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In today’s competitive world of business, finance and accounting have assumed critical
significance- Accounting information is imperative to perform the functions of management

efficiently and effectively especially in planning, control and decision making. This is only
possible, the accounts are maintained accurately and up-to-date.

The main purpose of this book is to present the subject matter in such a way that a student
who has no prior knowledge of the corporate accounting can understand the subject without
any difficulty. This study material has been presented in a logical way and the preliminary
pverview of corporate accounting principles to final discussion of various mechanisms of

accounting.

The study material has primarily been prepared in a simple language and in a fluent style
with a view to explain the basic principles of corporate accounting to the students. The subject
matter is accompanied by adequate number of illustrations and special care has been taken to
explain on the underwriting and issue of shares. An attempt has been made in all chapters to
provide requisite theoretical framework for the understanding of practical problems in corporate
accounting. A good number of questions and practical problems are given at the end of each
study lesson as Self-Test Questions for the practice of students to test their understanding on the
corporate accounting,.

Rev. Fr. Dr. Augustine George
Principal
Kristu Jayanti College (Autonomous)
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" The fear of the Lord is the beginning of wisdom. This book has been written to d
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ders with a balanced discussion of different concepts of corporate accounting. C provide
. Corporate

counting is one such a wide and a vast subject yet a dynamic and interesting subject for th

ung generation. One has to find job for his livelihood either self-employed or work for othcr:
has to know about the rules and regulations of the Accounting, keeping this in mind, it mak :
Pssar'v for everybody to know the regulations of business. This text book Cl'o ract:
scounting makes the requirement of everybody to know the Accounting of the modern r\SZrld

e text book is not only for 2" Semester 5 years B.Com., LL.B. students but also can be used as
ference book for other students who belong to other various universities of B.Com,, and is
ymed according to the prescribed syllabus of Karnataka State Law University. This text book
simple in language, catering to the needs of both urban and rural students, it's lucid and easily

yderstandable.

; We express our sincere gratitude to our Principal Rev. Fr. Dr. Augustine George, Kristu
!yanti College (Autonomous) for his constant support, prayers and blessing for us, Dr.
;loysius Edward J, Dean Department of Commerce and Management of Kristu Jayanti College.

We are very much thankful to M/s. Kalyani Publishers, Ludhiana. Our special thanks goes
5 Mr. Mohammed Smeer, Branch Manager and Mr. Mohammed Zakir of M/s Kalyani
Mlishem Bangalore branch, who helped us to bring out this text book within a short span of
ime. Constructive and valuable suggestions are most welcome for the better improvement of

he text book at our e-mail lourdnathan@kristujayanti.com.

Our acknowledgements are also due to Rev. Fr. Lijo P Thomas. Head Department of
Computer science and Financial Administrator Rev. Fr. Emmanuel Director, Kristu Jayanti
College of Law without whose support and sacrifice, this work wouldn't have been completed

he Almighty who has blessed us with

by the deadline Finally, our acknowledgement is due to t
k. We do not claim any originality in the subject

the knowledge, routed for writing this boo!
matter of this book, yet this book claims originality in the exposition and presentation of the

subject matter.

We hope readers continue to find this book interesting, informative and enjoyable to read

and | welcome constructive feedback.
Dr. Aloysisus Edward ]

Lourdunathan. F
Xavier. P



Karnataka State Law University
COURSE Il : CORPORATE ACCOUNTING

Objectives @ The objective of this subject is to enable the stidents

. lo have a comprehensioe
pRrendss about the provisions of the Company's Act and (‘orpnmlr Accounts

NIT 1: UNDERSRITING OF SHARES

Meaning - Underwriting Commission - Underwriter - Functions - Advantages of

nderwriting, Types of Underwriting - Marked and Unmarked Applications Problems.
NIT I1: ISSUE OF SHARES

Meaning of Share, Types of Shares - Preference Shares and Equity Shares - Debentures -

sue of Shares at Par, at Premium, at Discount, Pro-rata Allotment - Journal Entries and Bank
ccount - Preparation of Balance Sheet in the Vertical Form.

NIT III: PROFIT PRIOR TO INCORPORATION

Meaning - Calculation of Sales Ratio - Time Ratio - Weighted Ratio - Treatment of Capital
nd Revenue Expenditure — Ascertainment of Pre-Incorporation and Post-Incorporation Profits
y Preparing Profit and Loss Account and Balance Sheet in the Vertical Form.

INITIV: VALUATION OF GOODWILL AND SHARES

Meaning -~ Circumstances of Valuation of Goodwill - Factors influencing the Value of
ioodwill - Methods of valuation of Goodwill : Average Profit Method, Super Profit Method,
apitalization of Average Profit Method, Capitalization of Super Profit Method and Annuity
fethod - Problems.

Meaning of Valuation of Shares — Need for Valuation -~ Factors Affecting Valuation -
Aethods of Valuation : Intrinsic Value Method, Yield Method, Earning Capacity Method, Fair
falue of Shares.

JNIT V: COMPANY FINAL ACCOUNTS

Statutory Provisions regarding Preparation of Company Final Accounts - Treatment of
Special Items - Tax Deducted at Source — Advance Payment of Tax - Provision for Tax -
Depreciation ~ Interest on Debentures — Dividends - Rules regarding payment of Dividend.s -
Transfer to Reserves - Preparation of Profit and Loss Account and Balance Sheet in Vertical

Form (As per 2011 revised format)
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UNIT

| UNDERWRITING OF SHARES
e Learning Outcomes 2

After studying this chapter

ou will be able to :
O Understand the provisions of the Companies Act, 2013, regarding underwriting of shares

O Determine the liabllity of underwriters where shares are fully underwritten or partially underwritten
O Determine Account for firm underwriting of shares

e’ Contents £

Introduction

SEBI (Underwriters) (Amendment) Regulations, 2006
Meaning of Underwriting of shares

Top 5 underwriting /Investment companies in India
The Importance of Underwriting

Types of Underwriting

Syndicate Underwriting

Underwriting Commission as per Companies Act, 2013
Payment of Commission

Important terms in underwriting

Marked Application

Unmarked Application

Determining the Liability of Underwriter/Underwriters
Complete Underwriting

Proforma Statement showing Net Liability of Underwriter

PROFORMA JOURNAL ENTRIES in the books of Company
Illustration and solutions
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[T ET=3 Introduction, definition Section 2(1)(f) of the SEBI (Underwriters) (Amendment)
Regulations, 2006, meaning, types, importance, Illustration, and exercise.

Introduction : In the present contemporary era it is inevitable to depend on others to survive and
to achieve the said goal in the growing global market concerning manufacturin.g.. sales, mmtketmg
even to raise the required capital to start and run the companies. To be very specific to s‘ubscnbe the
capital the company need to depend on Underwriters because as per the Companies Act, any
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Underwriting of Shy

0Ny ) 1
company going for public fssue, the company must subscribe 90% of the total issue, In -
drcumstance it has to depend on undenwriters for subscription. Underwriters play a very CPUucy)

H ’
by guarantecing the company o subscribe the required capital (Provide ready fund 1 stan

business)

SEBI (Underwriters) (Amendment) Regulations, 2006.

According to Section 2(1)(N of the SEBI (Underwriters) (Amendment) Rcﬁ“b"nns, 2
Underwriter means individual engaged in the underwriting business. Underwriting is a Stang
procedure used in financial, insurance, and investment banking and in various industries R“B‘llm
2(fa) of the SEBI (Underwriters) Regulations, the term underwriting has been described as
agreement with or without conditions to subscribe to the securities of a corporation if the exist
sharcholders of such corporation or the public do not subscribe to the securities offered to then,
underwriter’s status in the entire public offering process is that of an intermediary betweep,

Company and the potential investors.

Meaning of Underwriting of shares :
‘Underwriting’ refers to the functions of an under-writer. An under-writer may be an indivig,,

firm or a joint stock company, performing the under-writing function. Under-writing is a con,
between the issuing company and the individual or firm called underwriters who agree to subscy;
(purchase) whole or a portion of such issues in the absence of public subscription.

In other words, Underwriters are those individuals or firm guarantee’s issuing company ¢
required capital by purchasing the shares whole or partly as may not be purchased by the pubij
Such agreements are called ‘Under-writing agreement’.

Top 5 underwriting /investment companies in India
NAME OF THE COMPANY
*  Axis Capital Ltd.
* Birla Capital & Financial Services Ltd.
¢ Central Bank Of India
* Deutsche Equities India Pvt. Ltd.
* ICICI Securities Ltd.

The Importance of Underwriting
Guarantee’s required funds : It is act under which the underwriters guarantee the company the

purchase of shares issued by the company irrespective of public purchases. The underwriters provide
ready fund to the company.

Capital market Advisor to the Company : In addition, reducing the burden of issuing
companies’ risk regarding subscription of capital the underwriters supports the companies in giving
the capital market conditions, investors’ expectations etc., and time to time these underwriters’
advices the company in decision making with regard to dividend.

Allocation of shares : The underwriters play a very important role in allocating (dividing) shares
once agreed to subscribe the same to actual investors, Through agents and others, the underwriters
allocate the issue over all investors scattered across different parts of the country.



' Underwriting of Shares

Goodwill of the Issuing Company : The Underwriting of shares issued by well-established or
‘reputed firm improves opinion on Issuing Company. The underwriters allocate the issue over all
Linvestors scattered across different parts of the country. Investors in other nations are depend wholly
by the Underwriting firm’s reputation than by the issuing company’s reputation. Underwriters or
Underwriting firm, therefore, increases the goodwill of the issuing company.

Guide to the Investors : Underwriters or underwriting firm guides the investors, in their
‘investment portfolio decisions by giving real facts about the capital market condition, knowledge
about the issuing companies stocks and shares at good faith. The underwriting firm also allow
investors to invest more on capital gain,

Types of Underwriting

Complete Underwriting : It is an agreement, wherein the underwriter/underwriters will give
guarantee to the issuing company to subscribe the whole issue of shares ir.espective of public
subscription.

Example : - Deena & Co. issues 1,00,000 shares of T 100 each at par. The whole issue has been
under written by X Co. for a commission of 2%.

Characteristics of Complete Underwriting.

Shares are issued to public.

The Whole issue is agreed to be purchased by the underwriters.

Full issue or portion may be purchased by the public.

Full issue is purchased by the public, the underwriters will have a advantage of getting
commission without purchasing single shares.

Partial Underwriting : It is an agreement, wherein the underwriter/underwriters will give
guarantee to the issuing company to subscribe only a part or portion in the whole issue of shares
irrespective of public subscription.

Characteristics of Partial underwriting.

Shares are issued to public.

Only a part or portion issue is agreed to be purchased by the underwriters.

Full issue may be purchased by the public.

Full issue is purchased by the public, the underwriters will have an advantage of getting
commission without purchasing single shares.

Example : -Aswitha an Underwriter enter into an underwritng agreement with Sushmitha for
80% of the issue of 50,000 Equity shares of ¥ 10 each.

In the above case Ashwitha ’s underwritiing liability is only 80% of 50,000 Equity shares of ¥ 10
each (i.e.) 50,000 x 80/100 = 40,000 Equity shares of T 10 each only.

Firm Underwriting : It iS an agreement, wherein the underwriter/underwriters will give
guarantee to the issuing company to subscribe a definite or certain number of shares in addition to
whole or only part or portion in the whole issue of shares irrespective of public subscription.

Example : -The following underwriting tikes place A-5000 shares B-3000 shares and C-2000
shares. In addition, there is a firm underwriting A- 1000 shares B- 500 and C -1500 Shares.

Y V Y
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A Characteristics of Firm underwriting,

» Shares are issued to public.
» A definite or certain number of shares must be purchased by the underwriters, i, adgj,

whole or only a part or portion issue is agreed to be purchased by the underwriterg,

» Fullissue may be purchased by the public.
> Full issue is purchased by the public, the underwriters will have an advantage o 8

commission without purchasing single shares.
Syndicate Underwriting : It is an agreement, wherein the few underwriting ‘firms together
will give guarantee to the issuing company to subscribe whole issue of shares irrespective of g

subscription.
A Characteristics of Syndicate underwriting.
» Shares are issued to public in Large numbers.
» Itis not possible to individual underwriter or one single underwriting firm to subscribe

huge number of shares.

A few Underwriting companies join together and agree with issuing companies to buy 5,
large number of shares.

The Allocation of shares and the ratio with underwriting firms is decided in advance ap

the firms.
»  Full issue may be purchased by the public.
> Full issue is purchased by the public, the underwriters will have an advantage of get
commission without purchasing single shares.
Joint Underwriting : It is an agreement, wherein the issuing company itself enter in to cont
with more than one underwriter to reduce the burden of single underwriter, when issue is too la
and difficult for one single underwriter to subscribe whole issue of the shares.

A Characteristics of Joint underwriting.

#  Shares are issued to public in Large numbers.

It is not possible to individual underwriter or one single underwriting firm to subscribe st
huge number of shares.

The issuing companies itself appoints few underwriters to reduce the risk.

The Allocation of shares and the ratio with underwriting firms is decided in advance.

Full issue may be purchased by the public.

Full issue is purchased by the public, the underwriters will have an advantage of getti
commission without purchasing single shares.

Best Efforts Underwriting : It is an agreement, wherein the underwriter/underwriters will n
guarantee to the issuing company to subscribe the whole issue of shares irrespective of publ

subscription but puts best efforts that the issuing companies must arrange every possible attempt
ensure that shares are sold at the highest price. Linder this type of underwriting the underwriter wi
have less responsibility because the underwriters will not bear any unintended consequence of evér

or action if the entire shares remain unsold. & .

»
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Underwriting of Shares

A Characteristics of Best Efforts Underwriting.
» Shares are issued to public in large numbers,

» The underwriter/underwriting firm will not assure subscription of shares in the event of
unsubscribed shares.

» Underwriter will have less responsibility. Because the underwriter will not bear any
unintended consequences of event or action if the entire shares remain unsold.

Sub-Underwriting: It is an agreement, wherein the underwriter/underwriters will give
guarantee to the issuing company to subscribe the whole issue of shares irrespective of public
subscription. At times it is impossible him to take huge pressure due to individual financial and
firms’ ability, the underwriter then enters into a contract with sub underwriter to protect himself.
The sub underwriter is only responsible to underwriter, and he has no relation to issuing company.

Underwriting Commission as per Companies Act,2013.
Payment of Commission

A company may pay commission to any person in connection with the subscription or
procurement of subscription to its securities, whether absolute or conditional, subject to the following
conditions, namely : -

(a) the payment of such commission shall be authorized in the company’s articles of
association;

(b) gthcommission may be paid out of proceeds of the issue or the profit of the company or

(c) the rate of commission paid or agreed to be paid shall not exceed, in case of shares, five
percent of the price at which the shares are issued or a rate authorised by the articles,
whichever is less, and in case of debentures, shall not exceed two and a half per cent of the
price at which the debentures are issued, or as specified in the company’s articles,
whichever is less;

(d) the prospectus of the company shall disclose -

(i) the name of the underwriters;
(ii) the rate and amount of the commission payable to the underwriter; and
(iii) the number of securities which is to be underwritten or subscribed by the underwriter
absolutely or conditionally.

(¢) there shall not be paid commission to any underwriter on securities which are not offered
to the public for subscription;

(f) a copy of the contract for the payment of commission is delivered to the Registrar at the
time of delivery of the prospectus for registration.

Important terms in underwriting

Marked Application- Those applications (forms) which bears the names and stamps/seal and
signature of underwriters in order to differentiate application of one underwriter from that of others
since more than one underwriter agree with issuing companies for subscription such applications are
marked application.
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Unmarked Application- Those applications (forms) w!\ich will ::;:k::::cmy Names "
stamps/seal and signature of the underwriters. The application !ormls“' d appli mm“"iv"d by“
issuing company without any name of the underwriter are called unmarked applications,

Determining the Liability of Underwriter/Underwriters.
Complete Underwriting. |
(@) When the whole issue of shares is agreed to be underwritten by ONE underwriter, ther, h
net liability will be calculated as fallows. '

Proforma Statement showing Net Llability of Underwriter

e —

Particulars %

Gross Liability of Underwriter X0z,
Less : Shares subscribed by public Zn
NET LIABILITY OF UNDERWRITER -T”;
iR

Proforma Journal Entries in the Books of Company
Date Particulars L/F Debit Credit
(Entry for shares subscribed by the public)
1. Bank A /c ———-Dr XXX
To Share Capital A /¢ -

(Being money received from the public for shares subscribed)
(Entry for unsubscribed shares taken over by the underwriter)
2. | Underwriters account ~—Dr K
To Share Capital Account x0¢
(Being the unsubscribed shares are taken over by the underwriter
as per agreement)
(Entry for underwriting commission due)
3. Underwriting commission account ——Dr XX
To underwriters Account 20K
(Being underwriting commission due to underwriters)
(Entry for final amount receivable from the underwriter)
4. Bank Account seveeeeeeeDr 2
To Underwriters Account 200

ILLUSTRATION 1.

B company Ltd, Issues 10,000 shares of 100 each at par. The whole issue has been underwritten
by Suresh & Co, for a commission of 5%. The company received application for 7,000 shares. All the
application was accepted. Give Journal entries to record the above transactions in the books of B

SOLUTION

Statement showing Net Liability of Underwriter

Particulars T
Gross Liability of Underwriter 10,000
Less : Shares subscribed by public 7,000
NET LIABILITY OF UNDERWRITER 3@




Underwriting of Shares

JOURNAL ENTRIES IN THE BOOKS OF B COMPANY LTD,

Particulars

LJF

Dr.

(Entry for shares subscribed by the public)
Bank A/C
To Share Capital A/C

(Being money received from the public for 7,000 shares 2100 each)

———Dr

(Entry forunsubscribedshamukmoverbyd\eunduwﬁm)
Suresh &Co Underwriters account

To Share Capital Account
(Being the unsubscribed 3,0m:t\ateso(!100ead\mhkmoverby
the underwriter as per agreement)

Dr

(Entry for underwriting commission due)
Underwriting commission account

To Suresh &Co underwriters Account
(Being underwriting commission due to underwriters on 10,000
shares of 100 each at 5% ) 10,000x100=10,00,000x5 /100

Dr

(Entry for final amount receivable from the underwriter)
Bank Account

To Suresh &Co Underwriters Account
(Being final amount settled by underwriter, 3,00,000-50,000)

Dt

L4
7,00,000

3,00,000

50,000

2,50,000

-

7.00,000

3,00,000

50,000

2,50,000

(a)WhenU\ewholeissueofsharesisagreedhobemderwrittenbymorenumba-of
underwriters, then his net liability will be calculated as fallows.

Statement showing Net Liability of each Underwriters

Particulars

UW-1

Uw-2

marked

Gross liability of each underwriter

Less : - Marked Application

BALANCE

Less : -Unmarked application

(Unmarked application=total application received from public-

Net Liability of each underwriters

application)

gE|IXE

EEIER

£ E|%%

%

%

%

ILLUSTRATION 2.

Zakir and company issued 1, 00,000 shares of ¥ 100 each. These shares were underwritten as
follows : Alvin- 70,000 Brown- 30,000. The public applied for 80,000 shares which included marked
applications as follows : Alvin- 50,000 and Brown 20,000. Determine the liability of Alvin and Brown.

SOLUTION

Statement Showing Net Liability of Underwriters

Net Liability of Underwriters

Particulars ALVIN | BROWN

GROSS LIABILITY OF UNDERWRITERS 70,000 30,000
Less : - Unmarked applications (80,000-70,000) 10,000 x 7 3/10) i B
Dl 63,000 27,000
Less : - marked Applications 50,000 20000
13,000 7.000




e el by
Total number of shares applied by
Less - Marked application
! Unmarked applications -

Sea limited issued 50,000 equity
40% Thin- 30% Short- 30%. Application for 40,
ares had the stamp of Tall,

maining application did not have

applications for 10,000 sh
shares that of Short. The re

Calculat
Particulars
public

—

on of Unmarked applications

shares, the whole of the issue¢

was underwritten as follow‘
000 shares were received in all oyt of ""h

Those for 5,000 shares that of Thin and 1,
any stamp. Show the liabiity

i,

k
% th

underwriters.
SOLUTION
f Particulars e Al Shor
| GROSS LIABILITY OF UNDERWRITERS (50,000 x 4 :3 :3/10) ey o w
| Less: -Unmarked applications (15,000 x 4 :3:3/10 S50 0 430
| Ralance 14,000 10,500 \10500
- Less : - marked Applications 10,000 i 10,009
[ | —]
| Net Liability of Underwriters e il 500
e 0]
Calculation of Unmarked applications
[ Particulars B
Z‘:: numbe-r of shares Public applied (Subscription) 40,000
:—marked application (10,000+5,000+10,000) 25,000
Unmarked applications
15,000
ILLUSTRATION 4.
derwritten as

Sagar India Limited issued 1,50,
follows Kiran 50% Arun 25% Charan 25%. Applications for 1,20,

;;hich application for 30,000 shares had the stamp of Kiran th
/000 shares of Charan. The remaining application for 45,000

liability of each underwriter.

000 equity shares. The whole of the issue was un
000 shares were received in all out of

ose were 15,000 shares that have Arun,
did not have any stamp. Determine the

[_ Particulars Kiran Aru Charan
GROSS LIABILITY OF UNDERWRITERS = ]
(l,SO,MxSO:ZS:ZS/IW) 75,000
BL:;.: : -Unmarked applications (45,000 x 4 - 3 - 3/10 18,000 f;,’;gg e
i ; 13,500
Less : - marked Applicati i s
pplications 30’0(1) 15 '000 e
Less :-surplus of Charan’s ov ipti ’ : s
em b . -
ez oy ubscription divided among Kiran 2;,000 9,000 -6.000
Net Liability of each underwriters 23:;:19 :f; J =



Calculation of Unmarked applications
Particulars T
Total number of shares Public applied (Subscription)

—— ———

Less : = marked application (30,0004 15,0004 30,000) 1%051,;;}»
i

U ked applications )

nmar pplicatic o s e

Treatment of over subscription/Surplus from particular underwriter : -

(®) When the whole issue of shares is agreed to be underwritten by more number of
underwriters, then there is possibility that oversubscription of shares from underwriters in such
situation the net liability will be calculated as fallows. ’

ILLUSTRATION 5.

Singh & company issued prospectus inviting applications for 1,75,000 equity shares of rupees 10
each. The whole issue was fully underwritten by P, Q, R and S as follows P- 70,000 Q-52,300, R-33,000
S 17,500 Applications were received 1,57,500 shares of which marked application was as follows P-
77.000 Q- 38,500 R- 31,500 S- 3,500. Calculate the liability of the underwriters. (adopted from
Bangalore university examination modified)

SOLUTION
Particulars P Q R S Total |
GROSS LIABILITY OF UNDERWRITERS 70,000 | 52,500 | 35000 | 17,500 | 1,75,000 |
Less : - marked applications 77,000 38,500 | 31,500 3,500 | 1,51,000

7,000 | 14,000 3500 | 14,000 | 24,000
Less : -Surplus of P's over subscription of shares divided | 47,000 3,500 2333 1,167 | 24,000
between Q, Rand S (7,000 x:3:2:1/6) = | 710,500 1167 | 12833

Less : -Unmarked application (7,000 x :3:2:1/6)
o 3500 | 2333 | 1667 | 7000
Less : -Surplus of R, oversubscription between Q and S 7000 | -1,066 | 11,166 | 17,000

(1.166%3:2/4 875 | +1,166 | 291 |
Net Liability of Underwriters -] 6125 -| 10875| 17.000 |
Calculation of Gross liability Ratio.

Shares agreed to be subscribed by underwriters as,

P-70,000 : Q-52,500 : R-35,000: $-17,500=4:3:2:1

Calculation of Unmarked applications

Particulars
Total shares subscribed by the public 1,57,500
Less :-Marked Application (77,000+38,500+31,500+3,500) 1,50,500
Unmarked applications 7,000

ILLUSTRATION 6.

MN limited issued equity shares ¥ 2,00,000 at T 10 per share. The whole issue was fully
underwritten by the following underwriters A -70,000 B-60,000 C -40,000 D-20,000 E-6000 F-4000. The
application forms marked by the underwriters were A-20,000 B-45,000 C ~40,000 D-15,000 E-17,000
and F nil. Applications for 40,000 shares were received on forms not marked. You are required to find
out the liability of underwriters.



m- Underwriting of g |
Particulars A =2
B E F
GROSS LIABILITY OF < D L
UNDERWRITE
Less ﬁ,:ed A qu. A 70000 | 60,000 | 40,000 [ 20,000 6000 | 4000
R TR 20000 | 45000 | 40000 | 15000 [ 17000 | -
Less : -Surplus of U - 50,000 | 15,000 -| 5000 -11,000| 4,000
' -Surpius of Underwriter ‘E 5000 | 4,285 1,429 | +11,000 2| |
between ABDand F - : o T
(11,000535 :30:10 :2/77 45,000 | 10,715 - I |
‘ Less: - L'nmarked app]icah'ons |
| 192 -| 1,038
(40,0035 3010 :2/77 18,181 | _ 15584 .;5621 - | e
mlﬂ;gbsz“rflus of Underwriter ‘B’ 26819 | 4869 = . )
een A, and F o
(649035 2/37 6,139 [ +4,869 +1,621
| Net Liability of Underwriters 20,680 - - - 2325 | 234

Calculation of Gross Liability Ratio of Underwriters

A-70,000 : B-60,000 :C-40,000 :D-20,000 : E-6,000 : F-4,000
Therefore=70:60:40: 20 :6 :4=35:30:20:10:3:2

ILLUSTRATION 7.

DD limited incorporated on first January 2019 issued a prospectus inviting applications for 50,009
equity shares of rupees 100 each, the whole issue was underwritten by ABC and D as follows A
20,000 B-15,000 C-10,000 D-5,000. Applications were received for 45,000 shares of which Marked
applications were as follows A 22,000 B 11,000C 9,000 and D 1,000. You are required to find out
liability of underwriters and commission received by cash.

SOLUTION

f Particulars A B ¢ D Total |
' Gross Liability of underwriters 20,000 15,000 10,000 5,000 50,000
Less : -marked Application 22,000 11,000 9,000 1,000 43,000
| Balance ~2,000 4,000 1,000 4,000 7,000
L-ss : -Surplus/oversubscription of 2,000 1,000 667 333
Underwriter ‘A” divided between, B, C and _ 3,000 333 3,667
Less :-unmarked application 5,000
45,000-22,000+11,000+9,000+1,000)= 2000 e 934 '
2000X32:1/6
Less :surplus of underwriter ‘C’ adjusted s on o
with Band D (3343 :1/4)
Net liability of underwriters - 1,750 - 3,250 5,000

-alculation of underwriting commission

Commission is always calculated on the gross liabili

ubscription, Therefore, commission due,

ty of each underwriter irrespective of public

As per company Act, 2013 the commission payable on shares=5%




Underwriting of Shares

Commission due to Underwriter "A’cw20,000x 100=320,00,000x5 / 100=1,00,000

Commission due to Underwriter "B

15,000 100-215,00,000X5 / 10075000

Commission due 1o Underwriter C'ee10,000x 100=2 10,00,000x5 / 100=50,000

Commission due to Underwriter ‘D'

ILLUSTRATION 8.

5,000x 100=5,00,000x5 / 100=25 000

AJF Company issued 36,000 equity shares of rupees 100 each. The issue was fully underwritten
by S, Tand V equally. Applications were received for 32,000 shares out of which marked applications
were as follows 5-12,000, T-8,000 and V-6,000. Determine the liability of S, T and V and pass journal

entries assuming 5% rate of commission,

SOLUTION

Particulars

S T v TOTAL
Gross Liability of underwriters 12,000 12,000 12,000 36,000
Less : -Unmarked Application (6,000x1 :1:1/2) 2,000 2,000 2,000 6,000

10,000 10,000 10,000 30,000
Balance 12,000 8,000 6,000 26,000
Less --marked application 2,000 2,000 4,000
Less : -Surplus/oversubscription of Underwriter 'S” +2,000 1,000 1,000 4,000
divided between, T and V (2,000x1 :1/2) = 1,000 3,000
NET LIABILITY OF UNDERWRITERS - 1,000 3,000 4,000

Calculation of Unmarked applications
Particulars

Total shares subscribed by the public 32,000
Less : -Marked Application (12,000+8,000+6,000) 26,000
Unmarked applications 6,000

Calculation of underwriting commission

Commission is always calculated on the gross liability of each underwriter irrespective of public

subscription. Therefore, commission due.

As per company Act, 2013 the commission payable on shares=5%

Commission due to Underwriter ‘S'-————-—12,000x100=%12,00,000x5 / 100=60,000
Commission due to Underwriter T’ --=-——-12,000x100=X12,00,000x5 / 100=60,000
Commission due to Underwriter ‘V'«-——--12,000x100=¥12,00,000:5 / 100=60,000

ILLUSTRATION 9.

When only a Part of shares is underwritten by a number of underwriters,
BEE Limited issues 20,000 equity shares of ¥ 100 each. The issue was underwritten as follows.
M-30%, N-30% P-20%. The company received application for 16,000 shares only. Determine the

liability of each underwriters.



Underwriting of &.\
Particulars
e M N P Com

Gross Liability of each Undores . pany | Tory

@0 Wervrie T
Lo Shains ot posny I cvnd [ ccd TS .3 (N
Net 1 ore application received 4800 | 4800 | 3200 3200 | 4
et Liability of each underwriters 1,200 1.200 800 800 | \u’:
Calculation of Unmarked applications \
Particulars

Total shares subscribed by the public 1675
Less : -Marked Application ((12,000+8,000+6,000) b5y
Unmarked applications 61y,

ILLUSTRATION 10.

Problem on Partial Underwriting, when marked application are not given

A company issued 1,00,000 shares of 10 each. These shares were underwritten as
30.000 shares and Y-50,000 shares. The pubic applied to 70,000 shares. Determine the
and Y.

follows . X
llablh(}' of x
(Bangalore University II B.Com Examination 1%y,

= Particulars X Y Company TOT\M
| Gross Liability of each Underwriter 30,000 | 50000 [ 20000 | 1000
14,000 14.0m
Less :- Unmarked application 30,000 50,000 6,000 86,0m
Less :-Marked application 21,000 35,000 56,00
| Net Liability of each underwriters 9,000 15000 6000 | 3000
Calculation of Marked and Unmarked applications
Particulars X Y Company | TOTAL |
Total application applied by public 21,000 | 35000 14000 | 700w
Marked application of each underwriters
(70,000x3 :5:2/10
(treat marked application of company share as unmarked
application)
Marked application of each underwriter 21,000 35,000 14,000 70,000

Note : In the absence of marked application the total application received from the public should

' apportioned (divided) among the underwriter in
5 treated as unmarked application.

JLLUSTRATION 11. |

their gross liability ratio and share of company

Popular Ltd., issued 40000 shares of rupees 10 each for public subscription, the issue wer
nderwritten by P Q and R as follows P 25% of issue Q 30% of the issue R 25% of the issue. The

arked applications for P, Q and R 5000 shares, 6000 shares and 4000
xmpany received applications for 30000 shares.
nderwriters.

shares respectively. The
Ascertain the net liability of each of the
(Bangalore University Oct, 199
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1.13
SOLUTION
Statement showing Net Liability of Each Underwriter
— Particulars r R Company TOTAL
Gross Liability of each Underwriter 10,000 12,000 10,000 8,000
(40,000X25:30:25:20/100 b
Less:- Unmarked application - - - 6,000 6.000
Balance 10,000 12,000 10 ‘
Less:-Marked application 8,000 6,000 gﬁg o :;g
Net Liability of each underwriters 2,000 6,000 2,000 2,000 12,000
Calculation of Marked and Unmarked applications
Particulars TOTAL
Total application applied by public 28,000
Less:-Marked application of each underwriters '
(8.000+6,000+8,000) 22,000
(treat marked application of company share as unmarked application) Therefore unmarked 6,000
application

Not_e:- Under partial underwriting the Issuing Company will play a role of Underwriter, under
such a circumstances the whole unmarked application will go in favour of issuing company only. It
should not be deducted from any underwriters Gross liability.

Firm Underwriting

It is an agreement, wherein the underwriter/underwriters will give guarantee to the issuing
company to subscrib‘e a definite or certain number of shares in addition to whole or only part or
portion in the whole issue of shares irrespective of public subscription

PROFORMA FOR FIRM UNDERWRITING, BUT EXCLUDING TOTAL APPLICATION.

(i) When the whole issue of shares underwritten are treated as Marked Application.

SOLUTION
Particulars

TOTAL

Gross Liability of underwriters

Less : ~Unmarked application=(total application
received-marked application)

Less : ~Marked application

Balance

Less : ~Firm Underwriting

Less : -Surplus/over subscription/excess application
IF ANY

Net Liability of underwriters

Add :- firm Underwriting

Total liability of underwriters

FIXE|E|XRE|RE|R RO

¥l %% XX E|RR

By g %% XX X|RR|<

AEIEIERIERILE:

Problems on Firm Underwriting

ILLUSTTATION 12.

ThefollowingunderwriﬁngtakesplaoeASO(I)sharesBmshuesmdczooom,ln

addition,themisaﬁnnnnderwﬁtingAIO(X)sharaBS(I)u\dCISOOShares.




: s .. "y
The company issued 10,000 shares. Total subscription including firm und:rwnmg ey
chares and the forms included the following marked forms A 2000, B 1000 and C 1000, show&ﬁ

allocation of the liability of the underwriters.

