Amalgamation, Absorption and
__External Reconstruction
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Rs. 100 each 400 | Advances b 565
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PRLA/C 0 150
Secured Loan : o
12% Debentures of 9% 0
Rs. 100 each
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Solution :
Notes to Accounts:

Lo QEN T = ;
Rs. in laky,
1. Share capital:
Issued and paid up capital 2,300
Equity shares of Rs. 100 each 700
0 each .
15% pref.shares of Rs.10 —W
—2000
2. Reserves and Surplus: 180
Revaluation reserve (100 + 80) -
General reserve (W.N 3) 3-
Profit & loss a/c (W.N3) . : ——-\4
214 |
3. Long term borrowings:
16% Debentures of Rs.100 each (W.N 2) 132
4. Tangible assets:
Fixed assets (1,200 + 1,000) 2,200
Balance sheet of Gamma Ltd. as on 1.4.2001
Note No.} Rs.in lakh
I. Equity and Liabilities:
(1) Shareholders’ funds:
Share capital I 3,000
Reserves and surplus 2 214
(ii) Non- current liabilities:
Long term borrowings 3 132
(iii) Current liatfilitie.s' (204 + 95) 299
Total (i) + (ii) + (iii) 3,645
II. Assets:
(i) Non- current assets:
T . : 3
angible assets 2,200
Intangible assets
(ii) Current assets: ( 880 + 565) | 445
Total (i) + (ii) .
13,645
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K
r Purchase Consideratiop
Alph % i Lakhs
~ ares for shareholders of pha L, Beta Ltd. Total
Eaulty Alphe Ltd. (1,000 x 1.5) 1
1S ares for shareholders of ,’500 _ 1,500
fqV geta Ltd. (800 x 1)
~ = 800 800
frence shares for shareholders of ol .2,300
ke Alpha Ltd. & Beta Ltd. IR EC T DOTEE |
| I 400 300 700
purchase consideration |
ghare Capital of Transferor Co.,s Alpha & Beta o F : 10-0" g,ggg
ExcesS ofPurchase consideration over share capi@ .
oy
forking Note 2 -
ement of Debentures of Transferor Companies
Rs. in Lakhs
m— : Lo
<5 i Alpha . Beta Total
~ Value of Debentures issued by Gamma Ltd. |
i ' 12 2 -
96 x —— = 80 X — =
X 16 72 X 16 -60 132
Face Value of Debentures of
Transferor Co.,s | 96' 80 176
Excess of Face Value of Debentu_res & (24) (20) (44)
settled over value of debentures issued.{

Net Excess Payment to be adjusted i
reserves = 500 — 44 = 456.

n fhe Balance Sheet of Transferee Co., against

Working Note 3 | -
i ee

Reserves to be Shown 1nt Balance | gt il

% General Reserve P&L A/c e
B 200 80
Alpha Ltd. 0 .
Beta Ltd. ¢
350 140




- . e gy
Less - Excess Payment to be adjusted 350 05~

Ralance to be shown in Balance sheet g 34

1% 2 Pevnnnn navmant nf niirrhaca nanata. .



st 11999 Thi il

0% ihe assets and liabilities of the g or0ed by Thig

R ﬂe pusiness was fixed at Rs, 4,0 O,O%%etoat boo.k val

fof Jyinthe form of its fully pajq

‘ic Ltd., the later taking
. i, esélThe consideration
cquity s ot 8¢d by the transferee

comP (e shareholders of the transferq, c 0 each t :

n , : I COmpan > 10 be distrily
amoes for every share held n the transferqy clz) ¥ €ach shareho]der gettin lgc,d
sha fth : Mpany, ~ sttling two

alance sheets of the two Companies ag |

b on 31st March 1999
W - Thick Ltd. | Thin Lid, | gssore :
®s)|  (Rs) | Th’ck(gd. Thin L,
m:. ot 1 Goodwill |3 / G
S~ 15.00.000 ’ #00.000 1 60,000
puthorised 2220001 3.00,000 | Piant & 5 ’

