R Ltd. A/c~
[Being purchase price received]
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" Bank A/c
To Realisation A/c

[Being fixed asset not taken over realised]

» | Realisation A/c Dr g,
Debentures A/c Dr 0 800
To Bank A/c 000
[Being payment of expenses and discharge 107400
of debenturps] A
e Share capital A/c
Profit s?p Loss Alc B 2‘7”833
To Shareholders A/c ’
[Being transfer of capital and accumulated profit) 270
7 | Realisation A/c : Dr 3,100
To Shareholders A/c :
[Being profit on realisation] 3,109
” | Shareholders A/c ’ ‘Dr- 30,100
- ToBank A/c i Y 0
To SharesinR Ltd:A/c + LD 000
- | [Being final payment to the shareholders] ’
Books of R Ltd. (Transferee company) SR
Journal Entries
vDate - Particulars ' LE} - Dr | cr
| V | “Rs. | Rs.
31.12.20)Business purchase ALG e Dr|- | 35,500 :
| ToLiquidator of K Ltd. AJe | ] 35500
[Being purchase price payable]
”  |Fixed assets A/c ' Dr 13,750
|Current assets A/c Dr 20,350
Goodwill A/c Dr 4,400 »
To Creditors A/c S 33’ S0
To Business purchase A/c ’
K [Being assets and liabilities taken over and
goodwill thereon] | A
7 |Liquidator of K Ltd A/c Dr 33,70 5,500
To Bank A/c , 20,000
To Share capital A/c (2,000 « 10) 10,000

To Securities premium A/c (2,000 x5)

[Being payment of purchase price in the
form of cash and shares]




mat ion, Absorption and External Reconstructi
ction

/g
% ’ 10.73
,ﬂ‘:/;/l 45¢ ‘-””SI'defdfljﬂﬂ (net assets method)
oodwill (4,000 + 400) | Rs.
Fixed assets (16,500 — 4,000 + 1,250) 4,400
Current assets (19,500 — 1,000 + 1,850) 13,750
Gross assets taken 20,350
eSS Creditors 38,500
Net assets or Purchase consideration 32 ’g
Ghares to be given (2,000 x 15) 30’000
Cash to be given (bal. fig) 5’500
. 35,500
, Realisation A/c
—

f | § . “ I Rs. l R,

Wssets ‘ 39,000 By Creditors - . 3,000
1o Bank (expenses) , 400/ By R Ltd. (Purchase price) 35,500
1o Shareholders (Pr ofit) (bal. fig)| 3,100 By Bank (fixed assets) 4,000
42,500 42,500

: BankA/c '

L I ‘Rs. | Rs.
To Balance b/d 1,000] By Realisation (Expenses) 400
, (part of current assets ) By Debentures | 10,000
To Realisation (Fixed Assets) 4,000/ By Shareholders (Bal. Fig.) 100

ToR Ltd. 5,500
I 0,5001 10,500
Shareholders A/c

I Rs. Rs.
To Bank . 100| By Share capital 20,000
ToSharesinR Ltd, 30,000/ ByP& L Al 7,000
By Realisation (Profit) 3,100
30,100 | 30,100
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bs
l““;::galance Sheets of *J’ Co. Ltd. and ‘H’ Co. Ltd. as on 31.3.2014 were as
follO“’S:
m JLtd. HLud. Assets JLtd HLtd
e Rs. Rs. Rs. Rs.
ore capital: Souvl g R
. Rs. 100 each | 5,00,000 ~| Fixed assets 4,00,000 8,00,000
Rs. 10 each —| 400,000 Cash at Bank - 1,00,000
i ita.l reserve |- 100,000 —| Other current
Gzierﬂl reserve 35000] 4,00000|  assets 4,50,000 3,30,000
secured oan |- Lunmf 20000
nsecured loan | 100000 =}
Sundry creditors 1550001 1 80000 . - DRT NP
890000(1230000 RS 890,000 | 1230000
It was proposed that J Co. Ltd. should be taken over by H Ltd. The followmg
arangements Were accepted by both the companies.
(1) Goodwill of J Ltd. s considered worthless.
() Arrears of depreciation in J Co. Ltd. amounted to Rs. 20,000.
(3) The holder of every 2 shares in J Ltd. was to receive:
(@) As fully paid, at par, 10 shares in H Ltd. and
(b) So much cash as is necessary to adjust the rights of shareholders of

both the companies in accordance with the intrinsic values of the shares
as per their Balance Sheets after the adjustments mentioned above:
- Youare required to .
() Determine the purchase consideration;
@) Show the Balarice Sheet of H Co. Ltd. after the absorptlon if the
"Malgamation is in the nature of purchase. : 1
[Madras, I M.Com., (CAIA) April 2007; Nov. 2003 (2 Times)]
[Thiruvalluvar, B.Com., April 2018]




__'POrate

S Statement showing intrinsic value of slm-e,
- Particulars JCo Ltd, . __HC
Rs. le. ‘ﬁ;\’%
T [ 400000 \80*
Less: Arrears of depreciation 20,000 3:80,000 _ %0
Cash at Bank - - »
Other current assets 4,50,000 3»33,000
Gross assets - 8,30,000 , 12’3\"“
Less: - Secured loan oo | 250,000 0’000
_ Unsecured loan ' 1,00,000 - _
Sundry creditors 1,55,000 2,5,'5_,(;)}(_)(?‘ 1,80,000 436000
Net assets available to shareholders - 5,75,000 \ m
S 500000 (400000 ]
N?. gf equity shares S 100 ,000 = .
" Intrinsic value per share N
' ' 5,75,000 _ »8,(;)0,000 '
(net assets + No. of shares) 5,000 V 115 o %
- Cash to be paid as part of purchase price AT
Intrinsic value of 2 shares in J Ltd. 115 R st anapfadt = 230
Less: Intrinsic value of 10 shares in H Ltd 20 % 10 =
Cash payable for every 2 shares | 30
.. Cash payable-per share in J Ltd. g = 15
Statement showing purchase consideration
2 . Rs.
| : . 10
Shares to be issued by H Ltd. at Rs. 20 each 5,000 Fdl = 5,00,000
Cashtobe paid at Rs. 15 per share = 5,000x 15~~~ = | 7500
Purchase consideration | o _5_,_7_51@
Face value of shares issued = 5,000 x 1?0 x 10 , 2,50,000
. . 000
Premium on the shares issued = 5,00,000 x 2 x10 250,
2 R
5,00,000
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1. S”ﬂ . . Rs
jesued and paid up capital:
65,000 Equity shares of Rs. 10 each
6,50,000
(Of these, 25,000 shares were issued for consideration
other than cash to vendors)
. Reserves and surplus
General Teserve 4,00,000
Securities premium 2.50.000
6,50,000
;, Long term borrowings: ot
' Secured loan 2,50,000
Unsecured loan 1,00,000
3,50,000
4 Trade payables:
Sundry creditors 3,35,000
5, Tangible assets:
Fixed assets 11,80,000
— " Balance sheet of H Ltd. as on 31.3.2014
i i | Note No. Rs.
L Equity and Liabilities: :
(i) Shareholders’ funds:
Share capital 1 6,50.000
Reserves and surplus‘ 2 6,50,000
(ii) Non- current liabilities: | ,
Long term borrowings ; 3 3,50,000
(iii) Current liabilities :
Trade payables 4 3,35,000
Total (i) + (ii) + (iii) 19,85,000
IL Assets: ’ ' e
(i) Non- current assets:
Tangible assets. 5 11,80,000
Intangible assets |
(i) Current assets:
Cash at bank (1,00,000 — 75,000) 25,000
Other current assets 7,80,000
e O Total (i) + (ii) ' 19,85,000




—

tion —Net payment .an__cn | _

g—-—-ﬂ— reconstruc
[llustration 21
Given below is the Balance Sheet of Hard rcow ha as at 31 st March 201
| wm_auao Sheet
. Liabilities | 1 Rs. R Assets Rs
20,000 shares of Rs. 10 each fully St Land & Building {32000
paid | 400,000| Plant & Machinery - |1300
Creditors 3,00,000 Stock e - 70,000
Debtors  |12000
Ol - B B )
Preliminary expenses | 5000
| Profit & Loss A/c \mmm@
7,00,000 | 70000




ation, Absorption and External Reconstrycj,,
| n

~The following scheme of reconstruction wag W 1097
W The company to go into liquidation and  pey, Cgo P g gy
an authorised capital of Rs. 8,00,000 to be fonnezlpa"y,‘Lucky Ltd. with

and liabilities. to take over the assets
0 ~preferent1al..¢;1:§d1.torts of Rs. 10,000 includeq ; ha o
are to be paid in full. FANCR ed_ n the f‘bOVe Balance Sheet

3 U nSecmed creditors to receive either (a) 50 ber 28 , ,
or (b) 6 per cent debentures in the new COmpa:t of theflr claim in cash
claims at par. ¥s €quivalent to thejr

@ Shareholders in Hard Luck Ltd. to be allotted one shér

of Rs. 10 each, Rs. 5 paid for every existing share h;ilnbﬂy'l::w
(5) Reconstruction costs amounting to Rs. 6,000 t be paid by Har

from cash made available by the new company. = - [?y Hard Luck Ltd,
. Half of the unsecured creditors in value opted out for immediate cagh et

Company

for which' purpose necessary cash was made available b

. : y the

which made a call of Rs. 5 each on the partly paid shares allottegea\: :fzr:gﬁ
The new company valued all assets (except Land & Buildings) taken over from
Hard Luck Ltd. at book values. ~ g ]

Prepare the Balance Sheet of the new company after the above transactions

are concluded. | b | |

. NN 3 ~ [Madras, 1st M.Com.,(CAIA) Ap. 2007; M.Com., Oct. 1998/
Solution: : ! LR

Notes to Accounts: i n ,
1, Share capital: R | R I
""" Authorized capital: | S
- 80,000 shares of Rs.10 each | il 8,00,000
Issued and paid up capital: |
40,000 shares of Rs.10 each Kosi
- 2.Long term borrowings: f,4 5000
6% Debentures Heoty
3. Tangible assets: 1,13,000
© Land & buildings B 1,300

Plant & machinery / 243000



Balance sheet of Lucky Ltd. as on 31.3.2016

Note No. \Rs
I. Equity and Liabilities:
(i) Shareholders’ funds:
‘ Share capital - 4,()(),000
Reserves and surplus »
(ii) Non- current liabilities: |
Long term borrowings % 1,45’000
(iii) Current liabilities : : ;
Trade payables }
| T(‘:ta)l, (i) + (ii) + (i) | m
L. Assets: | - s
(i) Non- current assets: ' |
Tangibl,e ass_éts el | 3 243,00
Intangible assets
(ii) Current assets:
Stock ) 70000
Trade receivables ( debtors) 120,000
Cash and Bank . | 112,00
Total (i) +i) O : o,
Working Note 1

... Calculation of Purchase consideration |
For Shareholders, 40,000 5 =Rs. 2 ;00,000 -

In partly paid shares
Working Note 2: : .
- Value of Land & Buildings
Purchase consigigraﬁon' for shareholders | A 2,00000
Claims to be settled by 'Lt}oky Ltd., after taking over :
Preferential Creditors {Cash) | ' A
: : - 50 |
! * Unsecured Creditors (Cash) 2.90,000 x 2, 2L g
] » 100 100 o0
Unsecured Creditors (Debentures) A 1’4;’0'00
Reconstruction expenses to be reimbursed 3’ 0
4,33,
. Total Payments to be made b Luck Ltd. ’_
Less : Plant & > L {150,090



gamation, ABSOTPHON and tXternal Reconstruction 10.99

Stock 70,000
Debtors | 1,20,000
Cash 500
— 3,20,500

—=1_ Except Land and Buildings, all other assets are taken at Book values. So, Land
and Buildings must be the Balancing figure in the above calculation.

2. As per AS-14 purchase consideration should include Cash and securities
given by transferee company to the shareholders of Transferor company. So,
Preferential Creditors and Unsecured Creditors should be transferred to the
purchasing company in whose books payment can be shown.

) Balance of Cash and Bank. .

Cash and Bank Ale
Yom . Rs. ‘ | | Rs.
'f{Bmineés purchase A/c - 500} By Preferential Creditors 10,000
To Share capital A/c ~]2,00,000f By Unsecured Creditors | 72,500
| By Reconstruction Expenses- #} 6,000
By Balance c/d 1,12,000
200500*’ st e ~ |2,00500

; Emtmlrewnstmchon —Net payment method

. Hustration22 .-
Thebooks of S Ltd ‘contained the fol]owmg balances as on May 31 20l4
Debit - Credit
Equity share capxtal (Rs 10 each) - 12,00,000
Creditors | » | % - 14,00,000
Patents & Trade marks -] 12,00,000
Plant & Machinery L 4,00,000
D&:;; | ~3,00,000
cotors '
Cash : | , 5’(1)(2):233
P"‘mﬁmwexxvenses — 72,500
roﬁt & :
LossA/c | 1,15000
als()The Patents and trade marks ‘ 26,00,000 )
ot ; marks are cons1derably over valued. The company is

in g
r"“’nsm, p}?:sltmn 10 raise any further capital.
) The therefore been f; amed.

A(B mpany WIH g0 mtO VO
)2 292

The followmg scheme: of

luntary liquidation. A new company S, S_[ 14



10.100 ! - Corporate Accmmtulg

will be formed with an authonsed capltal of Rs. 20,00,000 to tak eevenhe
assets.

@) Liability wili be discharged bymenewcompany to thecrednorsby
of 25 paise in a rupee in cash and 50 palse in a rupee by issye of o,
debentures.

(m) 1,20,000 shares of Rs. 10 each (Rs 5 per share paid) will be issyeq edto
shareholders of S Ltd.; the balance Rs. 5 per share ta be paid on allo

()V) Expenses of liquidation amounting to Rs. 17,500 will be paid bySs.

The scheme was approved by all concerned. You are requlred to:
@) Close the ledger of S. Ltd.
(@) Give entries to open the books of S S. Ltd v
(i) Prepare the opening balance sheet of .'S. Ltd. e
: [Madras, 1st M.Com (ZHC) Nov: 2005; BCS Oct. 2001; M, Com., Sep. 199 6

Ldj

Solution: e
o Books of‘S’ Ltd (Transfemr company) vt
. — o _ Ledger B iy i ‘
i ke 5 Reahsatlon A/c 4 o2

. Particulars | Rs_. I Parnculars R
To Patents & Trademarks» |:12,00:000 ByS S. Ltd. . 6,00,000
To Plant & Me_chlnery 4-,?00;000 By Cred;tors 14,00,000
ToStock . T 3,00,000 | By Shareholders (foss) (bal. fig) | 41250

To Debtors s 300,000 - rereis il L

To Cash o 3 12,500
24,12,500 24,12,500
; . C‘red_itor‘s Alc .
Particulars "~ Rs. Particulars . .| R
To Realisation A/c (Transfer) |14,00,000 By Balance b/d : 14*00’000
14,00,000 I
S'o So Ltdo AI C
Particulgrs Rs. - Particulars | 4%)0
To Realisation A/c - | 6,00,000| By Shares in S. S. Ltd. ~.6’00,

. § i
_ 500
6,00,000| NN St



' . - Absorption and External Reconstruction

i R3OS

//Aﬂ Bank Ale 10.101
;r'film i Particulars Rs
17,500 <
=55 774, (Expenses) By S.S, Ltd. (Expenses) T
750
17,500
Shareholders A/c
/';;n'cjars Rs. Particulars Rs.
W 72,500| By Share capital A/c 12,00,000
Alc 1,1 5,000
L Ak 4,12,500
foRes’ 6,00,000
o shares in S.5- 114 00,
12,00,000 12,00,000
_*_—_-—-—-—'
Shares in S. S. Ltd. A/c
= particulars ~ Rs. Particulars Rs.
ToS. S. Ltd. Alc 6,00,000 By Shareholders Alc 6,00,(”0
‘ ' 6,00,000 6,00,000
Books of S. S. Ltd. ('lhnsferee company)
. Journal entries
" Particulars LE| Dr Cr
Rs. Rs.
Busmess purchase Alc Dr 6,00,000 |
~ To Liquidator of S Ltd. A/c 6,00,000
[Being purchase price payable as per agreement]
| Patents & Trademarks A/c ‘ - Dr 12,00,000
Machinery A/c - Dr 4,00,000
Stock A/c Dr 3,00,000
Debtors A/c Dr 5,00,000
CashAlc Dr 12,500
; To Business purchase A/c 6,00,000
2 75
TO‘Cerltors 14,00,000 x 100 10,50,000
| ToCapital reserve A/c (bal. fig) 7,62,500
wd [Being szets and liabilities taken over
acmi .capltal profit thereon] v
i sekorve o bl | 7.62500
© Bank (Expenses) 17,500



Corporate
10,102 o Accouming
To Patents & Trademarks A/c (Bal. Fig.) 7,45,000
[Being capital profit utilised to write off
patents and trademarks after providing for
expenses] y
31594 Liquidator of S.S. Ltd. A/c ' Dr 6,00,000
To Equity share capital A/c (Rs. 5 paid) 6,00)000
(Being payment of purchase price
as per scheme of reconstruction]
" |BankAlc Dr 6,00,000
To Equity share capital A/c , 6,00, 00y
[Being receipt of Rs. 5 per share on 60,000
equity shares as per the terms of reconstructlon]
” | Creditors A/c Dr 10,50,009
To Bank A/c ; 3,50,000
To 9% Debentures A/c 7,00,000
[Being Payment to Credltors] ‘
Notes to Accounts: AT —
1. Share capital: -\Rs
Authorized capital
2,00 ,000 shares of Rs. 10 each 3 20’00’006
Issued, subscribed and paid up capltal 1 ) e
1,20,000 shares of Rs.10 each | 12’00’000
2, Long term borrowings:
- 9% Debentures | 7,06’000
3. Tangible assets: -
Plant & Machinery 4,00,000
* 4. Intangible assets: :
Patents & trade marks (12,00,000 - 7,45 000) 4,55,000
Balance sheet of S S Ltd. as on 31.5. 2014
Note No. | Rs.in lakh
L. Equity and Liabjlities: ' .
@) Shareholdersf funds: ,
Share capita ‘ 1| 12,00,000
Reserves and surplus
(ii) Non- current liabilities: o &
7,00,000
Long term borrowmgs 2 4




I bsorption and External Reconstru ction

| algamation"A — s ‘ A,  1'0.103
Af?‘ Cuﬂemliabih’tles: 3 | | _
- Total () £ (F (D) ' \ | 19,00,000
il As.set:’“N on- current assets: ‘.
(l_) ) fa:ng‘ivble assets , . 3 400,000
 [ntangible assets R RCERE o LISt ,.\{\,55,000
(ii) Current assets: s
Stock 3,00,000
| " Trade receivables (debtors) | 5,00,000
Cash - 12,500
Bank (6,00,000 — 3,67,500) , 2,32,500
Total (i) + (ii) 19,00,000

Notes: (1) Since the patents and trademarks are heavily over valued, the capital profit
_on the reconstruction is used to write off that asset.

(2) Cash and Bank are separately shown.
| Working note -




Alteration of Share Capital ang
Internal Reconstructig,

i

—
ALTERATION OF SHARE CAPITAL

There are two types of altering the share capital of a company:

(i) Alterations which do not require the approval of a court of Jaw,
(i) Alterations which require prior approval of a court of law.
The second type of alterations is more complicated, needing fulfilmen; of
several legal formalities. They are separately discussed under the heading,
“Jmternal Reconstruction’. -

Alteration of share capital, which does not require court approval

This type of alteration can be done under the provisions of Sections 94 1o 97
of the Companies Act. |

Sec. 94 of the Companies Act permits a limited dompany to alter the capital
clause of its Memorandum of Association in five different ways as follows:

(a) Increase the share capital by issue of new shares.

(b) Consolidate all or a part of its existing shares of smaller denomination into
shares of larger amounts.

(c) Sub-divide all or a part of its existing shares of higher denomination intc
shares of lesser amounts.

(d) Convertall or any part of its fully paid up shares into stock and vice-versé
(¢) Cancel the unissued share capital,

A company can make any of the above five alterations: (i) Ifitis ““W 0
%t_s Articles of Association to carry out such alteration: (ii) An ordinary fesolui"
1s passed in the general body meeting, o 10

As per Sec, 95 of the Companies Act, any such alteration must be not‘.ﬂe:im
th.c R.ﬂgism‘r of Companies and a copy of the resolution should be iled wit
‘w1thm 30 days of the date of passing of such resolution.

il P P —




4 of Share Capital and Internal Reconstruction
100
M - alteration of share capital and the necessary accounting entries
r

case of share capital: This is the same as new issue of shares.