When Firm Underwriting treated as Marked application

Particulars A
Gross Liability of underwriters 5,000 ?g:; 2’?(;8 m
Less Un marked application=(total application received- 2,250 &
marked application) 2,750 1,650 1,100 55
450005 3:2/10 2,000 1,000 - 1,000 4009 |
Less - -Marked application 750 650 100 m
Balance . 1,000 500 1500 [ 3oy |
Add : - Firm Underwriting ' 1750 1.150 1,600 %
Less : -Surplus/over subscription/excess application IF
ANY
Net Liability of underwriters 1,750 1,150 1,600 E
Total liability of underwriters 1,750 1,150 1,600 | 4,500
Q
Particulars
Total shares subscribed by the public 8,500
Less :-Marked Application (2,000+1,000+1,000) 4,000
Unmarked applications . _
ILLUSTRATION 13. poe s
erwritten as follows :

N Ltd. issues 2,50,000 shares of ¥ 10 each which was und

A-75,000 shares (Firm Underwriting 8,000 shares)

B 62,500 shares (Firm Underwriting 12,000 shares)

C 62,500 shares (Firm Underwriting Nil)

D 50,000 shares (Firm Underwriting 30,000 shares)

The total application excluding firm underwriting but including marked applications were for
180000 shares. The marked applications were as under :
A 40,000 B 36,000 C 24,000 and D 48,000 shares, Calculate the Net liability of each underwriting

treating :
(a) Firm Underwriting as marked application (Bangalore University Examination 2006)

SOLUTION :

(a) Firm Underwriting as marked application
Calculation of total subscription

Particulars
Total application received from public
Add :- firm underwriting (8,000+12,000+30,000) gy
Total subscription =
230,000
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—

Particulars A B C D TOTAL

Gross Liability of each Underwriter 75,000 62,500 62,500 50,000 |  2,50,000
Less : -Unmarked application = Total applica-
tion received-Marked application including
firm underwriting 32,000 x6:5:5:4/20

: 9,600 8,000 8,000 6,400 32,000
Less : Marked Applications 65,400 54,500 54,500 43600 | 2,18,000
Balance 485,000 48,000 24,000 78,000 | 1,98,000

Less: Surplus/over subscription/excess applica-
tion of D transferred to A, Band C

(-34,400x6:5:5/16)

17,400 6,500 30,500 -34400 20,000
12,900 10,750 10,750 | +34,400 -

Balance 4500 | 4250 19,750 - 20,000
Surplus of B transferred to Aand C in6:5

4250x6:5/11 -2318 +4,250 1,932 - -
Net Liability 2,182 -| 1788 -| 20000

Add : Firm underwriting 8,000 12,000 = 30,000 50,000

10,182 12,000 17,818 30,000 70,000

Caiculation of unmarked application when firm underwriting Is treated as marked application
Particulars

Total application received from public including firm underwriting 230,000
(1,80,000+8,000+12,000+30,000)

Less : Marked application including firm underwriting since it is given in the
question to treat firm underwriting as marked application.

A-(40,000+8,000) e
B-(36,000+12,000) 48000
C-(24,000+NIL) 24,000
©-445/900+30,000) 78000 | 1,98,000
Total subscription 32,000

ILLUSTRATION 14,

Anand Ltd. issued 200000 shares of ¥ 10 each. The entire issue was underwritten as follows :
Ananth = 100000 shares (firm underwriting 20000 shares)

Bhaskar = 60000 shares (firm underwriting 10000 shares)
Chander = 40000 shares (firm underwriting 10000 shares)

Shares applied for were 180000 (including firm underwriting). The following being the marked
forms : Ananth = 70000 shares, Bhaskar = 28000 shares, Chander = 32000 shares. Calculate the total
liability of each underwriter. (Karnataka State Law University B.Com LLB December 2019)



g SOLUTION

4

When Firm Underwriting treated as Marked application
s 5| hasks Chander | Ton
\ Particulars Anand | Bhaskal 10Ty
 Unmarked application= (1 ed- i
marked applicaﬁon)p (total application recelv 25,000 15,000 10,000 Gty
(50,000x5 :3 :2/10) 75,000 ‘5% 3::: m
Less : -Marked applicati 70,000 _,,?L—- — | 1200
Balance SR —-’S.T)(-ﬁ 17,000 '2'2 W(m \2”1':‘
Less:-S 1,250 750 = |
: -Surplus/oversubseription /excess application ’ I o by
Chander’s shares between Anand and Bhaskar 3750 ) 10,000 20055
(2.000x5 :3/8) : 20000 | 10009 015y
+Firm Underwriting 23,750 | 26,250 10,000 0!
Net Liability of underwriters j@w 10,000 wm‘
Total liability of underwriters ariied dpbl ——
underwriting 18 treated as marked application
Calculation of unmarked application when firm underwrlthd = —
Particulars e —— m
—— - —uding firm underwriting
e A SO T e i
. IPP .
question to treat firm underwriting as marked application- 70,000
BMAmndw 28,000
S 32,000
= m

1 Total unmarked application

Naveen Ltd. issued 100000 equity shares of T 100

in&:eproporﬁonofw%,m,
4%.11\eyalsoapplyforﬁnnsharesasunder:A—

D - 3000 shares. Besides, firm applications

of which the marked applications are as und
D - 16000 shares. Show the number of shares to be

underwriting as unmarked applications.

e

20% and 10% respectively in
3000 shares,

from the underwriters,
er:A—lONOshaxes,B—ﬁOOOsham,C—SOWsharesmd

taken up by each of the underwriters, treating firm

(Karnataka state

ach. A, B, Cand D underwrite the entire issue

consideration of commission in cash at
B—ZOOOshares,C-ZOOOshamw

the public apply for 60000 shares,

Law University B.Com. LLB December 2019)

When firm underwriting is treated as unmarked application.
Statement showing Net Liabllity of each underwriters.

Gross Liability of each Ur:du:rwn A - < D TOTAL |
9 iter 40,000 30,000 20

(1,00,000x4 -3 2:1/10) ,000 10,000 | 1,00,000

Less : -Unmarked application = Total 12,000 9,000 6 s, %

application received+ firm underwriting-

Marked application (30,000x4 :3 :2:1/10)
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Balance 28,000 21,000 14,000 7,000 70,000
Less :-Marked application 10,000 6,000 8,000 16,000 40,000
Less :-surplus of shares of D between AB and 18,000 15,000 6,000 -9,000 30,
C(9,000x4 :3:2/9) 4,000 3,000 2,000 +9,000 s
14,000 12,000 4,000 . 30,000
Add :-Firm Underwriting 3,000 2,000 2,000 3,000 10,000
Net liability of each underwriters 17,000 14,000 6,000 3,000 40,000
Calculation of total applications

Particulars
Total application received from public : 60,000
Add : - firm underwriting (3,000+2,000+2,00043,000) 10,000
Total subscription 70,000

Calculation of total unmarked applications

Particulars
Total application received from public including firm underwriting (Since firm 70,000

underwriting treated as unmarked application)
Less :-Marked applications (10,000+6,000+8,000+16,000) 40,000
Total unmarked application 30,000

Calculation of underwriting commission.

Commission in cash at 4%.

40,000 shares at ¥100 each - (40,000x100=40,00,000x4/100=1,60,000

30,000 Shares at ¥100 each = (30,000x100=30,00,000x4 /100=1,20,000

20,000 shares at 100 each = (20,000x100=20,00,000x4/100=80,000

10,000 shares at ¥100 each = (10,000x100=10,00,000x4/100=40,000.

Note :- “Besides, firm applications” means excluding firm underwriting. -

ILLUSTRATION 16.

Sunshine Ltd. came up with an issue of 20,00,000 equity shares of ¥ 10 each at par. 5,00,000 shares
were issued to the promoters and the balance offered to the public was underwritten by Mr. S, Mr. M
and Mr. R equally, with firm underwriting of 50,000 shares each. Subscriptions totalled 12,97,000
shares (excluding firm underwriting) but including the marked form which were : Mr. S - 4,25,000
shares, Mr. M - 4,50,000 shares and Mr. R - 3,50,000 shares. The underwriters had applied for number
of shares covered by firm underwriting. The amounts payable on applications and all‘otmenl were
¥250 and ¥ 2 respectively. The agreed commission was 2.5%. The unmarked apphfahm are to be
credited equally to all the underwriter. Calculate : (i) Liability of underwriters (ii) Underwriters
commission. (Karnataka State Law University B.Com. LLB June 2019)



treated as marked application

When firmi undenwriting is o
Statement showing Net Liabllity of fach u“d.m‘M MR [ T
j— e [ R o™
__—-——b—l——.“';l:‘:‘:::m S ~tsoom0 [ SO000 50000 |15 g
Gruss Liability of undenvnlien ' .
Less L'nm.\rh\i'a}\pli\\mmn (total application receiv ol 2000 24,000 24,000 -
marked application) om0 | 476000 | 476000 Ty
(200N L l 3 N 50,000 50,000 50,000 150 00
Less ~Firm Undenwnting - S e —L50mg
426000 | 1278
426,000 | 426,000 278,00
w:hrkni application 25,000 4,50,000 [ 350,000 %
- o0 | -24.000 76,000 00
S ipti io ' 24,000 [ 12000
Less : Surplus/ over subscription/ ewess application 12,000 +24, i
Mr. M’s shares between § and R (24,000x1 :1 /2) .00 - 64,000 3,00
Less : Surplus/over subscription /excess application +11,000 N 11,000 o
Mr. S's shares to R = = 53,000 =T
+Firm Underwriting 50,000 50,000 50,000 15000
~grvay
Net Liability of underwriters 50,000 :g% :.gﬂ;) ;ﬁﬂ
Total liability of underwriters 50,000 . 000
Calculation of unmarked application when firm underwriting Is treated as marked application
[— Particulars
Total application received from public excluding firm underwriting 12,97,000
Less : Marked application including firm underwriting
Mr. § (4.25,000)
Mr. M (4.50,000)
Mr. R (3,50,000) 12,25,000
Total unmarked application :
Calculation of underwriting commission.
Commission in cash at 2.5%.

Mr. S 5,00,000 shares at 710 each-(5,00,000x10=50,00,000x2.5/100=1,25,000
Mr. M 5,00,000 shares at ¥10 each-(5,00,000x10=50,00,000x2.5/100=1,25,000
Mr. R 5,00,000 shares at ¥10 each-(5,00,000x10=50,00,000x2.5/100=1,25,000

ILLUSTRATION 17.

Goo¢.iwill Ltd. offered to the public 18,00,000 shares at par. These offers were underwritten by 3
Su:den-vn.ters. Cheethu, Neethu and Reethu equally with firm underwriting 60,000 shares each.
bsmilt:;‘s totalled 15,80,000 shares including the marked forms which were : Chethu - 5,00,000
AN D e s 0 e e i e
- ' g. erwriters have a for the i at

i‘:‘a:.ﬁln are required to : (i) find the Liability of underwriters (ii) Find :he c?mnussi:\n of
; (Karnataka state Law University B.Com. LLB June 2019)



dem

firm undenwriting is treated as marked application
Statement showing Net Liabliity of Each underwriter

Mr. Cheethu-6,00,000 shares at 210 each- (6,00,000x10=60,00,000x2.5/100=1,50,000
Mr. Neethu—-6,00,000 shares at ¥100 each~ (6,00,000x10=60,00,000x2.5/100=1,50,000
Mr. Reethu—6,00,000 shares at ¥100 each- (6,00,000x10=60,00,000x2.5/100=1,50,000

ILLUSTRATION 18.

/—/ o "~ --—
/"_—i&%::::lm (.'(I\':)i(l;:)_ _ —E(,;;',‘(:n Reethu »‘T""ﬂ
jability of un olalds VO 6,00,000 "l
&Tﬁg‘m‘&\i apmmlionu (total application received- “B00.000
marked application 33333 33333 33334 | 100,000
(l'au“NI 1:1/3) ' 5,66,667 5,66,667 5,66,666 | 17.00,000
Less ~Firm Undenwriting 60,000 60,000 60,000 | 1,850,000
Balance ;i 506667 | 506,667 | 506666 | 1520000
Less : -Marked application 500,000 | 540,000 [ 440,000 | 14,80,000
s St o 6,667 -33,333 66,666 40,000
Less : -Surplus/over subscription/excess application
Neethu's shares between Cheethu and Reethu 16667 | +33333 | 16,666 -
(33.3333x1:1/2)
Less : -Surplus/over subscription/excess application -10,000 - 50,000 40,000
Cheethu's shares to Reethu +10,000 - 10,000 -
+Firm Underwriting - . 40,000 40,000
60,000 60,000 60,000 1,80,000
Net Liability of underwriters 60,000 60,000 [ 1,00,000 | 220,000
Total liability of underwriters 60,000 60,000 1,00,000 2,20,000
c*ubﬂondmmmummnﬁmmaMMthwwm
Particulars
Total application received from public 15,80,000
Less : Marked application including
Cheethu 5,00,000
Neethu 5,40,000
Reethu 4,40,000 | 14,80,000
Unmarked application 1,00,000
Calculation of underwriting commission.
commission in cash at 2.5%.

ABC Limited issued 20000 equity shares which were underwritten as follows X 12000 shares Y
5000 shares and Z 3000 shares. The underwriters made applications for firm underwriting as follows
X 1600 shares Y 600 shares and Z 2000 shares. The total subscriptions excluding firm underwriting
but including marked applications were for 10000 shares. The marked applications were as follows :
X 2000 shares Y 4000 shares and Z 1000 shares. You are required to show the allocation of liability of

the underwriters




ated as marked .1pplimllun

When firm underwriting is tre s
lity of Each undorW_ s R —
Statement showing Net Liabl 7
e = .’5-‘—-£ Yqoon 3000 m
s —‘:‘i‘l’gl—‘l 1" 12000 - 20,%'
Gross Liability of undernwritens o 1,

i l:« Unmarked application= (total application rece jved 4200 1,750 l 25.5; %
markad appication) 7 800 3 ':i; 2:000 i
0N 12:5:3720 o I )
| Less ~Firm Underwriting p 15 +50 e

by ication Z's | 6,165 2,635 - 4
| Less: -Surplus/over subscription/ excess applica i 4,000 1,000 el
shares between X and Y (30x 12:5/17) 2,(!)065 ’—1-1-,3—3; = \um:
Less : -Marked application 4,1
Ralance X 1000
Less : -Surplus/over subscription/excess application Y 2,365 +1,7365 & S
" and Z shares between X /1,800 = = - T8
(13(6»1.0001 1 ,600 600 ! ’ 42
- -Firm Underwriting = —— <
| Net Liability of mderwrifets _J"’"‘s,wo 600 | 2.000 E
Total liability of underwriters 3400 ) o
as
Calculation of unmarked application when firm underwriting |s treated marked ication -
— ——
| P underwriting 10,000
Total application received from public excluding firm
Less : Marked application including
X-2,000
Y-4,000
] Z" 'm 7 m
' Total unmarked application 3,000
ILLUSTRATION 18.
ABC Ltd, incorporated 01-01-2017 issued a prospectus inviting application for 5,00,000 Equity

shares of T10 each. The whole issue was underwritten by W, X, Y and Z are as follows.
W-2,00,000, X-1,50,000 Y-1,00,000 and Z-50,000 shares. Application was received for 4,50,000
shares of which marked application were as follows W-2,20,000, X-1,10,000 Y-90,000 and Z-10,000.
You are required to find out the liability of underwriters.
(Karnataka State Law University B.Com. L.L.B. June 2019

SOLUTION

[ Particulars T

. w X Y z Total
e 2000 [ TR0 | 3000 [ 50107 50000
i~ : pplication 2,20,000 | 1,10,000 90,000 10,000 | 4,30,000
“‘_‘“ -20, _—r
.Le? : -Surplus/over subscription of Underwriter +20’:£ :gm g by e
| ‘W divided between, X, Y and Z(20,000x3 2 :1/6) = 000 6,667 3333 5
il | 30,000 3333 [ 36667 | 70000




Underwriting of Shares

Less :-Unmarked application

4,50,000-2,20,000+110,000490,000+10,000) = 8,000 6,000 4,000 2,000 20,000
20,000X4 :3:2:1/10 -8,000 24,000 667 34,667 50,000
Less : Surplus of underwriter ‘W and Y adjusted +8,000 6,500 +667 2,167

with X and Z (8,667x3 :1/4)

Net liability of underwriters NIL 17,500 NIL 32,500 50,000

ILLUSTRATION 20.

Sooraj Ltd. issued 200000 equity shares of ¥ 100 each. A, B, C and D underwrite the entire issue in
the proportion of 40%, 30%, 20% and 10% respectively in consideration of commission in cash at 4%.
They also apply for firm shares as under : A - 6000 shares, B - 4000 shares, C -~ 4000 shares and D -
6000 shares. Besides, firm applications from the underwriters, the public apply for 1,20,000 shares, of
which the marked applications are as under : A - 20000 shares, B — 12000 shares, C - 16000 shares and
D - 32000 shares. Show the number of shares to be taken up by each of the underwriters, treating firm

underwriting as unmarked applications.

(Bangalore University Il Semester B.Com. Examination Nov/Dec., 2014)

SOLUTION

When firm underwriting is treated as unmarked application.
Statement showing Net Liabllity of each underwriters.

Particulars A B C D TOTAL

Gross Liability of each Underwriter 80,000 60,000 40,000 20,000 | 2,00,000

(2,00,000X4 :3:2:1/10)

Less :-Unmarked application=Total application 24,000 18,000 12,000 6,000 60,000

received+ firm underwriting-Marked

application (60,000x4 3 :2:1/10) 56000 | 42,000 | 28000 [ 14000 | 140,000

Balance 20000 | 12,000 [ 16000 | 32,000 | 80,000

Less :-Marked application % 30,000 1 18 %0

Less :-surplus of shares of D between A,B and 8% 6.000 m *lsﬁ ,(l!f

8,000X4 :3:2/9 .

@ e 28,000 24,000 8,000 - 60,000

Add :-Firm Underwriting 6,000 4,000 4,000 6,000 20,000

Net liability of each underwriters 34,000 28,000 12,000 6,000 80,000

Calculation of total subsription
Particulars

Total application received from public 1,20,000

Add : - firm underwriting(6,000+4,000+4,000+6,000) 20,000

Total subscription 1,40,000

Calculation of total unmarked applications
Particulars

Total application received from public including firm underwriting(Since firm 1,40,000

underwriting treated as unmarked application

Less :--Marked applications (20,000+12,000+16,000+32,000) 80,000
60,000

Total unmarked application
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Calculation of underwriting commission,
Commission in cash at 4%.

A- 80,000 shares at T100 each = (80,000x100=80,00,000x4/ e
B- 60,000 Shares at T100 each = (60,000x 100=60,00,000x4/ 100;1 ,60 ,a -
=- 20,000 shares at €109 each = (40,000x100=40,00,000x4/100=1,60,

C-

Undtmrm,,' "&“\ !

100=3,20,000

D- 20,000 shares at T100 cach = (20,000x100=20,00,000x4/100=80,000.

Note : “Besides, firm applications” means excluding firm underwriting.

ILLUSTRATION 21.
The following underwriting takes place A 20000 shares Bclzg ;::::: and C 8000
addition, there is a firm underwriting A 4000 shares B 2000 and C 6, .

sha,m' "

i iption including firm undenm—ih'n8 w
The company issued 40,000 shares. Total subscription inc as 3y,
shares and thp:nfbrms included the following marked forms A 8000, B 4000 and C 4000, Shwﬁ

allocation of the liability of the underwriters.

SOLUTION.

When Firm Underwriting treated as Marked application.

] Particulars S T v TOTAL
! Gross Liability of underwriters 20,000 12,000 8,000 40,000
l' Less Un marked application=(total application received- 9,000 5,400 3,600 18,0m
| marked application) 11,000 6,600 4,400 22,000
| 18.000x5:3:2 8,000 4,000 4,000 16,000
| Less : -Marked application 3,000 2,600 400 \6.“”
Balance 4,000 2,000 6,000 12,000
Add : - Firm Underwriting , 7,000 4,600 6,400 _m
Less : -Surplus/over subscription/excess application IF
ANY
Net Liability of underwriters 7,000 4,600 6,400 18,000 |
Eo:al liability of underwriters 7,000 4,600 6,400 18,000
| Particulars
/ Total shares subscribed by the public 34,000
Less : -Marked Application ((8,000+4,000+4,000) 16,000
18,000

| Unmarked applications

SHORT ANSWER TYPE

1. Define Underwriting of shares.

2. Write the meaning of underwriting

3. What is underwriting of agreement?

4. Who is an underwriter?
5. State the different types of underwriting.
6. What is meaning of underwriting commission?
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v A

10.
1L
12.

s 1.23

What is the maximum percentage of commission payable to underwriters on shares and
debentures as per companies act.
State the meaning of marked application
State the meaning of unmarked application.
Distinguish between complete underwriting and partial underwriting,
What do you mean by firm underwriting?
Write a short note the following.
(i) Pure underwriting
(ii) Firm underwriting
(iii) Underwriting commission

LONG ANSWER TYPE

1.

2
3.

5.

What is the meaning of underwriting of Shares? Explain various types of underwriting.
State the proforma of determining net liability of underwriters.

State the advantages and disadvantages of underwriting of shares.

A company issued prospectus inviting applications for 7,00,000 equity shares of rupees 10
each. The whole issue was fully underwritten by A, B, C and D as follows A -2,80,000 B-
2,10,000. C-1,40,000 D-70,000 Applications were received 6,30,000 shares of which marked
application was as follows A-3,08,000 B-1,54,000 C-1,26,000 D-14,000. Calculate the liability
of the underwriters.

ABC Limited issued equity shares ¥ 100000 at ¥ 10 per share. The whole issue was fully
undawﬁttenby&wfollowing‘mderwﬁtestBS,(X)OBS0,0(X)C20.(!)0010,000530001’
2000. The application forms marked by the underwriters were A 10,000 B 22,500 C 20,000 D
7500 E 85,000 and F nil. Applications for 20,000 shares were received on forms not marked.
You are required to find out the liability of underwriters

A company issued 100000 shares. These shares are underwritten as follows :

X 60000 Y 25000 Z 15000. In addition, there is firm underwriting- X 8000 Y 3000 Z 10000.
The total subscription including the firm underwriting was 71000 shares and the forms
included the following marked forms- X 10000 Y 20000 Z 5000. Determine the net liability of

underwriters.

M Ltd. has authorized capital of ¥ 5000000 divided into 100000 equity shared of T 50 each.
The company issued for subscription 50000 shares at a premium of T 10 each. The entire
issue was underwritten as follows

A-30000 shares (Firm Underwriting 5000 shares)

B-15000 shares (Firm Underwriting 2000 shares)

C-5000 shares (Firm Underwriting 500 shares

Out of the total issue, 45000 shares including firm underwriting were subscribed

The following were the marked forms :

A-16000 : B-10000 : C-4000

Calculate the liability of each underwriter.
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underwritten as

7. X Ltd. issued 400000 shares of ¥ 10 each. The entire issue was .
A 200000 (Firm Underwriting 40000 shares) i

B 120000 (Firm Underwriting 20000 shares)

C 80000 (Firm Underwriting 20000 shares)

Shares applied for were 360000 the following being the mar ked forms h‘d“ding i
underwriting A 140000 B 56000 C 64000- N

Calculate the liability of each underwriting
(Bangalore

Ltd. issued 10000 shares of T 100 each at a premium of T 20 per shares. The o,

A Band C as follows :

University B.Com. 2002. Exlmim :

8. Embassy
issue was underwritten by

5000 shares (Firm Underwriting 1000 shares)
B 3000 shares (Firm Underwriting 500 shares)

C 2000 shares (Firm Underwriting 500 shares)
Public have applied for 9000 shares. The following are the marked forms including fim

underwriting
A 3500 shares B 1400 shares and C 1600 shares

Determine the liability of each underwriter.
(Bangalore University B.Com. 1997, Examination)

9. ABC Company issued 20,000 shares which were underwritten by X, Y and Z as follows :
X 10000 shares Y 6000 shares Z 4000 shares. In addition there was firm underwriting by : X
1000 shares Y 500 shares and Z 1500 shares.

The company received applications for 15200 shares including firm underwriting and the
number of marked forms were as below X 3000 shares Y 4500 shares Z 1700 shares. Show

the allocation of liability of the underwriters assuming that the underwriting agreement did
not provide any relief for firm application. (CA Inter, June 1988 Examination)

10. (Entire issue is underwritten with firm underwriting when total subscription is

excluding firm underwriting by including mark application)

Bangalore house building Association issued 100000 equity shares of ¥ 100 each; P, Q, R and

S un_derwn‘te the entire issue in the proportion of 40% 30% 20% and 10% res'pe'cﬁvdy in

;gzz:::aﬁon of commission in cash at 4%. They also apply for firm shares as follows : P

e res dQ 2000 shares R 2000 shares and S 3000 shares. Besides the firm applications
e underwriters the public apply for 60000 shares of which marked applications are

as follows : P 10000 shares Q 6,000 shares R 8000 shares and S 16000 sh:x:s Show the

number of shares to be taken up by each of the underwriters and also the commission

receivable in cash. (Bangalore University B.Com. 1994. Examination)

LK N

e



ISSUE OF SHARES

e Learning Outcomes

Q Familiar meaning of Shares and Types of shares and Debentures.

O Learn the accounting treatment if shares issued under different circumstances like at par, at discount
and at premium.

O Deal with forfeiture of shares issued with different conditions.

e’ Contents 2

Meaning of share capital

Share capital of the company

Types of shares

Ordinary equity shares

Preference shares

Types of Preference shares,

Issue of Shares for Cash

Issue Price of the shares

Basic terminologies on Issue of shares

Proforma journal entries for issue of shares for cash
subscription of shares

Meaning of Under Subscription/Illustration
Meaning of Oversubscription/Illustration

Meaning of issue of shares at Premium/Illustration

Qooooooooooaog

[TYTETSSE The Draw backs In sole trading concern and partnership firm i.e., limited capital and unlimited
liability which will not allow them to expand their business to meet the growing demand, Industrial revaluation
and less earning lead to new type of business organization which helps them to overcome these draw backs is

Joint stock companies.

Meaning of Companies

Company follows the provisions mentioned in the Companies Act 2013, which says that a -
“Company” means a company incorporated under this Act or any previous company law; In other
words, A company is a legal entity which is formed by different individuals to generate profits
through their commercial activities.
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Meaning of Share Capital

= lln k?t.\l paid up capital of the company & |
al capital of the company is divided into ant

Share capital of the company i divided inte
1. Authorized Capital : This is the estin

re capital. In othe
Wit is called sha ™
y OF aur nits 8 called share, °'d\

all Imllvlnllvlc \

h-gul’ll‘ﬂ}

rortior
ymber of sm
s following €@
ated maximum [ cnp::::,:;;::: l’(‘:"\cl o
also L ‘ i,
dause of Memorandum © ed) to qubscribe finance bl .
“Registered Capital ™ The company g ; it 0 5
Yoot of _only up to this amount throt 1 : |
{ssue of shares only up o | gsue full auﬂlorm.‘d share capital to the ”
2. lssued € apital : A company ! ortion of part of uglslered caplul to general publ X

for subscription: It issues only a P
s‘ub;cripti;n such a portion is called 1ssued capital. . —
oo g Capital : 1t is that part or portion of the issued cap! a subscribeg .
3. Subscribed Capiia’® all the shares that are off

ic. S s public ma not purchase
5t S the);ubscribed capital shall be less than ﬂ\em

the general
the public, for subscription. In such case,
capital. . |
It is that part of the subscribed capital, which has been called
: fz10each ¥T5h 0y
000 shares O as been iy

4. Called up Capital : :
shares. For example, if the company issues 20,

up, then the called capital shall be (2000 5)T 1,00,000.
pital : Itis that part of the subscribed capital which has been actually paid Wby

5. Paid-up Ca
the shareholders. For example, if the company jssues 20,000 shares of T 10 each T 5y
been called up, then the paid-up capital shall be (20000 5)% 1,00,000.

6. Reserve Capital : It is that part of the capital which the company has decided not to b
called up except in the event of winding up of the company. Sometimes, a cOmpany my
feel that the capital already paid up is sufficient for the proper conduct and smooth running

p a certain portion of its subscribed

of the company. In such case, it may decide not to call u
law also sanctions the creation of

capital except in the event of winding up- The company
reserve capital otherwise known as “Reserve Liability %

TYPES OF SHARES
As per the Companies Act 2013, under section

o Ordinary equity shares

o Preference shares

43, shares are classified into two types:

Meaning of Ordinary Shares
Ordinary or equity shares a
those sha i
s re res which are not pref
olders do not have any priority over in matters of repa;mere\:ea':\c: ;?val:ies ; clIt B
Characteristics of Equity Shares: o
(1) Equity shareholders enjoy the voting rights

(i) Equity sharch _
sk reholders will have right to take part i
. part in the annual general body meetingofﬂ‘
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(iii) Equity sharcholders entitled to a company’s surplus profits.
(iv) The Equity shares can be issued by the company either (i) cash or (i) for consideration

other than cash.

Meaning of Preference Shares

Preference shares are those shares which will have priority or (preference) over other equity
shares are called Preference shares,

Characteristics of Preference shares

Preference sharcholders carry special right in regards to dividend receipt.

These Preference shareholders will have priority in repayment of their capital when the
organisation is winding up.

These Preference shareholders will enjoy the benefit of fixed rate of dividend irrespective of
the company’s financial performance.

Preference share holders will not have right to take part in the day-today administration of
companies.

Preference share holders will not have any voting rights.

Types of Preference Shares

Redeemable Preference share: -These are those shares which can be redeemed or repaid to
the shareholders at a particular period of time sometimes even earlier at companies’
discretion. The repayment on these shares is called redemption and it is governed by section
80 of the companies act of 1956.

Irredeemable preference shares: -These are those shares which cannot be redeemed or
repaid to the shareholders at a particular period of time sometimes even later at companies’
discretion are called Irredeemable Preference shares. According to Companies Act 1956
section 80(5A), no company limited by shares shall issue irredeemable preference shares or
preference shares redeemable after the expiry of 20 years from the date of issue.

Convertible Preference shares: -These are those shares which can be converted into equity
shares at their option according to the terms and conditions of the issue of these shares.

Non-convertible preference shares: -When holders of the preference shares have not been
conferred the right to get his holding converted int equity share, it is called non-convertible
preference shares. Preference shares are non-convertible unless otherwise stated.
Participating preference shares: -Holders of participating preference shares have the right to
partake in a company’s profits once a company allots dividends to ordinary shareholders.
Therefore, when a company’s net income is substantially high, such shareholders stand to
receive a part of such profits.

Non-participating preference shares: -A share on which only a fixed rate of dividend is paid
every year, without any accompanying additional rights in profits and in the surplus on a
winding-up, is called Non-participating Preference shares.



o Cumulative preference shares: - A cumulative preference share is one that carrieg u:\
toa fixed amount of dividend or dividend at a fixed rate, such dividend is Payable %:"'
of future profit current years profits are insufficient for the P“"l:’m“"f This megy, 't
dividend on these shares accumulate unless it is paid in full and, therefore, the ’hiru\

called Cumulative Preference shares. i 3
ference share is one that ¢,
« Non-cumulative preference shares: - A cumulative pre ﬁxedcer: te, In case no. dfa' th
right to a fixed amount of dividend or dividfnd at a L sud’i dvidend forl \
declared in a year due to any reasons, ght to. rece ivi e, o
ye y :tled to arrears of dividend in fy
expires, It implies that holder of such share is not entitl bure,

acement” of shares, Py
shares. To maintain bogy
public companies W:

ISSUE OF SHARES FOR CASH
To issue shares, private companies depends
ies issue a Prospectus and invite general pu
i 4 ¢ it is advisable to concentrate on

accounts and to learn accounting treatmen f jption
i d Debentures for general public for sobs ; .
issues shares an gene Lblic to subscribe for its shares. Ong,

! inviting general p
A public company issues a prospectus PETE B g jed bank by the interested partis

basis of prospectus, applications are deposued ;
with the amount payable at the time of application, in cash.
The compnay can issue shares in two ways.
(i) Fixed Price Issue g .o )
(ii) Book Building [ssue :
of the shares is pre determinded. The investery

Fixed Price Issue:- Under this method the price he |
rice fixed by the issuing company. Example :- If the share is issued &

can buy the shares at the p :
2 210, the invester has to quote the same price at and he cannot change the price.

Book Building Issue:- Under this method, the price is discovered through the public bid. Ther
will be a price band, lower or upper price band. The final price is finalised depends on thre numbet
of the application received based on the price band.

Example:-The price band is ¥ 505-510. If the maximum number of application quoted is T 510
the company determines the price as ¥ 510. Almost all the TPO’s (Initial Public Offer) are book
building issues in India.

First instalment paid along with application is called “application Money”. Application money
cannot be less than 5% of the face value of shares. After the closing date of the issue (last date for
filling applications), company decides about allotment of shares in consultation with SEBI and

exchange concerned. According to the Companies Act, 2013, a company cannot proceed to all

shares unless minimum subscription is received by the company.

Sty o s i i g i 3147

s failedc o T]f:mAfnecmsg I;\ case minimum subscription is not received the whole l$::
' . ount of minimum subscription to be disclosed i pectus b

Board of Directors taking into account the following. 3 - o pros ?