- ribed 2 i g , .
Issued&Suzs; B » Machinery . . 4,12,000 | 1,00,000
Eq. Shares O S-. N Furniture 80,000 | 30,000

each fully paid 9,00,000{ 2,00,000 |Stock in trade | 2,65500] 60,000
General Reserve 1,80,000f 50,000 | Sundry Debtors| 2,21,200 | 46,000
profit & Loss A/c 20,5021 12,900 |Prepaidinsuranc -~ _| 700
Workmen’s | | Income Taxrefund] = - 6,000

compensation Fund| 12,000 9,000 claim
Sundry Creditors ~ 58,567| 30,456 |Cash in hand | 869 356
Staff Provident Fund 10,200{- 4,000 |CashatBank ‘| 14,000 8,300
Provision for Tax 12,300 5,000
11,93,569] 3,11,356 | [11,93,569 | 3,11,356
W Thick Ltd.,

Amalgamations expenses amounting to Rs. 1,000 were paid by
Youare required to — , s |
v v od equit in the books

@) Prepare realisation account d»equlty shareholde;s account m

of ThinLtd. - L
, | ' it hick Ltd., and
) Pass the necessary journal entries in the b::tk: :)Iferanfalgamat'ion in the
(i) Prepare the balance sheet of Thick Ltd., atter t
nature of merger. : ; CAIA) Ap. 2008]
008; 1st M.Com (
[Madras, B.Com (PZ44) Nov- % [A.C.S. Inter. June 1999]
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o In the books of Thin Lﬂ.(s&gc.,)
Realisation A/c "
Particulars Rs. P mulm 5
31-3-99 31-3-99
To Goodwill 60,000 | By Sundry Credi
To Plant & Machinery 1,00,000 | By Suﬂ'hwu. |
To Furniture 30,000 | By Provision for Tax 7,
To Stock 60,000 | By Thick Ltd. (Purct
[0 Sundry Debtors 46,000
0 Prepaid Insurance 700
0 I.T. Refund claim 6,000
) Cash in hand 356
'Cash at bank 8.300
Equity shareholders 1,28,100
4,39,456
S Equity Shareholders A/c
yParticulars R | »
-99 |
quity shares in Th 31-3-99
ares in Thi
ick Ltd. 4,00,000 | By Eq. share o 1,
,By General M
ByP&LAL
By Workmen’s ;ompe .
By Realisation A c (
4,00,000 00 | S
?];n';lffcmhatno E z e g x ':' :
In not recorded in
Payable (l..Ag .Ompany Pavs them awa = o &h




e 7 ) - W
lSolutlon : In the books .of Thin Ltd. (Selling Co,) :

Realisation A/c

Particulars _ Rs. Par ticular S\\
31399 31-3-99 \\Rs
To Goodwill 60,000 | By Sundry Creditorg |
To Plant & Machinery 1,00,000 | By Staff Provident Funqd 30,456
To Furniture 30,000 | By Provision for Taxation 4009
To Stock 60,000 | By Thick Ltd. (Purchase pricg) 4 03,000
To Sundry Debtors 46,000 000
To Prepaid Insurance 700

To I.T. Refund claim 6,000
To Cash in hand 356
To Cash at bank 8,300
To Equity shareholders 1,28,100
4,39,456 m
e ——
Equity Shareholders A/c
Particulars Rs. Particulars Rs.
31-3-99 31-3-99

To Equity shares in Thick Ltd. 4,00,000 | By Eq. share Capital A/c 2,00,000
By General Reserve A/c 50,000

By P&L Alc 12,900
By Workmen’s compensation
Fund A/c 9,000
By Realisation A/c (Profit) | 1,28,100
— L
4300,000 4’00,000
. _‘_—/

Note: Amalgamation, Es -
nE . _ , becals?
the purchasing . PorScS ar€ not recorded in the selling Company’s books |

. 5
payable t 18 company pays them and it i preferable to show the am?
0 shareholders only as purchase price.




v qattoth ; - »wuons . :
' asin —_— .
Journal Eptyieg g C"mpany) 10.39} ;

/I;articulars - ‘\1

5 - v F
gt Bl A 2o sl | e}g;t Crodi
993/1 pusiness Purchase A/c Dr ~— .\Rs_
Mm‘fhs To Liquidator of Thin Ltd. | 4,00,000
eing purchase consideration b 400,000
,payable as per agreement] e
Goodwill Alc : i Dr |
” plant & Machinery A/c NS Dr 60,000
purniture A/C Bl -1,00,000
g -~ 30,000
Stock A/c b | Py
gundry Debtors Dr 46,000
prepaid Insurance Alc D *
. E - 700
1T. Refund Claim A/c | Dr 6000
Cash in hand A/c . | Dr .
Cash at Bank A/c sty Dr 8.300
General Reserve A/c(W.N.1) Dr . 1,37,100
To Workmen’s Compensation Al .
Fund A/c ) 9,000
To Sundry Creditors « ' b Tan e 8 e 30,456
To Staff Provident Fund ‘ 4,000
' To Provision for Taxation g 4 - 5,000
To Business Purchase A/c ‘ , s L \ 4,00,00Q
[Being assets & liabilities takenover
and excess of purchase price over
share capital of Thin Ltd. adjusted
in General Reserve, after adjusting
General Reserve and P&L A/c of