(s ounting entries are the same as t.hose for ‘issue of shares’.
ACC jidation of shares: Here existing shares of lower denomination are
o C bined to form shares of higher denomination.

cesult is that the paid up capital remains the same but total number

¢ reduces. _
of shar© Je: A company having 5,00,000 8% preference shares of Rs. 10

ecides t0 consolidate the shares into shares of Rs. 100 each. The

ﬁirid . ournal entry is as follows:
Journal entry
- Particulars Dr. Cr.
Rs. Rs.
~§% Preference Share Capital (Rs. 10)A/c - Dr 50,00,000
To 8% Preference Share Capital (Rs. 100) A/c 50,00,000

[Being consolidation of 5,00,000 preference
shares of Rs. 10 each into 50,000 preference
shares of Rs. 100 each as per resolution

N it dated........ L -

@ Sub-division of shares: In this case, shares of higher face value are divided
into several shares of lower face value. The effect is that the paid up
capital does not change but the total number of shares increases.

Example: A company which has 2,000 equity shares of Rs. 100 each
decides to sub-divide them into shares of Rs. 10 each. The required journal
eatry is as follows: , |

— Journal entry
Particulars Dr. Cr.
Rs. Rs.
\;
ity Share Capital (Rs. 100) A/c Dr_ | 200,000
ey, EAuity Share Capital (Rs. 10)A/c [ | 200000
Rs l'BS()wb-dymion of 2,000 equity shares of
o, - 2ehinto 20,000 shares of Rs. 10 each as
0§ g=olution No...... Dated ... |
“nvert iy ﬁ‘:lf 'h‘“:” into stock and vice versa: A company can decide to
Ally po ly paid up shares into stock or convert existing stock into
Exqpmd shareg, - | ‘

Mple; , ! - » ‘
Rsy‘ 8,00,00(? .ompany decides to convert its Rs. 10 equity share capital

Into stock, The following is the journal entry to be | '

of
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Journal entry \
Particulars ?}
Equity Share Capital A/c Dr 8,00,000
To Equity Capital Stock A/c ; | 800
[Being conversion of 80,000 equity shares of *0000
Rs. 10 each fully paid into Rs. 8,00,000 equity
stock as per resolution No......... Dated........] |
For converting stock into fully paid shares, reverse emmm
can be passed. - T00ve
(¢) Cancellation of unissued shares: Here, shares Wwhich are pey Yet issyeq
by the company are cancelled. Thus, it is the redy '
capital, without any reduction int

Iction of Unisgy

he paid up capital, o
The authorised capital stands reduced, to the €xtent of unissued shareg
cancelled. It does not require any journal entry.

0sses of the |
the profits of th

iquidating company cannot be set off against
€ newly fo
be the same, Th

'med company though the shareholders 12
US, an important tax advantage is lost.

: fe
(¢) The time span heeded for externa) reconstruction is generally far m0
than that of mtemal,reconstruction.

Reduction of share capital

' | T

A‘company Can reduce jtg share capital as per the provisions of S.e"ftlo‘:)s 1 d

to 105 of the Companies Act, 1956. Reduction of capital can take 3%

following three forms; | alled
(D) Reducing or com

N L e for UMK
pletely extinguishing shareholders liability "
capital.
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"‘I(;) R funding curplus paid up capital which is found to be in excess of the
f the company.
peeds ©

cancelling Of writing off paid up capital which is lost and not represented

(3) by assets.
are for reducing share capital
pre The Articles of Ass.ociat.ion. of th.e company must permit reduction of
U share capital. I»f articles is silent, it may be Altered’ through a special
resolution t0 enable the company to reduce its share capital.

Inthe general body meeting, a special resolution must be passed for reduction
of share capital.
Confirmation of the court for capital reduction must be obtained.

The company has to prepare a specific scheme of capital reduction
andapply to the Court for an order of confirmation, submitting the scheme.
The Court may make an order confirming the capital reduction on such
terms and conditions as it thinks proper. The court usually ensures that
he interests of creditors and minority shareholders.are protected. If any
of them objects to the scheme proposed by the company, the court ensures
that their claims against the company are satisfied. The court may also
ask the company to publish the reasons for the reduction for the
information of the general public: The company may be asked to add the
words, ‘And Reduced” to its name for a period of time, thought to be
appropriate by the Court. ' |
@ Acopy of the resolution to reduce capital and the court’s order of
confirmation should be filed with the Registrar of Joint Stock Companies.

Accounting entries for reduction of capital e T s |
() 'Reducing or completely extinguishing liability of the shareholders for
~ uncalled capital \ | . oA
Example: A company whose capital consists of 5,000 shares of
Rs. 100 each, Rs. 75 called and paid, decides to reduce the shares into
3,000 shares of Rs. 75 each fully paid. |
Journal entry

Particulars ' Dr | Cr
Share Capital (Rs, 100) A/c —Dr | 375,000
Bej To Share Qapital (Rs.75)Alc 3,75,000
eachn% Convers.lon of 5,000 shares of Rs. 100

7’5 S. 75 paid up into 5,000 shares of
~2 ¢ach, fully paid up] |

S —
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&

(2) Refunding surplus capital which is found to be in excess of the ne
“ .
the company ' b
Example: A company whose paid up capital includes 10,000 equi
shares of Rs. 100 each fully paid decides to return Rs. 20
members, thus reducing each share to Rs. 80 each, fully

eds of

per share to (he
paid.
[Madras, B. Com., Noy, 2003 /

Journal entry
Particulars Dr Cr
\ Rs. | &
Equity Share Capital (Rs. 100) A/c Dr 11000000
To Equity Share Capital (Rs. 80) A/c 8,00,000
To Sundry Shareholders A/c o 200,000
[Being conversion'of 10,000 shares of Rs. 100 ~ '
each into shares of Rs. 80 each and the balance
to be returned transferred to the members] |
Sundry Shareholders A/c : Dr 2,00,000
To Bank A/c | 2,00,000
[Being return of capital to shareholders
as per the scheme]

—

(3) Cancelling or writing off lost capital, not represented by assets
(@) When face value of the share is changed or the rate of preference
dividend is changed, thus changing the category of the share.

Example: 5,000 equity shares of Rs. 10 each are reduced to fully
paid shares of Rs. 6 each. /

Journal entry
‘Particulars | Dr. Cr

Equity Share Capital (Rs. 10)A/c Dr 50,000

To Equity Share Capital (Rs. 6) A/c 30,000

To Capital Reduction A/c | 20,000
[Being conversion of 5,000 shares of Rs. 10
each into shares of Rs. 6 each fully paid,
balance transferred to capital reduction A/c].

Example: 20,000 9% preference shares of Rs. 10 each are converted
into 8% preference shares of Rs, 8 each fully paid.

Journal entry
Particulars

9% Preference Share Capital Alc Dr
To 8% Preference Share Capital A/c
To Capital Reduction A/c
[Being conversion of 20,000 9% pref. shares of
Rs. 10 each into 8% pref. shares of Rs. 8 each fully
paid, balance transferred to capital reduction A/c]

D

. 14
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-
A,[era“ when there is no change in the face value of the share or raté of

0 preference dividend, thus resulting in no change in the category of

share. | ’
thz'xample: A company decides to reduce Rs. 3 per share on its 80,000

equity shares of Rs. 10 each, fully paid.

Journal entry
-Ts Particulars " Dr Cr
my'Share Capital A/c Dr 2,40,000
To Capital Reduction A/c | 2.40,000

[Being reduction of Rs. 3 per share on 80,000

shares of Rs. 10 each as per capital reduction

scheme] o
When debenture holders or creditors make some sacrifice as a part of
capital reduction scheme .

Example: As per the capital reduction scheme adopted by a company,

5,000 7% debentures of Rs. 100 each are to be reduced to Rs. 80 each and
the trade creditors have agreed to reduce their claims by Rs. 50,000.

4

Journal entry
Particulars | Dr. Cr
' ‘ Rs. Rs.
7% Debentures A/c Dr 1,00,000
Creditors A/c " Dr | 50,000
To Capital Reduction A/c : | 1,50,000

[Being reduction of Rs. 20 per debenture
on 5,000 debentures and reduction of
creditors as per capital reduction scheme]

() When there is appreciation in the value of any of the assets
Example: On the date of capital reduction, a company finds that its

buildings have appreciated by Rs. 40,000 and the value of stock has gone
up by Rs. 30,000. ‘

S Journal enti'y' | |
Particulars | D Cr
~¥ A R‘g‘ Rg
Blllldings Alc :
Stock Alc .. | ' g ‘;8,%
[Be‘ To Caplt.al Reducﬁon Alc ) 7O(xx)
cred,lfig dppreciation in the value of assets , 5
——=¢d to capital reduction] ‘
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—————

ny contingent liability or expenses as proposed in the .
(6) Whena

reduction scheme have to be paid

apitq)

X , : ital reduction scheme
» At the time of implementing a capi it
Efxﬁ;";’:;; f‘tthie : ales tax under dispute so far.for Rs. 20,000 has tq

was 10

id immediately and the expenses of implementing the scheme are R 10,000.
pai

Journal entries
Particulars Dr. Cr
Rs. Rs.
Sales Tax Payable A/c Dr 20,000
Scheme Expenses A/c Dr 10,000
To Bank A/c 30,000
[Being liability for sales tax paid and scheme
expenses met] :
Capital Reduction A/c Dr 30,000
To Sales Tax Payable A/c 20,000
To Scheme Expenses A/c 10,000
[Being sales tax under dispute paid and scheme
eXpenses written off through capital reduction Alc]
(7) When capital reduction account is used to write off losses, reduce assets,
elc. as per the approved scheme. - '
Journal entry
Particulars Dr. Cr.
Capital Reduction A/c Dr XXX
To Profit & Loss A/c (Dr balance) XK
To Preliminary expenses A/c . R,
To Discount on jssye of shares or debentures X0
To Goodwill A/c s XK
To Assets A/c (amount to be reduced) | 20t
To Capital resery, Alc (balance of any) XX
[Being losses written off anq assets reduced as
—PEr capital reduction scheme] Y s
Some Points to be Noteq

(1) Deficit or Surplus 7

Usually, the bal

the losses aCCumulateq

drafted for Presentation

. . - ®: ‘ | i e OH
apital reduction is sufficient to wn;eme
and reduce the values of assets. The. S:spect-
to the court of law must take care of this
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| 2~ sometimes, a small deficit in capital reduction amount may have to be

made up by utilising some provisions like Workmen's Compensation Fund
or Provision fo.r Taxation. In such cases, the accounts concerned are
debited and capital reduction account is credited.

Any surplus in capital reduction account is automatically transferred
o capital reserve account.

Capital reduction A/c or Reconstruction A/c

Some accounting experts are of the opinion that sacrifice made by
creditors and debenture holders should not be treated as capital reduction
and credited to that account. In such cases, the account must be termed
as ‘Reconstruction Account’ or ‘Reorganisation A/c’.

However, the modern meaning of the term ‘Capital’ has widened
considerably and ‘Capital structure’ is now agreed tc be all the own and
borrowed sources of funds. So, usage of the term ‘Capital Reduction’ is
acceptable even when creditors make sacrifices.

() Arrears of preference dividend

(4)

Cumulative preference shareholders are eligible for.accumulation of
dividends if not paid in any particular year. Unless otherwise mentioned,
all preference shares must be assumed as cumulative. Without clearing
preference dividend arrears, equity dividend cannot be paid.

If preference dividend is declared it becomes a liability and appears

-under current liabilities in the balance sheet liabilities side.

If preference shareholders agree to forego the arrears which are already
declared, it is transferred to capital reduction account, just like other
sacrifices. '

If preference dividend is not declared, then it is only a contingent
liability shown as a foot note to the balance sheet or shown in the inner
column on the liabilities sides of the balance sheet.

 Ifpreference shareholders agree to sacrifice the undeclared preference
dividend, no separate entry is necessary to record such sacrifice because

thf: dividend was not taken into account. A note may.be written to that
Cllect,

If preference dividend not previously declared, is agreed to be paid in
€ash at the time of implementing a capital reduction scheme, it is to be
reated as an additional loss. Dividend is debited and bank is credited for
re; Payment of cash. Then the dividend is written off through capital

Uction A/c along with other losses.

Surrender of shares
AS a part of capital reduction scheme, shareholders may be required

to ¢ )
il;nender a part of their shares to the company. The surrendered
mMay be cancelled immediately by transferring their valye to capital
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reduction account. It is also possible that some of the surrend\

may be reissued by the company to the creditors
a part of the capital reduction scheme. In such ¢
to forego a portion of their claim in return for
shares. The reduction in their claim is full

y transferred 1o
account. The following journal entries

are usually pagseq
Journal entries

Particulars

Rs,
(1) When shares are Surrendered: =
Share Capital A/c

Dr X
To Surrendered Shares A/c

() When surrendered Shares are reissued
Surrendered Shares A/c
To Share Capital A/c
() When unissued Surrendered

shares are éancelled
Surrendered Shares Account | Dr

- Dr

; XX
To Capital Reduction Ale

ly agTEQ
‘ l‘l‘endered
Capita] red

“ntlng
ered g
or debemmehold:rs
ases, they ugya|

the issue of su

ey
4y

Uction

Model Journal Entries (Summarised)

Transaction

‘Journal Ehtry

For consolidation of shares -

To Share Capital A/c

| (Say Rs. 100)
 Share capital (Say Rs. 100) A/c Dr
| To Share Capiital (Say Rs. 10)Alc
For Conversion of shares Equity Share capital A/c Dr
into stock 1 To Equity Capital Stock A/c |
Share capital (Say Rs. 100)A/c Dr
To Share Capital (Say Rs. 60) A/c
Share 'capital (Say Rs. 100)A/c Dr
To Share capital (Say Rs. 80) A/c
To Shareholders A/c / Bank Alc
(Say Rs. 20)
Share capital (Old) A/c Dr
To Share capital (New) A/c
To Capital Reduction A/c

For Sub-division of shares

When uncalled Capital is
reduced or Extinguished
For refunding surplus capital

. For Reduction of share capita],
when rights are changed (either
Face valye or dividend %)

Share capital (SayRs. 10)A/c Dy

&

8 8 E &

&

g

-9 -




10.

1.

12.

13.

14.

15.

9.10

: Share capital A/c Dr | o
: To Capital Reduction A/c 0ot
(No change I
divide"d %) )
cor ANY sacrifice made by Debentures A/c Dr | ox
pebenture holders or creditors. [ Creditors A/c Dr | wox
To Capital Reduction A/c XX
For Appreciation in the value | Asset A/c Dr | o
of Assets. To Capital Reduction A/c 200X
For Payment of Scheme / Scheme / Reconstruction
Reconstruction expenses. Expenses A/c 0K
- ToBank A/c XK
For Payment of contingent Contingent Liability A/c Dr | xx
Liability which Materialises. To Bank A/c XXX
When Shares are Surrendered | Share Capital A/c Dr | xx
by Shareholders, gs per scheme. " To Surrendered shares A/c XX
when Surrendered shares are Surrendered Shares A/c Dr | xx
reissued to Debentureholders, | To Share capital A/c XXX
creditors etc. 7% I ., ,
For cancelling unissued Surrendered shares A/c Dr | xx
surrendered shares. . . To Capital Reduction A/c XXX
For writing off Losses and | Capital Rediction A/c Dr | xx
reducing assets asper scheme. | - To P&L Alc XXX
: - To Preliminary Expenées A XX
To Discount on issue of shares XXX
To Goodwill XXX
To Patents XXX
To Scheme / Reconstruction
Expenses XX
To Contingent Liability XRK
(Paid)
To Assets (Amount to XXX
_ ' be reduced)
To Capital Reserve A/c v
(Balance, if any)
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ILLUSTRATIONS N
ALTERATION OF SHARE CAPITAL

Illustration 1 n :

Ratan Ltd., having a share capital of Rs. 3,00,000 divided into 3,000
Rs. 100 each, resolves to sub-divide the shares into 30,000 shares of R
Pass the necessary journal entry. ' |

Shares of
10 each.

Solution: In the books of Ratan Ltd.
' Journal Entry

Date Particulars L F Dr T ——

Rs. | Re—

Share Capital (Rs. 100) A/c Dr 3,00,000

- To Share Capital (Rs. 10) Alc : 3,00,000
[Being 3,000 shares of Rs. 100 each sub-divided ' .
into 30,000 shares of Rs. 10 each as per Board’s |
resolution dated

Illustration 2

Marshall Ltd. has share capital of Rs. 5,00,000 divided into 5,000 shares of

Rs. 100 each, fully paid. Show the entries under each of the following conditions:

(1) When Marshall Ltd. resolves to sub-divide the shares into 50,000 shareg
of Rs. 10 each fully paid.

() “'When Marshall Ltd., resolves to convert its 5,000 shares of Rs, '1 00 each
into Rs. 5,00,000 worth of stock. : '

e

[Madras, B.Com., (G&A.F) Ap. 2011; B.Com.,

Nov. 2008; B.Com., (CS) Ap. 2007]
Marshall Ltd. |

Journal entries

Date Particulars

ILEl bpr | cr |
: I Rs. | Rs
Dr| | 5,00,000

(i) Share Capital A/c (Rs. 100)
To Share Capital A/c (Rs. 10)

5,00,000
[Being the sub-division of 5,000 shares of Rs. 100
each into 50,000 shares of Rs. 10 éach, fully paid
UPp as per Board’s resolution dated.......... ]
(i) Equity Share Capital A/ Dr| | 5,00,000
To Equity Capital Stock A/c 002

[Being the conversion of 5,000 equity
shares of Rs. 100 each into Rs, 5,00,000
stock as per Board’s resolution dated
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— tion

MCO- Ltd. has the following shares as a part of its share capitaf
0 000 8% preference shares of Rs. 100 each fully paid.

0,000 equity shares of Rs. 5 each fully paid
20,000 equity shares of Rs. 10 each, Rs. 8 called up and paid up.
- company has decided to alter the share capital as follows:
) To sub-di'f_ide the pmfftrence shares into shares of Rs. 10 each.
(n7 To consolidate the eqmt}: shares of Rs. 5 each into shares of Rs. 10 each.
G T convert thF partly paid up equity shares into fully paid up shares of
Rs. 8 each, with necessary legal sanctions,
Journalise the alterations.
[Madras, B.Com., (CS) (BYA3A ) Ap. 2010; B.Com.(A.F)
Ap. 2009; B. Com (ICE), Oct. 2005] [Thiruvalluvar, B. Com., April 2018]
Solution: Books of ‘X’ Co. Ltd.

Journal entries

Particulars Lo Dr. r

: Rs. Rs.
(i) 8% Preference Share Capital (Rs. 100)A/c  Dr|  [10,00,000)
. To 8% Preference share capital (Rs. 10) A/c 10,00,000
| [Being sub-division of 10,000 pref. shares of Rs.100 |
each into 1,00,000 preference shares of Rs. 10 each]| -
(if) Equity share capital (Rs. S)A/c Dr}| 2,50,000f
" To Equity Share Capital (Rs. 10) A/c 2,50,000
* [Being consolidation of 50,000 equity shares of
Rs. 5 each into 25,000 equity shares of Rs. 10 each]
i) Equity Share Capital (partly paid)y A/c Dr 1,60,000(
To Equity Share Capital (fully paid) A/c 1,60,000
[Being conversion of partly paid shares into fully
— 1 paid sharosil |
llustration 4 '

Kay Ltd has an issued capital of Rs. 5,00,000 in 50,000 shares of Rs. 10 each
-~ “which Rs. 8 per share has been called up. The company now decides to reduce
" stare capital to share of Rs. 8 each fully paid by cancelling the unpaid amount

Rs.2 per share, Pass journal entry.