(i) Preliminary expenses of the company

.



(i) de&dmum«mkmm
(iv) Worldrgapiulnqumneaudﬂ\eammzm
v) Myuhnyu\dh\mluundq'-b-dny P of the by

hwﬂ%ammmmwmm
mmmmmam-uuwbhm.u;m

the issue it
Ano: M:dmmewﬂaﬂmwwmﬁammﬁnﬂapuwmmb.
healm fhuu;ﬁhmyw&mwmdmuhaﬁkamd
allotu\em' registrar undddudt&mpmyhbpyllnnhmhdmmw
wymmutlmm%mubs

Issue Price of the Shares

mmmdﬂmuisgmn received b company instalments
instalments are known as under- % e ) =

dbmhundaptulh&:n

First Instalment Share Application Maney
Second Instatment Share Allotment Money
Third Instalment Share First Call Money
Fourth Instalment Second call Money

Last Instalmens Final call Money

Basic Terminologies on Issue of Shares
o [ssue of shares at Par
«  [ssue of shares at premium
¢ [ssue of shares at Discount
*  Calls in arrears
¢ Calls in advance
¢ Oversubscription
*  Under subscription
*  Forfelture
¢ Reissue of shares
¢ Pro- rata issue of shares
DURNAL ENTRIES FOR ISSUE OF SHARES FOR CASH

Date N
Farticulars No

o (Entry for share application money received)
Bank Account e - oo
To share Application account




A

Tverny,
02 {Entry for share application money transéerred b share
capital account) Dr. 5ot
Share Application A it .
To share capital accoant -
0w
e
p==
B
| XCa
wx
| ox
' oo
' wox
00
|
[l K
To Share Capital a/¢ o

[
mmmdmdwmﬁ)

SUBSCRIPTION OF SHARES -
A public compan is authorised to issue prospectus inviting ;cmllp\b&lonm
llsmmm’;mwymimwmhmmmadmbhwbﬂ
Thete are three possibilities : .

NuSUlsmN:mhnumbedMMdbmpubﬁchtw‘“‘
nm.nmmbymepummmmmmwhpw&-u
numbers then it is called full subscription.

i

X Limited issued 10,000 equity shares of € 10 each payable on Application € 3 On allotme™

F
on First € 2 and on Final Call ¥ 2. Application are received for full 10,000 shares. All the 3PP,
wummmmmmwwmyhxmmh“w

company.
_




JOURNAL ENTRIES FOR ISSUE OF SHARES FOR CASH

Date

mmnmqu
Company Limited

uF
No

Debit

o1

(Entry for share money receivod)
Bank Account = Dr

To share Application account

(Being share i
berg Jorn application money received on 10,000 shares

(Entry for share
praent spplication money transferred o share
Share Application Account —— ... Dr.

(Being share application money transferred fo share
capital account on 10,000 shares of ¥ 3 each)

(Entryfumdlonuumydu)

Share allotment account
To Share Capital account

mmmmnemxommms

Dr

(Entry for Allotment money received)

Bank Account———— Dr.
To Share Allotment account

(Being share allotment money duly received on 10,000

shares of ¥ 3 each)

(Entry for Share first coll money due)

Share first call account e Dr.
To share Capital account

(Being Share first call money due 10,000 shares of T 2

each)

(Entry for share first call money received)

Bank account ~————— Dr.
To Share first call account

(Being Share first call money received on 10,000 shares of
T 2 each)

(Entry for share second and Final call money due)
Share final call a/ g

To share capital account
share second and final call maney due 10,000

shares of T 2 each)

Dr,

(Entry for final call money received
Bank Account
To Share Capital a/c
Mmmﬂm:&lvdmlommtz

Dr.

each)
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Meaning of Under Subscription: 4
, mappﬁnmummmmmm"*""“"'!wwwmm
wmnmm»um&quw‘"’ m‘\'
from the public. This situation is called Under-subscriptiatt

follows.
- ¢ 10 each Payable 43
On 1° April 2019, G Lid. issued 50,000 shares e 2019 and on Fnal CAI T 2epg,

L
On Application JOnWIJwFIﬂ“”
received. Allotment was made o, .,

2019,
were o
By 22 June 2019, ooy for 46000 U e 10 oy, those on 17 call WErs PEd on g
2019. Aﬂwmw the transaction w
m&mmwwaﬂmwwmw"“ "
waechedmlil‘mdim
[~ Sownow | | -
wwmumuu
__.__-_____._.--——h-;“;;,;"/ UF | Debit | Credii )
Date —// No \ ?
f— —
' Tane 2 mhmwuﬂmmm’d & 1,38,000
Bank Account ————""" 130
ToMApmeﬂ"
mmwwmywmmm
of ¢ Jexch) —
June 22 ﬁnuyhmwmm-ymdbm
SINWM———-——— Dr. 1,38,000
To share capital account 138000
(Being share application money transferred to share
aﬁﬂwmwmdfsad\)
July 7 Mhmumldnmnqdu)
Share allotment acooual «———"""= Dr. 1,38,000
To Share Capital account Ve 1,380
mmmmdmm«mman
- each)
July 16 | (Entry for Aliotment money received)
Bank ACCOuMt—m—— Dr. 1,38,000
To Share Allotment accound 1,38,000
(Being shase allotment money duly received on 46000
shares of 2 3 each)
W (R e—
o R —
To share Capital account Dr. 92,000 _—
ﬂ‘mmwmﬂm“ummd.z
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Aug 20

Aug 20

18" Dec

(Entry for share first call money received)
Bank account «eeeeeeee .

To Share first call account

(Being Share first call money receivect) on 46,000 shares of
T 2 each)

Dr.

(Entry for share second and Final call money due)
Share second and final call 2 /¢ Dr.
To share capital account

(Being share second and final call money due 46,000
shares of T 2 each)

(Entry for final call money received
Bank Account — Dr.
To Share Capital a/c

(Being share final call money received on 10,000 shares € 2
each)

92,000

92,000

92,000

92,000

Meaning of Oversubscription: The company receives applications for a large number of shares
than that of actual shares issued to the general public for subscription is called oversubscription. For
instance, a Company issued 1,000 shares to the public and the Company received applications for
1,500 shares from the public. This situation is called over-subscription. However, allotment can be
made only to the number of shares that are issued. The Company cannot allot more shares than the
issued even if there is demand for the shares.

ILLUSTRATION 3

A company limited issued 10,000 equity shares of ¥ 10 each and the money was payable as under:
On application ¥ 2

On allotment ¥ 3

On first and final call ¥ 5 per share.

Public subscribed for 11,000 shares. 1,000 shares applicaﬁon.money were returned. All the shares
were allotted and the money duly received. Pass necessary journal entries in the books of the

company.

SOLUTION:

Journal entries in the books of Gee Limited

Date

Particulars

UF
No

Debit

(Entry for share application money received)

Bank Account
To share Application account

(Being share application money received on 11,000 shares

of T 2each)

Dr.

(Entry for excess application money returned)
Share Application account

To Bank account
(Being excess of share application money on 1,000 shares
2 2 each returned)

Dr.

2,000




2.10
(Entry for share application money transferred to share
3 capital account) or _— ‘
Share Application Account senmsameranmeni
To share capital account 2
(Being share [:pplimlinn money transferred 10 share g
capital account on 10,000 shares of T 2 each) |
(Entry for share allotment money duc) s s
4 Share allotment account —=-=—===""" ’
To Share Capital account 30,y |
(Being share Allotment money due on 10,000 shares of T3
each) i
(Entry for Allotment money received) o i
5 Bank Account-———"""""
To Share Allotment account 30,009
(Being share allotment money duly received on 10,000
| shares of T 3 each)
! (Entry for Share first and final call money due)
! 6. Sun first and final call account Dr. 50,000
: To share Capital account 50,000
‘ (Bdngﬂumﬁrstmﬂmmydueonlo,owslmresoffs
' each)
(Entry for share first call money received)
| 7. Bank account Dr. 50,000
To Share first and final call account ' 50,000
(BeinsShareﬁrstcallma\eynceivecOonlO,owmof
1’ ¥ 5each

Meaning of issue of shares at Premium:- The shares of many Listed and reputed companies
which pays high rates of dividend on their existing share capital fetch a higher price than their face
nlminﬁnemuket.Whensharesareissuedataprioehigherthan&tefacevalue, they are said to be
issued at a premium. In India all the companies issue the shares at premium. Share premium is

czpital profit for the company.

ILLUSTRATION 4.

(Issue of Shares at Premium)
Mithul Company Limited offers 20000 shares of ¥ 10 each to the public for subscription at

premium of T 2 per share. Money is payable as follows:
¥ 3 on application
¥ 5 on allotment (Including premium of ¥ 2)
4 on first and final call
The shares are fully subscribed and paid. Pass necessary journal entries, prepare bank account,

share premium account.
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Date

Particulars

L/F
No

Debit

Credit

(Entry for share application money received)
Bank Account
To share Application account

(Being share application money received on 20,000 shares
of T 3 each)

Dr.

(Entry for share application money transferred to share
capital account)

Share Application Account
To share capital account
(Being share application money transferred to share
capital account on 20,000 shares of 2 3 each)

Dr.

(Entry for share allotment money due including
Premium)
Share allotment account —-—-eeeseeeee Dr.
To Share Premium account
To Share Capital account
(Being share Allotment money due including T 2 on
premium due on 20,000 shares of ¥ 5 each)

(Entry for Allotment money received)

Bank Account
To Share Allotment account

(Being share allotment money including premium duly

received on 20,000 shares of ¥ 5 each)

Dr.

(Entry for Share first and final call money due)

Share first and final call account ~—————eeereee Dr.
To share Capital account

(Being Share first and final call money due on 20,000
shares of T 4 each)

(Entry for share first call money received)

Bank account s=eee—eeeeee—e Dr.
To Share first and final call account
(Being Share first and final call money received on 20,000
shares of T 4 each

60,000

60,000

1,00,000

80,000

80,000

60,000

60,000

40,000
60,000

1,00,000

80,000

80,000

BANK ACCOUNT

Particulars Amount Particulars

i

To share Application account 60,000 | By balance ¢/d
To Share Premium account * 3 40,000
To Share Capital account : 60,000
To Share first and final call account 80,000

2,40,000

.

2,40,000
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|

Particulars

\ To Share allotment account

ec—

Meaning of issue of shares at Di

When Shares are issued at a price lowe s
a discount. For example, if a sha of 1015158
amount of discount. Itis a Joss to

LLUSTRATION 5.

scount:

 than their face value,

re value
the company-

shares of rupees 10 each at

A company offers 50, ;
subscription. Money Was payable as follows:

79 per

they are
ghare

said to have been issueg

a discount of 10% to the public for

2 4 on application,
2 3 on allotment
balance T 2 first and final call. : :
S ' You are required to pass NECESSATy joumy
All applicants paid application and allotment money: X0
entries and necessary ledger accounts.
Journal entries in the books of Gee Limited
R Scalat LF Debit Credit |
Date 5 No T T
(Entry for share application money received)
1. Bank Account ————"" 2,00,000
To share Application account 2,00,000
(Being share application money received on 50,000 shares
of T 4 each)
(Entry for share application money transferred to share
2. capital account)
Share Application Account Dr. 2,00,000
To share capital account 2,00,000
(Being share application money transferred to share
capital account on 50,000 shares of T 4 each)
(Entry for share allotment money due discount adjusted)
3. Shnre allotment account Dr. 1,50,000
Discount on Share account Dr.
To Share Capital account o 2,00,000
(Being share Allotment mo due T 3with
‘di“stedonso,OOOshamsoﬂnzach) " discount
(Entry for Allotment money received) ’
4 Bank ACCOUNt-—rrmreeer Dr 3
To Share Allotment account : 1,50,000 .
1,50,000

(Being share allotment money including premium duly |-

received on 20,000 shares of ¥ 5 each)

L
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(Entry for Share first and final call money due)

Share first and final call account «eeeeeeeee.. — Dy
To share Capital account |

(Being Share first and final call m d

e of® B ety oney due on 50,000

(Entry for share first call money received)
Bank account
To Share first and final call account

(Being Share first and final call m:
iatte ol € 2 aich) oney received on 50,000

Dr.

1,00,000

1,00,000

Grand total

9,50,000

9,50,000

Meaning of Calls in arrears:- When a company makes calls upon shares allotted, there is a
liability of shareholders holding the shares to pay the call money within the date fixed for such

paymem.

If any shareholder fails in paying the call money within the said date, the amount which is not
paid, called Calls-in-Arrear.

ILLUSTRATION 6.

Y Limited Company issued 1,00,000 equity shares of 10 each at 12 per share payable as:
¥ 2 On application

T 4 on allotment

T 5 on first call (including premium)

T 1 on final call
Money duly received except on 1,000 shares of final call. Pass journal entries.

SOLUTION:

Journal entries In the books of Gee Limited

To Share Capital account
(Being share Allotment money due on 1,00,000 shares of

Tdeach)

Date Particulars LJF Debit Credit
No T S
(Entry for share application money received)
1. Bank Account ———————ee Dr. 2,00,000
To share Application account 2,00,000
(Being share application money received on 1,00,000
shares of ¥ 2 each)
(Entry for share application money transferred to share
2, capital account)
Share Application Account Dr. 2,00,000
To share capital account 2,00,000
(Being share application money transferred to share
capital account on 1,00,000 shares of ¥ 2 each)
(Entry for share allotment money due)
3. Share allotment account Dr. 4,00,000 ,
4,00,000




e Ee——— St
(Entry for Allotment money received) = 400,000
4 Bank Accountsesseeseseesr==

To Share Allotment account 000 4%
(Being share allotment money duly received on 1,00, |

shares of T 4 each) )
(Entry for Share first call money due including prem B 3,00,000

Share first call account seeseme=="" " 2,00,000

To Share Premium account -
To Share Capital account 25 ™
(Being Share first call money due on 1,00,000 shares
udin
(Entry for share first call money received including 500000
6. premium) - |
Bank account —-——=—""" Dr 5004y,
To Share first call account
(Being Share first call money received on 1,00,000 shares
of ¥ 5 each)
(FJ\tryforSMteﬁmlcallmmcydue) —
Share final call account —-====""" Dr. 00, 1
To Share Capital account 0000
Beingshareﬁmlcallmmeyducm 1,00,000 shares T 1
each)
(Entry for share final call money received)
8. Bank account wsse=s==- Dr. 99,000
Call-in arrears account Dr. 1,000
To Share Final call account
mmwaﬂwdulymmivedm(lmm
1,000) 99,000 shares of T 1 each)

Grand Total

Meaning of Calls in Advance :-Excess Money received by the company which has been called up
is known as calls in advance. If authorized by its Articles.

A Company may accept call in advance from its shareholde ¥ When a company receives such an
amount, it needs to credit it to the calls-in-advance account.

ILLUSTRATION 7.

Tea Limited issued 25,000 shares of rupees 90 each. The amount was payable as follows
~ ¥ 20 on application,
240 on allotment,
¥ 30 on the first and final call.

A shareholder holding 1,000 shares paid all the call e Wi
money al the
shares were subscribed and the amount were duly received. along with allotment maney. All

Pass journal entries in the book of the company.

wm

1,00,000

24,00,000 24,00,000
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Journal entries In the books of Gee Limited
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Date

Particulars

L/F
No

Debit

Credit

(Entry for share application money received)
Bank Account -
To share Application account

(Being share application money received on 25,000 shares
of T 20 each)

Dr.

(Entry for share application money transferred to share
capital account)

Share Application Account

To share capital account
(Being share application money transferred to share
capital account on 25,000 shares of T 20 each)

Dr.

(Entry for share allotment money due)

Share allotment account
To Share Capital account

(Being share Allotment money due on 25,000 shares of

¥ 40 each)

Dr.

(Entry for Allotment money received)
Bank Account-———— e Dr.
To Calls in advance account
To Share Allotment account
(Being share allotment money duly received on 25,000
shares of ¥ 40 each, on 1,000 30 each)

(Entry for Share first and final call money due)

Share first and final call account-——————— Dr.
To share Capital account

(Being Share first and final call money due on 25,000

shares of ¥ 30 each)

(Entryforshareﬂrstandﬁnalcallmmyreoefved)

Bank account Dr.
Calls in advance account-—————— Dr.
To Share first and final call account

(Being Share first and final call money received on 24,000
shares of ¥ 30 each, on 1,000 shares calls in advance
adjusted)

5,00,000

5,00,000

10,00,000

10,30,000

7.50,000

7,20,000
30,000

5,00,000

5,00,000

10,00,000

30,000
10,00,000

7,50,000

7,50,000

Grand total

45,30,000

45,30,000

INTEREST ON CALLS-IN-ARREARS-AND CALLS-IN-ADVANCE

Interest on calls in arrears is recoverable or(chargeable) interest on calls in advance is payable.
Directors, however have the right to waive the payment of interest on calls in arrears. Calls received
in advance are not entitled to any dividend. According to provision in this regard is In case if the
company is following table A (1956) - Interest would be 5% and if the company is following table F

(2013) - interest would be 10%.
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Calculatio

Interest on arrears

interest.

Calculation of Inte
Interest on ad

interest.
ILLUSTR I\

(Issue of shares &
Gugar Co
- us 2 p"‘d Ab' ‘o"o‘vs:

Mysore
amount was

o

n of Interest ©

arred

~ No. of sharcs in

anc
s in AdY
rost 0% e « jn arrears x call mon¢

vame ©

10N 8. -
count w
e equity shares

to
20

cation

(Entry for share application money received)
Bank Account """ Dr.
To share Application account
received on 40,000 shares

(Being share application money
of T 20 each)
(Entry for share application money transferred to share
capital account)
Account ~——""" Dr.

Share Application
To share capital account
money transferred to share

rrears
n Calls oA x call money x

.;mns)
calls-in 2100 each

(Being share application

capital account on 40,000 shares of T 20 each)

(Entry for share atlotment money due)

Share allotment account ————=——" Dr.
Dr.

Discount on issue of shares a/c-—--—————"-"

To Share Capital account
(Being share Allotment money due on 40,000
‘ ,000 shares
2 35 each, discount on issue of shares adjusted) i

(Entry for Allotment money recei ol
Bank Account )

Dr.

To Share Allotment .
(Being share ==
g allotment money duly received on 40,000

shares of ¥ 35 each, )

1

No. of months x p'“"“l‘n%

No. of months X per,

ata discount of T 5 per shay,
{

" Credit®
L

8lem

14,00,000
2,00,000

14,00,000

—

8,000y

8,00,00

16,0008

14,0000
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(Entry for Share first and final cajl money due)

S Share first and final call account-eo.... Dr
To share Capital account ' S 16,00,000
(Being Share fisst and final call mone y
shares of T 40 each) U (e on. A
(Entry for share first and final call money received)
6. Bank account —emnnnn. Dr 15,20,000
Calls in arrears account-— Dr. '80:0(1)
To Share first and final call account 16,00,000

(Being Share first and final call mone

' y received on (40,000-
2,000) 38,000 shares of T 40 each, on 2,000 shares calls in
arrearsadjusted) (2000 40)

Grand total 78,00,000 78,00,000

Meaning of Forfeiture of Shares: The term “forfeit’ actually means taking away of property on
breach of a condition. It is very common that one or more shareholders fail to pay their allotment
and/or calls on the due dates. Failure to pay call money results in forfeiture of shares. Forfeiture of
shares is the action taken by a company to cancel the shares.

jl'he directors are usually empowered by the article of the Association to forfeit those shares by
serving prop:er m?uw-to the defaulting shareholders. When shares are forfeited, the title of such
shareholder is extinguished but the amount paid to date is not refunded to him. The shareholder
then has no further claim on the company. '

Points to be remembered while passing Journal entries for forfeiture of shares,

. ;\hmount called-up (ie., amount credited to share capital account) in respect of forfeited

ares.

e Amount already received in respect of those shares.

* Amount due but has not been received in respect of those shares.

e Accounting entries for forfeiture of shares will vary according to shares issued at par or at a

discount or at a premium.

ILLUSTRATION 9.

(Forfeiture of shares which were issued at Par)

Bee Ltd, forfeited 3,000 shares of T 100 each fully called up held by Mr. Been for non-payment of
final call at T 40 each. However, he paid ¥ 20 on application and ¥ 40 on allotment. these shares were

originally issued at par. Pass journal entries in the books of the company for the forfeiture.

SOLUTION :

Journal entries in the books of the company for the forfeiture

Date Particulars L/F Debit Credit
No T T
Share Capital account (3,000 100) Dr. 3,00,000
L To Forfeited shares account (3,000 20+40) 1,80,000
To Share Final Call account (3,000 40) 1,20,000
(Being 3,000 shares of ¥ 100 each forfeited due to non-
payment of T 40 each on final call)




Points to be r

shares,

*  Always Share capital

forfeited shares (3,000 20440) the company

allotment,
(Forfeited shares account credited because
amount received will not be
* Always credit first/final callonw

ILLUSTRATION 10.

Z 1, forfeited 2,000 equity
at ¥ 2 each. Application money ¥ 2
reccived by the company. Pass
transferred to Calls-in-Arrears acco

Date

refunded to sha
hich ever the

shares of ¥ 10 ea
per share an

journal entries
unt)

account should be debited with nu
with its full value of shares as shown in the above

, . : )
*  Always forfeited shares account should be credited 1

the company gel

ch, T8 called-up fo
d Allotment money
for the forfeiture

{llustration

received

money I8 due.

(3,000 x 100)

the extent of money ree
( 2() on APP"C““("‘I and ‘ ‘u)

o

Y

emembered while passing journal entries for forfelt.,,‘

mber of shares which jg &

|
V(nd'

L}

L)

¢ income by cancelling Share

reholders) as per nominal account rule, iy

r non-payment of first cal)
¥ 4 per share have been , &

I
(assume that all money d’::dz

for the forfeiture
Journal entries in the books of the company
Particulars LF Debit Credit )
No T ?
—
Share Capital account (2000 8) semseeerem" Dr. 16,000
To forfeited shares account (2,000 2+4) lm

To Calls-in-arrears account (2,000 2)
(Being 2,000 shares of T

2,000 shares)

10 each T 8 called-up were
forfeited due to non-payment of T 2 each on final call on

(Forfeiture of shares which were is
Fun Ltd, forfeited 1,000 equity shares of ¥
premium of 20%. Amount payable on shares were on
premium) on first and final call T 50. Only application mone

of these shares. Pass journal entries for forfeiture.

SOLUTION:

sued at Premium)
100 each fully called-up which were issued at a
Application T 20 on allotment ¥ 50 (including
y was paid by the shareholder in respect

Journal entries in the books of the company for the forfeiture

Date Particulars UF Debit Credit
| No 4 L4
' Share Capital account (1000 100)---=eeeeeeeeeee Dr. 1,00,000
| 1. Share Premium Account (1,000 20)-—ememeeeem Dr. '20 000
To forfeited shares account (1,000 20) ' 20,000
To Share Allotment account (1,000 50 '
‘To first and final call account (1,000 50) :'g
:Z:{l;ﬁ Jg?i ::.:‘r:: of T 100 each fully called-up were '
final call on ¥ 50 pcrm::m oF 80 ot liotmant and on




Issue of Shares

ILLUSTRATION 12.

(Forfelture of shares which were insued a Discount)

1PO Lad, forfeited 2,000 Equity shares of 2 10 cach {
‘ ' ully called-up for non-pa tof fi
2 2 per share. These shares were originally issued at » discount ';l 21 por: :;\’::: ;hc.:‘:)lmc:::;

Recetved T 2 on application; T 3 on Allotment (Dise i j i
the books of the company., Punt cjustedy and €2 on first call. Pas e

qowml ontries In the books of the ¢

7 atkad i Doa%s ompany for the forfeiture
Dale Particulary LIF Debit Credit
. S No L4 ?
1 Equity Share Capital account (2000 10) oo D 20,000

To Discount on issue of Share Account (2,000 1)

To forfeited shares account (2,000 7) f4.000
To final call account (2,000 2) 4,000

(Being 2,000 shares of T 10 each fully called-up were
forfeited due to non-payment of 2 2 on final call)

Forfeiting Fully Paid Shares; A fully paid shares are forfeited, when a right to share have been
violated (Condition), then the company can forfeit those shares by informing the concerned
sharcholders. Once the fully paid shares are forfeited the concerned shareholder will lose all rights
from the shares and the shareholder will not be entitled to any amount if the forfeited shares are sold.
For instance, A company issues shares to an existing employee in the organization on the condition
that he will stay in the company for minimum of 6 years, but if the employees leave the organization
within 3 years after the allotment of shares then the company can forfeit these shares. However, it

should be noted that if the employees leave due injury or disability or terminated or retirement and
death shares will not be forfeited.

Re-issue of forfeited shares. A forfeited share (cancelled shares) available to company for sale
and it is with the company. Re-issue of shares is not an allotment of shares it is sale of share.

The process to re-issue is as follows:

According to the Articles of Association, Articles 29 to 32, the Board of Directors have the power to
Re-issue the shares, and this power cannot be delegated by the Board of Directors to any committee.

The Board of Directors may take up the Reissue of shares at the same Board Meeting as a
forfeiture or at a subsequent Board Meeting. The Board may pass an Ordinary Resolution at the
meeting for such forfeited shares to be re-issued to other persons. The shares may be issued at a
discount which does not exceed the amount already paid on such shares such that the total of the
sum paid by the original owner and re-issue price is not less than the par value. Since this is a reissue
of shares and not an allotment, there is no requirement to file an application for Reissue with
Registrar of Companies (Sri Gopal Jalan V Calcutta Stock Exchange Ltd (1963) 33 COM. Case 862:
AIR 1964 SC 250).

ILLUSTRATION 13.

(Re-issue of forfeited shares)
Board of directors of Deena Ltd, forfeited 400 Preference shares of ¥ 100 each of Mr. short, on




on Allotment and first al R

which ¥ 75
per share has been called-up not able to pay his dues
' share Paidwas?np,,:z;,

X5
per share. The board of Director re-issued 400 shares at ¥ 63 Pef

Journal ties n the books ofthecompeny for 28 EEEE
t Dale \ Particulars o s i W u
0 (Entry for Forfeiture/ Cancellation of shares) o wm\.

Preference share capital account $00 75— "
To Share Allotment account (400 25) 10
To Share first call account (400“252)5) 10y,
To Forfeited shares account ( 104
i preference lled up :

Being 400 shuesof!IOOeach!ﬁca
gorfafed due to non-payment of allotment and first call
e ted shares) =
02 (Entry for Re-issue of forfei

Bank account (400 65) ———— Dr. Zig

Forfeited share account (400 10) ——— Dr.
To Preference share capital account 3000

(Being forfeited 4wpre(ermcesharesof! 100 each T 75

called-up re-issued at T 65 per share and the money were

duly received.)

03 (Entry for balance on forfeited shares amount transferred

to capital reserve account)

Forfeited shares account ————— Dr. 6,000
To Capital reserve account 6,00

(Being balance on forfeited shares ie (10,000-4,000)

ILLUSTRATION 14.

(Issue of Shares at Par—]Journal and Cash Book)
A Limited Company issued 25,000 Ordinary Shares of T 25 each payable T 5 on application, T
onallom\emandQSeadanirstcallandﬂ\eBalmcemﬁnalcalls,Z0,0(I)sharswerefully-

subscribed and moneys duly received. You are required to give journal entries, Cash Book and
Balance Sheet of the company.

JoumlonuialnmobooktolAUmMCo.

Date Particulars LF Debit Credit
No T L ==

Bank Account Dr. 1,00,000

L To share Application account ' 1,00000
(Being share application money received on 20,000 shares
of T 5 each)
Share Application Account —————

Dr.

2 To share capital account 1o 10000
(Being share application money transferred to share '
capital account on 20,000 shares of ¥ 5 each)
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"Share allotment ACCOUNE ~ewesmsmeee “Dr. | 2,00,000
3 To Share Capital account 2,00,000
(Being share Allotment money due on 20,000 shares of
2 10 cach)
[ Bank Account--—eeee Dr. 2,00,000
4 To Share Allotment account 2,00,000
(Being share allotment money duly received on 20,000
shares of T 10 each)
Share first call account - Dr. 1,00,000
5, To share Capital account 1,00,000
(Being Share first call money due on 20,000 shares of T 5
each)
Bank account Dr. 1,00,000
6 To Share first call account 1,00,000
(Being Share first call money received on 20,000 shares of
¥ 5 each)
Share final account Dr. 1,00,000
7. To share capital account 1,00,000
(Being share final call money due on 20,000 shares of ¥ 5
each)
Bank account Dr. 1,00,000
8. To Share final call account 1,00,000
(Being share final call money duly received on 20,000
shares of ¥ 5 each)
Grand Total 10,00,000 10,00,000
DR. BANK ACCOUNT CR.
Particulars Amount Particulars Amount
4 L4
To Share Application account 1,00,000 | By balance c/d 2,40,000
To Share Allotment account 2,00,000
To Share first call account 1,00,000
To share final call account 1,00,000
5,00,000 5,00,000

ILLUSTRATION 15.

Ram Co. Ltd. issued 1, 00,000 shares of T 20 each on which the amount payable is as follows:

¥ 5o0n Application,

T 4 on allotment,

¥ 3 on First Call,

¥ 50n Second Call

¥ 3 on Third and Final Call



N |

From the following particulars, journalise the transactions for third call, forfeityy, i \
"q

- of shares; )
- | Name Shares held A':"_'—'E"i pald on
Stalin 0 N f}p 10 Allotment
¥ first Call
R e o ::‘m:l call
Meenu _,'r’l'l . EJ'lm. « .
kol R {_ Call money was received in full, excepy

ird call in Augus

these shares and reissued 2,400 shares, as fully ;:

The Company made the th
above persons. The Directors then forfeited
T 22 per share.

SOLUTION:
entries In the books of the company for the forfeiture

T Date |
Dr. 3,00,000

Share Third and final call ——————— 3
To Share Capital Account gy
J (Being share ﬁrzt and final call account due on 1,00,000
shares of T 3 each)
Bank account Dr. 2,92,800
2 To Share third and final call account
(Being Share third and final call money duly received on
(1,00,000-2,400)97,600x3 each
"(Entry for Forfeiture/Cancellation of shares)
3 Share capital account (2,400 20) Dr. 48,000
To Share first call account (400 3)
To Share Second call account (400+800) 1,200 5
To Share third and final call account
(400+800+1,200) 2,400 3
B

To Forfeited shares account
(Being 2,400 shares of T 20 each fully called up forfeited
due to non-payment of allotment and first call, second

call and third and final call money)
. | Bank account (2,400 22) Dr. - 52,800
i To sharePremium account (2,400 2)
To Share capital account 4800
To Preference share capital account (2,400 20)
(Being forfeited 2, 400 shares of ¥ 20 each ¥ 22 called-up
re-issued at T 22 per share and the money were duly
received,)
( (entry for balance on forfeited shares amount transferred
5 to capital reserve account)
Forfeited shares account ————eeeeeeeeee Dr. 33,600
To capital reserve account BN
(Being balance on forfeited shares ie (10,000-4,000)

22

FEE

| |
|
|
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Name Numl':";: shares Amount paid Amount paid on
W 400 (Application+ /\";‘h;ml) (544)= 9 B (400 9) 3,600
Reenu 800 ::pp:::alinn + Allotment + first call) (5+443) (80O 12)
pplication + allotment + first ¢ I
Meen 1200 call) (5+44345) =17 PRI (1,200 17) 23%
] Capital Reserve 33,600

JLLUSTRATION 16.
(Forfeiture and Re-issue of forfeited shares)

AB Co. Ltd. forfeited 1000 shares of T 20 each fully called up, held by Mr. George for non-
payment of allotment money of ¥ 6 per share and first and final call of ¥ 8 per share. He paid

application money @ ¥ 6 per share. These shares were reissued @ T 1 id. P,
f:r};eimre and reissue journal entries. 8 per share as fully paid. Pass

[ SOLUTION |

Jounnlmlnﬂnbooluoﬂhoeompany!orlhomnun

" Date Particulars LF Debit Credit
No 4 T
—n Share capital account (1,000 20) Dr. 20,000
To Share Allotment account (1,000 6) 6,000
To Share first and final call account (1,000x8) 8,000
To Forfeited shares account (1,000x6) 6,000

(Being 1,000 shares of ¥ 20 each fully called up forfeited
due to non-payment of allotment and first and final call

money)
(7] (Entry for Re-issue of forfeited shares)
Bank account (1,000 18) v Dr. 18,000
Forfeited share account (1,000 2) e Dr. 2,000
To Share capital account 20,000

(Being forfeited 1,000 shares of ¥ 20 each re-issued at T 18
per share and the money were duly received.)

03 (Entry for balance on forfeited shares amount transferred

to capital reserve account)

Forfeited shares account ~——————— Dr. 4,000
To capital reserve account 4,000

(Being balance on forfeited shares ie (6,000-2,000)

ILLUSTRATION 17.