Thin Ltd.]- ;
[Note : Even P&L A/c may be credited
in the above entry with Rs. 12,900 and
the debit to General Reserve in that
case is Rs. 1,50,000 instead of
Rs. 1,37,1001 |




— f e, |
1040 = Dr 4,00,000 |~
s : £ Thin Ltd. A/c
Liquidator 0 AT 4,09 n
To Equity Share Capita , ’
0.5 . . 1aid inthe form .
[Being purchase price P cRs. 10
of 40,000 equity shares o1 5. A "
each at par] Dr 1,000
General Reserve A/C -
To Bank A/c 9
[Being Amalgamation expenses pal ] i
Porking Note 1 ‘ i d. (Purchasing C
' . e of Thick Ltd. ( g Co.,)

Amount to be adjusted in general reserv o =
Purchase consideration payable to o
shareholders of Thin Ltd. 2,00,0 0

Less : Paid up capital of Thin Ltd. ,00,000

| , 2,00,000

Less : General Reserve of Thin Ltd. 50,000
" P&L Afc of Thin Ltd,, 12,900
—— 62,900
Amount to be debited to General Reserve of Thick Ltd. 1,37,100
Working Note 2
- Thick Limited’s general reserve to be shown in balance sheet
Rs.
- Thick Ltd.’s general reserve (given) 1,80,000
Less : Amount debited towards excesg of
purchase price over share capital of Thin Ltd., 1,37,100
42,900
Less : : ’
€55 - Amount debited towards amalgamation €Xpenses 1,000

General Reserve of Thick Ltd., afier amalgamation

41,900
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) Shautho lized capital: | T
,50,000 shares of Rs.10 each
sueds subscribed and paid up capita. 7 115,00,000
1,30,000 shares of Rs.10 each ‘
geserves and Surplus: - 113,00,000

§ General reserve (W.N 2)
profit & loss a/c 41,900
workmen compensation fund 20,302

21,000

;. Trade payables: B
Sundry creditors 89,023

4, Short term provisions:

Provision for taxation Y 17,300
Staff provident fund 14,200
31,500

5. Tangible assets:

Plant & Machinery 5,12,000
Furniture | 1,10,000-
6,22,000

. Intangible assets: 2 S
Goodwill &

1. Short term loans and advances: 200
Prepaid insurance 6,000
Income tax refund clair_n —_—5::/-66_

| e
I
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Balance sheet of Thick Ltd. as on 31.3. 1999

————

I. Equity and Liabilities:
(i) Shareholders’ funds:
_Share capital
Reserves and surplus
(i) Non- current liabilities:
Long term borrowings
(ifi) Current liabilities :
Trade payables
Short term provisions
Total (i) + (ii) + (iii)
IL. Assets: |
(i) Non- current assets:
- Tangible assets
Intangible assets
(i) Current assets:
Stock

Trade receivables ( debtors)
Cash in hand

Cash at bank _
Short term loans and advances
Total (i) + (ii)

Note No:.

Rs.in lakh

13,00,000
83,402

89,023
31,500

15,03,925

6,22,000
2,60,000

3,25,500
2,67,200
1,225
21,300
6,700

15,03,925

—



y Jas | 1,26,000
W Net assets method .
fration o
111111:4 14d.and N Ltd. agreed to amalgamate on the basis of the following Balance
gpectsason31.3.97. "
~Jiabilities M N Assets M N
N |
Share capital | Goodwill 30,000 iy
Rs. 25 each 75,000 | 50,000] Fixed assets 31,500 38,800
P&LA 7500 [ 2,500] Stock 15,000 12,000
Creditors 3,500 ] 3,500] Debtors 8,000 5,200
Depreciation fund —| 2500 Bank 1,500 2,500
86,000 | 58,500 86,000 58,500
The assets and liabilitjes are to be taken over by a new company formed
allf:d PLtd., at book values, P Ltd.’s '

the equity shares equally to the vendor companies and preference

ed for any balance of purchase price.