Madras, B.Com,, (G & 4.F), Nov. 2011, B.Com., (A.F) (AF6C) Nov. 2009

|g!
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Solution: o~
Books of Kay Ltd.
Journal entry
Date Particulars |\L. E. Dy, O
Rs. Rs,
Share Capital (Rs. 10) A/c Dr 4,00,000
To Share Capital (Rs. 8) A/c | 4,00,009
[Being reduction of 50,000 shares of Rs. 10 each ’
to Rs. 8 each, by the cancellation of unpaid
amount of Rs. 2 per share as per special resolution
dated ..... as confirmed by court] ,
. CAPITAL REDUCTION
Return of Share capital - '
IMustration 5 '

cancelling the unpaid amount. Give journal entries. ‘-
ey i . [Madras, B.Com., (AF) Ap. 2009]

- [Madras, B.Com(CS) (BYA3A) Ap. 2011; B.Com(G&AF),
d ok Nov. 2010; B.Com(AF) (AF6C) Ap. 2009]

Books of Bee Ltd.
~ Journal entries. ‘o
Date ~ Particulars ' i '_ LF| Dr Cr
’ » . Rs. Rs.
Share Capital A/c (Rs. 100) Dr 4,80,000 i
To Share Capital A/c (Rs. 60) : ., ?1”20’ o0
To Shareholders A/c > ' e
[Being reduction of 60,000 equity shares of Rs. 100
each, Rs. 80 per share paid to 60,000 shares gf _
Rs. 60 each fully paid and refund of Rs. 20 per share
by cancelling the unpaid amount]} ' |
0,000 | .
Shareholders A/c Dr| |12 1,20,000
To Bank A/c . | "}
[Being the amount paid to shareholders} e




tion 9
Following & series of losses, XYZ Co. Ltd., resolved to reduce its capital to

0,000 fully paid Rs. 5 shares and to eliminate securities premium account. The
;o;npaﬂ)”s Balance Sheet prior to implementation of the scheme was:

—

Liabilities Rs. Assets ’ Rs.

Share Capital : Goodwill 1,00,000
50,000 fully paid shares Land & Buildings | 1,62,000
of Rs. 10 each 5,00,000| Plant & Machinery | 2,07,000
Securities premium A/c 50,000 Stock 92,000
Creditors | | 62,000 Debtors 74,000
Bank Overdraft 73,000 | Profit & Loss A/c 50,000
B 6,85,000 | 685,000

It was resolved to apply the sum

available under the scheme:
@ To write off the goodwill account.

(i) To write off the debit balance of the Profit & Loss account
() To reduce the book values of the assets by the following amounts:
Land & Buildings | 42,000
Plant & Machinery | 67,000
- Stock 33,600 |
(v) To provide a bad debts reserve of 10% of the book value of debtors.

Show the journal entries to give effect to the scheme and prepare the revised
balance sheet after its implementation. -

[Madras, B.Com(G & A.F) Nov. 2011; B.Com (CS) (BYA3A) Nov. 2010; 4p,
2010; Nov. 2009; B.Com (PZ3A) Nov. 2008; B.Com., el

B.Com (CS :
Ist M.Com., (ICE), Oct. 2005; 1st M.Com, (CAIA) Ap. 22)08);?;). i?)?):’]
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g
LIS Books of XYZ Co. Ltd.
Journal entries_
Date  Particulars LE| D Cr
| Rs. | Rs,
Share Capital A/c ~ Dr} o 12,50,000
To Capital Reduction A/c 2,50,000
[Being reduction of 50,000 shares by Rs.5 per share]
Securities Premium A/c . Dr 50,000
To Capital Reduction A/c ) 50,000
[Being share premium Al/c transferred
to capital reduction A/c] |
| Capital reduction A/c Dr 3,00,000
To Goodwill A/c 1,00,000
To Profit & Loss A/c , 50,000
ToLand & Buildings A/c _ 42,000
To Plant & Machinery A/c 67,000
To Stock A/c 33,600
To Provision for bad debts i 7,400
[Being various losses written off and assets reduceq
in value as per special resolution..... dated.... . as
_| confirmed by Court]
Notes to Accounts:
1. Share capital: ‘ Rs.
Issued and paid up capital
30,000 Equity shares of Rs.§ each 2,50,000
2. Trade payables: A '
Creditors : " 62,000
3. Short term borrowings:
~ Bank overdraft | . 73,000
4. Tangible assets: ‘
v Land and buildings | 1,20,000
% ' , 00
Plant & Machinery 140,00
| 2,60,000
o ) R
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S galance sheet of XYZ Co. Ltd. as on .. (and reduced)

} B
— Note No. Rs.
. Equity and Liabilities:
(i) ghareholders’ funds:
Share capital 1 2,50,000
Reserves and surplus
(ii) Non-current liabilities:
(iii) Current liabilities
Trade payables p 62,000
Short term borrowings 3 73,000
Total (i) + (ii) + (iii) 3,85,000
[L Assets: : ’
(i) Non- current assets:
Tangible assets 4 2,60,000
Intangible assets
(ii) Current assets:
~ Stock ' 58.400
Trade receivables (debtors) ( 74,000 — 7,400) 66,600
' 3,85,000

Total (i) + (i)
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tration 12 (Pro-rata write off of assets)

J

[IIllThe Balance sheet of Nipun Ltd. on 31st March 2016 was as follows:

- Liabiliti es Rs. Assets Rs.

§9% proference shares of Rs. 10 each| 50,000 | Goodwill 90,000

Equity shares of Rs. 10 each 250,000 | Land & Buildings | 1,40,000

General reserve | 20,000 | Machinery . 37,500

6% Debentures (Rs. 100 each) 20,000 | Furniture ity 15,000

Bank overdraft 28500 | Preliminary expenses| 1,000

Creditors - . 40,000 | Profit & Loss A/c 1,25,000
408500 | . 4,08§m

The capital reduction scheme, approved by the Court is as imder:

@
@)
(i)
@)
\J)

Holders of 6% debentures of Rs. 100 are to be given 8% debentures of
Rs.50 and preference shares of Rs. 10 each of equal amount, for the
remaining amount of Rs. 5 0 niubfiud beds busll

The value of all preference shares including the preference shares given
to debentures as shown above, is to be reduced to Rs. 6 and dividend rate
is to be increased upto 9%. - '

The value of equity shares is to be reduced to Rs. 2 each.

The existing equity shareholders are to purchase additional equity shares
of Rs. 1,00,000 for cash to pay off the bank overdraft. _

All fictitious and intangible assets are to be written off and Machinery
and furniture are to be written off in proportion of book values, with the
help of general reserve and capital reduction A/c.

Pass necessary journal entries in the books of the company to record the
above transactions. Prepare the company’s balance sheet after such changes.

[Madras, B.Com., B.Com(CS) Ap. 2009; 2nd M.Com (ICE) Oct. 2000;
RSN ~ B.Com. Oct. 1999; Gujarat B.Com]
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Journal entries
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Date

Particulars

—

3,96 | 6% Debentures Alc Dr

[

1.3.96

”»

”»

%

shares of Rs. 10 each to debentureholders
for their claims]

8% Preference Share Capital A/c Dr

To 8% Debentures A/c
To 8% Preference Share Capital A/c
For giving 8% debentures and 1,000 8% preference

To 9% Preference Share Capital A/c

To Capital Reduction A/c

[For converting 8% preference shares of Rs. 10 each
into shares of Rs. 6 each and transferring the balance
to capital reduction] ‘

Equity Share Capital A/c

To Capital Reduction A/c

[For reducing equity shares of Rs.10 into Rs.2 each]

BankA/c | | Dr
To Equity Share Capital A/c

[For issue of 50,000 equity shares of

Rs. 2 each to existing equity sharé:holdcrs]
Bank overdraft A/c

To Bank A/c

[For repayment of Bank O/D]
Capital Reduction A/

Genera] Reserve A/c

Dr_

To Machinery A/, (28,00’0%5) o

To Pumip (23, _‘i)
‘reA/c_ _ 000 x X

Dr 28,500
Dr |

: , - 12,24,000
L D]
To Goodwill A

20,000
60,000

2,00,000

1,00,000

20,000

Dy, ?‘
T}

28,500

90,000
1,000
1,25,000

20,000

8,000




y

|
I

. Capital and .
K ration of Share Cap Internal Reconstruction 928
t0 Accounts:
1. Sharé apm': . . Rs.
jssued and paid up capital
75,000 Equity shares of :ls.2 each 1.50,000
6,000, 9% pref,shares of Rs.6 each | 36,000
1,86,000
2 Lo term iabilities:
g9 Debentures (Rs.50) 10,000
Creditors 40,000
4 Tangible assets
Land and buildings 1,40,000
Machinery 1758
Furniture .._———7’000
B - 1,64,500
Balance sheet of Nipun Ltd. as on 31.3.1996 (and reduced)
. | Note No. Rs.
L Equity and Liabilities:
(i) Shareholders’ funds: _ - ‘
Share capital % 1 1,86,000
Reserves and surplus | |
(i) Non-current liabilities: ' ,
Long term borrowings 2 10,000
(iij) Current liabilities e
Trade payables 3 40,000
Total (i) + (i) + (iii) 2,36,000
IL Assets: o
(i) Non- current assets:
Tangible assets 4 | 1,64,500
Intanglble assets
* (ii) Current assets:
Cash |
Total (i) + (i) 71,500
i 2,36,000
‘#
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; T~
Reorganisation through Surrender of shares
Ilustration 20
In order to reconstruct the Balance sheet, Robert Ltd. passed the followmg
resolutions:

() The share capital of the company consisting of 1,000 ordinary

Rs. 100 each to be converted into 10,000 shares of Rs. 10 each,
(i) The shareholders to surrender 60% of their shares after such conversigy

(iii) The amount available should be utilised to write off machi
Rs. 10,000, stock Rs. 5,000 and the balance available to write off

balance in Profit. & Loss account.
You are'required to pass the necessary journal entries.

‘Solution:

Books.dfkobert,Ltd.

+Journal entries

Shares of

nery of
the debt

{Madras, B.Com., B.Com (CS) Nov. 2009] [Calicut, B. Com., April' 988]

|LF

‘I Cr

Dae

B iBemg‘ U

Particuldrs

‘Equity Share Capital A/c (Rs.100)

- Fo Eqmty Share Caprtai -A/c(Rs. 10)

[Being 15600 ordinary. sha:res of Rs. 100 each
subdivided-into' 10,000- shares of Rs. J0.each .

as per board’s resolution dated ...} -
‘Equity-Share Capital A/c(Rs. 10)
K Wndemd Shares A/c

R

prrender of 60% ofshales by the
shareholders]
Surrendered.Shares A/c

“To Capital Reduction A/c
[Being cancellation eﬁsmudered shares by
transferring to capital reduction A/c)
Capital Reduction A/c

To Machinery A/c

To Stock A/c

To Profit & Loss (Dr) Alc

[Being the utilisation of capital reduction A/c to
write off machinery, stock and accumulated losses]|

- De

D;'

Dr

Dr

| 60,000 |

60,000

000w

p & w,m ;




aity shares of Rs. 100 each
20, 6% debentures of Rs. 100 each
107" istanding on debentures

mﬂﬁ( ou

(reditor date were as under:
Q(,“S On that
Be Fixed assets

Current assets
Fixed S
The cap!

s position on 31.12.2020 was as follows:

e tt—

Rs.
2000000

10,00,000
1,20,000
5,00,000

20,00,000
6,50,000

assets were revalued at Rs. 9,60,000 and current assets at Rs. 4,80,000.
tal reduction scheme approved by Court was as follows:

¢ The shares were subdivided into shares of Rs. 5 each and 90% of the
i)

were surrendered.

i Claims of debentureholders were reduced to Rs. 4,90,000 for which

Rs. 2,50,000 equity shares were allotted.

i) Creditors agreed to reduce their claims te Rs. 3,00,000, L of which was

satisfied by the issue of equity shares out of those surrendered.

Draft journal entries.
[Madras, B.Com., Sept. 1991]
Solution:
Journal entries )
Date Particilars - ' :Fl~  Dr Cr
, ; , |+ Rs. Rs.
112200 Equity Share Capital (Rs. 100) A/c Dr|. 120,00,000
To Equity Share Capital (Rs. 5) A/c ' ‘ 20,00,000
[Being sub-division of 20,000 equity shares of
. |Rs. 100 each into 4,00,000 shares of Rs. 5 each] :
Equity Share Capital (Rs, 5) A/c | Dr| - |18,00,000
_ ToSurrendered Shares A/c 18,00,000
a?:;lgf surrender of 90% of equity shares by
J Deb::olders as per capital reduction scheme] .
tures A/c | Dr 5,10,000
Interest on Debentures A/c Dr 1,20,000
[ ingTercap-iml Reduction A/c 6,30,000
Reg50 uction of debentureholders’ claim to
s“"en;isred Shares A/c Dr 2,50,000
(Being isgue"'t}’ Share Capital A/c 2,50,000
to debem'm}:’f 50,000 shares of Rs. 5 each
\ [Meres o e Olders out of the surrendered
CM%N Capital reduction scheme)
"y ¢ : Dl | 3,00000

I B2
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| ... Corporate Acc:()umin
9.53 ‘ — 3,000
To Capital Reduction /\/C b g i AL & | 000
ing Rs. 2.00,000 reduction in creditors
(Being Rs. 2,00, 0 for which surrendered
claim and Rs. 1,00,00 s s
shares are to ze lssl::/(i] ‘ , Dg . 1,0,0,000#
» deﬁd shares ¢, \ . . '
Sumnfo Equity share caPltal Alc | b L 1’00>000
(Being issue of 20,000 shares of l.{s. 5 each ?ut R
of surrendered shares to the creditors to satisfy
1/ of their balance of Rs. 3,00,000] .
o Slimendered Shares Account .- Dr 14,50,000 :
To Capital Reduction A/c ' . . . 1‘4,5.0,000
[Being unissued surrendered shares cancelled and e
transferred to capital reduction] _
”  Capital Reduction A/c il - D 23,80,000J ,
To Profit & Loss A/c‘ TR AT g B e R
Tonxg_dassgtsA/c s s | - 110,40,000
To Current. assets A/c ' | ' | e N Bt 1,70,000
To ‘Capital'res_e'rvg A/c (Balancing figure) | - 2,00,000
[Being loss written off, assets ‘written down and i
balance transferred to capital iy EVIRPPTIN W
Working Note 1: . . ‘Balance sheet of Com_pany on 31.12.202¢
' Liabilities - R " Assets : ‘Rs,
20,000 equity shares of Rs. 100 eagh 20,00,000 Fixed Assets 20,00,000
10,000 6% debentures of Rs. 100 each 10,00,000 | Current assets o | 6,50,000
Outstanding interest o debentures 1,20,000 P& LA/ (Bal fig) | 970,000
Creditors | 5,00,000 B
36,20,000 36,20,
Working Note 3
Sacrifices: ‘ Rs. !
. 18,00,000
Equity shareholderg (20,00,000 90%) 80,000
Debenturcholders (11,20,000 - (4,90,000 +2,50,000) ;’mooo
Creditors (5,00,000 — 3,00,000) - ' AR
23,80,000
Less: Losses 40 be written off: }
Profit & Loss A/c 9’7(_)’000 .
Fixed assets (20,00,000 — 9,60,000) ]0’40’333 21,80,
Current assets (6,50,000 - 4,80,000) L , 2{
| Capital reserve (bal. fig) ' ' =4



Chapter 12

Bank Accoypg,

—

Introduction o Aty
“Bank” is a comprehensive term for a number of institutions
certain kinds of financial business. In a narrow sense, it may be defined a5
place for keeping money and valuables safely, the money being pa1d out on the
customer’s order, i.¢., cheques. The Banking Regulation Act 1949 defines banking
‘as “accepting, for the purpose of lending or investment, of deposits of Money
from the public repayable on demand or otherwise and withdrawable by cheque,
draft, order or otherwise”. Therefore any company which engages itself in the
manufacture of goods or carries on any trade and accepts deposits of ‘money
 from the public for financing its business activities will not be treated as doing
business of banking. Till 1949, there was no special legislation to regulate banking
companies but since that year the Banking Regulation Act applies to corporate
entities carrying on the business of banking in India. Such Companies are also
subject to the Companies Act 1956. All the nationalised banks are also governed
by the Banking Regulation Act but regulations regarding appointment of directors
and disposal of profits etc., do not apply to them.
Business of Banking Companies |

A bank deals in money. It buys and sells money in the same way as a trader
buys goods for resale at a profit. It buys money from depositors and sells it 0
borrowers. Section 6 of the Banking Regulation Act contains a detailed listof the
forms of business a banking company may carry on, in addition to its banking
business. These forms of business are; |

@) Borrowing, raising or taking up of money;

(i) Lending or advancing money; . Jlectins
@ii) Drawing, making, accepting, discounting, buying, selling, € "'\
and dealing in bills of exchange, hundis, promissory notes &

instruments; - - ‘

.80n

ircul®

(iv) Granting and issuing of letters of credit, traveller’s chequeé and¢
notes; ! : . i
(v) Buying, selling and dealing in bullion, e deanngins‘“k’

(vi) Buying and selling, on commission, underwriting
shares, debentures, bonds, etc. i) YA

Vi




A oo mis
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{vii) _
providing of safe deposit vaults;

Collecting and transmitting of money and securities;
Carrving on and transacting every kind of guarantee and indemnity

(v}
()
(x)

busincss, |

U ndertaking and executing trusts;

Undertaking the administration of estates as executor, trustee or otherwise;

Contracting for public and private loans and negotiating and issuing

(%)
()
(i)
the same; , '
The acquisition, construction, maintenance and alteration of any

building or works necessary or convenient for the purpose of the
company; . . . .
Selling, improving, managing, developing, exchanglng, leasmg,
mortgaging, disposing of or turning into accounts or otherwise dealing
with all or any part of the property and rights of the company;

(xvi) Acquiring and undertaking the whole or any part of the business of
any person or company when such business is of a nature enumerated
or described in this sub-section.

(i) Doing all such other things as are incidental or conducive to the
promotion or advancement of the business of the company;

(xviii) Any other form of business which the Central Government may, by
notification in the ‘Official Gazette”, specify as a form of business in
which it is for a banking company to engage.

In this chapter, we are mainly concerned with the technique of preparing the

final accounts of the banking companies;

Legal Requirements
MT:WS important provisions relating to final accounts of a banking company are
as : '
: (1) Pmsqikd form: /.\s per Section 29 to 33 of the Banking Regulation Act,
:V;y!:bmhng company is requnred to prepare a balance sheet in accordance
1 om A set out in the Third Schedule and a Profit and Loss Account in
-, Wmﬂn ty with form 15 of the same schedule, The formats have been revised
th : équrdanL%l. In othcr.words, the final accounts for the year ending 3 1st
onwards are'to be prepared in the new formats,

2
: (l ) Afc&fm‘ﬂ.ng Year: On account of the amended provision of the Income Tax
e ffingnc, uiring every company to close its accounts on 31 st March each year,

ial year ending 31t Marc :
S on 315t Mﬁh c:oh yearh. 1989, now a banking company also closes

(3) Prohibition
: of Trading: A i i
Y o indigers yf ing ccor'dmg to Sec. 8, a banking company cannot

(xv)

(xv)

f ’e H 2
o ’:“;Pt ' connection with the realisati

on of ity gi 3
"0y trade or buy, sell o barter goods for ot -t oo M1d bY i

goods for others otherwise than in
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A
» M l t'on & ) W
connection with bills of exchange received for co(l) t;c i . s:r nego“ﬂhon
administration of estates as executor, trustee or otherwise.