(Over-subscription, rejection, forfeiture and Re-issue of forfeiture shares)

The UB Company Limited issued for public subscription 20,000 shares of ¥ 10 each at a premium
of ¥ 2 payable as follows:

On application ¥ 2 per share

On allotment T 5 per share (including premium)

On first Call T 2 per share

On second and final call ¥ 3 per share.
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m

t“u. of
Application was received for 30,000 shares 20,000 shares were allotted and eXcess

\

money received is returned. The company received all the due except the final call op ,m\
from Rehim. These shares were forfeited and later re-issued as fully paid at 2 8 pe, mﬂ\
Journal entries and also show how share capital appears in the Balance sheet. ,\
Journal entries In the books of Gee Limited .
LIF Debit
Date Particulars No - »\c’;«‘\
Bank Account Dr, 60,000 \
L To Share Application account gy
(Being share application money received on 30,000 shares J
of T2 each) ‘
Share application a0C0UN === Dr. 20,000 ‘
2. To Bank account . .
(Being excess of share application on 10,000 shares of ¥ 2 l
Share Application Account Dr. 40,000
3 To Share capital account g
(Being share application money transferred to share
capital account on 20,000 shares of ¥ 2 each)
Share allotment account Dr. 1,00,000
4. To Share Premium account 40,0
To Share Capital account 60,000
(Being share Allotment money due including T 2 on
premium due on 20,000 shares of ¥ 5 each)
(Entry for Allotment money received)
5. Bank Account———————— Dr. 1,00,000
To Share Allotment account 1,00,000
(Being share allotment money including premium duly
received on 20,000 shares of ¥ 5 each)
Share first call account ————eeeee Dr. 40,000
6. To Share Capital account 40,000
(Being Share first call money due on 20,000 shares of ¥ 2
each) i
Bank account —————— Dr. 40,000
7. To Share first call account 40,000
(Being Share first and final call money received on 20,000
shares of ¥ 2 each
Share second and final call account-——————eeeee Dr. 60,000
8. To Share Capital account 60,000
(Being share second and final call money due on 20,000
shares of ¥ 3 each
Bank Account Dr. 57,000
9. To Share second and final call account 57,000
(Being share second and final call money duly received on
(20,000-1000) =19,000x3 each)
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Share capital account = Dr
10. To Share second and final call account ) ——
To Forfeiture shares account e
(Being 1,000 shares of T 10 each forfeited due to o o
payment of ¥ 3 each on second and final call)
Bank account Dr
1. Forfeiture shares Account ———m... Dr. a8
To Share capital account ' a0
(Being 1N forfeited shares of 2 10 re- e
share fully paid and money duly rcceive:; N
12 Forfeited shares account —— Dr
To Capital reserve account - e
(Being Balance on forfeited shares e, (7,000-2,000) .
| Transferred to capital reserve account)
Calculation of capital Reserve
Name Number of shares held Amount paid Amount paid on
Rahim 1,000 Application + allotment + First call 243+2 7,000
Total Amount received on 1,000 (2+3+2) 7,000
Less-Loss on issue of shares adjusted (1,000 2) 2,000
Balance Sheet 5,000
Equity and Liability Amo
Authorized share capital =
Issued and called up share capital
20,000 shares of ¥ 10 Each fully called up and paid u
Reserves and surplus ek s
Share premium 40,000
Total 2,40,000
Assets and Properties
Current assets “
Cash 2,40,000
Total 240,000

ILLUSTRATION 18.

(Issue of Equity shares and Preference shares)

A company was registered with an Authorized Capital of ¥ 5,00,000 divided into 3,750 Equity
Shares of T 100 each and T 1,250; 5% Preference Shares of ¥ 100 each. 500 Equity and 250 Preference
Shares were offered to public on the following terms- Equity Shares payable ¥ 10 on application, ¥ 40
on allotment and the balance in two calls of ¥ 25 each. Preference Shares are payable ¥ 25 on
application, ¥ 25 on allotment and ¥ 50 on first and final call. All the shares were applied for and
allotted. Amount due was duly received. Prepare Cash Book and pass necessary Journal entries to
record the above issue of shares and show how the Share Capital Account will appear in the Balance

Sheet.
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l  SOLUTION: P
Journal entries In the books of A u'"“r’;]x?' Debit |
Dr. A
Bank Account =-—=—=""" o
1. To Equity share Application act:ney eceived O 500
(Being Equity share application ™ i
shares of¥ 10 each) — Dr.
| Equity Share Application Actount‘
2. To Equity share cagitﬂl 5::;:; transferred 1€ share
Being share application ch)
(capitas\ account on 500 shares of2102 Dr. 6,250
Bank Account "7 ation account
Preference share APP m. jved on
' (w::sszszeme share application moneY rece!
250shares oft 25 each e Dr. 6,250
5% Preference Share Application Accou?
To 5% Preference share capital o R
. (Being share application money ! 5
aitalaccountmEOsharesoi'QZSea ) = 20,000
Equity Share allotment account ———""""
To Equity Share Capital account
* (Being mg share Allotment money due on 500 shares
B Br. 20,000
Bk e onare Allsment sccount
6. To Equity Share otment ‘
(Bcingslmeauounemnwneyduly received on 500 shares
of T 40 each)
5% Preference Share allotment account ——————""" Dr. 6,250
7. To 5% preference Share Capital account
(Being%l’refemteslnreAllommtmoncyduemzso
shares of T 25 each)
Bank Account Dr. 6,250
8. To 5% Preference Share Allotment account
(Being share allotment money duly received on 250 shares
of ¥ 25each)
Equity Share first call account Dr. 12,500
9. To Equity share Capital account )
:;';“Ssmﬁmallmoneydueonsoomamof! 25
)
T — o ¢
" To Equity Share first call account 2,500
(Being olfigugye aS}‘:h\are first call money received on 500
5% Preferen®Share first and final account — Dr 5
11. To 5% Preference share capital account 2 12,500
(Being share final call
each) call money due on 250 shares of T 50




Issue of Shares 2.27
Bank account «eeeeeeeerasees Dr. II.SO(.J
12. To 5% Preference share first &final call account 12,500
(Being share first and final call m d
250 shares of T 50 each PN Ry el m
Equity Share final call account Dr.
13, To Equity share Capital account oo 12,500
(Being Share first call money due on 500 shares of T 25
each
Bank account seeeseeeseeeen Dr. 12,500
" To Equity Share final call account 12,500
(Being Equity Share first call money received on 500
shares of ¥ 25 each
Grand total 1,50,000 1,50,000
Balance Sheet
Equity and Liability Amount
T
Authorized share capital
3,750 Equity shares of ¥ 100 each 3,75,000
1,250, 5% Preference shares of ¥ 100 each 1,25,000
Issued and called up share capital
500 Equity shares of ¥ 100 each called up fully
250, 5% Preference shares of ¥ 100 each
Paid up capital ‘
500 Equity shares of ¥ 100 each called up fully and paid up .
250, 5% Preference shares of ¥ 100 each fully paid up e
75,000
Assets and Properties
Current assets
Cash 75,000
75,000

ILLUSTRATION 19,

(Over-subscription and Pro-rata basis allotment)

East west Ltd,. was registered with a capital of ¥ 5, 00,000 divided into 20,000 Equity shares of
225 each. The company offered to public for subscription 10,000 shares payable T 5 per share on
application, T 5 per share on allotment and the balance in two calls of ¥ 750 each. The company
received application for 11,600 shares. Applications for 1,000 Shares were rejected and application
money was refunded the applicants. A person who applied for 1,000 shares was allotted only 400
shares and excess of application money was carried forward towards the payment of allotment and

calls. Give Journal entries to record the above issue of shares.

SOLUTION:

Journal entries in the books of A Limited

Date Particulars UF |  Debit Credit
L No T i
Bank Account Dr. 58,000
1 To Equity share Application account 58,000
(Being Equity share application money received on 11,600
shares of T 5 each)
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[ L ement showing profit earned prior to and after Incorporation
e
Total Pre- incor. <
Pll‘ﬁﬂ-l'lm Amount A:::‘:::(:ﬂ Wflllo‘:: r\ ;‘
t T Tncopt
Gross Profit SN - S e
Les. ’ 'lm,ax) \\! ‘\
: “Cost of Goods Sold L .
Gross Pre 00.000 LPS
ofit 44,200 50,000 i
Less Expenses and Losses 21,875 Lyt
Administrative expenses 5,000 11,050 b
Selling commission 9,325 1,
Goodwill written oft 31,250 Post 5,250 4
Interest to vendors (loan repaid on < Ty,
February 2012) Post 6,993 3y
| Distribution expenses (60% variable) 4,500 %
60% variable (31.230x60/100=18,750 1:3 Wy
| 0% Fived (31,25040/100)=12,500 8,250 1:3 ‘
| Preliminary expenses 8.000 3,125 S
| Debenture interest 11,100 Post t
| Depreciation 2,500 2,000
'i Directors fee 2,775 biyy
| |8
}‘ ‘e 33,693 m
| Net Profit 16,308 m
2

Calculation of Time Ratio
Pre-incorporation= 1-4-2017 to 1-8-2017= (April, May ,June and August) =4 months

Post Incorporation period=1-8-2017 to 31-03-2018 (August, September, October, Novemp,
December, January, February and March) =8 months

Calculation of Sales Ratio=

Total sales for the year 10,00,000
Less:-Pre incorporation sales 3,00,000
Post incorporation sales - 7,00,000

Therefore Sales Ratio=3,00,000:7,00,000 Or 3:7

ILLUSTRATION 9.

Pavan Ltd incorporated on 1-07-2019, with a capital of ¥ 5,00,000 in equity shares of T 10 ead
took over the running business of Pavithra as from 1-04-2019. The purchase price of ¥ 2,00,000 wz

settled on 1-10-2019, together with interest at 10% p.a by fully paid shares of ¥ 1,75,000 and th
balance by cheque.

Company's Trial Balance as on 31 March 2020 was as follows :
Cash and bank balance (cash ¥ 1,800 4
Share capital ) e 2,2500




>rofit prior and Post Incorporation
3.17
uilding T - e I
mﬂd,,esmd . K0,000
i 7,500
C"d: 10,000
Sala 19 12,000
purchases 445,000
s 4.50,000
d Creditors
mb: o:o:\n“‘“"'m 45,000 0,000
¢ rates and taxes \ 6,000
puilding VPP .l.,‘Sl(;;
pirector’s fee s
qundf\' d\afgt’s ez
n 1 to vendor
nteres & 1,000
/,' 71,100 71,100
the f

Propare
. ddiﬁoﬂﬂl details;
(a) Stock at the end ¥1,40,000
(o) Bad debts T 2,000 (including ¥ 500 on debtors taken over from vendor) to be written off
(@) Sales above include sales up to July 12019, 2 75,000 '
(d Provide for doubtful debts ¥ 2,500

@ Depreciate building 5% and cycle 20%

P SOLUTION

Statement showing profit earned prior to and after incorporation

inal accounts for the year ending 31 March 2020, considering the following

— Particulars A':Ral Basisof Pre- incor- Post- Incor-
:unl Allocation por:don pm:tion
Gross Profit s 50 o
Rent from tenant 6,000 13 1500 m
Less Expenses and Losses 19.000 92,000
Rent, rates 13 750 2250
Director’s fees Post e
Sundry Charges 13 300 i
Interest to vendors 1 5,000 % 200
Provision for doubtful debts 13 500 1,500
Depreciation on
Building-— -4,000 13 1,500 4,500
Cyde— 2000
Net Profit transferred to
Capital reserve 7570
Profitand Loss A/c 58,030
Net Profit 19,000 92,000
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Calculation of Time Ratio

Pre-incorporation = 1-4-2019 to 1-7-2017= (April, May,
2017 10 31032018 (July-

Jurw andd)
A““'"" ‘ﬂ’

jember, October, 8, »

Post Incorporation period =1-7-
December, January, February and March)=9 months

Therefore time Ratio=3:9 or 1:3

Calculation of Sales Ratio= 4,50,000
Total sales for the year =====—"" 25,000
Less:-Pre incorporation sales——" 275,000
Post incorporation sales - Or1:3
Therefore Sales Ratio=75,000:3.75000 ot e
Balance rTGn’aTam Attienszy
Note (L4] - ”;
225
Share Holder's Funds 72
Reserves and Surplus
Capital Reserve
m’:i‘t and Loss Account
Current Liabilities 20,
Sundry creditors 220,
Assets 80,000 7615,
Land and Buildings 4000
Less:-Depreciation a 757
Fixtures " 10,000
Cycles 2000 &
Less-Depreciation .
Investments ; 140/
Stock ‘ 43,000
Debtors (45,000-2,000) 2500
Less:-Provision for bad debts 5%
Bank (48,600-1,800) 150
Cash T saad
32050

Beem Limited was incorporated on 1* July, 2019 to acquire from Sultan as and from 1" January,

the individual business carried on by him. The purchase price of the fixed assets and goodwill was
agreed to be the sum equal to 80% of the profits made each year on ascertainment of the sum due.

The following Trial Balance as on 31" Dec., 2019 is presented to you to enable you to prepare
Balance Sheet as at that date.



and Post Incorporation
/T:“;;ilyshamnr‘ﬁ—_‘ o — : R *——7_7_1’;;_,» B
W vables s =)
frade T n 31 Dec- B0, ()
o’ { Bank "’"1‘-"‘~'21d— —— ;'-'sz»
"y at Bank S5 e ———— 000
}/Wma:s fec o] %m0
_inary 12000 |
l“‘"’“f‘:.,.blcs . idi :xm
YY1 for the year after provi ing for all oo
‘l'/\:«/:‘“‘ﬂm'“' entered into with Bijli 1.28,000
T
o \
L \JE 8,00,000
Balance Sheet of M/s .
Mmtﬂ Lid, as on 31+
/T"’-— Parti Dec., 2019
| —_— culars
T quity and Liabilities e N T
sharcholders’ funds ===
1. () Share Capital Reserves and
| (b) Surplus Current 1 4,80
, | Liabilities 2 ug
R de Payables
@ Tra 34
. P Other Current Liabilities 1,28,000
‘ Assets L33.600
L Non-current assets Total 845,600
Fixed assets
' () |Jventories 't ; g
) Trade receivables 3 2,68,000
L © Cash and Cash equivalents 328,000
‘ ' 26.000
Total 8.45.600
Notes to accounts
l_i L4
" 1. Share Capital
Equity share capital
Issued & Subscribed Capital
6,000 Equity Shares of ¥ 100 each, ¥ 80 paid up 4,580,000
2 Reserves and Surplus
Capital Reserve (Pre incorporation profit)
Profit and loss Account 96,000
Net Profit and for the Year 96,000
lcs&Diredors:fee 12,000 i
Preliminary Expenses’ 26,000 (1.08.000) (12.000)
Total 84,000
3. Fixed Assets
—Goodwill and Fixed Assets (WN) 1,53,600

;



Amount Payable 1o Bijli :
Profit for the year

80% due as cost of goodwill, assets, ete,

ILLUSTRATION 11
tered a joint stock company under the i

Mithul and Rijul, workin rship regis

i ; s It was agreed that ¥
Millon Tours on May 31, 2019 to take over their existing business. 3;“ sk they Woulq ,
% asumof T 6,00,000 as from January 1+, and that ung

over the assets of the partnership for _
amount was dlschargt?:. they would pay interest on the amount at ti}:’ec::;:)f 3": f:; annym, N
amount was paid on June 30, 2019- To discharge the purchase ‘°“sted oy pany i,
20,000 equity shares of T 10 each at a premium of T 1 each and allot % Debentures of "'"h*

value of € 1,50,000 to the vendors at par. )

ount of the “Millon Tours” for the year endeg »

The summarized Profit and Loss Acc
December, 2019 was as follows :
T
[ v ;
[ To Purchase, including Inventory 2,80,000 | By Sales: ‘
To Freight and Carriage 10,000 1* January to 317 May, 2014 1200 |
To Gross Profit ¢/d 1,20,000 1* June to 31" Dec., 2014 mm‘f
______ | ByInventory in hand 500m
410,000 4100y
To Salaries and Wages 20,000 | By Gross Profitb/d 12000
To Debenture Interest 10,500 -
To Depreciation 2,000
To Interest on purchase
Consideration (up to 30-6-2014) 18,000
To Selling Commission 18,000
To Directors’ Fee 1,200
To Preliminary Expenses 1,800
To Provision for Taxes 12,000
To Dividend on equity shares @ 5% 10,000 |
To Balance c/d 26,500 —’]
= o)
Prepare statement apportioning the expenses and calculate profits/losses for the ‘post anddp;
Sheet

incorporation’ periods and also show how these figures would appear in the Balance
company.
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Jhowing Caloulation of Profitl oggeg 1or Pre AN Py

2 InCorporatio, »
“’"‘" ‘"ll ,." '
. Ineay Vom
el o {he basis of nale | 12 pm;'m.,., | 1Pt i
w'"” -" e Papenses allocated on tine basiy gl " L777
| . Ll f g X
.J‘:‘ \0"“:.‘.“ aned Wages 72'.‘"’
= oN Jiation |
W IV 2400 i kAL |
mission on the basis of sales 12 " ol S
lting* yn Purchase ¢ ‘onsideration (Time basig) . 240
e licable wholly to the Post-incorporation 51
N wos AP ' 15000 3
o o 10,500
| Interes '
ure
e
qor's I : o
ST ses Balance 1200 ik
m'hm‘!‘:.'l.‘l.\'nﬂ' Sheet ‘—J >
e —— L wm| g,

; —Aﬂ0N1l
uusTh incorporated on 152019 to take :
Ltd. was incorp over the business of
v“f;? The summarized Profit and Loss Account as given by S‘MW“' & Co.

- l w '0' M r
mm;v%l.lzlmq is as under: e
e Summarized Profit and Loss Account
e T 225,000 | By Gross Profit 2660000 |

T including manager’s By Interest on Investors 90.000 |

«, Salaries 1

“ salary of T 85,000 8,27,500

To Printing and Stationery 45,000

7o Interest on Debentures 62,500

7o Sales Commission 77,000

To 8ad Debts (related to sales) 2,27,500

7o Undertaking Commission 65,000

Te Preliminary Expenses 70,000

To Audit Fees 1,12,500

To Loss on Sale of Investments 28,000

To. Net Profit 9.75,000 P
272.50.000 2730000

Prepare a statement showing allocation of expenses and calculations of pre-incorporation and
Fikincorporation profits after considering the following information:
% GP. ratio was constant throughout the year.

W) Sales for January and October were 1% times the average monthly sales while sales for
were twice the average monthly sales.

-
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(iii) Bag . Profit Prior and pog, Ine,
€ shown P
luly, 2011, after ad;usung a recovery of T 17,500 of Bad deby for 5 ul
(iv) Ma g,
Nager's iy R
( : BeT's salary waq increased by ¥ 5,000 p.m. from 1.5.2014.
v) All INvestment .
(o8 T S were sold in April, 2014.
i) The enti '
entire audit for relates 10 company.
Pre-i : @ s
'Odo ncorporation period is for four months, from 1" January, 2'019 to 30 April, 2019, B,
period (from 1 May, 2019 o 31" December, 2019)is post-incorporation period. "
Statement showing Calculation of Profit/Losses for Pre and Post Incorporation Periog,
B W.[,'.
. = ’
Gross Profit 835000 [ 5.
Interest on Investments 400 '
Bad debts Recovery 9 g‘@ —
Less: Rent and Taxes 75000 L30/1p
Salaries .
Manager’s salary 7500 | 1550
Other salaries 205000 [ 4104
Printing and Stationery 15000 30,00
Audit fees - Ii2sm
Carriage outwards 112,500 87
Sales commission , 24730 52235 :
Bad Debts (91,000 + 7,000) ; 78750 [ 166235
Interest on Debentures 62,500
Underwriting Commission 65,000
Preliminary Expenses 70,000
Loss on sale of investments 28,000
Net Profit 467250 | 507730

* Pre-incorporation is a capital profit and will be transferred to Capital Reserve.

Working Notes :
(i) Calculation of ratio of Sales.

Let average monthly sales be x.
Thus sales from January to April are 4% x and sales from May to December are 9% x. Sales

are in the ratio of 9/2x : 19/2x or 9: 19.
(ii) Gross profit, carriage outwards, sales commission and bad debts written off have been
allocated in pre and post incorporation periods in the ratio of Sales i.e. 9: 19.

(ili) Rent, salaries, printing and stationery, audit fees are allocated on time basis.
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T

’ﬂm ebentures, underwriti
aterest ond erwriling COMmission 4 d
an 2
Prelimg m
na

(i") |

)
(v pre

what do you mean by Profit Prior to Incorporay
alion?

A R s

=\

5. Nameany 2 expenses debited to only to Post incq

9, Calc\l

10

o incorPO"‘““" period.
PP« on investments, loss on sale

eres ?
5 incnqmmlinn period.

Time ratio ?

sales Ratio ?

* Which ratio are normally used to apportion
: i do you use weighted ratio?

z do you mean by revised time Ratio?

you apportion the interest to vend
before closure of books of accounts ?

) ‘,\'h‘l' is
Wwhat i€

pre and .
post -mcorpo,aﬁon Profit

: Wwhat

; Ho\\' dO

is made

|2:: sils.ratio frotxlr‘\ t:}e following: Sajan c o'r:m;lion period.

acquired 2 usiness with effect from 1-4-2019, Ty incorporated

¥ 24,00,000. ij;; fofr April and May = 1% times :lazles fro on 1-8-2019 and
o October =1/2 of average monthly sales. Saes f Tage monthly sales. Sales

average monthly sales and sales from January to Mar:; E‘g’:ember and D“embe:rm? June

i Singl_\ cOnsu.ltant Company Limited was incorporated =Double the average monthly s/a '::f

g business of Thakur & Co. with effect from A on August 1, 2019, 1t hag acquired :

v . a

they were in the later half year. The net profit of
; ; the
i rin e lovingcpncs () Do T .
(iii) Prehminar)" expenses 12,000, (iv) Office ex a 7é(li) Directors” fees 2 50,000
? 72,009 and !vn) Interesrt to vendors upto Augustlslls;so 5 t,0'1)0. (v) Selling k
ascertain pre-incorporation and post-incorporation Pr;ﬁl - 5,000.You are required to
2012. or the year ended 31st March
_ Garib Ltd was incorporated on 1-7-2019 to take o ‘
. 3 ver the busi
going concern with effect from 1-4-2019. Their profit andbl‘:?ess of Aameer enterprise as a
3.2020 is as follows: account for the year ended31-

[To Opening stock 24,000 | By Sales @ 20
To Purchases 35,000 | By Closin St’mo) S
To Administration expenses 3,600 o 14,000
To Director’s fee 600
To Selling expenses 7,200
To Audit fee 200
To Preliminary expenses 300
To Net profit 7,000

74,000 74,000

Prepare a statement showing profit earned prior to and after incorporation.

LI
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rer stud ing this chapter, you will be able to:
Aft 5 Understand the concept and significance of valyation
0 Familiarize with the bases of valuation

o To provide conceptual insights into the valuation of Shares,

=

g Meaning of goodwill

A Characteristics of goodwill

Need for the valuation of goodwill

A Sole-Proprietorship Organisation

A Partnership Firm:

A Company or Firm

Methods of valuation of goodwill

Average profits method/Illustration

Super profit method/Illustration

Annuity method of super profit/Illustration
Capitalization method/lllustration

Valuation of shares

Meaning

Objectives of Valuation of shares

Methods of valuation of shares

Asset Backing Method: - Method /Net Asset Method
Yield Method

Earning Capacity

O Mustrations,

coooooooooooooooao

Valuation of goodwill and valuation of shares is one of most important elements in an corporate

both plays very important role in Branding the organization in terms reputation and shows

Capacity position in finance, In terms of declaring dividend and future eamnings. Therefore It is
Significant topic to learn this chapters.
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Meaning of goodwills In simple wond e S
3 3w N " Vanw TMs a2 g

owm as oondwil The derm “Gondwid & a proseat ' ol s '\x?\u:‘\...
aTTangs N

Characteristics of goodwill

i an Intangiie Ases
prbuton o 2

C\\\i\\‘.;‘.
2 sy anse froe sach O
wu\}‘\

Locason of e Rusnes Organston
N ~\—“'" L’\i &kl...'.:\ oI O _\“$ w ‘\uMm“d“

Namee o the provit

Rusiness as S nepion.

NEED FOR THE VALUATION OF GOODWILL:

A Sole-Proprietorship Organisation
o Atthe md;m-duwn\isk&w to another person's.
o Atthe time admitting a new person so the onganization to raise required capital.
o At the Hmes of converting OF expanding collaboration of business.

A Partnership Firm:

A Company or Firm:

A+ the time of admitting 2 new persan 10 the organization to raise required capital.

A+ sime of retirement /death of partner.
.-\:é:imesofmxmcre\pmdNParmshipﬁrmofbusin&.
At £me of Amalgamation

M&M&m@gaawndmsmw&mofmofdiﬁamtm

-
——
——

If the gooduillhasalreadybemwrim-oﬁmthepastbut the value of the same is to reconds
further in the books of accounts.

An existing company taking with or amalgamated with another existing company.

The Stock Exchange Quotation of the value of shares of the company is not available to
compute gift tax, wealth tax, etc., and.

The shares are valued based on intrinsic values, market value, or fair value methods.

METHODS OF VALUATION OF GOODWILL
1. Average Profits Method;
2. Super Profits Method;

3. Capitalization Method;

~r
-

4. Annuity Method;



' Shares
. goodwil and
M ¢ PR OFITS METHOD

:::will will be vamcld in this method based on taking average profit of past few years and
sars PUI’C hase.
per of yed
au does not earn profit for few years of its
. bushw cﬁub"Shﬂ\(‘nl If
Wy :,-w which i running successfully from some years, is required to P,; F;::Son w:,l.:;
v a pus mh'ﬂﬂf price as agreed. Tl\us. goodvylll is to be calculated by multiplying the past
o P ith PV y the umber of years during which the expected profits will accrue. Goodwill is
erafe P“ainin)l. future advantage.
:\' d obt 3 ,(;dwill - Average Profits x Number of years’ purchase
Average Profit Mell?od is modified version of Average Profits Method. In this method
Wﬁ‘h e has to be foun.d instead of slm.ple average. For this each year's profit is multiplied
; eis"“‘i av ive number of wen.ghts to determine ‘the value of the product and it is totalled. This
by ¥ l‘,s'd-vided by the total weights assigned to different years’ profit.
YO s di :
uct o Average Profit= Total of Products of profits/Total of Weights

jwill = Weighted Average Profit x Agreed Number of Years’ Purchase.

TRATION 1.
been running a organisation decided to sell his business organization on 1*

m -
wFrom the following particulars compute the value of goodwill based on 3 years

Mr.
::;o::;veﬂse profits of last 4 years. The profits during last 4 years were as follows.
ws16-  1,00000
m1647. 1, 20,000
m17'18' l' w:m
2018-19- 1, 80,000
At the time buying the business the buyer was employed as manager of similar business on a
lary of € 3,000 of per month. The Profit of 2018-19 included an income from investment of ¥ 10,000.
The profit 2015-16 was reduced by T 30,000 being loss on speculation. Similarly, in 2017-18 profit
were reduced by T 50,000 due to loss from betting.

weigh

Particulars 2015-16 | 2016-17 | 2017-18 | 2018-19

, T T T T
jhlmmofh'oﬁtaspefproﬁtand loss account 1,00,000 | 1,20000 | 1,50,000 | 1,80,000
Less- Revenue expenses and Loss which are debited to
| Pofitand Loss A/c
lss-Remuneration to Manager (Proprietor) (3,000x12) 36,000 36,000 36,000 36,000
e 64,000 84,000 [ 1,14,000 [ 1,44,000
 '#6Capital or non-recurring income which are - - - 10,000
@edited to Profit and loss A /¢

64,000 84,000 | 1,14,000 | 134,000

Add Lo
{Qt ital Loss which debited to profit and loss
"o 30,000

Lo from speculation
94,000 84,000 | 1,14,000 | 134,000

gy due iy b'mhg - - 50,000 -
nnual Profiy , 94,000 84,000 | 164000 | 134000




Valuation of
[ 4.4 co,,m% I

Step-2 : Calculation of Adjusted Average Annual Profit \
Annual Profit = 94,000 + 84,000 + 1,64,000 + 1,34,000 = 4 7, 000,
T4
x Q l
&

LB )
1

Adjusted Average
Step-3 : Calculation of Goodwill
Goodwill = Average Profit x number of years of Purchase

Goodwill based on 3 years purchase of average profits of last 4 years. 1,19,00g, T
J = 3 571’
7

[ ILLUSTRATION 2.

The Profit disclosed by Chitra Ltd, for the past 5 years were as follows.

2014-15- T 40,000 (including abnormal profit T 5,000

2015-16- T 50,000 (after charging abnormal loss ¥ 10,000)
2016-17- T 45,000 (excluding ¥ 5,000 insurance premium)
017-18- T 60,000

2018-19- T 80,000 (including profit on sale of building ¥20,000)

: uired to calculate the value of goodwill at 2 years purchase of avera
You are req 8 (BU, B.Com, Em,s‘:f;:h

L
L3

Syears. :
: L3
SOLUTION
Step-1
‘ 2015-16 | 2016-17 | 2017-
| Particulars 201:—15 g - - 18 %
| Balance of Profit as per profit and loss account 40,000 50,000 45,000 60,000 W
Less:- Revenue expenses and Loss which are not
debited to Profit and Loss A/c - - 5,000 . ]
Less-Insurance Premium 40,000 50,000 40,000 60,000 m
Less:- Capital or non-recurring income which
are credited to Profit and loss a/c 5,000 L 2 o, i

35 50,000 | 40000 [ 60,000 | &g
Add:- Capital Loss which debited to profit and o 800

loss account
- 10,000
Abnormal Loss
Less:- Capital Gains 35,000 60,000 40,000 60,000 [ 800w
Profit on sale of buildings - - - - 20,00
| Adjusted annual Profit 35000 | 60,000 | 40,000 | 60,000 [ 60,00

Step-2 : Calculation of Adjusted average annual Profit.

Adjusted average annual profit= 35,000 + 60,000 + 40,000 + 60,000 + 60,000 = 2,55,000/5 = ¥ 51,00
Step-3 : Calculation of goodwill

Goodwill = 2 years purchase of average profits last 5 years = 51,000 x 2 = ¥ 1,02,000.

ILLUSTRATION 3.

The following particulars are available in respect of the business carried on by Mr. Prabhu

(a) Profits earned:
(i) 2016-17-% 1,00,000
(ii) 2017-2018-2 96,000
(iii) 2018-2019-T 1,04,000
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Step-2: Calculation of Adjusted average annual Profit
=7,10,000 + 9,50,000 + 8,90,000 = 25,50,000/3 = ¥8,50,000

Step-3 : Calculation on of goodwill

Goodwill =3 years average Profit x 2 years purchase

= 8, 50,000 x 2 = ¥ 17, 00,000

ILLUSTRATION 5.

The profit disclosed by Sudha Ltd, for the past 5 years were as follows:

2006- T 20,000 (Including abnormal profit ¥ 2,500)
2007- T 25,000 (after charging abnormal loss ¥ 500)

2008- T 22,500 (excluding ¥ 2,500 insurance premium)

2009- T 30,000

2010- 40,000 (including profit on sale of building ¥ 10,000)
Calculate goodwill at 2 years purchase of average profits. (BU, B.Com. October/November 20yy)

Step-1

Valuation of Goodwiy
Less:- Manager's salary (20,000<12) — 240,000 m%\\
M;L.;&lo gaxl/t:l or non-recurring income which are credited to Profit 7,:,: b %::
Non-recurring income '_7.1—0'11_!) m =
:::o Capital Loss which debited to profit and loss account _;.1—035: m 8.:::"
rmal Loss fire in the shop Adjusted Annual Profit ‘JE

Particulars 2006 2007 2008 2009 2010
3 A T T T

Balance of Profit as per profit and loss 20,000 25,000 22,500 30,000 40,000
account

Less:- Revenue expenses and Loss which

are not debited to Profitand Loss A/c

Less-Insurance Premium - - 2,500 - -
Less:- Capital or non-recurring income

which are credited to Profit and loss A/c 20000| 25000 WS00| 0000( 4N
Add:- Capital Loss which debited to profit ) — - . .
and loss account 17,500 25,000 37,500 30,000 40,000
Abnormal Loss

Less:- Capital Gains - 500

Profit on sale of buildings 17,500 24,500 37,500 30,000 40,000

o - . - 10,000

Adjusted annual Profit 17,500 24,500 37,500 30,000 30,000

Step-2: Calculation of Adjusted average annual Profit.
Adjusted average annual profit= 17,500 + 24,500 + 37,500 + 30,000 + 30,000 = 1,39,500/5= ¥ 27,90



Valuation of Goodwill and Shares

i Step-3 : Calculation of goodwill

:

E Goajwiu =2 years purdmsc of average P"""S last 5 years, = 27900 x 2 « 2 55,800

ILLUSTRATION 6.
;

Josh Ltd proposed to purchase the business carried on by Mr. Shah. Goodwill for this purpose is
agreed to be valued at 3 years purchase of the

weighted average profits of the past 4 years, the
appropriatc
Weights to be used are:
Year Profit (¥) weights
2016 1,01,000 1
2017 1,24,000 2
2018 1,00,000 3
2019 1,50,000 4

On a scrutiny of the accounts the following matters are revealed:

(a) On 1st January, 2018 a major repair was made in respect of the plant incurring ¥ 30,000.
Which amount was charged to revenue? The said sum is agreed to be capitalized for
goodwill. Calculation subject to adjustment of depreciation of 10% p.a on reducing balance

method.
(b) The closing stock for the year 2017 was overvalued by ¥ 12,000

(c) To cover management cost an annual charge of ¥ 24,000 should be made for the purpose of
Goodwill valuation. Compute the value of goodwill.