S joumal entrieg i the books of P Ltd. and prepare its Balance Sheet, if the

..



A pPulale Accountin
.8

10.56
" e nature of purchase.

. .. inth :
algamation 1S 1 . Bharathiar,
- fPeﬂlV“’J B.Com., Ap. 2005, M.Com., Ap. 2008; B.Com., Nov. 2007 (1¢ 1,

B.Com., Ap. 2005; Nov., 2004] lMadras.

B.Com(AF) Ap. 2009; 1! Meg);
Solution: . hase consideration (net assets)
Statement showing PUT MLd | TS
Particulars ~ Lig,
Rs. Rs. RS. RS
86,000 - 58,50
Sundry assets taken over | | »200
Less: Liabilities: 3.500 3,500 3,500
Creditors e 2,500
Depreciation fund 1 * =l ji.o\o
~ Purchase consideration - 82,500 o g 32,500
Less: Equity shares issued
equally (————1’0%000) 50,000 1 50,000
Value of preference shares issued 32,500: I _ w
Books of P Ltd. (Transferee company)
Journal entries
Date Particulars e LE Dr Cr
, . S : Rs. Rs.
.31.3.97| Business purchase A/c Dr] ~ [1,35000] .
To Liquidator of M Ltd. " ol 82,500
To Liquidator of N Ltd. 2 : 152,500
[Being purchase price payable to the vendor A
companies] ) P
” |Fixed assets A/c Dr 70,300
Stock A/c Sl " Dr 27,000
Debtors A/c , Dr 1 13,200
|BankA/c | ) Dr ‘ 4,000
|Goodwill A/c | _ ~ Dr 30,000
To Creditors A/c | - 7,000
To Depreciation fund A/c i CANN 2,500
'To Business purchase A/c ' d 1,35,000
[Being assets and liability taken over from M Ltd. -
ar.id N Ltd. and goodwil] thereon]
”  |Liquidator of M Ltd. A/c Drl 82500 | -
To quuity share capital A/c 50,000
.To 9% pr¢ference share capital A/c g 32,500
. |[Being payment of purchase price] |
Liquidator of N Ltd. Alc Dr 52.500
To Equity share capital A/lc | ; 50,000
'To 9% preference share capital A/c I 2,500
[Being payment of purchase price]
N




Wountsz e, SRR
W : ML T 107
0 Authofized capital:
10,000 Equity shares of Rs.10 each, Rs.
10,000 9% Pref,.shares of Rs.10 o 1
s sued and paid up capital: 1’2?)’000
10,000 Equity shares of Rs.10 each ;00,000
3,500 9% Pref,.shares of Rs.10 each 1,00,000
(all the above shares were issued for consideraf; 35:000
other than cash to vendors) Ideration m
, Trade.payab_les:
Creditors
3, rangiple assets: 7,000 |
Other fixed assets (70,300 - 2,500)
4 Intangible assets: 67,800
/'C_}oodwill ' B0 el e
/‘ | ‘Balance sheet of P Litd. as on 31.3.1997 3(-),900
. Equity and Liabilities: Note G whs.
(i) Shareholders’ funds:
Share capital 1.35,000
Reserves and surplus
(ii) Non- current liabilities:
- Longterm borrowings
(iii) Current liabilities :
Trade payables 17,000
Total (i) + (i) + (iii) 1,42,000
II. Assets:
(i) Non- current assets: ; e
~ Tangible assets gg’(s)g?)
Intangible assets ;
(ii) Current assets: | 27,000
Stock 13,200
Trade receivables (debtors) 4,000
Bank 1,42,000

el

— Total (i) + (ii)
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IllllFollOng is the Balance Sheet of g Ltd. as on 37
Liabilities ﬁ?&ﬂ
WL Rcs 10 each fully paiq 30,000 \:i;sets Y
» SS Dd ———
profit & I;‘; 7000| Fixeq assets )
pebentuf 10,000 Current aggets 16,500
O
mi d to take ov A — {40,000

g Limited agree er the assets of K_ Ltd ' .00
ssel ofRs. 4,000 and cash Rs. 1,000 inc]y ded in Current. a(ses);:luswe 2f one fixed

nook values. It agfeed to take over creditors also. The S) ;t 10% more than
b dlSCharged by the issue of 2,000 shares of Rs. 10 s purchase price was to

s debentures and liquidation expenses.
You are required to give journal entries in the books of K Ltd. and R Ltd