Or f()‘
(4) Non-banking assets: A banking compaﬂYf!&aY;liil‘ve to take Posse
certain assets charged in its favour on account ot the failure of 4 det oftok)““f
the loan in time. According to Sec. 9, a banklfng Company Canngy holdm’
immovable property however acquired, except for its own use, for any
exceeding seven years from the date of acquisition thereof, Gy, OFlog. (:’"“d
of such an asset has to be shown separately in the Profit & Logg of”’
' | b
banking company. .
(S) Share capital: In order to ensure that no bankin

carries on business with a weak and vulnerable capital stryc . gy

Sect 0
limits of paid up capital and resewe’smon 1] ly
down the following minimum limi ol T,
wig;nby a bankiw:;g company which wishes to commence OF carry o mpheu
India. sy

Dypes of Banking . A . %
| paid W capiy
and rQerve\'
(1) Inthe case of a banking company bcc?morafd outside India
(a) If it has a place or places of business in the city of Bomba‘y h
or Calcutta or both R R TR R R T 20 fakhg
(&) If it has places of business elsewhere » 15 lakhg
)  Inthe case of a banking company incorporated in India;: |
(a) If it has places of business in more than one State and if it has|
a place or places of business in Bombay or Calcytta or both 10 lakhs
(b) If it has place of business in more than one state but not
in Bombay or Calcutta P Al -~ Slakhs
“(c) If it has all jts places of business in one State none of which is
situated in the city of’ Bombay or Calcutta — for the principal | -
place of business “iaf | 10 lakhs
plus - e _ _
@) in respect of each of itg other places of business
situated in the same district Ny 10,000
plus ' | :
(ii) in respect of each place of business situateq elsewhere in the
State otherwise thap In the same district - : - 25,000
Subject to an overall limit of § lakhs ’
(d) If it has one place of business and that ajso not in o0
Bombay or Calcutta 30,
@©1If if has all its places of business in one State or more 5 [akhs
wluchl 15 Or are situated in the city of Bombay or Calcutta
plus : |
N respect of each place of business situateq outside the 25,000,
¢ity of Bombay or Ca!CUtta athe case may be ... e g 1k
uvject to an overall limit of : :
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A
park :
Weqmrementfl apply to those banks which were established before
96 The Banking C9mmes (Amendment) Act 1962 raised the minimum amount

ﬂfe. value of the paid up capital to Rs. 5 lakhs for any Indian bank commencing
of s after the commencement of that Act. .

s _
busu;; Reserve und: Every banking company incorporated in India is required
ander gection 17(1) f’f the Act to create a Reserve Fund and to transfer to such
fund, before any dividend is declared, a sum equal to not less than 25% of the

roﬁ’t, as disclosed in the Profit .and Loss Account. Such reserve is termed as
ugtatutory reserve”. This Section does not apply to banking companies
mcorporated outside India. The Central 'Govemment may, on the recommendation
of the Reserve Bank, exempt a banking company from this restriction if the

gate amount of reserves and share premium amount is not less than the

paid up capital of the banking company.

() Payment of Dividend: Section 15 prohibits payment of dividend by any
panking company until all of its capitalised expenses have been completely written
off. These capitalised expenses include preliminary expenses, organisation
expenses, share-selling commission, brokerage, amounts of losses incurred and

. any other expenditure which is not represented by tangible assets. Payment of

dividend out of the profits is considered inappropriate when capitalised expenses
are outstanding. _ .

- Abanking company may, however, pay dividends on its shares without writing
offthe following: '

@) Depreciation in the value of its investments in approved securities

~ where such depreciation has not actually been capitalised or otherwise
~accounted for as loss. "

(n) Depreciation in the value of its investments in shares, debentures or
bonds (other than approved securities) in any case where adequate
provision for such depreciation has been made to the satisfaction of
the auditors of the banking company. : <

@) Bad debts, if any, where adequate provision has been made to the
satisfaction of the auditors of the banking company (Section 15)

coéﬁli’;l};ment of commissic?n, Brokerc.zge,. etc.: According to.Se.f:. 13, a banking
i, orannot pay out fiu-eotly or m@uectly any commission, brokerage,
Ty 21f/elzmneratxon in any form in respect of any shares issued by it,
" C}ir »% of the paid up value of the shares. R
- cg:r on Uncalle.d Capz:tal.° Under Sec. 14, a banking company cannot
Under § g€ on unpaid capital and any such charge is invalid. ,
Wderor, “oC 14A, banking company cannot create a floating charge on the
Resery g orany property of the bank except with the written permission of the

g . ‘T¢B . ofoin <
] itereg o‘fank of Ind}a certifying that the charge will not be detrimental to the

the
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Corporate AQQ =
(10) Subsidiary companies: In order to prevent the b

Oy,
carrying on trading activities indirectly by acquiring Controlfjp,, + Pany \
been provided that a banking company can form a subsidiary‘ com Clegy ith;"
one or more of the following purposes: s

() The undertaking and executing of trust;

@) The undertaking of the administration of estates as éXecut
or otherwise; S

) Stee
(1) The carrying on business of banking exclusively OutSide [
the prior permission of the Reserve Bank, - | 1a, y,

' - v , . th
- (v) - Such other purposes as are.incidental to banking busineg ‘(S.e(:tj }
(11) Cash Reserves: Under Sec. 18 every baﬂking compap o.n]

iaifsiniagn, o A
Under Sec, 42, a Scheduled bank is also required fo .

Ba:ﬂ(,anaverag‘e daily‘bajance: 0f3% S 01T titag aif f2i. |
India. The Reserve Bank has the poy
(12) Statutory Liguidity Ra

, tio: According to Sec. 24 (2A) of the Ba;lking
Regulation Act;-

every banking ‘company in India Whether-scheduleq OT nop-
scheduled, is required to maintain in India in cash, gold, or unenciimberg
approved secufrities;g;n amount which is not less than 25% of the total of i
demand and time liabilities in India. This is known ag “Statutory Liquidity Ratio”

S the power to increase this ratio upto 40%. At present, the
norm for S,L.R, as perRBlis25%, , e

(®) The banking company should not enter into any commitment for g;wng
any loan or advance to:

(@ any of its directors; - . o
(i) toafirmin which any ofits directors is interested as partner, M
employee or guarantor.

king comp®”
@) Toany company of which any of the directors of the banking ¢

is a director, manager, guarantor or

: ) s cr Of 8
(iv) To any individua] with whom any of its directors 1s @ Pa_rtn y
guarantor. .
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Baﬂk Accounts
(14) Limits as to Investments in Shares and Debentures: Reserve Bank of

ndia has removed limits on ir.we.stments made by the banks in the equity and
debentures issues of 17 financial institutions. These include IDBI, IFCI, ICICI,
gank of India, IRBL NABARD, NHB, UTI, LIC, GIC, RCTFC, TDICI, Tourism
COrporation of India, etc.
The above restrictions on granting of loans and advances were introduced
by an amendment in 1968 in the Banking Regulation Act.
PREPARATION OF PROFIT AND LOSS ACCOUNT

are required to prepare final accounts for each financial year. i.e., their
But for internal purpose, banks usually

pooks are closed each year on 31st March.
half yearly closing. The Profit & Loss

close their books on 30th September called
Account of 8 banking company has to be prepared in Form ‘B’ of Schedule III,

gttached to the Banking Regulation Act 1 949. Form ‘B’ is given below:
‘ - Form‘B’
Third Schedule

Form of Profit and Loss Account 1
ar ended 31st March (000's omitted)

Finance

Profit and Loss Account for the yea
. Schedule | Yearended | Year ended
| No. on31.3..... on31.3....
| - |(current year)| (previous year)
Rs. Rs.
L. Income: ST P T T RS WAL |
Interest earned S 13 [ e
Other income | 14| e
, | : | Total |
Il Expenditure: _ R R e T
Interest expended s 15 | %0 .
Operating expenses 16 X0K,
Provisions and contingencies - X0
~ Total
UL Profit/Loss:
Net Profit/Loss () for the year - X0
Profit/Loss (-) brought forward XXXX
Total P
b Ap’f{{"opriations: : €5 €141
Tfansfer to statutory reserves ' - XXRX
Tfansfer-to other reserves XXX
B:"Sfer to Gowt. /proposed dividend| XXXX
~riance carried over to balance sheet X000
~ Total
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e

g
Schedules to be annexed with Profit and Loss Account R
Schedule 13: Interest Earned ‘

Year ended Ym
on313... g
(current year) (previoyg .
‘ Rs.in'000 |  Rs,inint
I. Interest/Discount on Advances/Bills XKKX Tl
[I. Income on investments | XXXX
[l Interest on balances with RBI and other
inter-bank funds X0
IV. Others ¢ XXXX
Total ‘ T
.‘\\
Schedule 14 : Other Income '
- © | Yearended | - Yearengeq
on3L3... | .313..
~ |(current year){(previous year)
_ ~| Rs. in.’000 RS. in "000
I. . Commission, Exchange and Brokerage XXKX - —
II. Profit on sale of investments XXXX '
Less: Loss on sale of investments L KKK 00K
I Profit on revaluation of investments ~ ox| -
Less: Loss on revaluation of investments  xox| xox |
V.  Profitonsaleof Land/Buildingand oy o
» ’ - otherassets = xox T
- = Less: Loss on sale of Land, Buildingand - PR
17 § other assets XK XX
~ V. Profit on Exchange transactions X0 | b
..... - Less: Loss on.Exchange transactions X0X| %0
VL. Income eamed by way of dividends etc.
from Subsidiaries/Companies and or |
~Joint Venture abroad/in India X0X
VII. Miscellaneous Income ' XX
-
~ Total . TR
Note: Under items Il to V, loss figure may be shown in brackets
Schedule 15 : Interest Expended A’de
_ | Year ended Ye;l';
on31.3.... =
R
(current year) (P"e""fus,goo
. Rs. 1N
P Rs.in 000 | _
I. Interest on Deposits. =~ ’;ﬁ
Il. Interest on RBV/Inter-Bank Borrowings IR Rt
M. Others ‘ o O ’—?
Total . "




on31.3.... 31.3...
(current year)| (previous year)
Rs. in 000 Rs. in 000

m and ‘provisions for employees " =
R ;:16 raxes and lighting e s

" printing and Stationery scbe -

. % dvertisement and Publicity e o

\; DepreCIatlon on bank’s property e -
Vl. Directors  fees, allowances and expenses - S000C L
Vll' Auditor’s fees, allowances and expenses 00K evic

Vil Law charges |
X, Postage, telegrams, telephones, etc. OO Heh
X. Repairs & Mamtenance 4 200! ot
XI. Insurance - 2 ' _ XXX XXX
XIl. Other expendlture s e | et Lt
" Total SN

GUIDELINES OF RBI FOR PROFIT AND LOSS ACCOUNT
I Interest Earned (Schedule 1 3)

@@ Interest/Discount on  advances/bills: Tt mcludes interest and d1scount '
on all types of loans and advances like cash credits, demand loans, over- -
drafts, export loans, loans, domestic and foreign bills purchased and
discounted (including those rediscounted), over due interest and also
interest subsidy, if any, relating to such advances/bills.

() Income on Investments: It includes all income derived from the mvestmem
portfolio by way of interest and dividend.

© Interest on Balances with RBI and other inter bank funds 1t includes

interest on balances with Reserve Bank and other banks call loans, money
” market placements, etc

Others: It includes any other mterest/d1scount income not mcluded in the
above heads,

l((;therIncome (Schedule-ll) '
Secl"t'lllcne;szmrlll » €xchange and brokerage It mcludes all remuneration on
femlttanc:c as commission on eollectlons comm1ssmn/exehange on
o ands and transfers, commission on letters of credit, letting out of
on othey guarantees, commission, on Government business, commission
P agency business including consultancy and other

n ermitted
ity Ces, brokelage etc., on securities. It does not include foreign exchange




It includes all provisions made for bad and doubtfy debts
taxation, provision for diminution in t \
contingencies and other similar items.

% - BALANCE SHEET
m&o,_.wa Balance Sheet of a banking company has to be prepared in Form ‘A’ of
ule

M attached to the Banking Regulation Act 1949. Form ‘A’ is reproduced
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Corporate A

Balance Sheet of

Form A
Form at Balance Sheet

(here enter name of the banking company) a

(000 Omiy

CCOunﬁn

\g
€

Schedule
No.

S

veas

(current year)
Rs.

on 31,3, (Year)
As on 313

(Previoyg Ye;;)

Capital and Liabilities:

Assets

Capital

Reserves and surplus

Deposits

Borrowings

Other liabilities and provisions

v AW -

Total

Cash and balance with RBI
Balance with banks and money at call

and short notice

6

7
Investments 8
Advances 9
Fixed assets 10
Other assets ; _ 11

: - Total
Contingent liabilities

Bills for collection

12

S

“Schedule 1 : Capital

(000’ omitted)

~ Rs.

|Ason313...
- |(current year)

Ason3l3.
(previous year)
Rs.

1L

For Nationalised banks e
Capital (fully owned by Central Gowt.)
' TN y Total
For banks iﬁcér;iorated outside India
Capital
(i) (The amount bought in by banks by
way of start-up capital as prescribed :
by RBI should be shown under this head)
(i) Amount of deposit kept with the RBI

under section 11(2) of the Banking
Regulation Act. 1949

Total
(iii) For other banks :
Authorised capital (shares of Rs. ... each)
Issued capital (shares of Rs. ... each)
Subscribed capital (shares of Rs.... each)

Called up capital (shares of Rs. ... each)
Less: Calls unpaid vy 1

Add: Forfeited shares

|
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Schedule 2 : Reserves and surplus

(000’s omitted)

|(current year)

Ason 31.3...

Rs.

AsoNn 31
(previous year)
Rs.

m Reserves
ing Balance

Additions durin_g the year
Deductions during the year
Capital Reserve

ing balance
Additions during the year
Deductions during the year
Ghare premium

ning Balance
mitions during the year
Deductions during the year
Revenue and other Reserves

ing Balance .
Additions during the year
Deductions during the year |
(v) Balance in Profit and Loss Account’

(i)

(i)

(iv)

Total (i, ii, iii, iv& V)

..Schedule 3 : Deposits

o—————
————

Tasan 3|

(current year)
~ Rs.

Ason31.3...
(previous year)
~Rs.

A. 1. Demand Deposits
(i) ~ From Banks
(i) From others
II. Savings bank deposits
IH. Term deposits
(i) From banks
(i) From others
i
g

: -Total
Deposits of branches in India
Deposits of branches outside India

Total

B, (L1 and II)

Schedule 4 : Borrowings

-: e —

1Ason3L.3..

(current year)
Rs.

Ason 31.3...
(previous year)
Rs.

L Borrowing in Tnaia
() Reserve Bank of India
(if) Other Banks

(i e .
I, “'2)"0th.er Institutions and agencies
‘ 'I? Wings outside Indja
Secureq p (L and 1)

Towings included in I and I above — Rs.
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Schedule S : Liabilities and Provisions \%‘"“N

Ason 3|3 m
(current year) (pmvioullj
Rs. S Yey
. Bills payable

N Inter-office adjustments (net)
.

Interest accrued
V. Others (including provisions)

Total

—

\
Schedule 6 : Cash and Balances with Reserve Bank of llldia\

As on 3] .3.%
(Curment yean) (previoys oy
— Rs,
I Cash in hand it ——
(including foreign currency notes) ;
1. Balances with Reserve Bank of India
(i) In Current account

(1)) In other accounts

Total (Iand I) |~ B R
Schedule 7 : Balances with banks and money at call and short Notice
- "|Ason31.3.. Ason313.
" | (current year) (previoys year)
Rs. Rs.
I. InIndia ’ ‘
(i) Balance with banks
(@) In current accounts
(b) In other deposit accounts ;
(i) Money at call ang short notice
(a) With banks ,
(b) With other institutions

Total (1 and 1) ‘
IL. Outside Indjq <
(i) In Current accounts
(ii) In other deposit accounts
(iii) Money at ca|j and short notice

Total (I, 1 & 1))
Grand total
(I and I)
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Sehedule ® : Investments (900 s omirted)
TAson 311 Ason 3! 1
| (curvent year)(previous car)
Rs | R

Airies and/or joint ventures

Total

Grand Total (I and II)
Schedule 9 : Advances

As on 31.3...)1 As on 31.3...

' |(current year)(previous year)
Rs. Rs.

% () Bills purchased and discounted
(ii) Cash credits overdrafts and loans

repeyable on demand
(i) Term loans

Total

B. (i) Secured by tangible assets
(ii) Covered by Bank/Government guarantees
(ili) Unsecured

C. L Advances in India
(i) Priority sectors
(i) Public sector
(iii) Banks
(iv) Others

Total

Total

UL Agy, e
() D o e

i) Due from others
(&) Bills purchased and discounted

(b) Syndi
(C) Omwawd loans ’

Total
Grand Total (I and II)




Corporatc Accolmﬁ
Ny

gets (000%
Ason31.3 Asm]}) |
(current year) (previou y

Rs. Rs, .

—Premises . oreceding Ye&"

S
i ar
Additions during the ye
Deductions during the year
Depreciation to date e n
1. Other Fixed assets (mcludm e
At cost as On 31st March at the preceding year
Additions during the year
Deductions during the year
Depreciation to date
‘ Total (1 and 1)

Schedule 11: OtherAssets -
_ Ason313..| Ason3l3.

(current year)|(previous year)
Rs. Rs.

I. Inter-office adjustments (net)
Il Interest accrued b
[ Tax paid in advance/ tax deducted at source
IV. Stationery and stamps :
V  Non-banking assets acquired in
satisfaction of claims

V1. Others

' Total | |
(a) In case there is any unadjusted balance of loss, the sam ' -
item with appropriate foot note.  the same may be shown under i

Schedule 12 : Contingent Liabilities
| Yearending | Year end;g_
Ason31.3..| Ason 31.3..

(current year)(previous yea! )
Rs. Rs.

I. Claims against the bank =y
. Claimsa .not acknowled
]}} L}abfl!tfes for partly paid investmenfs. ged i :
. Liabilities on account of outstanding forward
exchange contracts T At 5

IV. Guarantees giv A
(@) India . given on b§half of constituents

- (b) Outside India

. Acceptance endorse el

. : ements and other obligations
Other items for which the bank is co:tirl:ggeartxlt(l);s |

liable gt
Total e T
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A Accounts
GUIDELINES OF RBI FOR BALANCE SHEET

(schedule 1)

apital owned by
heet including
|d Bank

# (a) Capital (fully owned by Central Government). Thec¢
(Central Government as on the date of the balance s

contribution from Government, if any, for participating in Wor
projects should be shown.

+) Banking Companies incorporated outside India: (i) The amount bfﬂﬂﬁh;
in by banks by way of start-up capital as prescribed by RBI shoul
he shown under this head: .

() The amount of deposit kept with RBI, under Sub-Section 2 of Section 11
of the Banking Regulation Act 1949 should also be shown.

11 Other Banks: (Indian)

Authorised, issued, subscribed, called up capital should be givgn separately.
. ic.in-arrears will be deducted from called up capital while the paid up value of
-od shares should be added thus arriving at the paid up capital. Where
ecsary items which can be combined should be shown under one head for
ance “issued and subscribed capital”.

Note: The changes in the above items, if any, during the year, say, fresh
ntribution made by Government, fresh issue of capital, capitalisation of reserves
. may be explained in the notes.

5 Reserves and Surplus (Schedule2) |
[ Statutory Reserves: Reserves created in terms of Section 17 or any other
Section of Banking Regulation Act must be separately disclosed.

. 1L Capital Reserves: The expression ‘Capital Reserves’ shall not include
any amount regarded as free for distribution through the Profit & Loss
Account. Surplus on revaluation should be treated as capital reserve.
Surplus on translation of the financial statements of foreign branches
(which includes fixed assets also) is not a revaluation reserve.

I Share premium: Premium on issue of share capital may be shown separately
| under this head.

V. Revenue and Other reserves: The expression “Revenue Reserve” shall

' mean any reserve other than Capital reserve. This item will include all

reserves, other than those separately classified. The expression “reserve”

sf»hall not it}cl}lde any amount v\-mit'ten f)ff or retained by way of providing
or depreciation, renewals or diminution in value of assets or retained by
way of providing for any known liability.

e o e

y be shown as a deduction.

Note: : : i
1 ote: Mo‘vement in various categories of reserve should be shown as
Indicated in the Schedule. ’

v
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3. Deposits (Schedule 3) \%‘n\
A I Demand Deposits

(1) From banks: It includes all bank deposits l:‘epayable on
() From others: It includes all demand d?posns of the "°“‘bank .
Credit balance in overdraft, cash credit account, depq:
call, overdue deposits, inoperative current ace
deposits and cash certificates, certificates of
included under this category. to be
A. Il Savings Bank Deposits

It includes all savings bank deposits (including inoperaﬁVe savi
account). s
A. Il Term Deposits

(i) From Banks: It includes all
specified term. .
() From others: It includes all types of deposits o
sector repayable after a specified term, F
recurring deposits, cash certificates, ce

rtificates of deposits, anm??d
deposits, deposits mobilised under varioyg schem
deposits, foreign currency non-resid

€s, ordip
ent deposits accounts, aez u
to be included under this category. . . . : ‘
B (I) Deposits of Branches in India and (I) Deposits of Branches Outside
India: ' :

» arg
The total of these two items will

ountsg - PaYaby,
\ y m&tured t' a‘
eposltss e‘c., &re lmﬁ

types of bank deposits Tepayabje Afty
a

'S 0f the non. g,
ixed deposits, cummaﬁa:,l: N

agree with the tota] deposits,

(b) Matured time deposits
as demand deposits.

ecial séhemes should be included under term
are not payable on demand.

deposits.