SOLUTION
Step-1
Particulars 2016 2017 2018 2019
4 T 4 ?
Balance of Profit as per profit and loss account 1,01,000 1,24,000 1,00,000 1,50,000
Less:- Revenue expenses and Loss which are debited to
Profitand Loss A/c - - 3,000 -
Less- Depreciation (30,000 x 10/100) 1,01,000 1,24,000 97,000 1,50,000
Less- Depreciation (30,000-3,000) 27,000 x 10/100 - - - 2,700

1,01,000 1,24,000 97,000 1,47,300
24,000 24,000 24,000 24,000

77,000 1,00,000 73,000 1,23,300
- 12,000 = =

77,000 88,000 73,000 1,23,300

Less- Management annual charges
Less- Overvaluation of stock (closing)

Add- Over valuation of stock (opening)

Add:- Capital Loss which debited to profit and loss

: = - 12,000 -
1

. Loss from repairs on plant 77,000 88,000 :Z'(:: ,73,3“:

. | Adjusted annual Profit = = ‘

—




Valuation of G,
vill 5,
hg

Step-2: Calculation of Weighted Average Profits
Year Adjusted annual profit Weight
77,000
2016 )
2017 §8,000 2 *
2018 l,lﬁ,ﬂ” 3 |'76%
2019 1 ,73,3‘” 4 Asﬂn
oo e 250 . %
%.

Weighted average Profit
=10,

=total
91,200/10 =21,09,121

lue of goodwill

weighted/ total weight

fits=Number of years purchase

Step 3 : Calculation of va
Goodwill = weighted average pro
= 1,09,120 X 3 = z 3'2713w
ILLUSTRATION 1.
ABC Ltd purchase the business of XYZ Ltd. Calculate goodwill on the basis of
purchase weighted average for 4 years. The appropriate weights are: 3 Yea
vear Profit (%) Welghts '
[ Year Profit Weight —
2016 40,500 1
2017 46,500 25
2018 60,000 38
2019 75,000 42
2001 40,500 1
2002 46,500 25
2003 60,000 38
(a) The oo?;nm4 chased s "
pany pur nveumitureon30th]une20ww
: hich ;
::" Book- m‘:‘“" of furniture was ¥ 10,000. For the purpose of ;,:sdmm purchag
= m‘“"‘kd. epreciation should be provided at 10% under written Zowts valm has
.o?enmgstockofyearzmswasundervalued by T 2,500 ue method
(¢) Anticipated additional expenses in administration is ¥ 5,000
Step-1
Particulars
2016 2017
Ba 2018
Baanceof Prol 2 p profit and lose account L e | %
mﬁlMWAfwmdlmswhid\mdebimdm 500 46,500 60,000 7500
w““"w‘"::“_‘*‘ (10,000 x 10/100)
Less-Admi iation (10,000-1,000) 9,000 x 10/1 = -
ministration expenses » 0500 | 46,500 L | —m
- - 90
40 i
500 |~ 46500 | 59000 | 7AW




" W"l!v —

www fion of stock(opcﬂing) W — m
e i, | | S
o (openin g —
G ot ockoreni 0| | st [
,‘\a e ——— 7)."')
4 hich debited to profit and loss 35,500 4\1500 2 ——
pit 1% w 300 |
M T |
et . 35500 | 41500 |~ 5rmn | —na
pase of fumniture —— - v 76.600
= “nnuajL“lﬁ'-—-"’f 35500 | 31500 e —_—
l“ ‘%kﬂlalion of Weighted Average Profits ——1__5650| 7660
sm"//// Adjusted annual
Year profit ¥ Weight Toal |
/':,T,E/— 35,500 1 S
5017 41,500 25 35500
2018 86,500 18 103,750
mlq 76.@ 42 3'28'7m
| 115 272
o Profit = total weighted : Lo
Jverage Profit = total weig /total weight

iehted
Weig =7,89,670/11.5 =X 68,667

p3: Calculation of value of goodwill
Step? ,
Goodwill = Weighted average profits=Number of years p
~ 68,667x3 =2 2,06,000 Uircliage

2 GUPER pROFIT METHOD

Super Pmﬁl is the excess of estimated future maintainable profits over normal profits.

n starting OF initial stages or years of business it is not possible to earn any profits. Any
ik stion,which is buying an existing business, has to pay an amount equal to profits the firm is
jkely to earn in the next “few years”. What the firm paid for is the capacity of a business to eam
in future i.e. for Goodwill earned by the concern in previous years, on the basis of which it can
am profits in future also. .

Under Super Profit Method, we consider not the normal profits a concern is earning year to year
under normal business conditions, it is the excess profits from the average or normal profit a firm is

ning. We compare our business or entity with the other entities in the market in the same line of
business. The Super Profit is the profit eamed by a concern in excess of profit earned by its
competitor in the same market under same business conditions.

Following steps are required in calculation of Super Profits;

(i) Normal Rate of Return in similar business;
(ii) The Fair Value of Capital Employed;
(iii) The Average of Profits earned in previous years.
Steps to be followed while calculating goodwill under super profit method.

Step-1: Calculation of capital Employed



Step-11 : Calculation of Average capital Employed
Step-I11 : Average Profit to be calculated.

Step-IV: Normal Profit on Capital Employed on the Basis of Normal Rate of Re

Valuation of Goodwjy .
Nd

Step-V : Super Profit = Normal Profit if Deducted from Average Profit

Step VI . Goodwill = Super Profit X Number of years’ purchase

JLLUSTRATION 8.

From the following particulars, compute the value of Goodwill on the basis of 3 years Purchy,,

super profit taking average of last 4 years.

\

Ay

u

Fixed assets- ¥ 16,00,000, Current assets- T 1,60,000, Current liabilities- T 3,20,000, Normal,
return-15%, Managerial remuneration if employed else where-T 20,000 P.a Profits for the Jag 4;:«
n

were T 2,40,000, T 2,80,000, £ 2,60,000 and ¥ 3,00,000 respectively.

Step-1. Calculation of Capital employed

Capital employed=Tangible Assets- Tangible Liabilities Am:um Amonr™
Fined assets 16,00,000 =
Current assets 1,60,000 17,600
Total market value of tangible assets 17,6000
Less--Tangible Liabilities 320000
Current liabilities
Capital employed 1@

Step-2. Calculation of Average capital employed

Average Capital employed= Total capital employed-1/2 of the current year’s profit.

Capital employed=
Current year’s profit=
% of the current year’s profit
Less:-Managerial remuneration
% of the current year's profit --———-2,80,000x1/2=
Average capital employed=14, 40,000 - 1, 40,000=
Step-3. Calculation of Average profit
Average Profit = 2,40,000 + 2,80,000+2,60,000+3,00,000/4
=10,80,000/4
Less : Managerial Remuneration——-

Step-4. Calculation of Normal Profit

Normal Profit (return) = Average capital employed percentage of normal rate of return

=13,00,000x15/100 = ¥ 1,95,000

T

14, 40,000
3,00,000
-3,00,000
20,000
1, 40,000
13, 00,000.
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tion of Goodwill and Shares

step -5- Calculation of Super profit
super profit = Adjusted average Profit-normal rate of return
= 2,50,000-1,95,000 = ¢ 55,000 |
step-6- calculation of goodwill
4years djusted average super profit x 3 years purchase
= 55,000x3 =T 1,65,000,

step-1. Calculation of Capital employed

In the given question Capital employed is at T6,00,000
capital employed.

Step-2. Calculation of Average capital employed

Average Capital employed= Total capital employed-1/2 of the current year’s profit.

Gince in the given in the question 26,00,000 as capital employed. It is not required.)

Step-3. Calculation of Average profit

.Thereforeitnotneoesarytocaktﬂate

Particulars L4 Amount
i
Annual Profit 1,20,000
Less-Compensation for acquisition not a part of business income 20,000
Remuneration if employed elsewhere 14,400 34,400
Adjusted average annual Profit 85,600
Step-4. Calculation of Normal Profit

Normal Profit (return) = Average capital employed percentage of normal rate of return
= 6,00,000x12/100 = T 72,000
Step -5. Calculation of Super profit
Super profit = Adjusted average profit-normal rate of return.
= 85,600-72,000 = ¥ 13,600
Step-6. Calculation of goodwill
Capitalization of super profits = Super profit/Normal rate of returnx100

=13,600/12x100 =¥ 1,13,334.
ILLUSTRATION 10.

The net profit of a business, after providing for taxation, for the past 5 years are; T 40,000,




; in the business is ¥
employed i1 4,00
o 10%. It is expected that the c°mpan'000', Th

742,500, T 46,000, ; . . it
AT of business 15 f goodwill on the bas!ils wil)

normal rate of return expected in this type s
able to maintain its SUper profit forthe next 5 years: Calculate the v

1) 5year's urchase of super rofit method _
g ! i Iucof.-mnulty

(2) Annuity method, taking the
(3) Capitalization of super profit

of:

present va of Re.1 for 5 years at 10% as 375 ”
method.

(1) Calculation of goodwill under super proﬁt method
Goodwill =super profit x 5 years purchase
= 8,000x5 = T 40,000

ocodwill Annuity method

(2) Calculation of g
Super profit annuity value

(3) Goodwill under Capitalization of super

Step-1. Calculation of Average profit
Average Profit = 40,000+42,500 + 46,,000 + 52,500 + 59,000/5=2
Step-2. Calculation of Normal Profit
Normal Profit = Capital employed X
- 4,00,000x10/100 =X 40,000

Step-3. Calculation of Super profit
Super profit = Average profit-Normal profit

= 48,000-40,000 = X 8,000

ion, for the past 5 years are: T 40,000,

The net profit of a company after providing for taxati
% 42,000, T 45,000, T 47,000 and T 46,000 respectively. The capital employed in the business i
tWmeM&a reasonable rate of return of 10% is expected. It is expected that the com -
will be able to maintain its super profits for the next 5 years. Calculate the value of goodwill m

4‘ol‘m/ 5 = ( 48,m,

percentage of normal return.

(a) Annuity of super rofits, taking the
iy o 7? p g the present value of annuity of one rupee for 5 years at 10%
(b) Capitalization of super profit method.
(c) 5 years purchase of super profit method.
(BU I1I Semester B.Com. Examination Nov/Dec 2010)

SOLUTION

Step-1. Calculation of Average profit
Average Profit =40,000 +
; 42,000 + 45,000 + 47,000 +
46,000/5 =2,20,000/5=%
'’ = “,m.



V

;- da,odwlll and Shares [ 4.13 |
| 3 Calculation of Normal Profit
! S"P'Nomul profit = Capital employed x percentage of normal return.
;» = 4,00,000x10/ 100 = T 40,000
| step-3- Calculation of Super profit |
Super profit = Average profit - Normal profit

= 44,000-40,000 = 2 4,000
ulation of goodwill under super profit method

e Goodwill =Super profit # 5 years purchase
= 4,000x5 = T 20,000

Cakﬂl‘ﬁm of Soodwin Annuity method
ty value

Super profit # annui
=4,000x3.78 = 15,120

Calculation of goodwill under Capitalization of super profit method.
Capitalization = Super profit/normal rate of returnx100
= 4,000/10x100 = 40,000

The following information is given:
(a) Capital employed ¥ 3,00,000
(b) Normal rate of return10%
(c) Present value of annuity ¥ 1 for 5 years at 10%=3.78
(d) Net profits for 5 years :2015—= 28,800, 2016-T30,800, 2017- T 34,800, 2018-X 33,800 and 2019 -

¥ 35,800.
The profits included non-recurring profits on an average basis of ¥ 2,000 out of which it was

declined that even non-recurring profits had a tendency of appearing at the rate of 1,200 pa.
You are required to calculate’gbodwill:
(a) As per annuity method
(b) As per 5 years purchase of super profit method
(c) As per capitalization of super profit method.

SOLUTION

Step-1. Calculation of Average profit
Average Profit = 28,800 + 30,800 + 34,800 + 33,800 + 35,800/5 = 164,000/5 = ¥ 32,800
Step-2. Calculation of Normal Profit
Normal Profit = Capital employed x percentage of normal return.
= 3,00,000x10/100 = ¥ 30,000
L Step-3. Calculation of Super profit
| =




L3.14 |
N Valuation of Goodwy ang
Per profit = Average profit-Normal profit %\
Calculation . ?2’800-30'000 P ol
of goodwill Annuity method
Super profit x annuity value

=3,200x3.78 = ¥ 12,096
Calculation of goodwill under super profit method
Goodwill = super profit x 5 years purchase
= 3,200x5 = ¥ 16,000
Calculation of goodwill under Capitalization of super profit method.
Capitalization = Super profit/normal rate of returnx100
= 3,200/10x100 = 32,000

3. ANNUITY METHOD OF SUPER PROFIT
Goodwill is determined by using following equation; Goodwill is the present value of futiy,
Super Profits to be earned by the firm.
Goodwill = Super Profit x Present Value Factor
Formula : Goodwill is calculated as follows;
Step-I. Future Super Profits has to be calculated.
(i) Capital Employed. = (Tangible assets-Tangible Liabilities)

(ii) Calculation of Average capital employed= (Capital employed-1/2 of current year’s profit)
Step-II. Calculation of Average annual Profit (Usually 4 to 5 previous profit will be taken)
Step-111. Normal Rate of Return has to be on capital employed
Normal Rate of Return= Average capital employed x percentage of Normal rate of return
Calculation of Average capital employed
Step- Calculation Super profit
Super profit=Average annual profit-Normal rate of return.

Step-IV. Present Value Factor has to be calculated by using Annuity Table.

Step-V. Present Value Factor has to be multiplied by Super Profit

Step-VI. Average Sum Total of Product of the Present Value Factor and Super Profits of the
Goodwill.
4. CAPITALIZATION METHOD;

(1) Capitalization of Average Profits;

In this method the value of Goodwill is determined by deducting the Actual Capital Employed in
the business from the Capitalized Value of Average Profits on the basis of Normal Rate of Return.

Step-1. Average Profits are ascertained on the basis of Past Few Years’ Performance.



[ GOOM” and Shares
Average Profits calculated in Step-1, are 1o be

Actual Capital Employed (Net Assets) ig calcula

s;v';:'a | Assets (Excluding Goodwill) as
[y
Mopi"" F,mplo.“‘d = Total Assets (Excluding Goodwill) - Outside Liabilities

ts: leihllution of Super Profits,
Sl Capital Employed in the business is calculated as follows
Capith Employed = Total Assets - Outside Liabilities,
1l required profit on Capital Employed is calculated as follows
ired Profit = Capital Employed x required rate of return
iep-Ill. Average Profits for last few years is to be calculated
Step-IV. Super Profit= Required Profits ~ Average Profits [Stepll-Step-I11]

step-V- Goodwill = Super Profits x Required Rate of Return.

H.LUSTRTATION 13.

The Balance Sheet of Aryan Ltd, as on 31-03-2014 Is as under

. Goodwill = Actual Capital Employed-Average Value of Business [Step 111

B

4.15

Capitalized on the basis of Normal

ted by deducting Outside Liabilities

“Step]

= Equity and Liabilities e

— T

1,500 Preference shares of ¥100 each 1,50,000

2,500 Equity shares of ¥100 each 2,50,000

Reserves and Surplus

General Reserve 20,000

Profit and Loss A/c 40,000

Current Liability

Creditors 40,000

5,00,000

Assets and Properties

Fixed assets 2,50,000

Stock 87,500

Debtors 1,12,500

Bank 50,000

5,00,000
The profit of the company (before providing for tax 40%) and the rate of dividend declared in
fespect of the past 5 years are as under.
Year 2008-09 200910 - | 2010-11 2011-12 2012-13

Proits (€ 67,500 77,500 85,000 82,500 90,000
Rate of dividend 8% 10% 12% 15% 15%

L




You are required to find out the value of goodwill of the company on the basis of . - \'

(a) 3years purchase of super profits
(b) Capitalization of super profits method

(c) As per annuity of super profits taking present value of annuity of Re.1 for 5 "

YGrh” ‘

2378 (BU 111 Semester B.Com Examination NWlDuu"'k l
SOLUTION % |
Step-1. Calculation of Capital employed
Capital employed=Tangible Assets- Tangible Liabilities Am:unl %
Fixed assets or= -\!
Stock e |
Debtors oo
Bank =
Total Market value of tangible assets My
Less:-Tangible liabilities iy
Capital employed d
ST

Step-2. Calculation of Average capital employed

Average Capital employed= Total capital employed-1/2 of the current year’s profit.

Capital employed =%4,60,000
Current year’s profit =% 90,000
1 of the current year’s profit = 90,000x1/2 = T 45,000
Average capital employed = 4,60,000-45,000 =T 4,15,000
Step-3. Calculation of Average profit

Average Profit= 67,500+77,500+85,000+82,500+90,000/ 5=4,02,500/5= ¥ 80,500

Step-4. Calculation of Normal Profit
Calculation of average Normal rate of return.

Year 2008-09 2009-10 2010-11

2011-12 201213 )

Rate of dividend 8% 10% 12%

15% 15%

Therefore =8+ 10+ 12+15+15=60/5=12
Average Normal rate of Return=12%.

Normal Profit (return) = Average capital employed percentage of normal rate of return

=4,15,0000x12/100 =T 49,800
Step -5. Calculation of Super profit
Super profit = Adjusted average profit-normal rate of return.

= 80,500-49800 = T 30,700

Step-6. Calculation of goodwill under super profit method

Super profit x 3 years purchase
=30,700x3 =¥ 92,100

(b) Capitalization of super profit method.

Capitalization =Super profit/Normal rate of returnx100

= 30,700/12x100= ¥ 2,55,833.
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vl""d‘" N 14.
musmA ﬂo is the Balance sheet of X Ltd, as on 31st March, 2,4
fol

Jow
A / Equity and Liabilities T

Nk W Amount |
|__——res capital of T10 ea B Y
Equ“)als:;crvc .\SMNT
{ and Loss a/¢ Py
dry creditors Yoo
Sf’l“‘,‘m»ablc i
Bi s on for tax 2000
Lo 93&
Buildings 165,000
Machinery 85,000
B miml:ns 50,000
Motor ¥ 1,00,000
Investments(market value 1,20,000) 1,00,000
1,50,000
5t Debm tor5 80,000
Rk 1,70,000
o 9,00,000
S — Year 2016-17 2017-18 2018-19
~rofits (before tax, rate of tax 40%) 210000 | 220000 | 250000,

mvatmentsmay betaken at 6%. Normal rate of return on avera

v, Building is valued at ¥1,80,000 and machinery at 290,000, Taking
5 ISE.W tax as basis, calculate the value of goodwill based on

(a) years purchase of super prc?ﬁts

(b) Capitalization of super profits method

(c) As per annuity of super profits taking present value of annuity of Re.1 for 5 years at 10% as
578 (BU III Semester B.Com. Examination Nov/Dec. 2005)

Step-1. Calculation of Capital employed

ge capital employed
weighted average of

Capital employed=Tangible Assets - Tangible Liabilities Amount Amount
4 L4
Buldings 1,80,000
Machinery 90,000
Furniture 50,000
Motor vans 1,00,000
Stock 1,50,000
Debtors 80,000
Benk 1,70,000 820,000
Lss-Tangible Liabilities
Creditors :))’,g
payable
' ; 1,00,000
e = L 72000

K Capital employed



Valuation of G
Will o
ng

Capital employed = 7.7,20,000
Current year’s profit = T 2,50,000
% of the current year’s profit = 2,50,000x1/2 =¥ 1,25,000

=¥ 5,95,000

Average capital employed=7,20,000-1,25,000
Step-3. Calculation of Weighted Average Profits

Year Adjusted annual Weight Total
profit¥ i
201617 2,10,000 1 210000
2017-18 2,20,000 B 440,000
2018-19 2,50,000 3 5,00,000
6 n,soE

Calculation of Weight Average profit
Weight Average profit = Total sum of weight/Weight

= 11,50,000/6 = 1,91,667
Step-4. Calculation of Normal Profit

Average Normal rate of Return=15%.
Normal Profit (return) = Average capital employed x percentage of normal rate of retumn

= 5,95,000x15/100 = ¥ 89,250
Step -5 calculation of Super profit
Super profit = Adjustedweighted average profit-normal rate of return.
=1,91,667-89250 = T 1,02417
Step-6 calculation of goodwill under super profit method

Super profit x 5 years purchase
=1,02,417 x5 =T 512,085

(b) Capitalization of super profit method.
Capitalization = super profit/ Normal rate of returnx100
=1,02,417/15 x 100 = T 6,82,780
" 7;¢) As per annuity of super profits taking present value of annuity of T 1 for 5 years at 10%
Goodwill = Super profit x Annuity value
=1,02,417x3.78 =T 3,87,136.26

ILLUSTRATION 15,

The Balance Sheet of Aryan Ltd, as on 31-03-2017 is as under



P

of Goodwill and Shares 4.19
v,ﬂ“"’" r’/” Equity and Liabilities Amount
= Preference shares of T100 each
a%g‘,ﬁf{mm of T100 each ,8%}‘::
:::scl'\"" and Surplus
Gt‘"““‘ Reserve 80,000
fit and Loss Alc 1,60,000
Current Liability
Creditors 160000
20,00,000
Assets and Properties
Fined assets 10,00,000
stock 3,50,000
O 450,000
cash and Bank 2,00,000
[ 20,00,000
55 ool of the company (before providing for tax 40%) and the rate of dividend declared in
o“hepast5yemsareasnnder.
resp 2011-12 2012-13 2013-14 2014-15 2015-16
2,70,000 3,10,000 3,40,000 3,30,000 3,60,000
8% 10% 12% 15% 15%

You are req

Step-1. Calculation of Capital employed

uired to find out the value of goodwill at 5 years purchase of the super profit of the
(KSLU III Semester 5 year B.Com. L.L.B.Examination December 2018)

/‘C—apThl employed=Tangible Assets - Tangible Liabilities Amount Amount
T T
e Jassets 10,00,000
assets

o 350000

CashatBank __ 20000

Total Market value of tangible assets 20,00,000

~Tangible liabilities

i 1,60,000
Capital employed 18,40,000

Step-2. Calculation of Average capital employed
Average Capital employed= Total capital employed-1/2 of the current year’s profit.
=¥ 18,40,000
=¥ 3,60,000
=¥ 1,80,000
=T 16,60,000

Capital employed
Current year’s profit

% of the current year’s profit = 3,60,000x1/2
Average capital employed=18,40,000-1,80,000

Step-3. Calculation of Average profit

Average Profit= 2,70,000 + 3,10,000 + 3,40,000 + 3,30,000 + 3,60,000/5 = 12,80,000/5= T 2,56,000



W
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Valuation of Googy,,
Step-4. Cal "ang
+ Calculation of Normal Profit \
Calculation of average Normal rate of return.
= Year 2011-12 2012-13 2013-14 2014-
Rate of dividend % 10% 12% umI : g,
Therefore 4 = “‘:’
= B+10412415+15=60/5=12 .

Average Normal rate of Return=12%.

Normal Profit (return) = Average capital employed x percentage of normal rate of retum,
= 16,60,000 x 12/100=1,99,200

Step -5. calculation of Super profit

Super profit = Adjusted average profit-normal rate of return.

= 2,56,000-1,99,200=56,800

Step-6. calculation of goodwill under super profit method

Super profit x 5 years purchase

= 56,800x5 = 2,84,000

ILLUSTRATION 16.

The Balance Sheet of Aryan Ltd, as on 31-03-2017 is as under

Equity and Liabilities Amount
T
Equity shares of ¥10 each 10,00,000
General Reserve 4,00,000
Profit and Loss A/c 2,00,000
Current Liability 2,00,000
18,00,000
Assets and Properties
Fixed assets 8,00,000
Investments (6% Govt. Loans) 2,00,000
Current Assets 8,00,000
18,00,000
Net profit after taxation:
2015-16 T 2,60,000
2016-17 ¥ 2,50,000
2017-18 T 3,00,000

“I'heGoodwill may be taken as 4 years purchase of average super profits. Normal retum on
capital employed is 15%. The current Assets are to be taken as ¥ 8,40,000. Ascertain value of Goodwil

under
(i) 4 years purchase of super profits method.
(i) Capitalization of super profits method.
(KSLU Il Semester 5 Year B.Com. L.L.B. Examination December 2015
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,(M"M

jation of Capital ‘mpklcd
cu R T P e 2t -
npible Assets = Tangible Liabilit .
cor e e — - A A |
> 800,000 | =
1«:9/ H,A40,000
et st { :
1 i ssels
o™ (valie of tangible 4 16,40,000
ol Marh e Habilit |
10 gl 200000 |
e bt [ 144000 |

u ’
o ‘n\l""“‘ e
BT L erage capital employed
o calcuhﬂo“ of Average P e

= 2 Capil-" i ,ployt‘d'-‘ Total capital employed-1/2 of the current year’s profit.

MTT.‘:'L; n:Ploycd =7 14,40,000
apitd enr® profit =% 3,00,000
curre” ;;urrcnt year’s profit = 3,00,000x1/2 =¥1,50,000
ol 0 employed=14,40.000-1,50,000 =212,90,000
Average € |fulaﬁ°" of Average profit

s> c;wm 560,000 + 250,000 +3,00,000 =8,10,000/3  =22,70,000
Averag® don of Normal Profit

step- (’_‘Ik::‘ average Normal rate of return.

Calcumn;normal rate of Return=15%.

ge (return) = Average capital employed x percentage of normal rate of return
=12,90,000x15/100 = ¥1,93,500

culation of Super profit

Adjusted average profit-normal rate of return.

Averd
Normal Profit

step -5 Cal

Super proﬁt =
=2,70,000-1,93,500 = X 76,500

Step-6- Calculation of goodwill under super profit method

Super profit x 4 years purchase
= 76,500 x 5 =71 3,82,500
VALUATION OF SHARES
Meaning

Valuation of shares is the process of knowing (determining) the intrinsic value of company’s
shares. It is common to know the real/present market of value of shares of any company while
interested in  investing in company. This will be possible if we can calculate the intrinsic value of the
share. The process of calculating this intrinsic value is known as share valuation.




Valuation of Gmtw” a

lue ng
COmpanies i refers o the value which is theoretical in nature. The share
ich are traded pybl; i Price of
shares are ot oo publicly can be known casily. But in case of private Comps. ¢ o,
publicly traded, valuation of shares is very important. Panie; W

L/
e

Objectives of Valuation of shares.
The valuation of shares is usually required in the following situations -
*  Atthe time of sale of companies to another organization.
*  Atthe time pledging the company’s shares  as security to financial institution aail Jop
loans, Bh
*  Atthe time of amalgamation, Absorption, Acquisitions and reconstruction,
* At the time convert of Preference shares to Equity shares.

METHODS OF VALUATION OF SHARES

(1) Net assets method/ Asset Backing Method,
(2) Yield-Basis Method,

(3) Fair Value Method,

(4) Return on Capital Employed Method,

(3) Price-Earnings Ratio Method.

1. Asset Backing Method: -Method /Net Asset Method:

This is also known as Balance Sheet Method or Intrinsic Method or Break-up Value “
Valuation of Equity basis or Asset Backing Method. Here the emphasis is on the safety of investmen,
as the investors always need safety for their investments. Under this method, net assets of the
company are divided by the number of shares to arrive at the net asset value of each share.

The following points may be borne in mind

(1) The value of goodwill will be ascertained.

(2) Fixed assets of the company, disclosed or undisclosed in Balance Sheet, are taken at theis
realizable values.

(3) Floating assets are to be taken at market value.

(4) Remember to exclude fictitious assets, such as Preliminary Expenses, Accumulated

(5) Provision for depreciation, bad debts provision etc. must be considered.

(6) Find out the external liabilities of the company payable to outsiders including contingent
liabilities, losses etc.

2. Yield Method:

Under the Net Asset Method, the weightage is given on the safety of the investment. One, who
invests money on shares, always needs safety. Even if the return is low, safety is always looked upon.
At the same time under the yield method, the emphasis goes to the yield that an investor expects
from his investment. The yield, here we mean, is the possible return that an investor gets out of his
holdings—dividend, bonus shares, right issue. If the return is more, the price of the share is also
more. Under this method the valuation of shares is obtained by comparing the expected rate of retum
with normal rate of return.

)



pacity:
is interested to have majority of sharey of Ao
.1 - makes use of earmning capacity method for (he
#’i“ it Know the disposable profits of the company. The

mpany in order to have controlling
Al . i A
purpose of valuation of shares. He is

::ﬂ“ ""‘n:;’ca\cs from the net profit of the company, profit is found out by deducting
s AN
G rion 17
|LLUS allowing is the Balance sheet of X Ltd, as on 31st march 2019
he Equity and Liabilities ——
Amount
— hares capital of T10 each :
i o
10% debentures b
creditors gt
provision for tax 400,000
3,00,000
Goodwill Jggﬁ
0,000
JES—— ' . 30,00,000
On the above date, an u.\dependent valuahon‘of goodwill and other fixed assets was made at
¢3000. £30,00,000 respectively. Current assets include debtors of ¥2,00,000 of which 15% is bad.
he net profit of the company for the past 3 years were ¥2,40,000, ¥2,80,000 and 3,05,000 of which
s waS placed to reserve. The normal rate of return is 10%. Calculate the value of a share by net
o d yield method. (KSLU II Semester 5 year B.Com. L.L.B. Examination December 2019)
step-1. Calculation of Intrinsic value
" Intrinsic value =Total value of assets-Liabilities Amount Amount
R i
= 3,00,000
Other fixed assets 30,00,000
Current assets 4,00,000
Less -15% bad debts on (2,00,000x15/100) 30,000 3,70,000
Total Market value of assets 36,70,000
Less:-Liabilities:- 4,00,000
10% debentures 4,00,000
Creditors 3,00,000 11,00,000
Provision for tax
Intrinsic value assets 25,70,000
Step-2. Calculation of Amount available to Equity share holders
Particulars Amount Amount
R T
i Intrinsic value assets 25,70.000
’ Less- Preference share capital -
1\“‘“\'"%!: to Equity share holders 2570000




Step-3. Calculation of Intrinsic value of equity shares
Intrinsic value of equity shares = Amount available to equity share "0‘"'?"!i/Numt,,:t
of

shares

= 25,70,000/1,60,000 = T 16.06 per equity share.

Calculation of value of shares under Yield method.
Step-1. Calculation of Average Profit

.

Average Profit = 2,40,000 + 2,80,000 + 3,05,000/3 = 8,25,000/3 =¥ 2,75,000

Less :- Transfers to Reserve (2,75,000 x 20/100) = 55,000

Therefore Adjusted average profit available to shareholders =¥ 55,000

Step-2 Calculation of capitalization of profits

Valuation .fw
any

Capitalization of profit = profit available to shareholders for dividend /Normal rate of Petu,

=55,000/10 x 100= T 5,50,000

Step-3. Valuation of shares = Capitalization of Profit/Number of shares

= 5,50,000/1,60,000 =3.43

ILLUSTRATION 18.