: ' [Periyar, B.Com., April 2005
[Madras, B.Com (AF) Ap. 2009; M.Com., (ICE) (PCMA), Azril 2007{

April 2007, Oct. 2006; Bangalore, B. Com., Nov. 1989]

Solution : ‘
Books of K Ltd. (Transferor company)
Journal entries }
Date Particulars | | LFE Dr Cr
) Rs. Rs.
31.12.80| Realisation A/c Dr 39,000
To Goodwill | | ‘ 4,000
To Fixed assets \ | 16,500
To Current assets (19,500 — 1,000) s 18,500
[Being transfer of assets to realisation except
cash of Rs. 1,000] | "
" | Creditors A/c , Dr 3,000 3.000
To Realisation A/c it 0o ' s
[Being transfer of liability taken over |
| 35,500
RLd. Alc or | 35,500
To Realisation A/c
[Being purchase price receivable] D 5.500
1) ‘ T s
Bank A/c Dr 30,000
Shares in R Ltd. A/c ‘ 35,500
ToR Ltd. A/c
[Being purchase price received]




Lorporate Ac
: cﬁun e

4,000 T

Dr
4:000
Dr 400
Dr 10,000
of debentures Dr 20.0
» | Share capital Alc Dr 7’0(())8
Profit & Loss cf;‘/ C N : , 27
To Shareholders A/C 00
[Bei(:lg transfer of capital and accumulated proﬁtl]) A 0
» | Realisation A/c ' 5100
To Shareholders A/c o 3,100
[Being profit on realisation
» Shareholders A/c 2 30,100
To Bank A/c 10
0
To Shares in R Ltd. A/c 30,000
[Being final payment to the shareholders]
Books of R Ltd. (Transferee company) L
Journal Entries
Date Particulars Dr Crii
Rs. Rs.
31. 12.80{Business purchase A/c Dr 35,500
| To Liquidator of K Ltd. A/c 35,500
[Being purchase price payable] :
> |Fixed assets A/c Dr 13,750
Current assets A/c D ,
r
Goodwill A/c Dr 22’2(5,8
To Creditors A/c , 3.00
’Ijo Business purchase A/c 3 5’(5)03
[Being assets and liabilities taken over and :
goodwill thereon]
Liquidator of K Ltd A/c
To Bank A/c Dr 35,500
T i : 5,500
To SShare.c.apltal A/c (2,000 10) 20,000
O Securities premium A/c (2,000 :
[Being payment of purchase price i x 5) 10,000
o form of cash ang shares] pricein the
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Nﬂﬂlgwr g otes: (
i o Jeration (1€t assets method)
ase

WO
p
odwill (4,000 *400) Rs.
ixed 855¢ ets (16,500 — 4,000 + 1 250) 4,400
curren nt assets (19,500 — 1,000 + 1 850) 13,750
Gross assets taken 20,350
e
55 Net assets OF Purchase consideration 35’500
Ghares to be given (2,000 x 15) 30’000
Cashto be glven (bal. fig) 5’ 500
35,500
Realisation A/c
Lt Rs. Rs,
Wts 39,000 By Creditors 330"00
» Bank (expenSeS) 400| By R Ltd. (Purchase price) 35,500
shareholdel‘s (profit) (bal. ﬁg) 3,100 By Bank (fixed assets) | 4,000
42,500 ' 42,500
BankA/c |
. - Rs. ; Rs.
»Balance b/d 1,000| By Realisation (Expenses) 400
(part of current assets) By Debentures ' 10,000
) Realisation (Fixed Assets) 4,000| By Shareholders (Bal. Fig.) | 100
)R Lid. 5.500] . -
10,500 10,500
— Shareholders A/c
| .7 Rs.
—— Rs. : -
zga“k 100| By Share capital ; 22’333
hares in R Ltd, 30,000 By P& LA 3100
| By Realisation (Profit) 36:1—(—)5
30,100 =

————




External reconstruction — Net payment method

Illustration 21 |

Given below is the Balance Sheet of Hard Luck Ltd. as at 3 1st March 1995
Balance Sheet

Liabilities Rs. Assets Rs.