(d) Deposits from banks will include deposits from the banking

System in India, Co-operative banks, foreign banks which may or
may not have a presence in India,

4.<Borro’wings (Schedule 4)
A Borrowings in Indiq

() Reserve Bang of Indiq

from Reserve bank of India.
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r Institutions and Agencies: It includesy

(’){hl . .
(i) ,btained from IDBI, EXIM Bank oflndia.hnm'"g-‘*/reﬁnmce

:nstimtions. agencies (including liability against r:rt?c? p{;tfl D andrmhe "
) ion certificates

ifany): .
B;rﬂ’“"i"gs outside India
g7 s borrowings of Indian b

qclude ranches abroad as well as borrowings

5" pranches.

gn o,
horrowings included above: This term wil
~ UM & | 1 I be Sho
33; secured porrowings/refinance in India and outside In;;l: separately. It
inC’; " .
ofes: .
The total of 1 and II will agree with the tot : :

() e Balance Sheet. al borrowings shown in

(i) Inter-office transactions should not be shown as borrowings.

i) Funds raised by foreign branches by way of certificates of deposits,
qotes, bonds, €tC-, should be classified depending upon documentation
as «deposits” “borrowings” etc. B b ,
v) Refinance obtained by banks from RBI and various institutions are
being brought under the head “borrowings”. Hence advances will be
shown at the gross amount on the asset side.
other Liabilities and Provisions (Schedule §) .~ - .
(I)Billspayable T e e addane T e mitian( 2
It includes drafts, telegraphic transfers, travellers cheques, mail transfers
payable, pay slips, ban ers cheque and other miscellaneous items.

) Inter-office adjustments (net) . v
The inter-office adjustments balance, if in credit, should be shown under
this head. Only net positi_on of inter-office accounts, inland as well as foreign,

should be shown here.

(Ill) Interest accrued
It includes interest accrued but not due

IV Others (including provisions) ‘

It includes the net provision for income tax and other taxes like interest tax
(less advance payment, tax deducted at source, etc.), surplus in aggregate in
provisions for bad debts account, surplus in aggregate in provisions for
depreciation in securities. Contingency funds which are not disclosed as &

reserve but are actually in the nature of reserves, proposed dividend/transfer

o Government, other liabilities which are not disclosed under any of the

major heads such as unclaimed dividends, provisions and funds kept for
Specific purposes, unexpired discount, outstanding charges like rent,
Soeyance c.,certain types of deposits like staff security deposits, margin
Posits etc. where the repayment is not free, should also be included under

tis heaq,

®)

on deposits and borrowings.



I ~UIPOrate

ACQ .
i
’ 9 | N

all o,

Notes: " net balance © d Cory,

@) Forariig s should be aggregsid and the et byt
e epreseting sy {1 b 1St and g iy
will be shown, ing on all deposits, whether the Paymep; f ::"\8

d be treated as 8 libility. der thi
not, shoul show only pure deposits under this hegq

. o

(iif) Itis proposei-d, tolus provisions for bad and doubtful debts, con tifl’zsu&, |
and hence ::t rs:srgrv es, etc., which are not netted off againgt ¢, . 8%,
funds, sec ’

«“ . . C ]'ela i
ts should be brought under e oth.ers (mCIUdmg provisiontsl;::e
h ais;eB;lance with the Reserve Bank of India (Schedule ~6) :
e (I:zsash in hand (including foreign currency notes) |

11 Balance with RBI
(a) in current account; | o
(b) in other accounts. .. W :
It includes cash in hand including foreign currency notes
foreign branches in the case of banks having such branch_esT .
(7) Balance with Banks and Money at call and short notice (Schedule - )
() In India : : S :
!‘ (i) Balance with banks (a) in current accounts; (b
‘ It includes all balances with banks in Indi

banks). Balances in current accounts an
be shown separately.

. (i) Money at call and short notice: (a) With banks (b) With other institutions
It includes deposits repayable within 15 days or less than 15 days

notice lent in the inter-bank cal} money market,
1 Ousside Indiq |

b

“op

and ag, of

)in other deposit accounts
a (including CO-Operative
d deposit_accounts should

ould be included ip inter-branch accounts. The

: nt accounts” “q . ounts” should
be shown separately, _ and depqsn accounts” sho

" ::;1 ?‘gfgi; ccillln??d short-notice: | includes deposits usually classified
T1€S as mope at .
(8)‘lnvestments (Schedule_g) ,y call and short notice. |
({nvestmems inndiqg
1) Gov o ' ,
Secu;:?e’: ‘;’;;S(e}c Urities: It includeg Central and State Gov.ernn’l@nt
shown at the bool‘:emmem treasury bills. These securities shov
value anq mark b value, However, the difference between the heet: |
|  value should be given in the notes to the balanc
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yccou? .
an her roved Securities: Securities other than Government seclirities

W nich accorditzg. to the Banking Régulation Act 1949, are treated as
app,-oved securities, \should be included here.
o ares: I.n\festmﬁnt in shares of companies and corporations not
(i ncluded in item (ii) above should be included here.

nd Bonds: Investment in debentures and bonds of companies

_\ Debenture a" VY
ations not included in items (ii) should be included here.

\
(iv) 1d cOrpOr
Subsidiaries/Joint ventures. Investments in subsidiaries/

) [vestment in St :
:oint ventures (including RRBs) should be included here.

Ohers: It includes residual investment, if any, like gold, commercial

paper and other instruments in the nature of shares/debentures/bonds.

7 Investmer! outside India .
0 Government seth»r'.itie.s (in '
overnment SECUrIties including securities issued by I
may be classified under this hg:ad.
(i) subsidiaries and/or jqint.y(fritures abroad: All investments made in
the share capital of subsidiaries floated outside India and/or joint
Jentures abroad should:be classified under this head.

Others: All other investments outside India may be shown under this head.

)
=
= b N
5
A
RN
3

V)

cluding local authorities): All foreign
ocal authorities

) Oters: Allother iy
g, Advances (Schedule9) B e |
A@) Bills purchased and vdiscoun_ted: In classification under Section ‘A’
all oufstanding in India as well as outside — less provisions. '
(i) Cashcredits, overdrafis and loans repayable on demand: These will
 be classified under three heads as indicated and both secured and
unsecured advances will be included under these heads.
ue instalments.

| @) Zerm loans: Including overd |
B() Securedby tangible assets: All advances or part of advances which

are secured by tangible assets may be shown here. The item will

include advances in India and outside India.
ment guarantee: Advances in India and

@) Covered by Bank/Govern
outside India to the extent they are covered by guarantee of Indian
and foreign governments and Indian and foreign banks and DICGC

& ECGC are to be included.
(i) Unsecured : All advances not classified under (i) and (ii) will be
included here. | |
Total of ‘A’ should tally with the total of ‘B’
C@ Advances in India e
@ Priority sectors Gi) Public Sector
(i) Banks (iv) Others



7 10, Fixed Assets (Schedule

C()rp(,,.“e

: Ac%
Advances should be broadly Cl&_m‘ﬁfd o ‘Advam;es in “n\
*Advances outside India’. Advances in India will be furthe "\d;“ |

a, |

) T cllﬂa'
sectoral basis as indicated. Advances. to sectors ?vh;ch f9r the i »
classified as priority sectors according }0 the "Structiong o .- iy
Bank are to be classified under the head priority sector

it ' Res;';
; | a
C (1l) Advances outside India

(1) Due from banks
() Due from others

(a) Bills purchased and discounted
(b) Syndicate loans
(c) Others. , AT T 3¢
Such advances should be excluded from item (i) ie,, ‘advaﬂCgs 't
sector. Advances to Central and State Governments and other ® Pub
including Government companies and corporations ‘

) OnS Which are, accgy i ngs
the status, to be treated as public sector companies are to be inclug gty
category “public sector”, All @dyances ‘tvpfft‘l}e; banking sector iHCIudi I the
operative bank will come under the head ‘banks’, All the rémaiiﬁ 1., 08 g,

will be included under the head ‘others’ and

non-priority advan

d“others” and typically this ¢
ces to the pr’ivatgé,‘joiﬁ_t‘ '
Notes: i is s

e 88 Vancg,

‘ ategory v :

bl 'W@P@?fivegsgtﬁ -

.. The gross amount of advancesmcludmgreﬁnance :énd‘fédiSTCOﬁnts but
e excludihg p_roVisi’ons made to the satiSfa¢ﬁdﬁ of auditors shouldhe ik

as advances, - RS T e ot 6
() Term loans will be loans not repayable on demand,
_ (@) Consortium advances

would be shown net of share from ofher i . .
banks/institutions, -~ & »IOthéf S
10)

I Premises : : .
() At cost as on 31st March of the preceding year
(@) Additions during the year

(i) Deductions during the yeqr

(iv) Depreciation

\

1

Or partly owned by the banking company for the purpos
ing residentia]

Premises should be shown against
€ase of premises and




i Interest ac¢

. Tax paid in advance

N Stationery and Stamps:

V. Non-banking assets acqu

i - -Zfd not as a banker, etc, ltems wh
i g Pendlffg adjustments should be prov
. -2gainst this item so that only realisable

1222

scounts
e Funed Asset ( including furniture and fistures)
Jiv o Atcost on 31st March of the preceding year

Additions during the year

pepreciation 1o date
Motor veh.icles and other fixed assets other than premises but
mcludiﬂg furniture should be shown under this head.

er Assets (Schedule 11)
adjustments (net): The inter-office adjustments balance, if in

jnter-office :
4ebits should be shown under this head. Only net position of inter-office
pccounts: in land as well as foreign should be shown here. For arriving at

e of inter-office adjustment accounts, all connected inter-

he net balanc
ts should be aggregated and the net balance, if in debit,

office accoun
only should be shown representing mostly items in transit and unadjusted

iterns.

A

(i

(ii))

[

nterest accrued but not due on investments and
d interest due but not collected on investments will be the
ents of this item. As banks normally debit the borrower ’s
the balance sheet date, usually there may
advances. Only such interest as can
shown under this head.

The amount of tax deducted
the extent that these items
1d be shown against

crued: 1

advances an

main compon
accounts with interest due on

not be any amount of interest due on
be realised in the ordinary course should be
/tax deducted at source:

at source on securities, advance tax paid etc., to

are not set off against relative tax provisions shou

this item. '
tems of expenditure on stationery

Only exceptional i
l¢af or other ledgers, etc., which

like bulk purchase of security paper, loose
are shown as quasi-asset to be written off over 2 period of time should be
shown here. The value should be on a realistic basis and cost escalation
should not be taken into account as these items are for internal use.

ired in satisfaction of claims: Immovable

properties/tangible assets acquired in satisfaction of claims are to be

shown under this head.

chers: This will include items like claims which have not been met, for

instance, clearing items, debit items representing addition to assets or

reduction in liabilities which have not been 4adjusted for technical reasons,
taff by a bank as an employer

 want of particulars etc., advances given 10§ |
ich are in the nature of expenses which
ided for and the provision netted

value is shown under this head.

Accrued inc - : .
cerued income other than interest may also be included here.
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12.23 e ‘ .
e ties hedule 12) \
12. Conﬁngen! L“bﬂi (Sc ot aCkﬂOWl ed ged as debts N

[ Claims against the b investments: Liabilities on part)

ekl aid .
I. é:ﬂgfészﬁfﬂz lll)be cluded under this head.
e e e oo of outstanding forwer d exchange contraey. (y
118 Liability on a ) \racts may be included here. tm“%
1f0f constituents : Guaramees gi

ide India may be shown sep aratelyven foy

Y paig th
%

IV. Guarantees given on behats
constituents in [ndia and o

. . ;i) Outside India ey :
(i) In I“d’aei Z ndorsements and other obligations: This item w;, ing
) ude

\| Acceptanc 115 accepted by the bank on behalf of Cust

f credit and bl . _ 0
Jetters O ch the bank is contingently liable: Arrears of c“m':lﬂe :

items for whi | s
VL Other e discounted under underwriting contracts, eg

dividends, bills re ed '
amounts of contracts remaining to be executed on capital ace,
not provided for etc., are to be included here.
Bills for collection: Bills and other items in the course of collection ang .

adjusted will be shown against this item in the summary version only. No sepapy,

Schedule is proposed. . ‘
[tems requiring special attention in preparation of final accounts
The following items reciuire special treatmentiwhile preparing final accouys
of adanks - 75 S B EELL ST rew bgvacdeaot L 80 g |
1 Rebate on bills discounted: This is also termed as “unexpired discount” or
“discount received but not earn ?; st it i ,

Bills discounted may have maturity date beyond the current accounting year
The amount of discount relating to the period of a bill falling in the next accounting
year is the-unexpired discount. In other words, this is the unearned amount of
discount received for those bills that will mature after the date of closing the final
accounts. Por example, if a bill is discounted on 1.12.98 for 3 months at Rs. 6,000
,and accounts are closed on 31st December 1998, Rs. 4,000 is the unexpired
discount because it relates to two months in 1999. |
. While closing annual accounts, the rebate on bills discounted is reduced
from discount received and it is shown under “other liabilities” in the Balanee
~ Sheet. The entry is:

o
Imatey
unt ang

, Discount Alc _ Dr -
| To Rebate on bills discounted Alc vl 4
[with the amount of unearned discount relating to the next pe rodl out

_ The rebate on bills discounted at the beginning is added t
income and the rebate on bills discounted at the end is deducted to P77
net discount income. 0 T




nk Accounts
M "
b ivenin Trial Balance, it me 22
, n;tlsg It means that itis alread =2

.~ <hown only in the balance sh
pit1s>m . : eet. However,
d;:erp _oaration of the.Tnal Balance in respecte:F ) ;)fa
4 Jount of unearned discount will be deducted fre "
A% o 0SS Account and will also appear as 5 Ii:l;T'
it

Y‘adjtlsted from discount,
djustment has to be done
e on bills discounted, the
- thf: total discount in the
" ) Bad debts and prqvision Jor doubtful debis- ﬂ)]l in th.e balance sheet.
comparty depegd;:;,k zl:;llc.conﬂdencg In order tole'nsuree ?;::':;SS e banking
o impa'“fd’ the givenaspecial privilege permitting th is confidence is
. oublished accounts bad debts and provisions for doi bt;ﬂll ZOt to Show.m
prepd” ing final a(cico?hnts},l the .aIn(‘)‘um C{f Pad debts and provision fl:)r b::tg. bW}:le
1o be charged,.un er the heading “provision & contingencies” in the Profi e&ts ”
and in the .B.alance Sheet, the advances are shown aft i o
and provision for bad debts. after deducting both,

Accoum

pad debts
sion for taxation.and Income tax: Provision for taxation is also not

3 ) Provi
disclOSed in the final accounts. The am_ount of provision for taxation has to be
harged 10 the Profit & Loss Account. Under the heading ‘Provisions and
Conﬁngencies’ in the Balance sheet, it will be shown under the heading ‘other
ljabilities and prov1s1ons’ on the liabilities side. On payment of tax, the amount
ed to the provision account. ’

will be debit iy
(4) Interest on Doubtful Debts: At the time of finalising accounts of a bank,

some advances may be doubtful of collection. Interest on such advances:cannot

| be termed as income. Interest earned by a banking company on doubtful debts
can be treated in any of the following ways in the accounts of a banking company:
() Interest suspense method: Under this method, interest on doubtful debts

" is debited to the loan account and credited to interest suspense account.
To the extent interest is received in cash the amount is transferred to

to the loan account. The loan account is

interest account and the balance
closed by transferring the balance to bad debts account.

@) Cash basis: Under this method, no entry is passed for such interest till it

is actually received. 2 L
(i) Accrual method. Under this method, interest account may be credited

with the full amount of interest due on doubtful debts and simultaneously
an adequate provision for bad and doubtful debts may be credited.

It may be noted, as discussed earlier, that the doubtful debts come within the
income on such doubtful

| Category of non-performing assets and therefore interest 11 |
taken to the Profit and Loss Account. The

debts should not be recognised and

method (i) is therefore best under the present circumstances.
means amount lent should be repayable

5. Money at call and short nofice: This
a_tca“ or at short notice. These loans arc given to bill brokers, stock brokers and
| Uher banks for a short period. When the banks have surplus money with them,
advance their surplus to another banker under this category. At any time, or
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- . i id by the bo &,
"2l he money will be repaid by U m
by giving a short notice, t © et money market condition. This The N
L

tem
ba,

i : thec “«
interest will depend on ance sheetr nder Schedule 7, balance with
‘M

thea&eetsideofabankb noe
money at call and short notice .

6 Investments: Investments include (a) Central and Sta¢e a

ury bills (b) shares, (c) debent,

o e treas \
Securities, trustee securitics, res gp ™
and (d) securities of foreign govérnments, sharesf of U.T.L, gold, Th, va]bo"q‘
investment is determined in the following manner: e

() Investment in Government and qther approved securitieg
" valued at the lower of cost or market valu:ai.
in subsidiary companies and Associate Compan:.
= gﬁ;ﬁgm which the bank hold atleast .3'5"./0 of the share c’:;:::ls) gae
been accounted for on the historiqal cost basis. , Ve
@) All other investments are valued at the lower of cost pf market vy,

7. Advances: Advances appear on the asset side of the bank balan, Sl.leet
under Schedule 9 and include loans, cash credits, bank overdrafis and b
discounted and purchased. Banks generally adv. money to their CUStomersi;
the form of loans, cash credits, overdrafts and purchasing and discounting of

(a) Cash credit: Under this account, the bank gives lgans to borrowers agM

certain security. But the entire loan is not given at one particular time
What the bank does is that it opens the account in the name of debty
and allows him to withdraw the money from time to time upto a certain
limit determined by the value of the stocks kept in the debtors godowns,
The godown remains in the possession of the bank. The debtor continues
to withdraw small sums of money according to his requirement but he
cannot exceed the credit limit allowed to him. The bank, however, charges

interest only in the amount withdrawn from the account. =

- (b) Overdrafi: When a current account holder is permitted by the banker o
- draw more than what stands to his credit, such an advance is called 1
"= overdraft. The banker may take some collateral security or may grant S“fh
" advance on the personal security of the borrower. The customer
" permitted to withdraw the amount as and when he needs it and torepey ™

by means of deposit in his account as and when it is feasible for I
azio . Intepest is charged on the exact amount overdrawn by the custome! -

. for the period of its actual utilisation, . "
~ (¢) Loan: Under this method, the bank gives a specified sum of money; of

: . |
person or a firm against some collateral security. The loan money ’ clr;oney

to the account of the borrower and the borrower can withdraW 4 od O
from the account according to his requirements. Intefest 15 © .
the total amount of the loan agreed to be paid to a customer w

In Ingj, %

' \{
_ uses the full amount of the loan or not. So. customers ﬁrefer tod |

ol
il

|
|



gk
, / interest at a little b
m d pay interest at a litt}e higher rate as —

the whole amount of the loan immediate| they find it convenient to
y.

piscounting of bills: Discounting of bills m

(@) 11 before its maturity date. If the holder eans making payment for the

of a bill needs

the bill. -

ing and discounting of bills:
o) Purchasing an ing of bills: The b .
i cJean or documentary bills at the current ra‘::l:);'n ;}t'egeu;fh“e or discount

Clean bills: These are the bills to which |
i . : : ~ nod :
0 lnding, insurance policy; etc. are attached, ocuttients such as bill of
tary bills: These bills are sup " [
(i) Document v > supported by documents such as bill
of lading, INSUrAnce.po licy, etc. These bills are secured as.in case o?’sno:l-
. payment of the bill, the bank can attach the goods,:
Classification of Bank Advances: | Lot facst baorg 0 {
. The Usual p;aCtiéé_ in allBankswas yt'b;f‘eCG'gIﬁ‘Se iricome from advances on
niecrual Basis” and‘take\’credlt'tfor‘}iﬁter‘ést' a‘céfued' on all loans, over drafts etc
‘while closing books for an accounting year. This was the case even with advances
doubtful of recovery because it WaS helpful in ‘window dressing' of Profits and
" However, in Line with International Accounting Standards, the’ present
practice is to make a distinction between the treatment of income on different
advances by classifying them into ‘Performing’ and Non performing' Assets.
Income for 'Performing Assets is recorded on accrual basis' Income from
Non performing Assets' is recorded only when income from them is received in
cash, In this context the exact meaning of Non performing assets becomes
 important. i
| Meaning of NPA: Any asset which generates income isa 'performing asset'.
An.asset becomes 'non performing' when it cases to generate income for a bank.
- This happens when Interest or instalment of Principal or both are not received on
| due dates and the delay exceeds a 'Stipulated Time'.