On March 31, 2015 the Balance Sheet of a Limited Company reveals the following Position

Equity and Liabilities Am:um

Issue capital of T10 per share 4,00,000
Reserve Fund 90,000
Profit and Loss account 20,000
5% debentures 1,00,000
Current Liabilities 1,30,000

7,40,000
Fixed assets 5,00,000
Current Assets 2,00,000
Goodwill 40,000

7,40,000

On March3l, 2015 the fixed assets were indecently valued at ¥3,50,000 and the goodwil y
¥50,000. The Net Profit for the Three years was 2012-13-¥51,600, 2013-14 ¥52,000, 2014-15- ¥51,650 o

which 20% was placed under reserve, this proportion being considered reasonable in the industry
in which the company is engaged and where a fair investment return may be taken at 10%

Compute the value of the company’s shares by
(a) Net Assets method

(b) Yield method (KSLU III semester 5 year B.Com. L.L.B. Examination December 2018

SOLUTION

Step-1. Calculation of Intrinsic value

Intrinsic value =Total value of assets-Liabilities Amount Amount
T L 4
Fixed assets 350000
Goodwill 50,000
Current assets 2,00,000
Total Market value of assets 6,00,00
I oo
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w"'""" 100,000 T
mg’unﬁ 1,7%0,000 = Z.V)mL
' - — 3,70,000

. 0:;;“!0‘ . —tion of Amount available to Equity share holders P ——
" sm,,z, Calcv Particulars T ﬁm__ = __1

unt
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' 3,70,000

-~ value ”:\:N apilal . i

b prefer o to Equity share e
ava! T
Cale glation of Intrinsic value of equity shares
ey ¢

a insic value ©f equity shares= Amount available to equity share holders/Number of equity
In

gur 000/40,000= ¢ 9.25 per equity sharf-
jation of value of shares under Yield method.
.C‘kuhﬁon of Average Profit .
profit = 51,600 + 52,000 + 41,320=1,44,920/3= ¥ 48,306.66

tv::,g\:fers to Reserve 2014-15 - X51,650 of which 20% was placed under reserve (51,650 x
Less " 130 (51,650 - 10,330) = 41,320
20/100) Adjusted average profit available to shareholders= ¥ 48,306.66
2 Calculation of capitalization of profits
s""_'nliztlﬁoﬂ of profit = profit available to shareholders for dividend /Normal rate of return
e - 48,306.66/10 x 100= 4,83,000 (Appr)
Gep: Valuation of shares = Capitalization o Profit/Number of shares
= 4,83,000/40,000=12.07

On 31-03-2010 the Balance Sheet of Sanam Ltd was as follows

Share Capital
5,000 shares of 100 000
Profit and Loss A/c 1.06.000
Bank Overdraft 20,000
Creditors 77,000
Provision for Tax 45,000
Proposed Dividend 75,000
8,20,000
Land and Buildings 220,000
Plant and Machinery 00
Stock s
Nl Dabioes 1,55,000
8,20,000




Valuation olﬂom
dep]r:: “ﬂ Profits of the company after deducting all workin cha -
ation and taxation were as under 8 S SR

Filunchl_yur Profit @)
2005-06 85,000
2006-07 96,000
2007-08 90,000
2008-09 1,00,000
2009-10 95,000

On 31-03-2010, Land and Building was revalued at 22,50,000, Plant and Mach

and goodwill at 1,50,000. The normal rate of return is 10%.
You are required to ascertain the value of Equity Shares under:
(1) Intrinsic Value method
(ii) Yield method
(iii) Fair value method

Step-1. Calculation of Intrinsic value

(BU, III Semester B.Com, Examination, Novemqu,%%

inery ay Q,A%

Intrinsic value =Total value of assets-Liabilities Amount |

- @
Land and Buildings =
Plant and Machinery wg
Stock o
Sundry Debtors 150
Goodwill 150
Total Market value of assets  0mm
Less:-Liabilities:-
Bank Overdraft 20,000 |
Creditors 77,000
Provision for Tax 45,000 .
Proposed Dividend 75000 | 217,
Intrinsic value assets 8380

Step-2. Calculation of Amount available to Equity share holders
Particulars Amount Amount

Intrinsic value assets 8.38,000
Less- Preference share capital -
Amount available to Equity share holders 838,000

Step-3. Calculation of Intrinsic value of equity shares

Intrinsic value of equity shares = Amount available to equity share holders/Number of equity

shares
= 8,38,000/5,000= T 167.6 per equity share.




of Goodwilll and Shares

clculation of value of shares under Yielg peyh o [ 4.27 ]
1. Calculation of Average Profit
Average Profit = 85,000 496,000 490,000 41,00, ,

95.000=4,66,000 /593,300

herefore Adjusted average profit available 1 shareholders =93
=973,200

step2- Calculation of capitalization of profits
C.pita'i’-"i““ of profit =Profit available 1 sharehe

ders for o
=93,200/10 x 100= ¥ 932000 ividend /Normal rate of return

N Of Sh =C i
=5 Valuation ares = Capitalization of Profit/Number of shares
=9,32,000/5,000= ¥ 186.4

1. Following is the balance sheet of ABC com

pany as on 2

fr— Liabilities ’ e
Tooo?harcs of T100 each T
General reserve 3,00,000
Profit &loss account 50,000
Provision for taxation 40,000
Provident fund fgf:a
4.45,0“;
Land &Building 30000
Mactiner) 1,00,000
Investment at cost (market value ¥ 40,000) 45,000
e 1,00,000
- o
10,000
4,45,000

(a) Goodwill is taken at ¥50,000
(b) Depreciate machinery at 10% and increase Land & Building to ¥1,80,000
(¢) Provide 8% towards bad debts.

(d) 20% is the normal rate of dividend declared by similar type of business on their paid

up capital, however the company could declare only 18% dividend for the current
year. Calculate the intrinsic value of shares of the company.

SOLUTION
Step-1. Calculation of Intrinsic value
Intrinsic value = Total value of assets-Liabilities Amount Amount
T £ 4
} Land & Building 1,80,000
| | Machinery 1,00,000
| Less:- Depreciation at 10% (1,00,000x10/100) 10,000 90,000

[ —




Y

Valuation of Goodwill ap,
Investment at cost "
Goodwill 100,000 :‘h,‘
Debtors 000 Wy,
Less:-Bad debts (1,00,000x8/100) "y
Stock 4'!;::‘ ‘
Cash e 7 - |0;,,'
Total Market value of assets ,m”‘.'
Less:-Liabilitios: !
Creditors = l,‘(:l)

Provision for Tax 10:(!:;
Proposed Dividend — Py
Intrinsic value assets % ‘
Step-2 Calculation of Amount available to Equity share holders
Particulars Amount |  Amogy
Intrinsic value assets m’
Less- Preference share capital ]
Amount available to Equity share holders _\J
432,007
2 |
Step-3. Calculation of Intrinsic value of equity ghares
Intrinsic value of equity shares
= Amount available to equity share holders/Number of equity shares
= 4,32,000/3,000= T 144
ILLUSTRATION 21,
Following is the balance sheet of Santhosh Ltd as on 31 March 2013:
Liabilities v
4,000,6% preference shares of T10 each 40,000
16,000 Equity shares of T10 each 1,60,000
Reserve fund 1,00,000
Profit & Loss A/c 32,000
Workmen's savings A/c 30,000
Sundry Creditors 98,000
Total 4,60,000
Assels 3
Pelidings 1,10,000
1,30,000
Patents 20,000
Stock
Sundry Debtors aom,ooo
C“hp,']lmimw 52,000
i pe e 12,000
4,60,000

(a) It was discovered that machinery was under depreciated by ¥10,000

(b) Value of Buildings is ¥ 2,60,000 and Goodwill is 240,000
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" Calculation of Intrinsic value

— mtrinsic value = Total v-lu‘.'.,i’n;&;.u.‘wuin'

y for capital repaymen

! Find
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e vabus

| — — e
= v
uding® ' —
‘:lewrm‘ yon(under depreciated) 130/r5) o
:B;Jn'il‘ e 1200
. s
::: zrs
and¥ Dvmw’; LK e
- ‘ M v
5 1200 150
qotal Marke! value of assets 0
I Sas 8,160
W 's savings A/C 3
: %)
. Creditors
cundry BUL
e 1,200
/ M
Step-2 Calculation of Amount available to Equity share holders
- i
Particulars Amount Amount
T T
[Totrinsic value assets 458000
Less- 4,0006%Preference share capital 10 each £.0m
smount available to Equity share holders
248000

Step-3. Calculation of Intrinsic value of equity shares
Intrinsic value of equity shares

= Amount available to equity share holders/Number of equity shares

= 4,48,000/16,000=X28
Step-4. Calculation of Intrinsic value of Preference shares

Intrinsic value of Preference shares

= Amount available to Preference share holders/Number of equity shares

= 40,000/4,000=X10

ILLUSTRATION 22.

Following is the balance sheet of AB Ltd. as on 31st March 2019:
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Liabilities x\ “'nq
5000 Equity shares of 2100 each fully paid \\ \
Profit & Loss A /c 10400,%
Bank Overdraft 206 1y
Creditors : ;‘%3
Provision for taxation 90"0)
Proposed dividend %
1
Assets ‘%
Land & Building ‘\Wo;
Plant & Machmcry 1% 00
Stock 7000
Sundry Debtors 3,10,
| Teiogg)
The net profit of the company after deducting all working charges and Providing fo, .
and taxation were as under: dtn\
Year 2015 2016 2017 2018 W
rofit 1,70,000 1,92,000 1,80,000 2,00,000

180009
On 31-03-2019 Land and Buildings were valued at 2 500,000 and Plant & Machinery 175
In view of the nature of the business it is considered that, 10% is a reasonable return gp
capital. For the purpose of valuation of shares Goodwill is calculated at 5 years purchase of g "**

the
profits based on the average profits of the last 5 years. Calculate the Intrinsic value. e
SOLUTION
Step-1. Calculation of Capital employed
Capital employed=Tangible Assets - Tangible Liabilities Amount | Amgo
=
Land &Building - Sm
Plant &Machinery 30
Stock 7,000
Sundry Debtors 31040
18,1000
Total Market value of tangible assets

Less:-Tangible liabilities

Bank overdraft 40,000
Creditors 154000
Provision for taxation 90,000
Proposed dividend 15000
Capital employed 13,7600

Step-2 Calculation of Average capital employed
Average Capital employed= Total capital employed - 1/2 of the current year's profit.
Capital employed =¥ 13,76,000
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CW' ye“ts Pmﬁt =7 1,90,0“) m
of the current Y“'ls P:“;:;;”'m“"" 2 —rgs
,\vcﬂse capﬂal empioyea=1a, L000-95,000 . ]2""'“)0

3 C,kulation of Average profit
step”
Average Profit = 1,70,000 +1,92,000 + 1 80,000 +2 00,000 +1 _—

=9,32,000/5 =T 1,86,400
lation of Normal Profit
stepd €31
Jation of average Normal rate of return.

A\'ﬂ'ﬂ&e Normal rate of Return=10%.

Normal Profit (return)= Average capital employed x percenta
=12.81,000x10/100= t l,zs'lm

calculation of Super profit

ge of normal rate of return

-5
Step Super profit = Adjusted average profit-normal rate of saisi,
=1,86,400 - 1,28,100 = ¥ 58,300
Step-6 calculation of goodwill under super profit method
Super profit x 4 years purchase = 58,3005 = ¥ 2,91,500
Step-1. Calculation of Intrinsic value

—Intrinsic value =Total value of assets-Liabilities Amount Amount
T L4
B
Goodwill 291,500
Land &Building 5,00,000
Plant &Machinery 3,00,000
Stock 7,00,000
Sandry Debtors 3,10,000
Total Market value of assets 21,01,500
Less-Liabilities:-
Bank overdraft 40,000
Creditors 1,54,000
Provision for taxation 90,000
Proposed dividend 1,50,000 4,34,000
Intrinsic value assets 16,7300
Step-2 Calculation of Amount available to Equity share holders
Particulars Amount | Amount
v L4
mm — 16,67,500
%“"“'W to Equity share holders Lo
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Step-3 Calculation of Intrinsic value of equity shares

Intrinsic value of equity shares
= Amount available to

=16,67,500/5,000 = ¥333.50.

ILLUSTRATION 23.

equity share holders/Number of equity shareg

Following is the balance sheet of K Ltd as on 31st March 2002: -

Liabilities ﬁ\'
15,000 Equity shares of ¥ 20 each fully paid %
12,500 Equity shares of ¥ 20 each, ¥ 8 paid L0y,
7,500 Equity shares of ¥ 10 each, fully paid TS
5,000 Equity shares of ¥ 10 each, ¥ 5paid By
Reserves & surplus:
General Reserve 225
Profit & Loss account Sy
Current Liabilities: L0
Creditors
Total E

Assels \!

Goodwill 1250
Building 3,000
Investments 25,000
Stock 1,50,000
Debtors 75,000
Bills receivables 25,000
Bank 65,000
Discount on issue of shares 10,0000
Total 8500

The Goodwill is valued at 27,500; Building at ¥6,00,000, Machinery at ¥ 1,50,000. Investments

217,500, Stock at € 1,25,000, Debtors at ¥ 70,000. There was a contingent liability of ¥10,000. Determine
the value of different shares.
Step-1. Calculation of Intrinsic value
Intrinsic value =Total value of assets-Liabilities Amount Amount
4

Goodwill : 7,500
Building 6,00,000
Investments 1,50,000
Stock 17,500
Debtors 1,25,000
Bills receivables 70,000
‘ank 25,000
65,000
10,60,000
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e
W{ Total paid up capital |
m‘*/’—" Patticulars:
-\Al
/m 20 each fully paid ] - Amouny
[ —— T

f;\rsﬁ‘“ﬁmdzmudx.tspm

B D of € 10 each, fully paid 300,000
RNEET L es of T 10 each, ¥ Spaid 100,000
joae BE e

mue of capital=9,50,000/500000= 19— ———L__ 30000
3

;?_3 Calculation of Intrinsic value of equity shares
;me,,-moftzouda fully paid= 20 x 1 90= 33
I:-.mEq,,ifyshamsc‘\f!‘zoead'n,%paicig3,(1.9 =1520

:5.'054“*'3""‘” of X10 each, fully paid =10 x 1.9=19,09

wmﬁmofﬂOeaﬂu?Spaid:le.mm

0;15TRAT]0N 24.
Wﬁ‘ssd\ebahmesheetofWukLtdasonBIstMmd\m
— Liabilities 3
"314% Preference shares of T10 each , fully paid e
'xmmshu.aoﬂ‘mud\.hllypmd 300,000
' Debensre redemption fund 30,000
Depredation 30,000
S=dry creditors 1,00,000
Tozl 6,10,000
Assets T
Sandry Assets 5,10,000
Dscount on debenture 10,000
Teiinary expenses 30,000
Profit ke Loss A /c 60,000
Ja 6,10,000

LD

| -




4.34

Valuation °'°°°d|u|vm|
angq
The sundry assets are worth ¥5, 25,000. One Year’s interest owes on debenty

on Preference shares are in arrears for 2 years. You are required to value the shares op,

method If:

(a) Preference shares have priority both as to the payment of capital and a

the event of liquidation.

(b) Preference shares have no priority as to capital or arrears of dividend.

(c) Preference shares have no priority as to payment of capital only.

Tes and the

W
the N:'::: |

frears of diVid

'y

(d) Preference shares have no priority as to the payment of arrears of dividend only

SOLUTION

(a) Preference shares have priority both as to the payment of capital and arrears

the event of liquidation.
Step-1. Calculation of Intrinsic value

—————

of di"idtnd .

Intrinsic value = Total value of assets-Liabilities Amount
? K e
Sundry Assets 5\.25“,,
Total Market value of assets 5\25
Less:-Liabilities:- -
7% Debentures 50,000
Depreciation fund 30,000
Sundry creditors 1,00,000 180,000
Intrinsic value assets m
Step-2 Calculation of Amount available to Equity share holders -
Particulars Amount Amount ]
A ?
Intrinsic value assets 345000
Less:-10,000,6% Preference share capital 1,00,000
Less- arrears of Dividend 10,000, 6% Preference share capital 10 each 12,000 1,12,000
(1,00,000x6/100x2 years Sm—
Amount available to Equity share holders 233,000
Step-3. Calculation of Intrinsic value of equity shares
Intrinsic value of equity shares

= Amount available to equity share holders/Number of equity shares

= 2,33,000/30,000=X7.76

(b) Preference shares have no priority as to capital or arrears of dividend

Calculation of Amount available to Equity share holders

Particulars Amount | Amount
Intrinsic value assets 345,000
Preference shares have no priority as to capital or arrears of dividend _____N,n_
Amount available to Equity share holders 32500




/ s of Intrinsic value of equity shaye  4.35 |
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i 3 = Amount available to equit

" B y share holders /iy

{ = 3,25,000/30,000=X10.83 Umber of equity shares

g shares have no priority as to Payment of ca
© o8 of Amount available to Equity share holdery
e T Particulars L ——

pital only,

Jation of Intrinsic value of equity shares
Cf::;ic \'aluc of equity shares
In = Amount available to equity share h
olders/N .
= 3,33,000/30,000=%11.10 umber of equity shares

erence shares have no priority as to the payment of arrears of divi
(d pref of Amount available to Equity share holders vidend only.

culation
al Particulars
g — | Amount
, 6% Preference share capital 10 each 1,00,000 S0
Less available to Equity share holders - gm
2 Calculation of Intrinsic value of equity shares =
intrinsic value of equity shares
= Amount available to equity share holders/Number of equity shares
= 2,45,000/30,000=38.166

ILLUSTRATION 25.
From the following information, Calculate the value of an Equity share under Yield method:

(a) The paid up share capital of a company consists of 1,000, 15% Preference shares of T 100
each and 20,000 Equity shares of 10 each

(b) The average annual profit of the company, after providing for depreciation and taxation
amounted to 275,000. It is considered necessary to transfer ¥ 10,000 to general reserve before
declaring dividend.

() The normal return expected by investors on Equity shares from this type of business carried
on by the company is 10%.

SOLUTION.

Calculation of value of shares under Yield method.

Step-1 Calculation of Average Profit

Average Profitafter providing for depreciation and taxation amounted tot = 75,000
Less:-to transfer to general reserve 10,000
Adjusted average profit 65,000

Therefore Adjusted average profit available to shareholders = 65,000

'w-f
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Step-2 Calculation of capitalization of profits

Capitalization of profit
= Profit available to shareholders for dividend /No"“a
Iy,

= 65,000/10 x 100= 6,50,000 e o
chares = Capitalization of Profit/Number of shareg

ang
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Step-3 Valuation of
= 6,50,000/20,000=32.50
ILLUSTRATION 26.
Compute the value of shares by :
(a) Net Asset Method
) Yield method
Following is the Balance sheet of MN limited Company as on 31-03-2019
Liabilities S
30,000 Shares of ¥10 each \Q
Reserve fund %
Profit & Loss Account S
5% Debenture 3:
Provision for tax Ul;.
Total —Jy
Fixed Assets
Current assets Sy
| Total \g:
On 31.03.2019 fixed assets were valued at 2 6,00,000 and Goodwill at ¥ 37,500. The Net progis
the last 3 years were ¥37,500; 239,000;and ¥ 43,500 of which 20% was placed toreserve.'n;-,:
return is 10%. !

Step-1. Calculation of Intrinsic value

Intrinsic value = Total value of assets-Liabilities Amount Amousl
Fixed Assets 6,00000
Goodwill Ktk
Current assets 2,000
Total Market value of assets
Less:-Liabilities:- .
5% Debenture
tm 2
Provision for tax
Intrinsic value assets 50000 = ?-Wg

(a) Net Asset Method
Calculation of Intrinsic v.
SN alue of equi
lntnn&c value of Qquity Siarns e ')' shares

= Amount available to -
= 5,87,500/40,000-214 ;;l““)' share holders/Number of equity shares
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.old method
) Y'::(:i::‘ of value of shares under Yiel
‘?1 Calculation of Average Profiy
e"Avcmse Profit =37.500 39,000 4 43 50
.transfer to reserve (40,000 x 20/100 )
gjusted average profi
Adj A diw““‘ average profit available 1 shareh) |
Calculation of capitalization of profits o

Capﬂﬂ“”“““ of profit = Profit available 10 sha
= 32,000/10 x 100=
grep-3 Valuation of shares = Capitalization of pro;

LLUSTRATION 22

e following figure were extracted from the books of Zee Ltd:
moft 100 each
97.;‘; ity shares of T 100 each, T 50 called up
lpooE::iwmmof! 100each, ¥25 called up
1000 Equity shares of ¥ 100each, fully called up
L & Surplus
reserve
hoﬁ'&wamt

d methog,

1,20,000 /4

32,000

reholders for diy

N
=320000/40000g ot Of sharess

40,000

8,000
32,000

et idend /Normal rate of return

L4
6,00,000
1,00,000

50,000
2,00,000

4,00,000

L’a\—a—f:k valuation of all the assets of the company,
£1,50,000. The articles of association provided that, in
wmhaveaf““““d‘i“‘ to the extent of 10% of the
and equity shares & intrinsic value of partly paid shares.

[ SOLUTION

1,00,000

itis found that they have an appreciation of
case of liquidation, the preference shareholders
surplus assets Ascertain the value of Preference

(Liabllity Based Approach)

Calculation of Total value of Assets
Total assets= Share capital + Reserves and surplus - T
Share Capital
9% preference shares of ¥ 100 each 6,00,000
2,000 Equity shares of ¥ 100 each, ¥ 50 called up 1,00,000
2,000 Equity shares of ¥ 100each, 25 called up 50,000 9,50,000
2,000 Equity shares of T 100each, fully called up 2.00,000
Add:-Reserves &Surplus
General reserve 4,00,000 5.00,000
Profit & Loss account 100,000 14,50,000
Add:- Appreciation in value of assets 150,000
Add:- Calls in advance . 16,00,000
2000 Equity shares of ¥ 100 each, ¥ (Balance 50 called up and fully paid up i
(1,000x50) )
2,000 Equity shares of ¥ 100each, (Balance ¥ 75 called up and paid up (1,000x75) 1.50,000 2,50,000




4.38 Valuation of Gmmm

Total amount available to Share holders
Less:- 9% preference shares of ¥ 100 each

Less:-Equity share Capital (2,000 Equity shares of € 100 each, fully paid
2,000 Equity shares of € 100 each, fully paid (2,00,000 + 2,00,000 + 200,000+
Surplus available after paying share capitals

]

@

ang

<.

Less:- preference shareholders will have a further claim to the extent of 10% of &)
the surplus assets Ascertain (6,50,000 x 10/100) 84
Surplus available o equity shareholders Q%ﬁ
Calculation of Intrinsic value of equity shares N
Intrinsic value of eqt:'{:‘:au'::“ ailable to equity share holders/Number of equity sharey
(Surplus available to equity shareholders + paid up share capital) (5,85,000 + 6,00,000) |
=11,85,000/3,000=395

Calculation of intrinsic value of partly paid equity shares
= Intrinsic value of fully paid per equity

47y f ity shares of T 1
(a) Intrinsic value of 2,000 Equity 00 each, T 50 called up (395-50)= ¥345

(b) Intrinsic value 2,000 Equity shares ofT1

(c) Intrinsic value 2,000 Equity
Note: Always it is advisable to assume /
calculation of intrinsic value of Equity Shares.

ILLUSTRATION 28.

Following information relates to AXN Ltd:

shares of T 100 each, T 25 called up (395-75)= 3325
caﬂuppanlypaidsharestoﬁxﬂypaidmquq

shares- uncalled money on equity shares c,..
00 each, fully called up and paid up= 395

80,000, 10% Preference Shares of ¥10 each
1,00,000 Equity shares of T10 each
Average profit before tax

Rate of tax

Transfer to be made to reserve

Normal rate of return

Ascertain the value of Equity shares under Yield method.

Step-I .
Calculation of value of shares under Yield method

Average profit before tax 6,45,160
Less:-Tax @38% (6,45,160x38/100) 245160

4,00,000
Less:-Transfer to reserve at 20% (4,00,000 x 20/100 _80.000
Less:- 80,000, 10% Preference Shares Dividend 3,20,000
8,00,000x10/100 80,000
Adjusted Average profit available to equity shares 2,40,000

Step-2 Calculation of capitalization of profits

Capitalization of profit = Profit available to shareholders for dividend /Normal rate of return

= 2,40,000/15x100=16,00,000

Step-3 Valuation of shares = Capitalization of Profit/Number of shares =16,00,000/1,00,000=16




Ao 2019, a firm had assety of ¢ 6,00, 000
| " '.\ ¢ showad a Malance of ¢ 400 ‘

jtal ¢ 000
il le fi%0 A \ 10
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tue of goodwill of the firy,. CEARe Profyy .

y A
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; | At3years purchase of Super Profiy
( , Onthe pasis of Capitalization of Super Profiy
©

j) Onthe basis of Capitalization of Average Pro fit
S

: Followi
(i) Average capital Employed is 22, 10,000 "8 Information, 8 given.
i\ Net Profit/(Loss) of thg
31st March 2019
31st March 2018
31st March 2017

firm for the 1agy 3 year sending are.

i) Normal Rate of return in similar business is 10 9,
iv) Remuneration of ¥ 40,000 to partners is to be taken as

Cilal'ge againstprofiy
(v) Assets of the firm (excluding goodwill) fictitious *I; 3
investments) is T 2,80,000 where as Partner's Capital 'um! 2‘man Non-
liabilities T 40,000 40000 & outside

3, Shweta purchased a business on 1st April 2019. Tt was agreed to valuye

vears purchase of average normal profits of last 4 years. The Profits are as m:m B
— Year Ended Profits
[31st March 2016 0000

31st March 2017 71,6000
1st March 2018 1,580,000
| 315t March 2019 A

(2) During the year ended 31/March/2016, an asset was sold at a profit of ¥ 10,000
{v) During the year ended 31/March/2017, firm had incurred a abnormal loss of T 20,000

() Repairs to car amounting to ¥ 50,000 was wrongly debited to vehicles on 1* May 2017.
Depreciation charged on vehicles @ 10 % on straight line Method

(d) Firm had abnormal gain of 10,000 during the year ended 31 March 2019.

During the year ended 31 March 2019, a machine got destroyed in accident & ¥ 30,000 was
written off as loss in Profit & Loss Account

i &
L Average Profit of the firm is 1,50,000. Total tangible ass?ls in c;: firm m:‘;z.:fomo
outside liabilities are ¥ 7,00,000. In the same type of business, normal return



ExTY ersron of Gogg, ‘
g

; -alue of goodwill of the firm by Capitalization
is 20%. Calculate the value of £ Purchase of Super Profit. of Supe, Prg .\
] "

if the goodwill is valued at 2 years.

mmshoddmux Stores as at 31/3/2019 was asg 1o - \
ST Liabilities R
e n

30,000 Shares of €10 each B
Reserve fund \'!
Profit & Loss Account M, N
5% Debenture 21:, h,:
Provision for tax 3 i
Total z;;,"
| Goodwill %'r.,
Fived Assets lo&"
J Current assets lmg'
| Total . "

77

On 31032019 fixed assets were valued at ¥2,40,000 and °°°"""'“\M15

profits for the last 3 years were ¥15,000; ¥15,600; and ¥ 17,400 of which, 20 /000, n.,‘.'!

reserve. The rate of return is 10%. : Wag P"‘Nt
5. The net profit of a business, after providing for taxation, for the past 5

T 4.25,000, T 4,60,000, ¥ 5,25,000, and 5,90,000. The capital employed) ”’h‘ ::"%Q

(wm.ow.ﬂtenormalrateofremmexpededinhbtypeofbmmislwl_ N
thatﬂmecompanywillbeablehomaintainitssuperproﬁtforthengusy%- tls%
&

value of goodwill on the basis of:
(a) 5 year's purchase of super profit method

(b) Annuity method, taking the present value of annuity of ¥ 1
and ty forsyeamatluan

(c) Capitalization of super profit method.
Following is the balance sheet of Weak Ltd as on 31 March 2020:

.

Liabilities 1
10,000, 6% Preference shares of ¥10 each, fully paid BT
30,000 Ordinary shares of ¥ 10 each, fully paid ;&m)
Debenture redemption fund o
7% Debentures =
Depreciation fund lfsz
Sundry creditors 2500
Total
Assets ——l'@
Sundry Assets
Discount on debenture lb:::
expenses P
Profit & Loss A /c 1.;0:1'
L e
€ sundry assets are [}
worth ¥13,12,500s. One Year's interest owes on debentur® l’d)



\ mmferencesharcsnre in arrears f,
-wm . . 2 cars,
di on the Net Asset method If: Years. You are fequired 1o

shares have priority both as 1

@ dividend, in the event of liquidation, ® the payment of capital ang arrea
. s of

(o) Preference shares have no priority as to capital or arrears of dividend
o preference shares have no priority as to Payment of capita) only .
@ preference shares have no priority as to the paym :
Following information relates to AXN Ltd:
6

<3000, 10% Preference Shares of T10 each —
1,00,000 Equity shares of ¥10 each

Average profit before tax

Rate of tax
Transfer to be made to reserve

Normal rate of return
/i .
Ascertain the value of Equity shares under Yield method.

EXTy

value the

ent of arrears of dividend only,

L
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“OMPANY FINAL ACCOUNTS
Gy

learning Outcomes

e Ihis chapter, you will be able to:
mer std)ing mine gross profit and net Profit of business during the year
g To l;::m ¢ the Annual Report with fair financial position of the business on a given date,
o To rovide information about the resources available with business (i.e. production capacity, labour
0 ;:ugs cash reserves, inventory, WIP percentage, delivery mechanism, etc.) and its usage
oora meteﬁ It also gives information about changes in the resources between two periods. !

=

s schedule 111 for financial statements as per Ind AS Background

0 Overview of the revised Schedule 111 - Division 11

o Appltcabﬂity

0 Balance sheet

0 Statement of profit and loss

[} General Instructions for Preparation of Balance Sheet

[ General Instructions for Preparation of Statement of Profit and Loss

0 Profit & Loss A/c of a Company as per Revised Schedule 111 of the Companies Act 2013
0 Duustrations

0 Exercises

(TEYTYTMH indian Accounting Standards, Statement of Profit & Loss A/c, Balance Sheet,
Companies Act, 2013, Liabilities & Assets.

Schedule III for financial statements as per Ind AS Background

The Schedule 111 to the Companies Act, 2013 (2013 Act) provides general instructions for
Preparation of the balance sheet and the statement of profit and loss of a company.

The Ministry of Corporate Affairs (MCA) issued a road map for implementation of the Indian
Atcoun

RS ting Standards (Ind AS) converged with the International Financial Reporting Standards
X

—_—

Source .
IR : /www educha com/objectives-of-financial-statements /
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other than insurance
h February 2015 by companies _ com \
a(:‘:nm:nics and Non-Banking Financial (_ompar-\k's (ko) (corporate ‘r’ank"
Phaﬁrt:i manner commencing from accounting periods beginning on or after 154 A Map) %’
1§ i by

y ing companiesf® insurance compan; Tk
n 30th March 2016 by banking N n
:»ha,m‘l mapner commencing from accounting periods beginning on or after 1y . BfC‘ 4
. U,y
overview of the revised Schedule 11X - Division 11 z
Division 11 of the Schedule 111 provides instructions for preparation of finaniy)

R . Sta
sdditional disclosure requirements for companies required to comply with Ind As, m'mu N

an overview of the Division 11 of the Schedule 111 b?;
Applicability
« It is applicable to every company to which Ind AS apply in preparation e
statements. ﬁm.w

» The provisions of Schedule III also apply when a company is requireq o
consolidated financial statements, in addition to the disclosure requirements MP%
Ind AS. ey

Balance Sheet
. Sd\edulemprovidaaformatofﬂ\ebalancesheetandsetsout&nemnjmum"q%
of disclosure on the face of the balance sheet
¢ Items presented in the balance sheet are to be classified as current and non-current,
e Schedule Il does not permit companies to avail oftheopﬁonofprsmﬁngm“
liabilities in the order of liquidity, asprovided by Ind AS 1, Presentation of Financy
Statements.

Statement of Profit and Loss

¢ Schedule III provides a format of the statement of profit and loss and sets out the minimun
requirements of disclosure on the face of the statement of profit and loss.

The statement of profit and loss is to be presented in accordance with the nature of expenses and
would include profit or loss for the period and other comprehensive income for the period

General Instructions for Preparation of Balance Sheet
1. An asset shall be classified as current when it satisfies any of the following criteria:—
() It is expected to be realized in, or is intended for sale or consumption in, ¢
company’s normal operating cycle;'
(b) Itis held primarily for the purpose of being traded;
(c) Ttis expected to be realized within twelve months after the reporting date; or

(d) It is cash or cash equivalent unless it is restricted from being exchanged or ped
settle a liability for at least twelve months after the reporting date.
All other assets shall be classified as non-current.

iom:hnp&//wwwbmhm/



2 . _yian in cash or cash equj
lization €quivalents, A Asets ¢ :
id entified, it is assumed to have a duration of '::'tlv:h:, Mh,,: " Processing ang their
= onths. cannnt
A liability shall be classified as current when i satisfies any of o
o) nisexpected tobe setled n the companyy p 9 * ™ ollowing rery_
) Itis held primarily for the purpose of being traded: Operating cycle,
) e et i g g
date-
(d) The company does not have an unconditional right ¢, def, g date; or
for at least twelve months after the reporting date. Tere ~. oo eMent of the liability
option of the counter party, result in jts m“eme;u erms of.a liability that coyld, a¢ the
do not affect its classification. by the issue of equity instrup

A receivable shall be classified as a “trade receivable” ifi
account of goods sold or services rendered in ﬁ‘enmllthh'e:fpm?“\emtduem

5 A P‘yable shall be classified as a “trade payable” if it is in respect
account of goods purchased or services received in the normal coursez‘f:\:i::;m' dueon

6. Acompany shall disclose the following in the notes to accounts.

4

5, Share Capital . i )
For each class of share capital (differént classes of preference shares to be treated se i

(2) The number and amount of shares authorized;

(b) The number of shares issued, subscribed and fully paid, and subscribed but not fully paid;

(c) Par value per share;

(d) A reconciliation of the number of shares outstanding at the beginning and at the end of the
reporting period;

(¢) The rights, preferences and restrictions attaching to each class of shares including
restrictions on the distribution of dividends and the repayment of capital;

(f) Shares in respect of each class in the company held by its holding company or its ultimate
holding company including shares held by or by subsidiaries or associates of the holding
company or the ultimate holding company in aggregate;

(8) Shares in the company held by each share holder holding more than 5 per cent shares
specifying the number of shares held;

() Shares reserved for issue under options and contracts/commitments for the sale of
shares/disinvestment, including the terms and amounts;

i) For the period of five years immediately preceding the date as at which the Balance Sheet is
prepared: )

(i) Aggregate number and class of shares allotted as fully paid-up pursuant to contract(s
without payment being received in cash.



- “5‘-.&
’ ‘I 5.4 c. N \

,’ / (i) Aggregate number and class of shares allotted as fully Paid-up by \n‘\
| f| /{ shares Y of N
i (iii) Aggregate number and class of shares bought back. N

ity /preference shares |
(i) Terms of any securities convertible into equity .
earliest date of conversion in descending order starting from the farthesy Stuch :’: wig, ¥

(k) Calls unpaid (showing aggregate valm..- of calls unpaid by directors ang offi . s
(1) Forfeited shares (amount originally paid-up).

B. Reserves and Surplus
(i) Reserves and Surplus shall be classified as:
(a) Capital Reserves;
(b) Capital Redemption Reserve;
(c) Securities Premium Reserve;
(d) Debenture Redemption Reserve;
(e) Revaluation Reserve;
(f) Share Options Outstanding Account;
(g OtherRaservs-(spedfyt:hemmremdpur'poscofeachreserveandﬁ,eamomia
respect thereof);
(h) Surplus ie, balance in Statement of Profit and Loss disclosing ‘u"mﬁmsud
appropriations such as dividend, bonus shares and transfer to/ from reserves, et
() (Additions and deductions since last balance sheet to be shown under each of 5,
specified heads);
(i) A reserve specifically represented by earmarked investments shall be termed as a “fung”.