40,000 shares of Rs. 10 each fully Land & Building 3,20,000

- paid | 4,00,000] Plant & Machinery | 1,30,000

Creditors 3,00,000] Stock 70,000

1 Debtors 1 1,20,000

Cash 500

Preliminary expenses 5,000

| Profit& Loss A/c 1 54,500

7,00,000 7,00,000




Absorption and External Reconstruction 1097

ing scheme of reconstruction was arranged:
O .

_pany 0 80 into liquidation and a new company, Lucky Ltd. with

he cO P x
1:authorised capital of Rs. 8,00,000 to be formed to take over the assets
i

liabilities ,
fcrential cr.edltors of Rs. 10,000 included in the above Balance Sheet

P jretobe paid 10 full.
: d creditors to receive either (a) 50 per cent of their claim in cash

 (b) 6 PET cent debentures in the new company, equivalent to their

at par.
SharehOIderS in Hard Luf:k Ltd. to be allotted one share in the new company
fRs. 10 each, Rs. 5 paid for every existing share held by them.
Reconstruction costs amounting to Rs. 6,000 to be paid by Hard Luck Ltd.
0 from cash made available by the new company.
Jfofthe unsecured creditors in value opted out for immediate cash payment
' Jhich purpose necessary cash was made available by the new company
Jhich made a call of Rs. 5 each on the partly paid shares allotted as aforesaid.

The EW company valued all assets (except Land & Buildings) taken over from

Hard Luck Ltd. at book values.

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

¢ concluded.
[Madras, Ist M.Com.,(CAIA) Ap. 2007; M.Com., Oct. 1 998/

Solution:
Notes to Accounts:

1, Share capital: Rs.

Authorized capital:
80,000 shares of Rs.10 each 8,00,000.

Issued and paid up capital:

40,000 shares of Rs.10 each ' 4,00,000
LLong term borrowings: '
ey 6% Debentures 1,45,000
gible assets:
Land & buildings 1,13,000
Plant & machinery 1,30,000
2,43,000

\




1 3303000 [

w Ltd. 2s on 37.3-1995 Ling
|Note V\
.. and Liabilities’ | S
) Equlty an , ds:
(i) Shareholders fun
Share capital 1 AR
" Reserves and surplus : 0’000
(i) Non-current ‘liabil'it_iesi ¥
Long term borrowings 2 i)
(i) Current liabilities : **3,009
Trade payables |
Total (i) + (ii) + (iii) \
' 5545,00
II. Assets: \0
(i) Non- current assets:
Tangible assets ' 3 i
Intangible assets 2"43’000
(ii) Current assets:
Stock :
Trade receivables ( debtors) 70,009
Cash and Bank 120,009
Total (i) + (ii) 1,12,009
Working Note 1 : 3,45,000
Calculation of Purch : |
For‘Shareholders, 40,000 x 5=Rs, 2 0?;;: nsideration
In partly paid shares T
Working Note 3 - |
- Value of Land & B“‘ildings
Purchase cong; .
) 1deratj
Claims to pe settled K shareholders Rs.
eferentig] . t.)y Lucky Ltq » after taki 2,00,000
1a Cl‘edltors (CaSh) Ing over ohs :
UnSe(:u,-ed 10,000
C 1 )
- reditors (Cash) 2,90,000 L -5\0 50 :
Nsecureq Creditors (D 100 100 72 500
SConstructiop, eXpe ebentur €s) o
: nses i
ess: p tal Payme to be 1, Cimburseq 1,45,000
- Plant & ), h 1S 10 be maq 6.000
Chine , ¢ by Lucky Ltd )
' ; 4,3 3,500




g
mﬂ’gswck 70,000
Debtors 1 ,20,000
h 500 y
e 7 \ 3,20,500
and & Building (Bal. Fig.) B 1 3;0'"“'00

Wand and Buildings, all oth.er assets are taken at Book values. So, Land
#¢ " nd Buildings must be the Balancing figure in the above calculation.

7. 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 A/c
L Rs. Rs.
Business purchase A/c 500] By Preferential Creditors 10,000
hare capital A/c 2,00,000] By Unsecured Creditors 72,500
By Reconstruction Expenses 6,000
By Balance c/d 1,12,000
2,00,500 2,00,500
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Alteffl a6 (Surplus in Capital Reduction Account)

]ﬂustrac lcompany Ltd. passed resolution and got Court permission for the

ofits share capital by Rs. 5,00,000 for the purposes mentioned as under:

;ed‘}Cti To write off the debit balances of P & L A/c of Rs.2,10,000.
(}) To reduce the value of Plant & Machinery by Rs. 90,000 and goodwill by
(i) - Rs, 40,000. .