Reserve Bank of India (RBI) has given clear guidelines in determining when
a asset becomes non performing which are briefly given below,
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(a) Term Loans: When Interest and / or insmlmetm of Principaj rem::m\
due for more than 180days, it should be considered as NPA Oy

(b) Cash credits and over drafis: When the account remains oy of Ord,,
more than 180days, they are to be considered as NPA. An accoyy, e 0’ T
order’ if the ométanding Balance is in cxcess‘ of the Sar.lctioned 'iml'" of
drawing power or there are no credits for a continuous period of | g alt o
the account or credits during the period are not enough to covey the imys In
debited. e

(c) Bills purchased and Discounted.: If the Bill remains over due fo; Periog
more than 180days, it should be considered as NPA. of

(d) Agricultural Advances: 1f advances tohagricultural sector remaip Over g,
for two harvest seasons, not exceeding two half years, they are o b:
considered as NPA.

(¢) Other Advances: When other advances remain over due for MOre thgy
180days, they are to beconsidered as NPA.

NPAs are to be determined on ‘Borrower basis' and not no the bag;
kind of advance separately. So, if an advance of one kind to a particular borrowe,
becomes NPA, all other advances to him should be considered as NpA

S. Itisthe
usual Practice to determine the status of different advances on the Balance Sheet
date. '

§ of each

The latest development regarding NPA ts that RBI has instructed g
Commerical Banks to classify from Ist April 1994, an Advance as NP4 ifitis
over due or out of order etc. (as mentioned in-a,b

s¢,d,e above) for 90 days
instead of 180 days. Infact, the 90 days limit is the international practice,
Provision for NPA '

For the Purpose of making provision for Non-Performing assets, different
advances of a Bank are classified into four categories with variable provisions,
as explained in detail below. :

(a) Standard Assets: 1t refers to those ‘assets which do not pose any
problems and which do not carry more than normal risk attached to the busin;ss.
They are not NonrPerforming assets (NPS). Earlier no Provisions was required

on standard assets. However Jrom 1.7.2014, banks are required to create d

provision of 0.40% on Standard assets also on global loan folio basis and 1!
on domestic advances alone, |

(b) Sub-Standard Assets: With effect from 1.7.2014 a sub-standard 355?}:5
one which has been classified as NPA for a period not exceeding 18mon :f
There is no promise of recovering the dues in full, having regard to the ‘,’a_!u.es of
- security or current net worth of the borrower/guarantor, hence the qus1blllttz’ 0
loss in realising such debs. Term loans in respect of which ills’“}?‘_.nen :
principals are over due for more than one year are treated as Sub-Standard

YR o et L R




gk Accounts 1228

= he assets where terms of loans agreement regarding payment of interest

. incipal have been renegotiated, re-scheduled after commencement of

beoductions should be treated as Sub-Standard assets. These assets may again

ded upto standard asset, if atleast two years payments of Principal

| erest are made according to reshcheduled terms to the satisfaction of

bnks. In the case of all substandard assets, a general Provision of 15% is 0 be
10 on total outstanding amount.

(c) Doubtful assets: With effect from 1.7.2014, an asset is to be classified a3
subtful, if it has remained NPA for a period exceeding 18 Months. These assets
<o weak that their collection or liquidation in full is considered highly
orobable. A loan classified as doubtful has all the weaknesses, make collection
£ liquidation in full highly questionable and improbable on the basis of currently
own facts, Conditions and values.

There are two components for provision in respect of doubtful debts, they
re as follows:
%) To the extent the debt is not covered by realisable vatue of the
100% provision is to be made.

tful assets,

In addition to the above (1), for the secured portion of the doub
Provision is required to be made between 25% and 100% depending upon

the period for which the asset has remained doubtful as given below:

security,

Period for which the advance has been Percentage of Provision
considered doubtful
Upto one year : "2
More than one year but uppnthree years 40
' 100 .

Above three years
" (d) Loss Assets: Loss assets are those which have been identified by the
bank or internal auditors or the RBI inspection but the amount has not been
written off wholly or partly. These assets are uncollectible and are of such little
yalue that it is not desirable ta show them as banks assets though thy may have
some salvage or recovery value. These assets should be written off completely
or if the assets are to be retained in the books for any reason, 100% Provision is
required to be made. | |
8. Bills for collection: Customers deposit their bills with the bank to be
collected on their behalf. These bills are an asset to the bank because they
B represent money to be collected. They are also a liability to the bank because
- they belong to the customers. In the new form, they are shown as a footnote after
~ contingent liabilities in the Balance Sheet. '
32 9. Acceptance, endorsement and other obligations: Bankers finance trade
nd commerce by accepting bills on behalf of their customers and becoming..
Sjireties by endorsement and guarantees on bills. In the case of bills accepted:
:;: ey become liable to third parties, while at the same time, they have a clainimr

CA(B) 35 / 35-36
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12.29
ch bills in the bills accepreq ~~t

their customers. The bank enters Su d ep;
ther obliga: 8

: tances endorsements and other obligyyj, St

Outstanding amount of accep ntingent liabilities in Schedulr::x ;“th,
-~ 1

O

end of the year has to be shown as €0

liabilities side of the Balance Sheet. . . YR fro ,
10. Bills payable: Bank offer-cheap remittance facility from one piace
cash order, circular note, letter of credi, tele;m‘“

b drafts, .
U'znl?t:? Zt?:.fgﬁ items create liability for the:;’borrovsfe@ and are showy b,
the head “bills payable” (i.e., under Sc,hf:dule 5” other llabllztlgs and Provigi b
Traveller’s cheques and gift cheques issued by the bank will als 1, 0“8.
under this head. If the above mentioned items have not been clearey by W
closing date, they will be shown under this head. b

11. Short loans: These are the loans taken by the bank from other banks
a short period. They will be shown under the head “borrowings from othey |, ankgr
(i.e., Schedule 4) on the liability side of the bank balance sheet. /

12. Contingent liabilities: These are not liabilities of a bank on the date of
balance sheet, but can become liabilities at a future date. The contingent [iapj; e
are shown under Schedule.12 as a footnote fo the balance sheet of a bank The
following are the contingent liabilities. ,

(a) Claims against the bank, not acknowledged as debits.

(b) Liability for partly paid investments. - .- - .

(c) Liability on account of outstanding forward exchange contracts,
(d) Guarantees given on behalf of customers. ,

{e) Acceptances, endorsements and other obligations.

(f) Other items for which the bank is contingently liable. -

13. Inter-office Adjustments: Branch banking system involves transactions
between the Head Office and its branches and also inter-branch transactions
While preparing final accounts, some branch transactions might go unrecordd |
in the head office books due to non-receipt of advice. Such entries are recorded
in the Balance Sheet under the sub-heading “Branch Adjustments” and mé}
appear on the asset side under the heading “other assets” (i.e., Schedule ! 1‘).90 ;
has debit balance and on the liabilities side under the heading “other [iabilites
(i.e., Schedule 5) if it has a credit balance.




ILLUSTRATIONS

Nol - P(dnmmg assets (NPA)) - Provicion for doubtful dehts
m‘“"‘ﬁﬂ“ |
On 315t March 2018, Bharat Commercial Bank I td.. finds its advances classified

\])‘\\"S

gs I

(Rs.)

Standard assets 14,91 300

Sub-standard assets 92 800
Doubtful assets (secured)

: doubtful for one year 25.660

: doubtful for one year to 3 years 15640

: doubtful for more than 3 years 6.580

Loss assets 10350

Calculate the amount of provision to be made by the bank against the above

mentioned advances.
[Madras, B.Com (ICE) (UCYD) Oct. 2008; 1st M.Com (ICE) Oct. 2008; B.Com.,
B.Com (CS) Nov. 2007; B.Com (ICE) Ap 2007; M.Com (ICE) Oct. 2006f

[Thiruvalluvar, B.Com., Ap. 2007]
Solution:
Amount | % required Provision
(Rs.) as provision (Rs.)
Standard assets 14,91,300 0.40 5965.2
Sub-standard assets 92,800 15 13,920
Doubtful assets: upto one year 25,660 25 6,415
one year to 3 years 15,640 40 6,256
more than 3 years 6,580 100 6,580
Loss assets : _ - 10,350 100 10,350
Total provision required 49,486.2
Interest on Doubtful Debts
IHustration 2 :

While closing the books of a bank on 31st Dec. 2019, you find in the loan
ledger as unsecured balance of Rs. 2 lakhs in the account of a merchant whose
financial condition is reported to you as bad. Interest on the same account
amounted to Rs. 20,000 during the year. During the year 2020, the bank accepted
75 paise in the rupee on account of the debt upto 31st Dec. 2019. Give journal and
ledger to record these transactions under alternative accounting policies.

[Madras,B.Com (CS) Ap. 2008; B.Com (PZ4A) Ap. 2007;
M.Com (PCMA) Ap. 2007; I M.Com., Oct. 2002]
[Periyar, M.Com (CA) Ap 2005]




on 3
df’mn :
st i march. 2018 a bank held the following bills, discounted by it egrhci

(n? — :
Date of bill Term of bill| Discounted | Amount of bill
Rs

(months) | @ %pa

2018 ;’ : .
W 7 1 7| 730000
i) pebruary. 7 3 8 | 1460000
march, 9 3 17.5 | 3,64.000

;lil) .
requide to calculate the rebate on bills discounted. Also show the

Ypu aI‘C f h
pocessary Joumal entry for the rebate.
-
[Madras Ist M.Com., Ap. 2006 (E F lgs) : 2nd M.Com., Oct. 2002]
[Periyar, B.Com (Old) Oct. Nov. 2005; B. Com., Ap. 2005]
S(,]uﬁon:
Dare of bill Date of maturity | No. of days | Discount | Amount of | Discount
2018 2018 away from Rate pill | for days
1, 34318 5.4 4 Rs. after
31.12.18
ey 17 May 20| 50 | - 17% | 730,000 | 17,000
February 7 May 10 40 18% 14,60,000 | 28,800
March 9 June 12 73 17.5% | 3,64,000 | 12,740
Closing rebate on bills 58,540
Journal
Date Particulars | LFE Dr Cr
REAR | Rs. Rs.
31.12.18| Discount Received A/c Dr 58,540
To Rebate on bills discounted A/c 58,540
[Adjustment made for discount not yet earned
on discounted bills]
Working notes: ‘ Rs.
.y s
(i) Discount on Rs. 7,30,000 for 50 days @ 17%p.a.= 7,30,000 x o0 x 3%95- = 17,000
(i) Discount on Rs, 14,60,000 for 40 days @ 18% p.a.= 14,60,000 x .1.!0% ” _3% . :
175 73

(il Discount o |
on Rs. 3,64,000 for 73 days @ 17.5 p.a. = 3,64,000 x —=x — =
. r73dsys@17.5pa 100 ~ 365 = 12740
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_ Interest and discount to be credited to Profit and Loss A/c (schedule 13) |

12.35 w
a —yr |
lll“?:. t:;inal Balance of the Nedungadi Bank Ltd., ason 30th June 014 Show
The |
the following balances. |
. ;
Interest and discount . 45,40’600
Rebate on bills discounted (1 7.2013) i,
urchased 3’37,400

Rills discounted and p
The unexpired discount as on

necessary adjusting entries and cal
' t

be credited to Profit and Loss Account.
[Periyar, B.Cont., Ap 2006] [Madras, B. Com., B.Com (CS) Ap 2007; Noy, .

06; 1st M.Com., Ap. 2007; M.Com. (Sem - CAIA;

B.Com. (PZ44) Nov. 20
Nov.2005; April 2004; BCS (SY4B) Nov. 2005; B.Com (ICE) Oct. 29y
I M.Com., April 2002; B.Com., Oct 2000}

30.6.2014 is estimated to be Rs. 5,560, 1,
culate the amount of interest and diSCoumatﬂ
0

Solution: 3
Books of Nedungadi Bank Ltd. -
). " Journal (adjustment)
Date Particulars LFY} . Dre Cr
Rebate on bills discounted A/c Dr|f | 4750]
To Discount A/c _ . 4,750
[Being transfer of opening unexpired discountto
discount account] ' ' Kk
Disecount A/c i Dr | 5,560
To Rebate on bills discounted | | 5,560
[Being closing unexpired discount out of the currenf |
year’s discount] | '

(b) Calculation of amount of interest and discount to be creditéd to Profit & Loss Account:
| ‘ | Rs.

Interest and Discount given i 45,40,60
Add:  Opening balance of rebate on bills discounted 4190

/
4545390
5560

/
45,39,7%
,./ .

-Less: * Closing balance of rebate on bilis discounted
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Mustration &

As on 318t December 2015, the books of the Hercules bank, include among
others, the following halances

Rs.
Rebate on bills discounted (1.1.2015) 3.20,000
Discount received 46,00,000
Bills discounted and purchased 3,1547.000

Throughout 2015, the bank's rate for discounting has been 18%.

On investigation and analysis, the a ills di
: X verage due date for the bills discounted
and purchased is calculated as 14 th February, 2016.

Show the calculation of the amount to be credited to the banks Profit and

Loss' Alc under discount eared for the year 2015. Show also the journal entries
required to adjust the above mentioned accounts.

[Madras, B.Com., (ICE) (PZG) Oct. 2008]
Solution:

Unexpired discount or rebate on billson 31.12.15 Rs.

18 45
3,15,47,000 x —— x > /;
X 100 X 365 (re.,) 7,00,084

Amount to be credited to Profit & Loss A/c

has been ascertained as follows:
Balance in discount received A/c 46,00,000
Add: Balance in rebate account as of 1.1.15 transferred °3,20,000
49,20,000
Less: Rebate onbills (31.12.15) 7,00,084

Amount to be transferred to Profit and Loss A/c 42,19,916

Journal entries

Date Particulars LFl Dr | cr
Rs. Rs.
2015 | Rebate on bills discounted A/c Dr 3200000
Dec. 31 To Discount received A/c | | 3,20,000
[Being transfer of opening balance in the rebate A/c]
Dec. 31| Discount received A/c Dr 7,00,084
To Rebate on bills discounted A/c 7,00,084
[Being provision for unexpired discount as
on 31.12.15]
Dec. 31| Discount Received A/c Dr 42,19,916(
To Profit and Loss A/c - |42,19,916
[Being transfer of discount net after adjustments] :




ment in final accounts
(i)

(ii)
qration of Profit and Loss Account

(1 Balance sheet liabilities side unde
closing rebate on bills discounted ir»sS::f)(\j:r:e

14.70

5(i o fate s
i (.&., other liabilities and provisions)
a separate item,

prom the following particulars, prepare a Profit and Loss A/c of New bank
ew

(d., for the year ended 31.12.2016.

L

— Rs. f(in

[H (im0 Rs. (in '000)
Tterest On loans : 260 | Interest on cash credit 25
nterest o1 fixed deposits 280 | Rent and taxes S 20
Rebate on bills discounted 30 | Interest on overdrafts 5%
Commission charged to customers 9| Directors’and Auditor’s fees ~ 4
Establishment'expe.nses % 56 | Interest on savings

Discount on bills discounted 200 bank accounts 0
[nterest on current accounts 45| Postage and telegrams 2
Printing and adyertisements 3| Sundry chargés 2

[Madras, B.Com (F) Ap 2009; B.Com (PZ4A) April 2008;
B.Com., (PZG) Nov. 2007; 1st M.Com., Ap. 2007]
[Periyar, B.Com., Ap 2005; Bharathiar, B.Com., Nov. 2004]

[Calicut, B.Com., Oct. 1987]

Solution:
New Bank Ltd.
~ Profit and Loss Account for the year ended 31.12.2016
| | Schedule| Year ended | Year ended
No. | 31.12.16 | 31.12.15
(Current (Previous
year) year)
| Rs. (in’000) | Rs. (in°000) -
1. Income |
Interest earned 13 741
Other income , i 14 9
Total 750
. Expenditure ‘
Interest expended 15 395
Operating expenses 16 87
Provisions and contingencies
Total . 7




M. Profiv]ons N
Net Profit for the year (1 - 1) 268
Profit brought forward el
Total 268
v Transfer gn:mmm reserve (25% of 268) 67
Transfer to other reserves > ‘
Transfer to Govmmerﬂ/b“ﬂ‘”e’ied"'de"d B ,
3 t
Balance carried over to balance s _\_ﬂ
268
Note: Transfer to statutory reserve is now increased to 25% of Net mm
carlier 20%. b
Working notes:
Schedule 13 : Interest earned
X
Interest on loans %
Discount on bills discounted n
Interest on cash credits 0
Interest on over drafts 5
Total \741
s4d. e . T ) T
Note: Rebate on bills is the closing rebate and it will be shown in schedule 5 in Balance Shey
Schedule 14 : Other income
Commission charged to customers )
| Ty
Schedule 15 : Interest expended
Interest on fixed deposits | 280
Interest on current accounts 4
Interest on savings bank accounts 0
393
Schedule 16 : Operating expenses .
Establishment expenses %
Printing and Advertisements \
Rent and Rates 2,0
Director’s and Auditor’s fees ;
Postage & Telegrams )
Sundry charges ™
g
P
Provisions ang Contingencies —

\




e

— ne

"M

B —

-~

Ww""” ' | .
o e Sellowing informamion reliting v | skt Rank | & _ prepare the

T A Ser the vese ended Y o December 117
porit icm— D
> e L X1
T TL00) Salaries and allowances 1 10AD
yanpe and COMNSSION 1900 Postage 5 40
:".,‘-W\‘lf h ﬁ'ﬁ‘ m‘ ”.m_ M’ ‘\W ‘.m
peere O svings bank Adce 270000 Divector s & Auditor's fees 16,800
pieres O m't"\""lﬁ‘ 216 Printing 000
_— tlle discounted 780,000} Law charges 1600
oredl ON curvent Bocounts 168 000} |ocker rent | 400
joterest O cash credits 8.92.000) Transfer fees 2800
pepreciation of bank property I Interest on loans 10.36,000
[Madras, B.Com., (AF) Nov. 2009; B.Com., (CS) (SY4B) Ap. 2007]
|Osmania, B.Com., Nov. 1988]
Qaluton Jon:
The Lakshmi Bank Ltd.
Profit and Loss Account
For the year ended 31st December 2017
Tre Schedule Year ended
No. Ist Dec. 17
Rs.
"1 Income
Interest earmned 13 29,24,000
Other income 14 1,09,000
Total 30,33,000
I Expenditure
Interest expended 15 15,40,000
Operating expenses 16 2,76,800
Provisions and contingencies -
18,16,800
. ProfiLoss
Net Profit for the year (I - II) 12,16,200
Profit brought forward -
12,16,200
. Appropriations
Transfer to statutory reserve (25% of net profit) 3,04,050
Transfer to other reserves -
 Transfer to Government/proposed dividend -

‘Balance carried over to Balance Sheet 9,12,150

) NN



e Orporate Acey A
M \‘lm,%

Working noteSf Schedule 13 Interest earned
T
fts 16

Interest on overdra! o g
Discount on bills discounted 7’80»000
Interest on cash credits lg,iz’o()()
Interest on loans 6,00
%
Schedule 14 : Other Income P
Locker rent ' ' Ly
Transfer fees 3§ 2,800
Exchange and commission : 32,80()
Rent i @
1’09a000
Schedule 15 : Interest expended Iy . F

o . CRs
Interest on fixed deposits , = 11,00,000
Interest on savings bank accounts | 272,000
Interest on current A/cs , | 1,68,000
| | iy 15,40,000

Schedule 16 : Operating expenses

Depreciation on bank property ' 20,000
IS:alat;ies and allowances 2,18,800
ostage . 5,600
Sundry charges 4,000
Director’s and Auditor’s fees e 16,800
Printing | ' | 8,000
Law charges : . | 3:600
2,76,800

Ilustration 9 :
The followi |

Pl 7llowmg ﬁgures are extracted from the books of Bheema Bank Ltd. aso?
Rs.
glteresf afld discount recejved - 36,95,738
Df)mmlss,non, exchange and brokerage St 2,0000
Irectors’ fees and allowances 55,000
Postage and telegrams 62313
Stationery 1765
;mllm expenses | 15,000
terest paid on deposits | | 20325
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Rent received

galaries and allowances

Rent and taxes paid

profit On sale of investments
Depreciation on building

Audit fees

dditional information:
A A customer o whom a sum of Rs. 10,00

o For the rem'flinin.g debts, a provision o
0) Rebate on bills discounted as on 31.12.
Rs.16,000. |

provide Rs. 6,50,000 for taxation
6) Write off all preliminary expenses.