(iii) Debit balance of statement of profit and loss shall be shown as a negative figure under the

head “Surplus”, Similarly, the balance of “Reserves and Surplus”, after adjusting negative
balance of surplus, if any, shall be shown under the head “Reserves and Surplus” even i
the resulting figure is in the negative.

C. Long-term Borrowings
(i) Long-term borrowings shall be classified as:
(a) Bonds/debentures;'
(b) Term loans:

(A) From banks,
(B) From other parties.

Source : hitps:/ /www beasonline.org/




’ Accounts 5.5 |
"“Ifcrﬁ" yment liabilities;

p. other

£ Long~

its;

@ D::::a nd advances from related parties;

Lterm maturities of finance lease obligations;
0 joans and advances (specify nature).
® her be sub-classifi

ghall further be su -classified as secured and

m:m::i:g:.iﬁcd g.q»aratcly in each case. e
§ ve been guaranteed by directors or othe
) S u:‘d o’ O il bedisckonsd: rs, the aggregate amount of such

Joans i

along with the rate of i
/debentures ( of interest and particul ption

on, Starting from farthest redemption or conversion date, as the case maty b:r
; /debentures are redeemable by instalments, the date of maturity fory this;
Vhere must be reckoned as the date on which the first instalment becomes due

particulars of any redeemed bonds/debentures which the company has power to reissue
chall be disclosed.

v Jerms of repayment of term loans and other loans shall be stated.

amount of continuing default as on the balance sheet date in

(vil) andi "“mmm,' shall be specified separately in each case. SRR
Long-term Liabilities
o Long-term Liabilities shall be classified as:

(g) Tﬂde Plyablﬁ:

(b) Others.
term Provisions

(a) Provision for employee benefits;

(¢) Others (specify nature).

f. Short-term Borrowings

(i) Short-term borrowings shall be classified as:
(a) Loans repayable on demand;
(A) From banks.
(B) From other parties.
() Loans and advances from related parties;

(c) Deposits;
(d) Other loans and advances (specify nature).
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00) Borsowings shall Turther e L
ahiall b spwe Wied sopraraterly o oneh oo o
(1i1) Whaore haans have bees gusrantesd by DB Nnn i A, B g .
Josann under each head shall b dinsJomedd nd
defailt as o O haloren shant Guts i L7 L o
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(v) Petod aned wmoant ol
Interest, shall be spes ified u-,..:ml ym varh can

G. Other Current Liabllities’
The amounts shall be ¢ lassified as
(a) Current maturities of long term debd,
(b) Current maturities of finance leaw ohligations;
(c) Interest acorued but nol due an bortowings;
() Interest accrued and due on borrowings;
(¢) Income recedved in advance;

(1) Unpaid dividends,
cived for allAment of securities snd due S s ang

() Application money rec
accrued thereon. Share application money includes advascss Vanatds slepseny Pl
jans including the numnber of share proyms % sy o

capital. The terms and condit i
amount of premium, if any, and the period befare which mwh;&m“”
disclosed. It shall also be disclosed vhether the company has sufficse extarnnd oy

cover the share capital amount resulting from allotment of sz oF of vur g,
application money. Further, the period for which the share spplicztion smerey tag s
pmdhgbcyuddwpuiodfmalkﬁnmtnnm!ﬂaudhhdrmxm
application for shares along with the reason for such share spplicstion zarwr ey
pending shall be disclosed. Share application money not excesding the isvied cagial scc
the extent not refundable shall be shown under the head Equity and share zopicstes
money 1o the extent refundable, ie., the amount in excess of subscription or = s &
requirements of minimum subscription are not met, shall be separately shown wde

“Other current liabilities”;
(h) Unpaid matured deposits and interest accrued thereon;
(i) Unpaid matured debentures and interest accrued thereon;

() Other payables (specify nature).
H. Short-term Provisions
The amounts shall be classified as:
(a) Provision for employee benefits,
(b) Others (specify nature),

M!Mlp-://wwwwm/
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L AsseE
i) - . tion of the gross and net carrying amoun
ancilia : : ts of each cl assets
A ;"x vE o end of 'the‘ reporting period showing additions, di;:;:; .a't'the
ough pusiness combinations and other adjustments and the related depreq. “-,,q‘-"smm
thro s /reversals shall be disclosed separately. i

mpairment !
et sums have been written-off on a reduction of capital or revaluation of assets or

@ " sums have been added on revaluation of assets, every balance st
:;m of such write-off, or addition shall show the reduced or inc i s:sbs:qt;;:btlo
and shall by way of a note also show the amount of the reduction or i Snce e aI’Pum’le

; with the date thereof for the first five years subsequent to the! da&";f 2 ud:

(@i

reduction OF iNCrease:

e Assets
i Classification shall be given as:
(a) Goodwiuo'
() Brands/trademarks;
() Computer software;
(d) Mastheads and publishing titles;
() Mining rights;
] C;‘pyrights, and patents and other intellectual property rights, services and operating
rights;
(g) Recipes, formulae, models, designs and prototypes;
(h) Licences and franchise;
(i) Others (specify nature).
(ﬁ)Arecondliaﬁmofthegroaandnetcarryingamountsofeadtdnsofmtsatn\e
beginning and end of the reporting period showing additions, disposals, acquisitions
through business combinations and other adjustments and the related amortization and
impairment losses/reversals shall be disclosed separately.
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[ . jed on revaluation of assets, eve Valy,
where sums have been added wgrason s 1Y balanc, . o
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l and shall by way of o
together with the dawe thereof for the
reduction or increase.’

K. Non-current Investmanu
s shall be classified as trade investments ang oy,
er Ihv
(o

(i) Non-current investmen
further classified as:
(a) Investment property; \
(b) Investments in Equity
(c) Investmentsin preference shares;
(d) Investments in Governm
(e) Investments in debentures or bonds;

(f) Investments in Mutual Funds;

(g) Investments in partnership firms;
t investments (specify nature). Under each d”Siﬁcatim'
be given of names of the bodies corporate indicating Separately whethey dthlk

’ are (i) subsidiaries, (ii) associates, (iii) joint ventures, or (iv) controlled spe::d'

entities in whom investments have been made and the nature and g :

cach such body corporate (showing separately :m of

regard to investments in the capital of Partneship fin,
names of all their partners, total capital and the gy

[nstruments;

(h) Other non-curren

investment so made in
which are partly paid). In
names of the firms (with the
each partner) shall be given.
(i) Investments carried at other than at cost should be separately stated specifying the basi;
valuation thereof;
(ifi) The following shall also be disclosed:
(a) Aggregate amount of quoted investments and market value thereof;

(b) Aggregate amount of unquoted investments;
(c) Aggregate provision for diminution in value of investments.

L. Long-term Loans and Advances
(i) Long-term loans and advances shall be classified as:

(a) Capital Advances;

(b) Security Deposits;
(¢) Loansand advances to related parties (giving details thereof);

(d) Other loans and advances (specify nature).

Source : hitps:/ /www bcasonline.org/
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L & poans or jointly with any other persons or amounts Y of them either
(7 ceverally due by firms or Private companies

i director is i
ively in which any @ partner or a director
s‘P‘rat:ly stated. @ member should be
noﬂ'wmnt Assets
%' " t assets shall be classified as:
pon-curt

Long-term Trade Receivables (including trade receivables on deferred

credit terms);

j (iad) Long-term Trade Receivables, shall be sub-classified as:
(o) Secured, considered good;
®) Unsecured, considered good;
(i) Allowance for bad and doubtful debts shall be disclosed und
separately.
(i) Debts due by directors or other officers of the company or any of them either
severally or jointly with any other person or debts due by firms or private

companiesrespectivelyinwhichanydirectorisapartneroradirechorora
member should be separately stated.

er the relevant heads

Current Investments
(i) Current investments shall be classified as:

(a) Investments in Equity Instruments;

(b) Investment in Preference Shares;

(c) Investments in Government or trust securities;
(d) Investments in debentures or bonds;

() Investments in Mutual Funds;

() Investments in partnership firms;

®) Other investments (specify nature). Under each classification, details shall be given of
names of the bodies corporate [indicating separately whether such bodies are:
() subsidiaries, (i) associates, (iii) joint ventures, or (iv) controlled special purpose
entities] in whom investments have been made and the nature and extent of the

U
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investment so made in each such body corporate (showiy Hq.' 4\1

which are partly paid). In regard to investments in the c“P"nlsn:eP'"lu
names of the firms (with the names of all their partners, total cy ;‘""h:h:“
each partner) shall be given. ta) ang l}::::\\

(i) The following shall also be disclosed:
(@) The basis of valuation of individual investments;

() Aggregate amount of quoted investments and market valye thereo

(¢) Aggregate amount of unquoted investments;
(d) Aggregate provision made for diminution in value of invesy it

S

0. Inventories
(i) Inventories shall be classified as:

(a) Raw materials;

(b) Work-in-progress;

(c) Finished goods;

(d) Stock-in-trade (in respect of goods acquired for trading);
(e) Stores and spares;

(f) Loose tools;

(g) Others (specify nature).
(ii) Goods-in-transit shall be disclosed under the relevant sub-head of inventor;

(iii) Mode of valuation shall be stated.?
P. Trade Receivables

(i) Aggregate amount of Trade Receivables outstanding for a period exceedine -
from the date they are due for payment should be separately stated, B S gy

(ii) Trade receivables shall be sub-classified as:
(a) Secured, considered good;
(b) Unsecured, considered good;
(c) Doubtful.
(iif) Allowance for bad and doubtful debts shall be disclosed under the relevant by

separately.
(iv) .D.ebts du.e by directors or other officers of the company or any of them either severaly
z}x:gg with ay other person or debts due by firms or private companies mlm'd'
any director is a partner or a director or a member should be separately stated.

Source : hitps:/ /www beasonline.org
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@ o " palances with banks (for example, for
m,.rk Npaid di\'ldmd) shall
W p,.‘l- to the extent held i o T
o with panks 10 el as margin money or sec
e ymitments be i
i p,:.‘r.‘nn“-" il mf‘ if i e “cparately. ¥ Againstthe bortowings
e ation restrictions, T ARY: A Tespect of cash and bank bajances
o f.?q : than twel “hall be separatey
s jts with more than twelve months Mmaturity shall be d;
. pank depos disclosed Separately.
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Loans and Advances
.’ MN \erm loans and advances shall be classified as:
i },) oans and advances to related parties (giving details thereof);
) Other (specify nature).
o gmeshall o be S CaniSir
. (z) Secured: oiAng g%
(b) " W_red, considered good;

(C) mubtfu]'
for bad and doubtful loans and advances shall be disclosed -
) " i separately. under the relevant
js) Loans and advances due by directors or other officers of the company or any of them either
severally or jointly with any other person or amounts due by firms or private :
respectively in which any director is a partner or a director or a member shall be separately

stated.
ther Current Assets (Specify Nature)
%is is an all-inclusive heading, which incorporates current assets that do not fit into any other
aategories.
ontingent Liabilities and Commitments (To the extent not provided for)
(i) Contingent liabilities shall be classified as:

(a) Claims against the company not acknowledged as debt;

(b) Guarantees;

(c) Other money for which the company is contingently liable.
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i mitments shall be classified as: | m, ‘
(ii) Com . ated amount of contracts remaining to be executed g -
(@) Estimated . ‘:'il

Pna\'fdl‘!’ for; co‘“'
Jlled liability on shares and other investments partly paj d:
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(h) U ) N
(¢} Other commitments (specify nature).
i wed to be distributed to equity ang
» amount of dividends prope Prefe;
,:,J; Th:iod and the related amount per share 5"5"_ be disclosed “P"ahly_e:ct %’?h,
fo:“ ul‘lﬁ,‘: dividends on preference shares shall also be disclosed separately. rea, .
au of an issue of securities made for a specific Purpose, l.,"

V. Where in respect
amount has not been used for

by way of note how such unuti

! w: If, in the opinion of the Board, any of the asse'ls other than fixed »
investments do not have a value on realisation in the o::dma,-y course of business g o
amount at which they are stated, the fact that the Board is of that opinion, shal] pe ol e .

the
the specific purpose at the balance sheet date, Whole ¢, Py

th
lised amounts have been used or invested. ere shaj n(
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General Instructions for Preparation of Statement of Profjt and

1. The provisions of this Part shall apply to the income and expenditure accoung
sub-clause (ii) of clause (40) of section 2 in like manner as they apply to 5 sta

and loss.

2. (A) In respect of a company other than a finance company revenue from
disclose separately in the notes, revenue from—

(a) Sale of products;

(b) Sale of services;

(c) Other operating revenues; Less:

(d) Excise duty.’
(B) In respect of a finance company, revenue from operations shall include revenue frog, _
(a) Interest; and

(b) Other financial services. Revenue under each of the above heads shall be disclosed
separately by way of notes to accounts to the extent applicable.

3. Finance Costs
Finance costs shall be classified as:
(2) Interest expense;
(b) Other borrowing costs;

Losg
S

%M‘N

() Applicable net gain/loss on foreign currency transactions and translation.

Sunu:hltps://wwwumh“s,
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(e)
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(h)
(i)

M

()

0
(m)
(ii) (a)

()

(c)

othef o shall be classified as:

\ Income (in case ofa company other than 4 financ
€ company)

chall disclose by way of notes additi g
p, 2 ona p
d income on the following items.— ! information regarding Agaregate

Emplo,\'ee Benefits Expe‘nse lShOWing : ) .
(ii) contribution to provident and other h:::’:;)')’ () salaries ang wages,

Option Scheme (ESOP) and Employee Stock Mchemm Empl)oyree Stock
(ESPP), (iv) staf

welfare expenses].

Depredaﬁm‘ and amortisation expense;

Any item of income or expenditure which exceeds
from operations or ¥ 1,00,000, whichever is higher;
Interest Income;

Interest expense;

Dividend income;

Net gain/loss on sale of investments;

Adjustments to the carrying amount of investments;

Net gain or loss on foreign currency transaction and translation (other than
considered as finance cost);

Payments to the auditor as (a) auditor; (b) for taxation matters; (c) for company
law matters; (d) for management services; (e) for other services; and (f) for
reimbursement of expenses;

In case of Companies covered under section 135, amount of expenditure incurred
on corporate social responsibility activities;

Details of items of exceptional and extraordinary nature;

Prior period items;

In the case of manufacturing companies—

1. Raw materials under broad heads.

2. Goods purchased under broad heads.
lnthecaseoftradingcompanies,purchases(nmpectofgoodstradcdinbyd\e
company under broad heads.

In the case of companies rendering or supplying services, gross income derived
from services rendered or supplied under broad heads.

one per cent of the revenue
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1) In the case of a company, which falls under More thap ."'.l
s . o » 0
(¢ mentionad in (@), () and () above, it shall I s""““l‘n. f\(. of g \
requirements herein if purchases, sales and cunxump"m of L

A

orvices r

gross income from services rendered is shown under broag ho: ,,‘M::e :}\
(¢) In the case of other companies, gross income derivegd tUndey br, . . ."t"

(iii) In the case of all concerns having works in Progress, works-in-pmg h‘-‘adu

heads,
Y s aggregate, if material, of any amounts set asig
(iv) (a) The aggregate, if my y y °°'P"°Posed "”’hq N

reserve, but not including provisions made 0 meey
contingency or commitment known to exist at the date as‘::,y 'Nd’ic N‘h

sheet is made up. the
The aggregate, if material, of any amounts withdrawn from such \

(b)
v) (a) The aggregate, if material, of the amounts set aside 1o Serye,
( meeting specific liabilities, contingencies or commitments. Provis ~
by

(b) The aggregate, if material, of the amounts withdrawn from sy ch proy
hiom.
pY

longer required.
(vi) Expenditure incurred on each of the following items, separately fo, -
(@) Consumption of stores and spare parts; tem

(b) Power and fuel;
() Rent;
(d) Repairs to buildings;
(e) Repairs to machinery;
(f) Insurance;
(8) Ratesand taxes, excluding, taxes on income;
(h) Miscellaneous expenses,
(vi)) (a) Dividends from subsidiary companies,
(b) Provisions for losses of subsidiary companies.
(viii) The profit and loss account shall also contain by way of a note the followiy

i~

information, namely:—
(@)  Value of imports calculated on C.LF basis by the company during the finang
year in respect of—

1. Raw materials;
2. Components and spare parts;’
3. Capital goods;

(c) Total value if ajl imported raw materials, spare parts and components consume!
during the financial year and the total value of all indigenous raw materia
Jpare parts and components similarly consumed and the percentage of each
the total consumption;

Ittps=// WWW-bcasmline.org/



: p’“ t remitted during the year |y f m
. o amount o OFCign currenci
! (@ yi‘vi Jonds with a specific mention of (e total numhc:! ;"‘ account of
‘h;n'h‘" ders, the total number of shares helg by them on 54 OF non-resideny
e due and the year to which the dividends related; 'ch the dividends
;minsf‘ in foreign exchange classified under the followi
1. Export of goods calculated on F.O B, basis;
2 R oyalty, know-how, professional and consultation fees;
3. Interest and dividend;

decided taking into
proad he::; f::‘r‘ \l;:ul:re of financial statements. gl Pt of materiality and
" noltroe

ng heads, namely:—

llWi"S extract of Ledger Balances taken from XYZ Ltd, for the year en, ding 31.03-

A the statement of Profit and Loss account.
a
iyt [ Particulars F
R L4
Revenue from Operations 1,96,000
Other Incomes 4,000
Advertising ;2'0.5:;
Salaries
Depreciation 5600
! 2,000
Insurance
Interest on debentures 2,000
Preliminary expenses written off 2,000
¢ Bad debts 1,000
) 1000
Discount
Printing and stationery 2,000
| Cost of materials consumed 50,000

I Name of the Company...XYZ LTD.

Profit and loss statement for the year ended 31-03-2019

. . 1,96,000

1 Revenue from operations 400

I Other income 220000

I Total Revenue (I +IT)

I Dyl 50,000
Cost of materials consumed ~
Purchases of Stock-in-Trade -
Changes in inventories of finished goods, work-in-progress and Stock-in-Trade o
Employee benefits expense
Finance costs 2,000
Depreciation and amortization expense 5,600

ol expenses 81,100
-2 Proftbefore exceptional and extraordinary items and tax (I-TV)

—




‘

[ 5.16 | van,..,\

K

Other expenses e
Particulars A"':"M

Advertising "2):::),
Insurance 2,000
Preliminary expenses written off ;

Bad deblts 1%
Discount 2,000
Printing and stationery 18500

Problems on Profit & Loss A/c of a Company as per Revised Scheduyle u,

the Companies Act 2013
FORMAT OF P & L Account .
Company Limited for the year ended 31" March.......

Particulars Note No

(T) Revenue from Operations
(1) Other Income

(Ill) Total revenue (1+1I)
(TV) Expenses:
(a) Material Consumed
(b) Purchases
(c) Changes in Inventories (Finished goods, work-in-progress &
stock-in-trade)
(d) Employees benefitexpenses
(e) Finance Cost
(f) Depreciation and Amortization Exp
(g) Other Expenses
Total Expenses
(V) Profit & Loss before Tax (III-IV)
(VI) Provision for Tax
(VIl) Profit Loss after Tax (V-VI)

HER I B EEE Y jini

EXPLANATION

I Revenue from operations (Cash sales+Credit sales Less Sales returns Less Excise Duty) I
Other Income (All incomes other than sales)
1. Total Revenue (1+11)
Il Expenses
(@) Cost of materials consumed (it given specifically; No need to calculate if not given)
(b) Purchases of stock-in-trade (purchases)

bource: https:/ /gbshse gov.in /sites
chedule-i-companies-act. 2013 pay "/ s/ Study%20Material/2018-08.01-problems-balance-sheet company T+

e
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M Changes in inventories of finished Hoods, !
. gtock less closing stock) e N progress o, Mok in-trade (Upenlngm s %
4 . X
d Employees Benefits Expenges (salaries, Wages, cante :

welfare expenses, PF contribution of | N expe

hr'-'mploym, T, all theiy employes

of intangible anset)

You

® Other expenses (All other revenye

(e Finance cost (Interest on burmwln,w
l),.pm-mlm & Amortisation expenses

(Dep. On fixeq tangible asseqy g, amortis,
tion

EXpenses & losses 4+ Jogg by theft/fire etc.)

2
’ STRATION
: LY e given the following information from the books of Siraj Co. Ltd., as on 314y March 2018

Sindhu Co. Ltd
‘l'mlBllumnonMuﬂlmzou
" Particulars Am:un! Particulars Amount
L4
Materials Consumed 4,00,000 | Equity Share Capital 4,00,000
ing Stock 20,000 | Outstanding wages 3,000
s 57,000
N‘“ llm
Banus to employees 10000
Interest on Loan 8,000
| Depreciation on machinery 9000
Conveyance 2,000
Loss on sale of machinery 10,000
Insurance 8,100
Sales Returns 20,000
Provision for Tax 30,000
w 3.w4m
P.F. Contribution 43,000
Premises 80,000
Computer 20,000
10,23,000
= 10,23,000
Additional information:
Closing stock was valued at ¥ 60,000.
Sindhu Co. Ltd
Los: on 31st March, 2018
Statement of Profit and Loss as oormen : :
fromOperations

1
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(IV) Expenses
/ (a) Matenial Consumed
() Purchases
(¢) Changes in Inventories
/ (d) Emplovees benefit expenses
, (¢) Finance Cost
J (N Depreciation and Amortization Exp
(g) Other Expenses
f Total Expenses
' (V) Profit & Loss before Tax (1T11-1V)
| (VI) Provision for Tax
| (VII) Profit Loss after Tax (V-VI)

Notes:
1. Revenue from Operations
Sales
Less Sales Returns 6’2:3
2. Changes inInventories 600,000
Opening Stock 20,000
Less Closing Stock (60.000)
3. Employees benefit expenses .
PF Contribution 43,000
Bonus to employees 10.000
1,10,000
4. Depreciation & Amortisation
Depreciationonpremises 4,000
Depreciationonmachinery 9.000
‘ 13,000
5. Other

Bad debts 1,900
Conveyance 2,000
Loss on sale of machinery 10,000
Insurance 8,100
22,000

ILLUSTRATION 3.

From the following Trial balance of Glady Co. Ltd., as on 31st March 2019 Prepare a statement of
P & L Account as per schedule III of the companies Act.

Gladys
Trial Balance as on 31st March, 2015

Co.Ltd.

Particulars Amount Particulars -
T
Interest on Debentures 16,200 | Share Transfer Fees 750
Travelling Expenses 10,200 | 12% Debentures kL
Delivery van expenses 2,550 | Commission received

A



11,200

3,250 | Sales m
3,500 | Share C apital b
1,57,900 i
%000 2,50,000
4,200
ard 2,500
19450
’ 5,700
5 ﬂrgnsﬂ 79,300
46,500
2,00,000
] 72,500
3,000
61,300
Total
718950 71850
y /":f;nf;rm‘m":
A sing stock was valued at ¥ 42,750
Glady Co. Ltd.
of Profit and Loss as on 31st March, 2019
mr:‘ Note No Amount
rticulars 4
() Revenue from Operations 1 'lsm
pudpro I 333,950
() Total revenue (I + 1)
N : Nil
(.Blpm) kit Conped 2 157,900
(b) Purchases ‘
c) Changes in Inventories m
(d) Employees benefit expenses 3 e
(¢) Finance Cost bges
() Depreciation and Amortization Exp 29500
(g) Other Expenses 2520
Total Expenses e
(V) Profit & Loss before Tax (III-IV) =1
} {VI) Provision for Tax
(Vn) MLM:MT&:&(V'W) ==
Notes :
1. Other Income
Share Transfer Fees g
Commission Received 7




2. Changes in Inventories

Opening Stock
Less Closing Stock

Other Expenses

Travelling Expenses
Delivery van Expenses

Bad Debts

Discount

Freight Outward
Free samples
Showroom expenses
Insurance

ILLUSTRATION 4.

From the following extracts of ledger ba
March 2017.

Cocnp.,,v%

36,000

(42.750)

(6,750)

5,100
2,550
3,250
3,500
4,200
2,500
10,700
3.000
59,800

revised schedule I1I

PrepareastatememofP&LA/CasP“
Particulars A
Excise Duty :O%
Provision for tax
Depreciationon Machinery 2?%
Sundry expenses
s 12,000
Salari 22,500
Materials consumed A
i o
Directors remuneration 60,000
Factory expenses s
Sales 13,65,000
Returns inward 15,000
Purchases 705,000
Closing Stock 6,75,000
Opening Stock 246,000
Bankloan 1,20,000
Intereston Bank loan 12,000
Intereston Investment 15,000
Rent received 9,000
Motive power 36,000
Transport Charges 3,000 |




Exercise Co. Lid,

Statement of Pofit and Loss as on 31st March, 2017

Particulars Note No Amount
o 1 13,26,000
e from Opera
Reven ‘ 2 24,000
ncome ; ' 13,50,000
Material Consumed 533‘2
in Inventories ; 1 f;,::
* ’
loyees benefit expenses 12,000
ost
9,900
;on and Amortization Exp '
(f) Depreciation an 5 1,39,500
| ses 80,100
;le & Loss before Tax (TII-IV) (30,000)
‘Vl) ision for Tax 50,100
| v M'w.ﬁ“‘r‘x (V-¥D

1. Revenue from Operations
Sales
Less Sales Returns
Less Excise Duty

2 Other Income
Interest on investment
Rent received

3. Changes in Inventories

Opening Stock
Less Closing Stock

4. Employees benefit
Salaries ‘
Wages:

13,65,000
15,000

13,26,000

15,000

24,000

2,46,000

21,000

1,12,500




Other Expenses
sundry Expenses
Rent

Direct
Factory expenses

Motive |\owﬂ
Transport
Charges

ors mmum‘mlim

following extracts of led

3000
1,39,500

ger balances taken from Sultan a cop,
td.

From the
ending 31*March 2019 ‘
Preparc a statement of P &L A/Cas per revised schedule III Fop b
particulars ; Y
Opening stock of finished goods 1,90,500
Castof material consu 292,000
Salaries to office staff 68,000
Closing stock of finished goods 203,000
Interest on debentures paid 16,250
General expenses 8.250
Discount earned 900
Cash sales
Credit sales ;gggg
Income tax refund 0
Provision fortaxation 30,000
Good will written off 500
Sales returns oo
Provision for bad debts a
Delivery Expenses 7'2m
Printing & stationery ,200
Factory expenses 22,600
Bonus to employees 82,000
Depreciation on Plant & machinery ;';gg
Slaicinant of “MW' Company Limited
o and Loss as on 31st March, 2015
Note No g
(T) Revenue from OPmm v
(II) Other Income 1 g~
(Il) Total revenue (I +11) 2 g
6,52,900




pinal A5

a? med
. N'uwf“" Constt

hases "
M 2‘:‘ < in Inventories
§ oo
@ e Cost
;on and Amartization Exp

-‘ﬁl & Loss pefore Tax (I1-1V)

wision for Tax
’ profit Los$ after Tax (V-VI)

o

vom: .
‘\1. Revenue from Operations
Cash sales

Credit sales
Less: Sales returns

2. OtherIncome
Discount earned
Income tax refund

4. Employees benefit expenses
Salan'es to ofﬁce Staff
Bonus to employees

5. Depreciation & Amortisation
Good will written off
Dep. on Plant & Machinery

6. Other Expenses
General Expenses
Provision for Bad debts

Printing & Stationery
Factory expenses

2,66,000
3,87,500
(17.000)
6,36,000
4,900
16,400
1,90,500
(12,500)
68,000

h l'wlm

18,000
50,000

681“ d

8,250 |

8,200
7,200
22,600

1,28,250
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Ny
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Less - Call iy armoam (1500 LI ) 2,500 ;
.50(
500
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Net Protit

ILLUSTRATION 7.

Following ledger balances are taken from Virupaksh Ltd., for tl
"y w y

& L Acvount in vertical form with major heads, car ending 31/3
. /ml
S.

Particulars

Stock of finished goods as on 01-04-2014 o

Stock of work-in-progress as on 01-04-2014 290000
Stock of finished goods as on 31-03-2015 253,000
Stock of work-in-progress as on 31-03-2015 o
Material consumed 50000
Wages YIS0
Coal & Coke o 74000

Live stock .

Patents written off ’ Lg::g
Directors fees ‘. 20
57,000




10,95,000
38,000
16,570
18,000
18,300

4,00,000
37,400
60,000

NoteNo | Amount
10,95,000
18,300
11,13,300
3,15,000
0
1 239,000
74,000
60,000
2 63,200
3 198470
949,670
1,63,630
mtlmsbdu!'l‘u (I-1Vv) ?m
e provision for Tax
“: Profit Loss after Tax (V-VI)
ik
(!
Notes ¢
1. Changes in Inventories Opening Stock -
Work-in-progress
Finished Goods 26?3”@
LESS : Closing Stock -
Work-in-progress .
‘ 444,000
. b -
Dtpfedlw‘ & Amortiza
% tion on plant
Patents wrilten off famm

o .




1 Othwer BEapenses
|
| Coal &L ohe

Bad b
-\.(mun-n.llu-r eapenses

Dynctors foes

Y xercisay

PROBLEM 1.
you are given the
ending 31 March, 2015.

Prepare P& L A/caspe

following extracts of ledger balances take

¢ schedule 1 of the companies Act,

Interest on loan (Debit)

Clasing stock

Purchases
Wages

Manufacturing expenses

Sales
Sales returmns
Opening stock
Audit fees

Interest on debentures
Depreciation on Plant & machinery
Depreciation on furniture
Provision for tax
Interest on investment

Machinery
Furniture
Discount on issue of shares written off

n from Abhim.v 3
oly
d

Particulars ]
- —*

[Sm T
| Selling expenses Vi

18,759
17,500
275,000
2,42 509
51,000
18,000
525 ,500
7,500
2,75,000
20,000
12,000
27,000
13,000
12,500
16,750
2,00,000
1,00,000
2,000

Directors fees

20,000

PROBLEM 2.

You are given the following extracts of ledger balances taken from Ashirvad Co. Ltd, forthe
L Lid, ™

ending 31st March, 2015.
Prepare P & L A/c as per revised schedule III of the companies Act




s Particulars

\
[ T L -
Gales —
4.25 0y
purchases
Bonus 0 workers 300,000
ved 27,500
D.“ounl mi
ing atock 3,150
Discount allowed #1500
4,200
Insurance
Consumables X
Trade marks :.600
Repairs 6':;
printing & Stationery '
lnm"' on debenture :‘w
Depreciation machinery 7g
Machinery
80,
Rent from sub-let 36,0(0(:
Loss by fire 4,700
ﬂa'ga 65,000

3.
FﬂOBLEM
¢ ledger balances are taken from the books of Navbharat Trading Co. for the year ending

: p & L A/c as per revised Schedule I1I
e Particulars 4
Profit on sale of furniture 58,780
Cash purchases 2,58,120
Credit purchases 1,02,560
Sales 5:36,000
Returns outward 15,050
Royalty paid S0
Salesman’s commission 24,000
Bad debts on
Depreciation on furniture 98500
Opening stock of finished A0
Opening stock of work-in-process 2,58,000
Rentals 26,000
Closing stock of work-in-process 32,500




—

5,28
('Imin.i stock of finished goods
Tnterest on Bank overdraft
Freight Outward
Share transfer fees
Provision for tax
PROBLEM 4

The following is the Trial Balances of Sangeetha Company Ltd, as on 31 0320y
has 20,000 shares of ¥ 100 each as Registered Capital.

i

" The

of

Particulars Debit ~
Shares (3000 shares of T 100 each) \%
Calles in Arrears e '\M
Reserve fund
Buildings |
Fixed Deposits
mmwm 3000 | oy
89,000
Furniture 6on
Purchases and Sales 21000 :
: 60000 | - m
Debtors and Creditors 22000 :
B/R and B/P PRy % |
Directors fees A |
15000
Freight ood IIEM
Manufacturing expenses o
Opening Stock P
Interim dividend (Excluding CTD) i
Audit fees iy
P/LAJc v~h
Tools skon |
o 60,000 .
Debentures .
% ® 2,50,000
Goodwill P
Insurance and Taxes s
Printing and stationery e
PRI now|
15,62,000 | 15600 _:
Adjustments :

(a) Directors proposed a total dividend of 25%

-~ -‘r_ ) l



r 7 Lo

‘ of Preliminary expenses and 1
v W te building by 2% and furniture hyo:;no‘ Boodwil| m
| P) a( 60,000 to Reserve fund
o ™ stock T 80,000
U Cl. smlcmcnt and Balance Sheet,
" (KSLU III Semester 5 years B.Com,,

L.L.B. Enminauon December 2018)

ing balances of Krishna Co., Ltd, on 31-03-2018. Prepare a statement of prof
foft and

p— Particulars Amount @)
nterest on debentures ==
Travelling expenses 15,000
Delivery van expenses 5,000
Bad Debts 6,000
Discounts 7,000
Purchases 3,15,000
Opening stock 75,000
Freight charges 8,000
Depreciation 25,000
Insurance 5,000
Commission received 7,500
Sales 6,50,000
Shares transfer fees 5,000

(KSLU III Semester 5 years B.Com,, L.L.B. Examination December 2019)

PROBLEMS SOLVED AS PER THE REVISED SCHEDULE VI

STRATION 1. '
W Given is the Trial Balance of Singha Limited as on 31* March, 2019. You are required to prepare

Profit and Loss Account and Balance Sheet on 31* March, 2019.