.~ To reduce the value of investments by Rs. 8‘0,000, ‘ -
(ﬂgh o reduction was made by converting 50,000 preference shares of Rs. 20

fully paid to the same number of preference shares of Rs. 15 each fully paid
ead by converting 50,000 equity shares of Rs. 20 each on which Rs. 15 is paid up
ano 50,000 equity shares of Rs. 10.each fully paid up.

int :
" pass journal entries to record the share capital reduction..

[Periyar, B.Com, Ap. 2006; Bharathiar, B. Com., Ap. 2005]

[Madras, B.Com., (G & AF); Nov. 2011; Ap. 2010, B.Com., (AF) Nov.

2009; B.Com (PZ3A) and (SY3B) Nov. 2010; Ap. 2008; B.Com (ICE) Oct.

2007; M.Com (ICE) Oct. 2006; B.Com., (PZG) Nov. 2005; Oct. 2004]
Solution: - Books of ABC Ltd. ;

Journal entries

Date Particulars | \L.E Dr | cCr
% Rs. Rs.
Preference Share Capital A/c (Rs. 20) Dr 10,00,000
To Preference Share Capital A/c (Rs. 15) | 7,50,000
To Capital Reduction A/c 2,50,000
[Being conversion of 50,000 shares of Rs. 20 each
fully paid into shares of Rs. 15 each fully paid and
the balance transferred to capital reduction A/c]
Equity share capital (partly paid) A/c Dr 7,50,000:
To Equity Share Capital (fully paid) A/c - . 5,00,000
- To Capital Reduction A/c ‘ 2,50,000
[Being conversion of partly paid shares into fully paid| . |
shares and balance transferred to capital reduction A/c] , _
Capital Reduction A/c ~ Dr 5,00,000 |
To Profit & Loss A/c : 2,10,000
To Plant & Machinery A/c 90,000
To Goodwill A/c S S 40,000
To Investments A/c o | - 80,000
To Capital Reserve A/c (Balancing figure) 80,000
[Being losses written off, assets written down and
balance of capital reduction transferred to capital




has been approved for Divya Ltd.

struction 3 -
of recon 1 lieu of their present holding of 60,0¢

ollowing: . .
ual tol/3 rd of their holding.
he extent of 1/5th of the above

9.15

[llustration 7 .
The following schem€

1. The shareho ;
Rs. 10 eacht =~ D ares €4

shares.of s g
@) Fully paid new q ully paid. 10 ¢

(i) 8% preference share
new equity shares. S
75,000 to be reduced to Rs. 25,000,

] (=
@iii) Rs- 60,000 8% secur : g
holders’ total claim O ‘
%fs(ﬁ?%z;isﬁed by the issu€ 0 2,500 8% preference shares of Rs. 10
res was made and allotted, payment

each fully paid.
Anissue of Rs. 50,000 6% first debentu
n received in cash.
itten down to Rs. 50,000.

for the same having bee
d atRs. 3,00,000 was WT1
ndown to Rs. 75,000.

4. The goodwill which sto0 :
Plant & Machinery which stood at Rs.1,00,000 was writte .
at Rs. 1,75.000 was written down by

" 5. The freehold premises which stood

3.

Rs. 75,000.

Give journal entries in the books of Divya Ltd. for the above reconstruction
scheme. [Mysore, B.Com.|
Solution: Books of Divya Ltd.

{ Journal entries
Date | Particulars Ty o Dr. L7
Equity share capital (Rs. 10) A/c D A e
are o . r 6,00,000
o Equity Share Capital (new) (Rs. 10) A/c 2
To 8% Preference Share Capital A/c 3 i
! | 40,000
(z,oo,ooo x'—)
b
To 8% Secured Debentures A/c
s To (]iapxtal Reduction A/c 60,000
r issue i
Co prefusho Rs. 2,00,000 equity shares, Rs. 40.000 3,00,000
L ares, Rs. 60,000 8% debentures in l',
eir present held capital and transferring ba] i
amount of old share capital to capital T 4
reduction A/c)
Debentures A/c
To K¢
T(()) g ) !’reference §hare Capital A/c or 75,000
[For reduc apital Reduction A/c , 2
i OOucmg the claim of debenture holders t o
42,000 and transferring balance amount to ?:a ital 088
pi

l reduction A/c]



e e

—

Capital ReductionA/le | Dr 3,50,000
To Goodwill A/c S ' 2,50,000
To Plant & Machinery A/c | 25,000