Prepar® Profit & Loss A/c in accordance with the law,

55,000
1,75,000
87973
2,00,000
27375
5,000

: ,000
insolvent. It is expected that only 50% can be mhgi::;ln ﬁe}::lalrlli:ed .has become
private estate.

fRs. 1,50,000 w.
sV, as necessary.
2016 Rs. 12,000 and on 31.12.2017

[Madras, 1st M.Com., (Sem - CALA) Ap. 2008; April 2004;
B.Com., (Old - EZK) (ICE) May 2002/

Solution:
Bheema Bank Ltd.
Profit & Loss A/c for the year ended 31.12.2017
Schedule No. Year ended
' 31.12.1987
(current year)
Rs.
Tl Income: ,
Interest earned 13 36,91,738
Other income : 14 4,55,000
_ Total m
II. nditure: ‘
Explflterest expended 15 20,32,542
Operating expenses 16 4,45,286
Provisions & Contingencies 13,00,000
Total 37,77,828
[ll.  Profit/Loss: :
Net profit for the year (I- 1) _ 3,68,910
Profit brought forward =
Total 3,68,910
N.  Appropriations:
pl')l'rral:lsfer to statutory reserves 92,228
(25% of 3,68,910)
Transfer to other reserves =
Transfer to Government/proposed dividend -
Balance carried over to Balance Sheet 2,76,682
3,68,910

Note: Transfer to Statutory Reserve is now at 25%.




1243

Col'po
. Tate
Working notes: A%un
Schedule 13 : Interest earned t‘hg
—
Interest and discount received _ \
Add:  Rebate on bills discounted on 31.12.16 36,95 ‘73
138
Less: Rebate on bills discounted on 31.12.17 37,07220
15:003
Schedule 14 : Other income %
Commission, exchange & brokerage )
Rent received , %000
Profit on sale of investments | ‘ 5 (5)(5),000
’ ,000
| , 45
Schedule 15 : Interest expended X
Interest paid on deposits il ) ‘ 2033355
Schedule 16 : Operating expenses
Directors’ fees and allowances ; | 55,000
Postage and telegrams ke it = [ 62313
Stationery e E s s | 17,625
Preliminary expenses ' ki , - 15,000
Salaries and allowances ' | L7500
Rent & taxes paid - 87,973
Depreciation on building | . 2?(3)(7)(5)
Audit fees x . —
445,286
Provisions and Contingencies
. ;. 5,00,000
Bad debts (10,00,000 x 50%) : 150,000
Provision for bad debts e | 6,50,000
Provision for taxation ' m
/
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PREPARATION OF M AN . ,".) . 3,400
ustration 15 ANCE SHEpT

s lt:ece':eber 2(‘) oy n.‘e followip, alanc
ank L1 &1ECT PIEPATRUON of its profit apg - ﬁiﬁiﬁf’,ﬁ in the books of Asian
ghare capital: Rs. (in *000)
Issued and subscribed

Reserve fund (under section 17) 4,000
Fixed deposits 6,200
gavings bank deposits 42,600
Current accounts 19,000
Money at call and short notice 23,200
[nvestments . | | | 1,800
Profit and Loss Account (cr) 1st Jan 2016 Sy
Dividendfor2015 ‘{gg
Premises -
Cash in hand | 2’380
Cash with RBI | : | 1 10000
Cash With.other banks : ‘ ‘ | ' 6’(xx)
Bills discounted and purchased Ead 3,,800
Loans, cash credits and over drafts » 51,000
Bills payable _ 7.1}
Unclaimed dividend o - | &0
Rebate on bills discounted 50
Short loans (borrowing from other banks) 4,750




- | | 'M
T arnitare 13
(e peacte _— | 1.5%
!
et Prosfi -‘“’h; o the hamk as on 318t December 2016
Prepare halance (ECAIA) Neov. 2008; (CAIA) Amm
[Madras, 19t M.Com., U Marathawada, B.Com., Noy 109,
[Periyar, B.Com., Ap. 2008; T 1O 199y
Sehtios: Asian Bank Ltd.
Balance Sheet as on 31.12.2016 (000°s omitnyy,
Schedule No. | As mﬂ'ﬁ;\m
(Rs. i -
—2_00)
Capital and Lnah‘lm 1 4,060
Capital 2 8,700
PRPRIS 4 4,750
gy » 5 180
Other Liabilities & Provisions S
1,02,430
_————
Assets
Cash and balance with RBI 6 10,380
Balance with Banks & Money at call and
short notice 7 7,800
Investments 8 25,000
Advances 9 54,800
Fixed assets 10 4114
Other assets 1 336
1,02,430
Contingent Liabilities 12 Nil
Bills for collection - Nil
Working notes: Schedule 1 : Capital (Rs. in "000)
Issued and subscribed share capital 4,000
Schedule 2 : Reserves and Surplus KPS
Reserve fund 6,200
Profit and Loss A/c (1.1.16) 1,350 '
Less: Dividend for 2015 400
Add:  Net profit for 2016 after deducting statutory 930.0
reserve [15,50,000 - (15,50,000 x 25%)) 1162.5 2,112.5
Statutory reserve ST 3875
8,700.0
Note: Transfer to statutory reserve now is at 25% of Net Profit.
"Fixed deposits . 13,600
Savings bank deposits 19,000
Current accounts 23,200




Schedule 4 : Borrowings —
— Sport loans 4750
hedule 5 : Other liabili nd Provisions P
Rills payable 70
ed dividend 60
Rebate on bills discounted 50
M~"’T§6
Schedule 6 : Cash and balances with RBI —
CﬂSh with RBI 10.000
e —
10,380
Schedule 7 . Balance with banks and money at call and short notice ___
Wall and short notice 1800
Cash with other banks 6000
7800
Schedule 8 : Investments —
———Trestments T 25,000
Schedule 9 : Advances —
Bills Tiscounted and purchased 3,800
Loans, cash credits and overdrafts 51,000
. 54,800
‘ | B ni st
» Schedule 10 : Fixed Assets —
— Premises 2,950
Furniture - : - 1,164
. : _ 4,114
Schedule 11 : Other assets .
Other assets A , | o ==332
| ~ Nil
Schedule 12 : Contingent liabilities T
' Nt

—Bills for Collection

Tllustration 16
From the following particulars o
prepare the balance sheet in the prescri

£ XY Bank Ltd., having its own} premises,
bed form as on 31st December, 2015.

Rupees (in thousands)

Authorised capital 4,000
Subscribed capital 4,00,000 shares of Rs. 10 each
‘ Rs. 5 paid 2,000
Investments 7,000
Bills discounted (in India) 15,000
H ~ Profitand Loss (Cr) 850




r————-—
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m Drofit and Loss Accourtt and Balsnce Sheet
“ms(r’ﬁon 17 "
wing is the Trial B
Thf follok Lfi | alance as on 31.12.2012 extracted from the books
of Town Ban
/’be:l balances Rs. Credit Balances ~ Rs.
Balances Wit banks 46,350| Share capital 3.00.000
(avestment i Government bonds  1,94,370| Security deposit of 0,
. employees 15,000
Other jnvestments 1,55,630{SB Accounts : 7420
Gold Bullion . 15,130|Current accounts 97,000
[nterest accrued on ivestments 24,620|Fixed deposits 1,13,050
Silver P ‘ 2,000|Reserve fund 1,40,000
Constituent’s liability for Borrowings from banks 7130
acceptances, ete. 56,500|Profit and Loss Alc 6,500
Building ' 65,000| Bills for collection 43,500
Furniture 5,000| Acceptances and
" endorsements 56,500
Money at'call ~ 26,000{Interest 72,000
Loans 2,00,000| Commission 25,300
Bills Discounted 12,500| Discounts 42,000
Interest 7.950|Rent 600
Bills for collection 43,500| Profit on Bullion 1,200
Audit fees ' 5,000 Miscellaneous income 2,700
Loss on sale of furniture 1,000 Accumulated depreciation
Directors’ fees 1,200|on building 20,000
Salaries 212001 '
Postage A 50
ing director’s remuneration . 12,000
Loss on sale of investments 30,000
Cash in hand 25,000
Cash with RBI 50,000
Branch adjustment A/C 20,000 |
10,20,000 10,20,000

You are required to prepare the Profit and Loss Account and Balance Sheet
after taking into consideration the following
() Bad debts Rs. 500 .
(i) Rebate on bills 1,000
@) Current year’s depreciation on building Rs. 2,000
iv) Some current accounts are over dra
) o it balances s Rs. 1,22,000. wn to the extent of Rs. 25,000 and total of

[Bangalore, B.Com.., Nov. }1 988 adapted]




Solution: \
Profit and Loss Account for the year ended 31.12.2012 of Towp

Bany
Schedule Ng_ ] Lg,
ear %
3 I ) '22”51
—— R‘ %
| Income '\
Interest eamed 13 X
Other income 14 : ?.fxy,
- .y
Total Tﬁd)\ﬂ
. Expenditure . \\E%
Interest expended 15 .
Operating expenses 16 41‘950
Provisions and Contingencies: ‘;&
956
.  Profit/Loss e
Net profit for the year (I —1II) 61
Profit brought forward 6’233
Total 68,400
IV.  Appropriations: 27
Transfer to statutory reserve 25% of 61,900 15.47
Balance carried to Balance Sheet ; 52’925
Total : m

Note : Transfer to Statutory Reserve should be 25% of Net Profit.
Working notes: _ ey
: Schedule 13 : Interest earned

Interest ‘ SRy 72,000
Discount » : 42,000
- | . - 1,14,000
Less: Closing rebates on bill discounted : 7 1,000
| LI3,
Schedule 14 : Other income
Commission, etc. ' 25,300
Rent 600
Profit on Bullion 1,200
Miscellaneous income | __2,_79_0
‘ ’ ’ 29,800
Less: Loss on sale of furniture 1,000 1,000
Loss on sale of investments - 30,000 31,
: P
=1,200
/
Scheduie 15 : Interest expended A/Rs'
7950

Interest ' s
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Accounts 12.92_

a

B/, | Schedule 16 : Operating expenses o
Wncluding M.D’s salary 33,200
Directors fees 1200
Postage 50
Audit fees 5,000
Depreciation on buildings 2,000
41,450
Provisions and contin‘gencies -
/
Bad debts _ 502
Balance sheet of Town Bank Ltd., as on 31.12.2012 ___
~TT Schedule | Ason 31.12.12
No. Rs.
— )
Capital & Liabilities ,

X Capital 1 3,00,000
Reserves & Surplus 2 2,08,400
Deposit & Other accounts 3 2,42,470
Borrowings 4 77,230
Other liabilities & Provisions 5 16,000

Total 8,44,100
Assets: .

4 Cash and balance with RBI 6 75,000
Balance with banks and money at call & short notice 7 72,350
Investments 8 3,65,130
Advances 9 2,37,000
Fixed assets 10 : 48,000
Other assets 11 46,620

Total 8,44,100

Contingent liabilities 12 56,500

Bills for collection —~ 43,500
Working notes:

Schedule 1 : Share capital
Share capital 3,00,000
e Schedule 2 : Reserves & Surplus Y
R

P iy 1,40,000

I 15,475

Profit and Loss Account balance 52’ 95

Total 7.08,400




12.63 Corporate
Savings deposits

Schedule 3 : Deposits \g
145,
Fixed deposits

Current deposits (97,000 + 25,000)
Total
Schedule 4 : Borrowings

Borrowings from bank
Schedule S : Other liabilities:

Security deposits of employees | ——
Rebate on bills discounted :

Schedule 6 : Cash and balailée With RBI_

Cash in hand m
Cash with RBI , - 50,000
| 500
Schedule 7 : Balances with banks and money at call and short not?
Balances with other banks g3 46,350
Money at call and short notice : L 26,000
~ Total e 72,350

Schedule 8 : Investm_ents" ,' _

Government bonds 3 Al 1,94370"
Other investments | A -1 1,55,630
Gold Bullion : 15,130
3,65,130

Schedule 9 : Advances

Loans, cash credits and overdrafts (2,00,000 + 25,000 — 500) 2,24,500 -
Bills discounted

Total 2,37,00
Schedule 10 : Fixed assets

Premises (buildings) (65,000 — 20,000 - 2,000) i 838
Furniture ' >

Schedule 11 : Other assets

‘ 2000
Branch adjustment A/c 2,
Silver :

| 24,620
Interest accrued on investments k=

Total
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Holding Company Accoyyy,
Introduction |

: Large scale production have given impetus to bus:
: nfl;;z:t(i)g::s L:et;gersg*‘“d acqlﬁsitipns .have become the order Ofﬂfe d&ysil:ess
corporate world. Acquiring CQDUOI!I?S. interest in & cOMpany provides Contry
over its working without affecting it's mdep.end.ent existence and -.ldent\i'ty, The
‘Holding company’ method of business cO{nbmatlon facxhtat.es Creation °f°losely
linked group of companies with interest 1n mutual well being. Thus, 80quirpg
control over other companies has become a favourate method to build up o
industrial empire. A SR
(a) Meaning and Definition of Holding Company and Subsidiary Company

A holding company is one which controls one or more other companies by

means of: | - :
(@) Holding majority shares or _
(b) Controlling the composition of Board of directors or -
() Controlling a holding company with subsidiaries. _ .

The Indian Companies Act does not define a holding company directly.
Sec. 4 (4) of the Companies Act says “‘A company shall be deemed to be the
holding company of another, if, but only if, that other is its subsidiary”.

- According to Sec. 4(1) of the Companies Act, a company is a subsidiary of
another company if, but only if, |

() The other company controls the composition of its board of directors of
(b) The other company ) ; o 5k

g) H('>lc.is more than half in nominal value of it’s equity share capital

) Ifitisa company formed before 1st April 1956 with both equity and

preference shareholders having the same voting rights, the othe"

company, exercises or controls more than half of its voting poweb

(lll) It is a SUbSidia of . ; ’ : any’s
subsidiary, 'y ot any company which is that othgr compa
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. Company Accounts 14.2
/ﬂ“':; !,mmpl ¢ ifcomp‘an?' ‘t:;ti‘s subsidiary o,f company ‘B’ and company ‘C’ is
. ,ubsld‘ ary of company A, company ‘C’ becomes subsidiary for company

ndu'eCﬂy Such a subsidiary may be called sub-subsidiary or deemed
,.Aﬂdiafy

girements relating to presentation of accounts

Sec. 212 0f the Companies Act lays down specifically the different aspects of
pmemanon of accounts by a holding company.

1. A holding company has to attach the following documents with its balance

sheet in respect of each of its subsidiaries:
(a) A copy of the Balance Sheet of the subsidiary;
(b) A copy of the Profit & Loss account: '
() A copy of the report of its board of directors
(d) A copy of the report.of its auditors. - '
) A statement of the holding company ’S. mterest in the subsxdlary as
~ specified in sub-section (3). o |
(f) The statement referred to in sub-sectlon %) if any, and
~ (g) Thereport referred to in sub-section (6) ifiany. -

2. Ifthe financial years of the holding company and sub51d1ary coincide
- with each-other, subsidiary company’s Balance Sheet and other documents
mentioned above relating to the same financial year should be attached to
the Balance Sheet of the holding company.

- If the financial years of both the companies do not coincide, the precedmg
year’s Balance Sheet and other statements of the subsidiary must be attached.
However the time span between the two balance sheets should not be more than
six months. 5T AT

Requn'ements of Schedule VI

The following items relating to the subsidiary company must be disclosed in
the holdmg company’s Balance Sheet as prescnbed under'Schedule VI

On the assets side of the Balance Sheet |
(@ ‘Under the headmg of ‘Investments’ Investments in equity shares,
preference shares, debentures, etc., of the subsidiary company.
(b) Under the heading ‘Loans and Advances” Advances and loans given
to subsidiaries.

On the liabilities side of the Balance Sheet
(@) Under the heading ‘secured loans’
. Loans and advances from subsidiaries
(b) Under the heading ‘unsecured loans’
Loans and Advances from subsidiaries

(¢) Under the heading ‘Current liabilities and provisions amount due from
subsidiaries.
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Consolidated Financial Statements N

The 'legal' Balance Sheet of a Holding company shoul'd Contaip,
particulars. However, consolidated financial st'atements Or 'group ac(:ounal?()‘,e
in addition to the legal financial statements which are to be StatUtOrily ﬁle(;s N
appropriate authorities. . Wity

There is no statutory requirement for a holding Compap
consolidated Financial Statements. However, the Institute
accountants of India has issued AS-21 on 'Consoli.dated, Financ;
which comes into effect in respect of accounting periods comme
Ist April 2001. But AS-21 is not Mandatory and only thoge c

prepare consolidated Financial Statements can prepare ang Present they
accordance with the standard.

AS-21 Terms a holding company as 'Parent Company' which hag one or .
subsidiaries and a 'Subsidiary' as an enterprice that is controlleq anout:re
enterprise known as 'parent'. A 'group' is a parent e!nd all its subsidian'e& AS.2e1r
should be applied in the preparation and presentation of consolidateq Finan:
Statements for a group of enterprises under the control of a parent

Consolidation of Profit and Loss account and Balance Sheet implies Preparaty,
of a single Profit and Loss account and Balance Sheet of a holding company gy
subsidiaries. This is done by aggregating all items of Incomes, Expenses, Assets
Liabilities etc., of the holding company and its subsidiaries, Sych Consolidatiop j
also known as ‘group accounts’. Group accounts are com

pulsory in England 4,
per the Companies Act 1956, there is no obligation on the part of a holding o
to prepare and present ‘group accounts’ or consolidated financial statemenss

However, different users of accounting information like shareholders, employees,
lenders, potential investors etc., are in need of information about the financial
position and result of operations of the entire group. Consolidated accounts flf
such a need. Similarly, international accounting standard. IAS-27 makesit obligatory
for a holding company, ifnot exempted, to present consolidated financial statements.
Thus, it is apparent that irrespective of legal requirements, consolidated financil
Statements are of great practical value and are usually prepared and presented by
all the progressive companies.

(C) PREPARATION OF CONSOLIDATED BALANCE SHEET

The following are the various points to be considered and followed for the
preparation of consolidated

Balance Sheet of a holding company and its
subsidiaries.

0
of ChI;:pafe
al State

. Mep, |
ncing ¢, o :Rts
OMpanjgg .1

L. Basic philosophy of consolidation — Elimination of investment account
Usually a holding company

. ) i g as an
shows the shares acquired in a subsidiary
investment on the assets side 0

aid
fits Balance Sheet. This shpYVS the af:zlen:;efaijs
by the holding company for the shares acquired in the subsidiary. Bu



wer o - |
Nz:_::.:% interest S

(a) Meaning: Usually, a holding company acquires majority equity shares i
a subsidiary, representing the controlling interest. The remaining shares
may be in the hands of the general public. Such holding of the general
public in the subsidiary company is called ‘“Minority interest’.

(b) Treatment: The minority interest is to be computed and shown on the
liabilities side of the consolidated Balance Sheet as a separate item. It may
be shown as the last item on the liabilities side or along with the share

% _owvmnm_ of the holding company. The former method is more popular.