-~ To Freehold Premises A/c ~ 75,000

[For reducing the value of various assets | ,

as per the capital reduction scheme]

Bank A/c ; Dr 50,000
To 6% first debentures A/c 50,000

[For new issue of debentures]




qustr a

tion 12 (Pro-rata write off of assets)
The Balance sheet of Nipun Litd. on 31st March 1996 was as follows:

—

Liabiliti es Rs. Assets Rs.
(y/pre?e"rence shares of Rs. 10 each| 50,000 | Goodwill ‘ 90,000 & =
: (:Jity shares of Rs. 10 each 2.50,000 | Land & Buildings 1,40,000
ngeral reserve 20,000 | Machinery 37,500
¢% Debentures (Rs. 100 each) 20,000 | Furniture 15,000
pank overdraft 28.500 | Preliminary expenses| 1,000
Creditors 40,000 | Profit & Loss A/c 1,25,000

4,08,500 | 408,500

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

@i 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

@
(i)
@)
)

ab

remaining amount of Rs. 5 |

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
Ove transactions. Prepare the company’s balance sheet after such changes.

[Madr_'as, B.Com., B.Com(CS) Ap. 2009; 2nd M.Com (ICE) Oct. 2000;
B.Com. Oct. 1999; Gujarat B.Com|



9.27 - . Ltd w
tion: Books of Nipun y
-Solu Journal entries -
—_—
Date » : Rs. }
— Al - Dr 20,000 |
' Debenture
31.3.96 6% DeT: 8% Debentures Alc ] A/ A E 10,00()
To 8% Preference Share Capital A/C 10,09
For giving 89 debentures and 1,000 8% pr eference
S[hgrreg of Rs. 10 each to debentureholders
for their claims] i
» | 894 Preference Share Capital A/c ] ] 60,000
To 9% Preference Share Capital A/c ' 36,000
To Capital Reduction Alc 24,000
[For converting 8% preference shares of Rs. 10 each
into shares of Rs. 6 each and transferring the balance
to capital reduction]
31.3.96 | Equity Share Capital A/c Dr 2,00,000
To Capital Reduction A/c 2,00,000
[For reducing equity shares of Rs.10 into Rs.2 each]
- ” | BankA/c Dr 1,00,000
To Equity Share Capital Alc 1,00,000
[For issue of 50,000 equity shares of -
Rs. 2 each to existing equity sharehblders] |
7 | Bank overdraft A/c ’ Dr 28,500
To Bank A/c ‘ 28.500
[For repayment of Bank O/D] ’
” | Capital Reduction A/c Dr 2.24.000
General Reserve A/c ; 'Dr ,20,000
To Goodwill A/c - 0000
To Preliminary expenses A/c ’
ToP& L A/c | ' e
' 1,25,000
To Machinery A/c ( 28,000 ﬂ} |
525/ ¢ 20,000
To Furniture Alc ( 28,000 x i)
| 525 8,000
| [For writing off t, 2k . :
PR pere var‘aous losses ang Writing
A Capital reductjon scheme] 1 1 |




y __ ofShare Caplial 4l unerndl Keconstruction

gion 928
ltafa ts: ‘
: ges €€ Accou™
No

ré 3 .
{, Gh# (ssued and paid up capital
75,000 Equity shares of Rs.2 each

1,50,000
, 9% pref.shares of Rs.6 each
6,000 36,000
1,86,000
1 term liabilities: , ’
2. LO Rs.50)
g% Debentures ( ) 10,000

’ qrade payables:
Creditors 40,000

y Tangible assets:
Land and buildings 1.40.000
Machinery _ 17,500
Furniture | 7,000
1,64,500
/ o ) -
Balance sheet of Nipun Ltd. as on 31.3.1996 (and reduced)
Note No. ~Rs.

. Equity and Liabilities:
(i) Shareholders’ funds:
Share capital | 1 1,86,000
Reserves and surplus :
(ii) Non- current liabilities:

Long term borrowings ’ 2 10,000
(iiiy Current liabilities
Trade payables 3 | 40,000
Total (i) + (ii) + (iii) R § 2,36,000
IL. Assets: ’ : '
(i) Non- current assets: .
Tangible assets 4 | 1,64,500
Intangible assets
(il) Current assets:
Cash 71,500
2,36,000

Total (i) + (i)