T wwwaARWRAL

MNAM\ am 2. Ame A
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() Compuaarion Ususlly the following mamﬁm the m

Zi

Pace value of minority equity shares
Face value of minority preference shares
Minority share of capital profits
Minority share of revenue profits
Minority share of bonus shares issued

Less: Minority share of capital losses

|8z %% & # i- ,I/A'/

XK
Minority share of revenue losses ‘ 0K
Total minority interest N
3. Cost of control or goodwill |
(&) Meaning: When holding company acquites maijg , :
, jority of :
' subsidiary, it may be forced to pay more than the facgr vah;? a:gm Y
book value of such shares. The demand and supply equation ot |
here. The demand for the s . |

ubsidiary company’s shares
olling interest in the subsidiary ‘pushes s |
the market price of such shares. Thus, cost of control matlr)ye ‘pmuy:i |
“excess’ paid by the holding company to ac uire ‘controlling interest’ in |
the subsidiary company, DR ) v

(b) Treatment: The €xcess amount paid is usually treatéd as ‘goodwill and s |

shown on the assets side of the consolidated Balance Sheet along Wit |
any goodwill in the holding company’s Balance Sheet. |

If t.he price paid by the holding company for shares acquired i’*‘f“ '1
subsidiary is less than "what is received in return’ in the form of the e
value of shares purchased and the holding company’s share of thecap'™
profits, such difference is a capital gain. Such capital profit can bered®

f“;)m any goodwill existing in the Balance Sheet of the boldisé -
su

b llor
s‘d}aﬂ' companies. If the capital profit is in excess of such W:;w j
©T€ 15 no goodwill in the Balance sheets, it must be shown ]

reserve’ in the liabilities side of the consolidated Balance Sheet

process of acquiring contr . vis
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of ascertaining cost of

= - ompuation The following is the el method
N control of capital reserve.

R«

Amount pa@ for shares purchased by the

holding company in the subsidiary
(ad Holding company's share of capital loss
Les

. Face value of shares
Holding company’s share of capital profits
Holding company’s share of Bonus shares
issued by subsidiary
Holding company’s share of dividend paid
out of capital profits 00K
Goodwill or capital reserve o

. Ifthe Balance is positive, it is goodwill. I it is negative, it i capital profit
to be treated as capital reserve. -
mgoodwillorcapitalreserveasceminedheremmtbemmedwithmy

podwill in the Balance Sheets of the holding company and the subsidiary

§
OO LICS.

4 Revenue profits or post acquisition profits
, Meaning : Profits eamed by a subsidiary company after the date of acquisition
“ of shares by the holding company are called revenue profits or post acquisition
- profits. These profits may be a part of the Profit & Loss account of the subsidiary
’ company or they might have been transferred to reserves or proposed as dividend.
. Treatment : The revenue profits have to be divided in the ratio of shares held
. by the holding company and the minority in the subsidiary, generally known as
- “Holding minority ratio’. The minority share is added in computing minority
- interest. The holding company’s share is added to the holding company’s Profit
“and Loss Account in the consolidated Balance Sheet.
- Computation : If shares are purchased by the holding company on the date
- of the given Balance Sheets, revenue profits are ‘Nil’. If shares are purchased
* during the ‘current year’, profits earned during the current year are assumed to
. be earned uniformly and the profits proportionate to the number of months after
~ the purchase of shares are treated as revenue profits. If the shares were acquired
~ at the beginning of the current year, entire profit of the current year has to be
. treated as revenue profits. If exact date of purchase of shares is not given, other
~ details about profits have to be seen to determine the revenue profits.

5. Revenue losses or post acquisition losses .
~ Any loss incurred by the subsidiary company after tt:e date of .p.t:cha;essg
. shares by the holding company is called ‘revenue loss’ or ‘post acquisition 1055

58
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mmmhm'nmmmﬂlm"“mw“:«% 1
kfwMﬂl,manMAL“
Meaning Al!hwmﬁmofmmcm,m%
dmmdmumwmmm@'d‘mm. tme
acquisition profits’. They may be in the form of capital reserve, gener, "
mMMmmeﬂ&lmmm."m“
during the current yeas, profit eamed by the subsidiary in the mongy
demdnmlyaisdsombenkenmwmm
m'mﬁmmmofmmlwlitmmmmofmwg
has 1o be treated as capital profit. e
All.caonmnmv:»ikmelontht:demcofpurchaseofsh-eabym,,mh
m.nmwdu‘upinllm’.Similmy.mylwincwmmﬁ,%
ywhefatpwd:neofmadsocapiulloss.mlosmm“
assets and liabilities at the time of purchase of shares is also to be tregteq ,,
capital loss.
Treatment: Any Bonus shares issued, and dividend paid out of the capiy
pmﬁuhstobembuuwdanddwbalameofcapitalpmﬁtorhsunh
3 divided in the ‘holding minority ratio. Minority share of the capital profits haso
be added to the minority interest. Similarly, minority share of capital loss haso
be subtracted in the computation of minority interest.

Holding company s share of capital profit is to be reduced while ascertaining |
cost of control. This is due to the fact that accumulated profits of the subsidian
must have influenced the price paid for the shares acquired. Based on the san
M.Mngwmpany’sshmofcapitallossisaddedintbceompm“
cost of control.
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M - “poited profine e wesnlly compiited ¢ follows:

jon
’;ﬁ”ﬁ";.—» L -
sl rESETVE, CApRL rESETVE, P& I A and
e reserves of subwidiary on the date
nf purchiee of shares . ~
Aanir dhares iesmed by subsidiary from
18 pre acquisition profits oo
rywidend paid by subsidiary out of
: pre acquisition profits oo e
i sy compery Pl B e -
44 Profit on revaluation of assets and
Jighilities of the subsidiary on the date of purchme o
e Loss on revaluation of assets and liabilities of subsidiary
het on the date of purchase oo
Net capital profits 000

» Revalustion of assets and liabilities

mmldingomnpmywqtﬁmeonmllinginminasubsidicy. it may
sevalue the assets and liabilities to reflect their current values. These revised
mmyfonnmebasisfmdemminingthevalmofshamforthepwpouof

Any profit or loss on revaluation of the assets and the outside liabilities has
w be adjusted in the respective assets and liabilities in the consolidated Balance
Sheet, if it is not already done. The same profit or loss has to be included in the
computation of ‘capital profits’, as already explained earlier.

Depreciation on Revalued Assets

The changes in the value of any fixed assets as on the date of purchase of
shares creates the problem of ‘Depreciation’. If there was appreciation on the
fixed assets due to revaluation, additional depreciation from the date of revaluation
tl the Balance Sheet date has to be provided. This additional depreciation has
1 be reduced from ‘Revenue profits’ because the depreciation is related to the
Post acquisition period.

If there was decrease in the value of fixed assets on revaluation, the
z‘"monwﬁbutabletodw ‘decreased’ portion of the asset has to be calculated

added to the revenue profits.
dep::c"‘wfnbmed Balance Sheet, these, additional depreciation or ‘saving in

on’ have to be adjusted in the assets concerned.
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mentional assets and liabilities are summarised i .
ﬂt ’bop::fonna of Consolidated Balance Sheet. sed in the following

onsolid? ted Balance Sheet of Holding Co, and its Subsidiary as on .......

i WV n e

Liabilities Rs. | Rs. Assets Rs. Rs.
C & o Fixed Assets
gpare Capital of Holding Co. o | (i), Cost of Control
geserves Surplus -'f Goodwill -
) Capital Reserves 0 ' Add : Goodwill in
Holuing Co. |0 B/S of Holding Co. | xx
4dd: Share in Pre-ecquisition Add : Goodwill in B/s
Reserves & Profits of of Subsidiary Co. | %
Subsidiary X
- XXX
XXX Less : Capital Reserve
Less : Goodwill as per Contra | xxx as per Contra 00K
L o -~ -
(i) Revenue Reserves of (ii) All other fixed
Holding Co. |xx assets of Holding Co. | xox
4dd: ShareinRevenue Add : All other fixed
Reserves of Subsidiary |xx assets of Subsidiary| xx
(iii) P&L a/c balance of ‘ Investments :
Holding Co. XX | _ Investments of
Add: Sharein Revenue " Holding Co.
Profits of Subsidiary Co.| xxx ' except investments
' | ~ in subsidiary X
XXX Add : Investments of
Less : Share in unrealised Subsidiary XX
Profits XX — XX
| | xxx | Current Asses, Loans
Secured Loans : ' " and Advances :
Secured loans of Holding Co.| xxx ~ Current Assets,
Add: Secured loans of loans and advances
- Subsidiary Co. XXX of Subsidiary Co. | xxx
— XXX —
Unsecured Loans : e
Unsecured loans of
Holding Co. XK Less : Inter-company
. 4dd: Unsecured loans of Debts XX
| Subsidiary Co. X000 —
| XX i d
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Corpo
Tate A
Current Liabilities and Yo' : CCouy,
OV in stock
(1) Current liabilities & XX
Provisions of Holding Co. XXX Miscellaneoys —~—
Add: Current liabilities Expendiaees b
~ & Provisions of P&L a/c of Hol ding Co
Subsidiary Co. XK ' .
XXX
Less : Inter-Company
Liabilities ' XX
(i) Minority Interest XXX
m’x b —
. X
- ILLUSTRATIONS
Goodwill given in Balance Sheet

Illustration 1
The Balance Sheets of C Ltd and D Ltd. as at 31st December, 2016 are as
follows:

Liabilities CLd | DLd. Assets CLtd | DI

 Rs. Rs. ' Rs. Rs
~ Share capital (in Sundry assets 1,32,500| 138200
shares of Rs. 10 each) 2,00,000| 1,00,000 Goodwill -] 2000

General reserve 18,000 20,000 Sharesin .

Profit & Loss A/c 24,500( 23,000 D Ltd. at cost 1,40,000 1
Creditors 30,000 15,200 0
2772.500| 1.58200 2,72,50 1’5»1;

1
In the case of ‘D’ Ltd., profit for the year ended 31st December DZ(I)J 13

Rs. 12,000 and transfer to reserve is Rs. 5,000. The holding of C Ltd- 1t
90% acquired on 30th June 2016.
~ Draft a consolidated Balance Sheet of ‘C’ Ltd. and its subsidiary. 200815

[Madras, Ist M.Com (ICE) Oct. 2009; B.Com (AF) Nov. 2008; B»Co""z% 5
M.Com., Ap. 2008; Ap. 2007; M.Com (ICE) Ap. 2007; B.Com. (CS) (PYD) N0
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to Accounts:
I:
20,000 shares of Rs. 10 each Ry
Reserve and surplus: 2,00.000
(General reserve
Surplus instalment of P & |, . 18.000
Balance as per C Ltd. Balance sheet : 2 4,500
4dd- Share of revenue profit : 5,400
—_—
29,900
Trade payables: 47,900
Sundry creditors
C L. 36,000
D Ltd. 15.200
45,200
F Tangible assets:
: Sundry assets:
C Ltd. 1,32,500
D Ltd. 1,38,200 |
| 2,70,700
5. Intangible assets:
Goodwill 36,700
f Consolidated Balance sheet of C Ltd. and its subsidiary D Ltd. as on
31.12.2016 (As per Schedule VI)
3 Note No. Rs.
L Equity and Liabilities:
: (i) Shareholders’ funds:
Share capital 1 2,00,000
Reserves and surplus 2 47,900
(ii) Minority interest (W.N 4) 14,300
(iii) Current liabilities
; Trade payables 3 __45.200
. 3,07,400
s Total (i) + (ii) + (iii)

e
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TL Assets: \I!
270,“0
h)m

(1) Non- current sssets:

Tangible assets 4
Intangible assets
(1) Current assets:
Total (i) + (ii) 37\
\
Working notes

1. Holding-minority ratio
C Ltd. acquired 90% of shares in D Ltd.

-, Minority holding in D Ltd. = 10%
Ratio=90:100r9:1

2. Revenue profits
Profit for the current year, given 12, ;;)
Profit made after June 30th or revenue profit = 12,000 % ™
. 9
) = . 6, . -
Holding company’s share 000 x 0 =S4
. "o . 1
Minority’s share = 6000x— _
; 10 600
3. Capital profits
: Rs.
General reserve of D Ltd. 20,000
Profit & Loss Account of D Ltd. 23,000
' 43,000
Less: Revenue profit 6,000
Capital profit 37,000
Holding company’s’ share = 37,000 X-l% = 33,300
Minority’s share = 37,000 XT]-O- = 3,700

Note: Since it is clearly stated that the profit of D Ltd: for the year 2016 is Rs. 12,000
it is assumed that the transfer to reserve of Rs. 5,000 is a part of the Rs. 12,000

4. Minority interest Rs.
10
Face value of minority shares 1,00,000 x T00 - 10,000
Add: Minority share of capital profit 3,700
Add: Minority share of revenue profit 600 .

Minority interest 14,300
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mml or goodwill Rs.
5 Amount paid by C Ltd. for shares purchased in D Ltd. 1.40,000
Less: Face value of shares purchased 1,00,000 x % 90,000
LesS: Holding company’s share of capital profits 33,300 | 1,23,300
Goodwill 16,700
4dd: Goodwill in D Ltd.’s Balance Sheet 20,000
Goodwill to be shown in consolidated Balance Sheet 36,700
Unrealised profit in stock
[llustration 2
On 31st March, 2018 the balance sheets of H Ltd. and its subsidiary S Ltd.
stood as follows:.
it
Liabilities "HLtd | SLtd. Assets HLtd | SLd
Rs. Rs: | Rs. Rs.
Equity share capital| 8,00,000} 2,00,000( Fixed assets 5,50,000 | 1,00,000
General reserve 1,50,000[ 70,0004 75% shares in
Profit & Loss A/c 90,000/ 55,000 S Ltd. (atcost) | 2.,80,000 —
Creditors | 1,20,000{ 80,000 Stock. _ 1,05,000 | 1,77,000
| ' ‘Othqr current assets 2,25,000 1,28.000
11,60,000| 4,05,000 "11,60,000 | 405,000
Draw a consolidated Balance Sheet as at 31st March, 2018 after taking into

consideration the following informatien:
@ HLtd. acquired the shares on 31st July, 2017.
() SLtd. earned profitofRs. 45,
(i) InJanuary2018 SLtd.soldtoH

godown of H Ltd.
Give your working notes.

[Madras, 1st M.Com., Ap. 2009; Nov. 2008; B.Com

000 for the year ended 31st March, 2018.
Ltd. goods costing Rs. 15,000 for Rs.20,000.
On 31st March, 2018 half of these goods were lying as unsold in the

Y

(PZ4A) Nov. 2007;

B.Com. (PZG) Nov. 2005; BCS (PYD) Nov. 2005;
M.Com., May 1997; A.C.S. Inter, June 1996}
[Thiruvalluvar, B.Com., April 2007] |
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Add W iad s share of revenwe profit :

Jew Provision for unrealized profit

4 Tangible assets:
Fixed assets:
H L.
Sl

S. Intangible assets:
Goodwill
6. Stock:
H L.
S L.

Less: Provision for unrealized profit

7. Other current assets:
H Ltd.
SLtd.

™ 000

1,12,500
2,500

5,50,000
1,00,000
e m—

1,05,000

1,77,000

2,82,000
2,500

2,25,000
1,28,000
IR i e
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C/r (As per Schedule VT)
a Note No.| Rs.
1 Eq““y snd Liabilities:
o) Shareholders’ funds:
Share capital i 8.00,000
Reserves and surplus 2 2.60,000
(i) Minority interest (W.N 4) 81,250
(iii) Current liabilities
Trade payables 3 | 2,00,000
. [X] seee ) _.__'_————
Total (i) + (i) + (iii) 13,41,250
1L Assets:
(i) Non- current assets: . .
Tangible assets 4 6,50,000
Intangible assets 58,750
(i) Current assets:
Stock 6 | 279500
Other current assets 7 3,53,000
Total (i) + (ii) 13,41,250
Working thes: : Y
1. Holding-Minority Ratio : H Ltd. acquired 75% shares in S Ltd.
. Minority holding in S Ltd. 25% Ratio=75:250r3:1
2. Revenueprofits '
Rs.
Current year profit of S Ltd., given 45,000
Profit earned by S Ltd. after 31st July or
8
revenue profit = 45000 5 whs 30,000
z 3 _
Holding company’s share = 30000x~ = 22,500
1
Minority share w 30,00,0"'; =| 7,500
3. Capital profits -
General reserve of S Ltd. on 31 3.18 70,000
Profit & Loss account of S Ltd. on 31.3.18 55,000
1,25,000
Less: Revenue profit 30,000
Capital profit 95,000

..
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Holding company's share = 95,000 x S 5
4 1,25,
Minority share = 95000xl 2
75
4. Minority interest
' e
Face value of minotity shares 2,00,000 x 100 50,000
Add: Minority share of capiial profits 23,750
Add: Minority share of revenue profits 7,500
Minority interest 81,250
5. Cost of control or goodwill X
Amount paid for shares purchased by H Ltd. in S Ltd. 2,380,000
3 |
Less: Face value of shares purchased 2,00,000 x 1 1,50,000
Holding company’s share of capital profits 71,250 | 222125
Goodwill m
6. Provision for unrealised profit in stock
Profit in stock of H Ltd. acquired from S Ltd.
RPN Mot ,

.. Provision to be created = 2,500.

Mutual obligation in bills
Hlustration 3 E _

From the following Balance Sheet relating to H Ltd. and S Ltd. prepare a
consolidated Balance Sheet.

Balance Sheet as on 31.12.2020
Liabilities HLd | SLtd Assets HlLtd | Sld

Share capital (Shares [Sundry fixed assets | 8,00,000 [1,20.000

of Rs.10 each)  [10,00,000 | 2,00,000 Stock 6,10,000 [2:40000
Profit and Loss A/c | 4,00,000 | 1,20,000 [Debtors 1,30,000 |1,70000
Reserves 1,00,000 [ 60,000 [Bills receivable 10000 ~
Creditors 2,00,000 | 1,20,000 [Shares in ‘S Ltd.’ at
Bills payable —| 30,000 [cost (15,000 shares) _1,5_2,9(-)9 S

17,00,000 | 530,000 700000 (5300
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- A1 ad inchudes Re S0.000 parchased fom S [ d The profie
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g Com (CS) (SVER) Now. 2007; B.Com (NCE) Oct. 1005; B.Com,
e 2002; Ap. 2000; | M.Com., April 2081; B.Com., March |995]
[Peripar, B.Com., Ap. 2005; Rharathiar, B.Com, Nov J004]

Ry
capite!
. 0,000 shares of Rs.10 each 10.00,000
snd surples:
, 100,000
Capital reserve 45,000
S statement of P& L
H Lid. Balance sheet 4,00,000
add Hlxd's share of revenue profit __ %000
4,90,000
Less Provision for unrealized profit 10000 | _4,80,000
6,25,000
Sundry creditors
2,00,000
1,20,000
3,20,000
: 30,000
Less- Mutual Obligati 10000 |
igation 20,000
7,40.000
Sundry assets:
H Lid $,00,000
Siad.
9,20,000
S Stock
H L. 6,10,000
' 8,50,000
LC“" Pfo A t ___LQM—--
vision for unrealized profi 8,40,000




| Vouwits and |inhilitien
(1 Wharehotdens  funds
Share Caprisl
Renerves wnd warpiun
(W) Mimorkty imerest (WN 4)
(00 Curvent Lutwlitien
Trade paysbies
Tonal (1) + (4) + (i)
I Assons
(1) Non- curvont assets
Tangivhe assets
Imangibie assets
(i) Cumvont assets'
Stock
Trute recei vables
Total (i) + (i)
Working sotes
1 Holding - minorty resio

Tokal shaves in § 11d ""'i?a‘i’”

Shares acquired by H Lid. in § Lud.
Minority shares

.. Ratio= 15,000 :5,000=173:)




g Compeny Accourits 14.26

d
HO e rofits Rs.

2 Caprefve of S Ltd. on the date of purchase of shares in S Ltd. by H leﬁ 60,000

Holding companyos.share = 60,0(m X % - 45,(m
1
Minority share = 60000x- = 15,000
3 Revenutl’mﬁ‘s 6

profits earned by S Ltd. after shafes were - .
acquired by HLtd. in SLtd.

. Revenue profits

P&LA/ = [1,20,000
1,20,000
Holding company’s share = '1,20,000x% = | 90,000

* Minority’s share -1;20,000><-; = | 30,000

4. Minority interest

Face value of minbrity shares 5,000 x 101 A i ) g | 50,000
Add: Minority’s share of capital profits = | 15,000
Add: Minority’s share of revenue profits = 30,000
~ Minority interest | 95,000
5. Cost of control or goodwill
Amount paid for shares purchased by
HLtd. in'S Ltd. o ,50,000

Less: Face value of shares purchased 15,000 10 1,50,000 :
Holding company’s share of capital profits 45,000 11,95,000

| Capital reserve 45,000
6. Provision for unrealised profits in stock
| Stock with H Ltd. purchased from S Ltd. 50,000
Profit included in stock 25% on cost
20 |-
(or) 20% on sale price = 50,000x - = | 10,000

Provision to be made : 10;000 .