Dr. Cr.
orized Share Capital divided into 16,000
ce shares of ¥ 100 each and 56,00,000
equity shares of T 100 each
S 10,00,000
¥ 6% preference shares of ¥ 100 each 16,00,000
S Copinal 10,000



NM- Bakery P roducts £}

Wages and Salary e

Rent. Rates and Taxes .
::;:{“ Coxo, Tea and Coffee -

: Bakery products 4 "
- 3
L. oal‘ :: Firewod 2
Lam ]

Sundry Expenses lzg
Advertising 17“!)
Repair
Rent of Rooms 9‘“
Receipt from Billiards o,
Miscellaneous Receipts a
Discount Received uh
Transfer Fee
Freehold Land and Building ol
Furniture and Fittings o
Stock on hand, ™ APﬂL 2011
Coxo, Tea, Coffee s
Bakery products prs
Cash in Hand i
Cash with Bank g
Preliminary and Formation Expenses -y
2000, 8% debentures of T 100 each Wy
Profit and Loss Account -
Sundry Creditors "
s 1,72,600
Investment
Goodwill at Cost o
Goni 10,00,000
R 40000
39,50,000 M50
Additional Information:
= Wages and Salaries outstanding ¢ 8,560
- Stock as on 31 March, 2012
= Coco, Tea, Coffee
= Bakery Prodycts o
¢ 32,800

- Provid i
€ 5% depreciation on Furniture and Fittings and 2% on Land and Building:



-~

| « April, 2018 stood at X 7,20,000, 6,000 shares full m
alon 1 madeacalloftwmrma,cm,.(k' ypﬂdandzm
apit directors p ober, 2018, A sh
ity €1 the and his shares were thep forfeited ang yo; areholder
"13’ pi% ) on 100 P “msses a dividend of 8% on equity shares, rangger e * 90 per shaye
L rve. Ignore taxation, +anslerring any AMOUnt thyy
al reserve.

LouAcoomuotSMoMUw'u
""’m“":.ywm”m'mm,mg

Particulars Nou\

Amount 4]
B

3,73,000

12 190,000

Finished 13 (41,680)

: 3 Goods

ventores f 14 39,160

15 47,680

i 16 16,720
Administrative EXpenses 1 2,000
Expenses 18 42,630

't ,,,d,mﬂ\d‘““"ﬁ”m 326510
46,49

el GIEY) 83,000

58,000

60,000

1,28,000

0

Sheet
e mma“ﬂ;‘ L:W"
- lm
i Notes Amount ¥)
Particulars

1 26,00,000

2 3,514%

3 4,00,000

4 92,560

(2) Trade Payables 5 2.20.000

®) Short Term Provisions 36,64.050

TOTAL



1, Assels
1. Now-Cwrreht
@) Fined assels

(1) Tangible Fived Assels
(i) Intangible Assels (Goodw

) Non-Curnent Investments

| Assels

il

2 Current Asscts
@ Inventorics
() Trade Receivables
(¢) Cash and Cash Equivnlcnts
() Other Current Assets

o o

TOTAL
Notes to the Financial Statements

2. Share Capital

Equity Share Capital

- Authorised Equity Share

¥ 100 each

Issued and Subscribed 16,000 Equity Shares of T 100 each
Preference Share Capital

Authorised Preference Share Capital

- 16,000, 6% Preference Shares of ¥ 100 each

- Issued and Subscribed
10,000, 6% Preference Shares of T 100 each

Capital : 40,000 Equity Shares of

3. Reserve and Surplus
- Capital Reserve
- General Reserve
Less : Amount used to pay dividend on Equity and Preference
Share Capital

4. Long Term Borrowings
- 2000, 8% Debentures of ¥ 100 each

5. Trade Payables
- Sundry Creditors
- Wages and Salaries Outstanding
6. Short Term Provision
- Interest on mm
- o Preference Dividend
- Pl'opmed Equity Divi

g
g

-
13

4,00,000

84,000

60,000

2,20,00




M"::‘ Land and Building
F"‘Mwmjatinﬂ @2%

- Transfer Fee

13, Purchases of Stock in Trade
- Coco, Tea and Coffee
- Bakery Products

1. Change in Inventories of Finished Goods
- Coco, Tea Coffee

Opening Stock

Less: Closing Stock

- Bakery Products

Opening Stock

Less : Closing Stock

17,00,000

86,300
415

25,600
45000

10,520

252,000

5,600
6,600

1,17,600

1,90,000

(19,4000)



—

.34 %
5 “ﬂy%

15. Employee Benefit Expenses \
Wages and Salaries
Add: Outstanding Wages and Salaries
i
16. Other Operating Expenses l\
= Rent Rates and Taxes ) M
= Coal and Firewood ,"“
= Laundry N
- Carriage :
= Repair o
= Sundry Expenses My
17. Selling and Distribution Expenses ng
= Advertising
18. Finance Cost .
= Interest on Debentures
19. Depreciation and Amortization Expenses %
= Land and Building
= Fumiture and Fmings 3;:2

2y
PROBLEM 2,

You are required toprepareﬁnandalmtema\ts from the followi trialbalanceofkomn
Company Ltd. for the year ended 31" March, 2019, - ‘

Ronan Company
Trial Balance as at 31" HLU“"I:h, 2019
Particulars v Particulars v
Stock 170000  Equity Shares Capital
(Shares of 2 10 each) 6,25,000

Fumiture & Fixtures 125,000 11% Debentures 1,25,000
Discount 10,000 Bank Loans 1,61,250
Loan to Directors 20,000  Bills Payable 31,250
Advertisement 5000 Creditors 39,000
Bad Debts 8750 Sales 10,67,000
Commission 30,000  Rent Received 11,500
Purchases 579750 Transfer Fees

Plant and Machinery
Rentals

Current Account
Cash
Interest on Bank Loan




' Bpet\” 2,25,000

21,000
386,500
61,250
jproe™*® 66,250
71,750
38,250
5,250
7,500
18,000
13,500
Freight S0
213750 2133750

, rmation:
gaitc ol lu“si:: stock as on 31" March, 2019, ¥ 2,05,750

-mmhmﬁmm&ﬁxmreSGS%.tholdhndOZ%andToolsand
Equipment’s @ 5% to be provided.

Profit awmawcumm
for the year ended on 31 March, 2012

Particulars Notes Amount )
L Revenue from Operations 107,000
8 14000
Total Revenue (1 + I} 10.81,000
Purchase of Stock in Trade ? i
 Change in Inventories of Finished Goods 10 2‘(3:57:;

1

Employee Benefit Expenses

Other Operating Expenses 12 1,20,250
 Selling and Administrative Expenses 13 5,000
14 34,000
Depreciation and Amortization Expenses 15 17,042
9,45293
- Profit (Loss) for the Period (I1I-1V) 1,35,707
Balance from Previous Years 34,750
__ Profit (Loss) carried to Balance Sheet 1,70,458

3
L s



of Ronan Company
['5.36 ] a.unuf:':‘n'ﬂ-mzmz

Ltd.

P -
—

L

3. Current liabilitics
(h) Trade Payables
TOTAL
1L Assets
1. Non-Current Assets
(a) Fixed assets o
T
(g ﬁhm(ﬁo&wﬂ”
2. Current Assets
(a) Inventories
(b) Trade Receivables
(c) Cashand Cash Equivalents
(d) Short Term Loan and Advances
(€) Other Current Assets
TOTAL

Notes to the Financial Statements

1. Share Capital
Equity Share Capital
Autharised Share Capital
25,000 Equity Shares of ¥ 10 each
Issued and Subscribed
25,000 Equity Shares of ¥ 10 each

2. Reserve and Surplus
= Balance as per last Balance Sheet
Add: Balance in Current Year Profit

3. Long Term Borrowings
11% Debentures of € 100 each
Bank Loan



;’m‘mhsqnhalenb
ashat Bark
winﬂand
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-. www
mg«dvlblts

Other Income
Rent Received
Transfer Fee

Book Valye

Depreciation

3,86,500 27%
1,25,000 6250
215,000 3,500
61,250 3,063
187,50 3650

=

10,000

30,000
5250
7,500

=



' =
13. Selling and Administral
Advertisements /

Finance Costs
Interest on Bank Charges

Debenture Interest

jve Expenses

14.

Depreciation and Amortizati
Frechold Land and Building

Fumiture and Fixtures

Tools and Equipments

has been

a0
//- N

extracted from the books of Agro Indi,
Ltd
‘ oy

31.03.2015.
Trial Balance as on 31st March 2015
| Debit | T Credit E— -
Pla i 9,00,000 | Sinking Fund ————
| Plant & Machinery Ay : :
| Stock of raw material 1,75,000 | Sundry Creditors lﬁ:
| Live stock 4,30,000 | Equity Share capital S0
“ Loan to director 1,35,000 | 15% Debentures X
;} [FCI Bonds 2,00,000 | Outstanding salary Py
[ Profit & Loss A/c 10,000 Proposed dividend 4 200
| Patents 3,74,000 | Revaluation Reserve 16500
| Discount on issue of shares 25,000 | Mortgage Loan 25400
/ Interest Accrued 1,05,000 |
| 23,54,000 23,5400

Prepare the Balance sheet of the company as pe schedule I1I of the Companies Act 2013.

2. Prepare Balance sheet of Samarth Ltd. In a prescribed proforma as on 31-03- 2015 from the

following trial balance.
Trial balance as on 31" March 2015

[ Debit |2 Credit — LS
/ Lease hold premises 13,00,000 | Debenture redemption reserve i

Plant & Equipment 9,45,000 | Provision for warranties Lo
Book debts 3,44,000 | Short Term loan from Ambica Ltd. ﬁ
:::k xmnzm " 1,45,000 | Profit & loss A/c 45500

' . 85,000 | 12% Debentures uo
.censes & Franchise 2,25,000 | Commission payable /

edeemable pref. shares in

| 32000 equity shares of T100

g



5.39

6,30,000

95000 | Provision for tax m‘:’“
36000 | Interest accrued “':
Mortgage loan from IDBI 5 ez'ooo
38,05,000

M'! Soulkd up

|
3 balances of Mahan LTD
e Ledger «+ prepare a Balance Sheet of
| o u\e msl,mmhzouasperSd\edulemoftheCompaniaAdZOB. "

¥ as
/“‘“’:‘w{- R Particulars T
W’, 2,00,000 | Free hold property 32,00,000
‘w&o‘mw 15,00,000 | 8% Government bonds 8,00,000
.r‘yb“ o 4,60,000 | Provision for taxation 1,40,000
P 540,000 | Cash in hand 5,00,000
! MW share capital 15,00,000 | Acceptances received 7,20,000
'hﬁ::?i"‘ 26,00,000 | Discount on issue of shares 1,30,000
ﬂ ing prInENg & stationery 86,000 | Bank overdraft 4,50,000
Jue to suppliers 9,00,000 | Loan to Managing director 372,000

nvestment 3,24,000 | Goodwill 5,40,000
wmmdmhvmt 48,000 | Cash at bank 10,42,000
= From the following Ledger balances of PUSHPAK CO. LTD, prepare a Balance Sheet of the

company as on 31" March 2020 as per Schedule I11 of the Companies Act, 2013:

— Particulars A Particulars L4
Piant & machinery 30,000 | Premises 50,000
£ Debenture 40,000 | Fixed Deposits with Banks 25,000
Provision for workmen, compensation 6,500 | Provision for taxation 9,000
Ceneral Reserves 4,000 | Loan from Bank of India 25,000
Cash in hand 1,700 | Discount on issue of Debentures 5,500
Equity Share capital 60,000 | (unwritten off)
Sundry creditors 5,800 | Bills Receivable 12,000
Advance salary to staff 3,500 | Bank overdraft 7,500
Shares of Reliance Co. Ltd. 9,900 | Security deposits 6200
Commission receivable 5,000 | Goodwill 9,000

5. From the following ledger balances of Anand Co. Ltd., prepare a Balance Sheet of the
company as on 31* March 2020 as per Schedule III of the Companies Act, 2013:

Particulars L4 Particulars T
Equity Share Capital 26,00,000 | Advances to employees 1,50,000
30,000 | Discount on issue of debentures 12,500
4,00,000 | (unwritten off)
15,54,970 | Tools and equipment 3,75.000
10,00,000 | Provident Fund 3.00,000
2,45,100 | Debtors 138520




[ 5.40 | 5200 | Cash at Bank
Stores & Spares

m;f—ﬂﬁid 25'“(')
Prepaid insurance 1,68,000 | Profit & Loss A/c[Cr.]
Mutual Fund 12,400 | Bills Receivable
Interest payable Sundry Creditors
e a the boo
Lf/_;—nw following balances have been extracted from ks of Rakesh Ltd, s on 3 M"Q
2018.
! Particulars Amount (7) |
Share capital (Equity shares of T 10 each fully paid) 10,00,000 |
Securities premium 1,00,000
12% debentures 4,00,000
Bills payable 2,00,000
Proposed dividend 50,000
Profit and Loss A/c (Dr.) 30,000
Investments 4,00,000
Work-in-progress 1,00,000
Patents 40,000
Unclaimed dividend 10,000
Bills receivable 20,000
Public deposits 50,000
Plant and equipment’s 6,00,000
Furniture and fixtures 1,00,000
Office equipment’s 2,00,000
Stock-in-trade 2,60,000
Stores and spares 40,000
20,000

Expenses on issue of debentures

Prepare a Balance sheet of the Company as per schedule III part I of companies act, 2013%
(KSLU III Semester 5 years B.Com., L.L.B. Examination December 2019)

BN Exercise JEEEE

SHORT ANSWER TYPE

1. What are current Assets?
2. What are noncurrent assets?
3. What do you mean by cost of sales?

4. Write note on calculation of cost of goods sold.
5. Under which heading and sub-heading will the following items appear in the Balance shee

of a company as per as per schedule I1I, Part-I of the Companies Act 2013?
(a) Preliminary expenses
(b) Loose Tools
(c) Forfeiture of shares
(d) Bank Overdraft




e

’ sjon for taxation

0 e ollowing particulars calculate reserves and
| profit before tax T 67,000

@ ision for taxation 33.5%

w Reserve funds 20% after tax
w ¢ Capital (2) 1,200.15% Preference sha
4 ;:\mrefshmwdup- = 1Wench ) 'm“«luﬂynnmomm
” proposed dividend to equity share holders 207,

profit and loss account balance ¥ 8,000,

Surplug,
L

o

LA



WEMS ON BALANCE Sxpgy OF
A COMPANY AS prg REVISED

scHEDULE 111 OF THE COMPANIEg

ACT 2013

e

FORMAT OF BALANCE SHEET
Balance Sheetof ............. Company Limited as on 31+ March..........
Particulars Note No. $
~<ZQUITY AND LIABILITIES Al i
| Shareholders’ Funds:
(a) Share Capital
&) Reserves and surplus
() Money received against share warrants (Not to be
evaluated)
1 Share Application Money pending allotment: (Not to be
L evaluated)
| 3. Non - Current Liabilities:
\ (3) Long-term borrowings
®) Deferred Tax Liabilities (Net) (Not to be
evaluated)
! (¢} Other Long Term Liabilities (Not to be
evaluated)
| (d) Long-term provisions
} 4 Current Liabilities:
(3) Short-term borrowings
) Trade payables
’ ) Other current liabilities
| @ Short-term provisions
TOTAL [1 424344)

|
N



Balance Sheet of 8 Compan,y, , ‘
- sroblams o hrn.".”\

. ASSETS
ux. Non-Current Asse(s! !

(‘) Fl'm, As
() Tangible Asscls

(ii) Intangible Assets
) Non-Current Investments
(¢) Long Term Loans & Advances
(d) Other Non-Current Assets
2. Current Assels:
(a) Current investments
(b) Inventories
(¢) Trade receivables
(d) Cash and cash equivalents
(¢) Short-term loans and advances
/ (f) Other current assets

TOTAL [1+2] I
EXPLANATION

I. ITEMS APPEARING UNDER THE HEAD EQUITY AND LIABILITI
BALANCE SHEET e o

(1) Shareholders’ Funds
(a) Share Capital:

(i) Capital Reserves
(ii) Capital Redempu'on Reserve
(iii) Securities Premium




| ,,ul‘n“"""“‘c""”"'“mkwwscmdmm.
M | pe serred Tax Liabilities: (Net) (Accounting Treatment-Not to be Eval
valuated).

ng Term Liabilities: (Acco x
unting Treatment-Not 1o be evaluated). Inter

© Other Lo > :
company Owings from associates, subsidiaries or other companies, | \
, long term trade

Pay&ble-
Term provisions: (Provision for Employee Benevolent/Welfare Fund, P
und, Provident

w Lot ity Fund, Provisi
Fund, Gratuity + Provision for Warranties, Provision for Pension Fund
Current Liabilities )

S
@ Bank Overdrafts, Cash credits.

() Trade Payables: Sundry Creditors, Bills Payable, Outstanding Expenses

(@ Other ?umnt Liabilities: Unpaid dividends, Interest accrued and due or not d
borrowings, Income received in advance, Calls in advance, o/s Interest on a‘l‘l:o;

f advance.

@ Short-term Provisions: (Provision for tax and Propose dividend)

s APPEARING UNDER THE HEAD ASSETS IN THE BALANCE SHEET.

I 1. Non-Current Assets
(a) Fixed Assets:

(i) Tangible Assets: (Land, Building, Plant and Equipment, Furniture & Fixture,
Vehicles, Office Equipment, Live Stock, Railway sidings etc.)

(ii) Intangible Assets:
(a) Goodwill
(b) Brand /Trademarks
() Computer Software & Mining rights
(d) Mast head and Publishing titles.'
() Copyrights and patents and other intellectual property rights, services and

operating rights.

() Recipes, formulae, models, designs and prototypes
(g Licenses and franchise

(iii) Capital working Progress: (Accounting Treatment-Not to be evaluated)

(iv) Intangible Assets under Development: Like patents, intellectual property rights, etc.
which are being developed by the company (Accounting Treatment-Not to be
evaluated).

) Non-Current Investments: Investments/Trade Investments and Non-trade investment (If it
isa long term)
() Deferred Tax Assets (Net): (Accounting Treatment-Not to be evaluated).

\
mmswwsu%mms/ﬁwsmmmw/zmws-on-vwbm""““‘""“"“"'“"'" U
2013 pof




; M.{. Company as per Revigey
, Capital Advances and Security Dep, s
win,

ary l'\r!'ﬂ“" ‘
/ debentures Underwriting Commission

sonses/1 yscount on issue of shares/debenture /5,
0t Share

oy

Equity Instruments (Shares), prey;
d Mutual Funds etc.) (For 'ho,::;m the
Unﬁo"“.

vestments: (lnvcstmcms in
.« Debentures an

meant for resale)

Inventorics include the following:

b Inventories:
(i) Raw Material
(ii) Work-in-progress
(iii) Finished Goods
(iv) Stock-in-trade (in respect of goods acquired for trading)
(v) Stores and Spares
(vi) Loose Tools
(¢) Trade Receivables: Debtors and Bills receivables.
(d) Cash and cash equivalents: As discussed in the salient fea
Ceneral Instructions:- tures of Schedule.y;
(i) Balance with banks
(i) Cheques, draftson hand.
(i) Cash inhand
(iv) Deposit with Banks.
(v) Short-term Loans and Advances: (short term loans/advances given to employees)
(vi) Other Current Assets: tricted to id expenses
accrued on Invesuuems(,RA::vanoe Tayl(,)repmd ¢ » Accrued Incomes, Interes

3. Conti
» Cnogfnt Llab'lll?l'eis and Capital Commitments (Not to be evaluated)

2 ntingent Liabilities - Those liabilities which may or ma :
ISR . y not arise because they are
dxsd'ewosed‘d g ppening in future. It is not recorded in the books of accounts but is
company not a:bloov:el:;oe: cco:im s fox the information:of {h¢ vees (Uit s
contingently liable). ged as debts, Guarantees, Other money for which the company &

(b) Capital Commi
contacts hame::; A future liability for capital expenditure in respect o whid
etc)’ e. (Uncalled liability on shares and other investments partly pad

Source: https:/ / ghsh
chisdule s Sovidn/ e
~companies-act-2013, P:;/delaull/hlmlsmdy?.,zoMnh ial .
'ria /mlml-probmb.hn«d!dmw*“"d
|



- TTva Schedule 1py

following is )'lh*;‘ trial :‘::“;-"l of Stalin Pyy 1. Prepare
; as per Schedule - : we L
# '.h:.n M rch X pe tle 111 of the Companies A¢y ¢ Balance Shegy of the
.l )
ﬂ,\ Trial Balance as on 31" March 2019
' i T
" Debit m
L 'b:t—"“p‘-‘,\""-‘ 150,000 Equity Share Capital -E
% ot 157,160 | Capital Reserve 26,0000
" sture 23,75,(!)0 Loan from SB| 30,000
’ pl w
il /00,000 Dvidend | o
" oo ssue of ghares (unwritten 12500 | Short term loan from bank -
e 245,100
o ivables 183,120 | Unpaid dividend 2400
B T 25,000 | Profit & Loss A /c 21,490
'#;t Sands 1,68,000 | Bills Payable £25%
Lot "l 1,77,800 | Sundry Creditors
g0 o 50,010
) 38,03,550
~—" Balance Sheet of Stalin Pvt Limited as on 31" March 2014
=T T Particulars Note No. | Amount
®
fﬁ;"m_XND LIABILITIES
(a) Share capital #4508
| 2 Share application money pending allotment: Ni
3. Non-current liabilities:
{a) Long-term borrowings s
(b) Long-term provisions :
4. Current liabilities:
(a) Short-term borrowings 2"592'15?0
(b) Trade payables : 400
(c) Other current liabilities %m
(d) Short-term provisions 18,03,550
TOTAL 2
IL ASSETS
| L Non-current assets:
(i) Tangible assets 5,00,000
() Intangible assets 12500
(®) Other non-current assets

|




p——

3 Current assets:
| () L wrrent investments
| (13 Inventorics
) Trade recvivables

l
{
. ash npnrnh'ﬁl‘

| () Cash and ¢
() an-mml
i Other current assets

psotunon:—§

Notes to the Finan

oans and advanees

TOTAL

cial Statement:

1. Reserve and Surplus
Capital Reserve 30,000
Profit & Loss A/c (Cr. Bal) 21,490
Total 51,490
2. Trade Payables

Sundry creditors 50,010
Bills payable 42,550
Total 92,560

3. Tangible Fixed Assets
Premises 20,54,970
Furniture & Fixture 3,75,000
Total 24,29,970

ILLUSTRATION 2.

, 'M”mshmaammm'nm.. '

From the following Ledger balances of Bharat Ltd., prepare the Balance Sheet
an 31" March 2018 as per Schedule I1I of the Companies Act. of e e

I~ Particulars T Particulars T
{ M( & machinery 18,00,000 | Immovable property 30,00,000
| &% Debenture 24,00,000 | Public deposit 15,00,000
j Emplovee’s provident Fund 3,90,000 | Provision for taxation 5,40000
{:wmnb: premium 2,40,000 | Drafts on hand 5,00,000
m‘::‘u:l:au Equity shares s Bmkm:r e 73-31”
ul

exch 50 catled ug ty of T100 |  36,00,000 | B age on issue of shares
Sundry C
By sty 348,000 | Bank overdraft A%

; with ICICI Bank (5 years) 594,000 | T d 5,40,000
i — rade marks

3:001“” ——‘—"-J
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/ o
o ~ Particulans T ———
. e ote No. | Amoun
NOLIA"”“ES =
et
LR e capital ]
W * and surplus 2400000
® cation money pending allotment: 240,000
: ::aﬂ"‘ Nabilitles: &
borrowings
o LI viions % 39,00,000
M m"‘"“ va 3,90
boﬂowings .
) Tndf payables 32::;
X ons
| e S
[ e 94,56,000
ASSETS
1. Non-current assets:
(a) Fixed assets
(i) Tangible assets 3 48,00,000
(ii) Intangible assets 540,000
{b) Non-current investment 594,000
() Long-term loans & advances 372,000
(d) Other non-current assets 3,30,000
2. Current assets:
(a) Trade receivables 7.20,000
(b) Cash and cash equivalents 4 16,02,000
(¢) Short-term loans and advances 2,10,000
(d) Other current assets 3,00,000
TOTAL 94,56,000
Notes to the Financial Statement:
1. Share Capital
Authorized Capital 72,00,000
(24000 Equity shares of ¥ 100 each)
Issued & Subscribed capital 72,00,000
(24,000 Equity shares of T 100 each)
Called up & Paid up capital 36,00,000
(24000 Equity shares of 80 each)
TOTAL 36,00,000
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2. Long Term borrowings S
&% Debenturnes = K f:%
e N ")
| [T— . — —————.
3. Tangible Assels I ——
;'—l‘hnl & Machinery 18.00.000
| Immovable property 30,00,000
[ TOTAL 48,00,000
4. Cash & Cash equivalent .
[ Cash in hand 1;3:.000
| Drafts on hand ,00,000
| TOTAL 16,02,000
—
s 3 i i 3]‘! March
From the following ledger balances of Diamond Company Limited as on 2017, y
required to prepare the Balance Sheet as on 31* March 2017 as per Revised schedule ] of yp,, lmnd-."
Companies Act 2013.

[ Particulars T Particulars =
Office Equipment 1,92,240 Raerve General l\
9% Debentures in APCO Ltd, 98,000 | Creditors for Goods ‘:m,m
LooseTools 65,200 | Creditors for expenses 1

Plant & machinery 7,20,000 | Cash Credit e

Computer Software 33,300 | Mortgage loan 124009

Debtors for goods 76,000 | 8% Preference share capital 220009
Advertisement (un written off) 12,000 | Equity Share Capital 60000
Stores & Spares 40,080 | Staff Welfare Fund 340

Interest accrued on investment 20400 | Provision for Taxation 1062
CashatBank 9,200
SOLUTION:
Balance Sheet of Diamond Company Limited as on 31st March 2017
| Particulars Note No.

I. EQUITY AND LIABILITIES
1. Shareholders’ funds:
{a) Share capital : (i) Equity Share Capital

(b) Reserves and surplus
2. Share application money pending allotment:
3. Non-current liabilities:
() Long-term borrowings
(b) Long-term provisions

(ii) Preference Share Capital

| s Liei
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on B2 Per Reviseq Schedy
le

”:"" |ublllllel: 1, n

_term borrowings
0 yables
Trade P2
, ® gport-term provisions .
@ TOTAN B
Isﬁ'm\ 10,620
\\‘
4 ) fived sssets el
(M) Tangible assets
(i) Intangible assets R i
® Other non-current assets g,
mrent assels: s
< @ Current investments
) [nventories o
© Trade receivables 4 g
(d) Cash and cash equivalents i
(© Other current assets 9300
1266420
to the Financial Statement:
| 1. Trade payables
Creditors for Goods 5
| fon or 14,400
Total
2. Tangible Fixed Assets
Office Equipment T
Plant and machinery -
Totl 912240
3. Inventories
Loose tools 5200
} Stores & Spares 0,000
| Total 1,05,280
ILLUSTRATION 4.
Prepare Balance sheet of Day Light company Ltd,, in the prescribed proforma as on 31" March
M9 from the following Trial balance

‘ Trial Balance as on 31" March 2019
e Particulars T Particulars T
‘ propury 640000
Bk balance 42,000 | Share Capital 826,000




—

sheet of @ Mp.nynporkmudsq,“%

— on Balance g,
Problen 3,60,000 | Staff Provident fund "
Plant & Machinery 1,20000 | Capita redemption reserve o
Goodwill 460,000 | General reserve .
Investment in a subsidiary CO- 28,000 | Deposits from public oy
P&LA/ Accounts payable P
Stock of finished goods :g Short Term loan from SBI ",
Accounts receivable 15,600 | Unclaimed dividend "
Preliminary Expenses 18,000 g
Underwriting commission e
18,27,600 T
T
%‘
[~ SoLuTioN: _|
Sheet of Day Light company Ltd as on 31" March 2019
- Balance " Note No. | Amountiy
1. EQUITY AND LIABILITIES
1. Shareholders’ funds:
(a) Share capital e
(b) Reserves and surplus j o
2. Share application money pending allotment:
3. Non-current liabilities:
(a) Long-term borrowings 20
@ IyeR i 320000
4. Current liabilities: :
Dl SO 71200
(b) Trade payables P
(c) Other current liabilities o
F TOTAL st
II. ASSETS
1. Non-current assels:
(a) Fixed assets
s 3 10,00,000
(ii) Intangible assets s
(b) Non- current Investment whoe
(c) Other Non-current assets : e
2. Current assets:
(a) Inventories o
(b) Trade receivables e
(c) Cash and cash equivalents “-—@;
TOTAL 'w




jal statement:

ot of 8 Company as per Revised Schedule Ir...

pinanc
b surplus
e W Reserve ﬁm
(¢
Caneral Reserves 76,000
ﬁ,}ﬁ;hmf i‘ P& 1. (mm
¢ fi\td Asse it
Leasehold property 6,40,000
Flant & machinery 360
L Total e
10,00,000
m_ﬂ.mnt assels
imﬁmimry expenses 15,600
Total 33,600

— ON 5.

LJ)THAﬂ =

= e following ledger balances of Jack Company Ltd., prepare the Balance Sheet of the
e a5 on 31" March 2019 as per Schedule VI of the Companies Act.

%lm T Particulars T
W 520,000 | Advances to employees 30,000
| e Reserves 6,000 | Discount on issue of debentures 2,500
| % Debenture 80,000 | (unwritten off)
l and & Buildings 3,10,994 | Tools and equipment 75,000
Goodwill 2,00,000 | Gratuity Fund 60,000
funk Overdraft 49,020 | Debtors 27,704
Proposed Dividend 16,400 | Cash at Bank 31432
| Prepaid insurance 5000 | Stores & Spares 35,560
Mutual Fund 33,600 | Profit & Loss A/c (credit) 4,298
J Interest payable 6480 | Bills Receivable 8,920
Sundry Creditors 18,512
Balance Sheet of Jack Company Ltd as on 31" March 2019
Particulars Note No. | Amount (@)
LEQUITY AND LIABILITIES
L Shareholders’ funds:
(3) Share capital 5:20,000
(®) Reserves and surplus 1 058
2. Share application money pending allotment: Nl
3 Non-current liabilities:
(@) Long-term borrowings 2 200
®) Long-term provisions S




[ 12 | Wﬁmma.mﬂ"’”m, ‘
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Current liabilities:
3 (a) Short-term borrowings \
() Trade payables
(¢) Other current liabilities :%
[- () Short-term provisions TOTAL ‘\ ‘2
" —
1. Non-current asseis: N
(a) Fived assels ]
(i) Tangible asscts
(ii) Intangible assets 2 ;
(b) Other non-current assets zm%
2. Current assets: lh
(a) Current investments
(b) Inventories i v
/ (¢) Trade reccivables o
(d) Cash and cash equivalents M
(e) Short-term loans and advances e
/ () Other current assets s
TOTAL RS b 2
[ \Jﬁ
-\

Notes to the Financial Statement:
1. Reserve and Surplus

LGenenl Reserve —_—
| Profit & Loss A/c (Cr. Bal)) = i
[ Total — 1
2. Tangible Fixed Assets 10,298
e B » 3,10,994
| Tools & Equipment - o
L Total e
3. Trade Receivables
st wdry Debtors —
| Bills Receivable L
L Toul

te e
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[Question Paper, December 2018
g1 Semester 5 Year B.Com, L. g, Examinationa)
na

Corporate Accountlng

" Hours
: S . M 3 -
rv“::v"ioﬂs: 1. Answer Q. No. 9 and any five of the remaining questions, i
1 2.Q. No. 9 carries 20 marks and the remaining questions cq :
3. Answer should be written either in English or . ITy L marks each,
. _— Kannada com
|, Define Goodwill. Explain different methods of Valuation of will pletely.
; - i . Goodwill, Mickyiss
Gam Ltd. invited applications from public for 1,00,000 equi
2 premium of T 5 per share. The entire issue was un demﬁl’qmty shares of T 10 each at a

and D to the extent of 30%, 30%, 20% and 20% respec _"e“ e
underwriting of 3000,. 2000, 1000 and 1000 shares respectively. The underwriters
entitled to the maximum commission permitted by Law. The compan rec:eer:
applications for 70,000 shares from public out of whi 4 p

ch applications for 19
21,000 and 8,000 shares were marked in favour of A, B, C and D respectively. 000, 10,000,

Calculate the liability of each of the underwriters, Also ascertain the underwritin
commission payable to the different underwriters. Marks : 1§

3. POR Trading Company Limited issued 1000 equity shares of 10 each at a premium of 2 per
share. The amount was payable as follows : Marks : 16
¥ 2 application
¥ 5 on allotment including premium
¥ 3 on first call and
¥2on final call.

All the shares were subscribed and the money duly received except the final call on 1000
shares. The directors forfeited these shares and re-issued them as fully paid at 8 per share.
Pass the Journal entries.

4. Reedhanya formed a Pvt. Ltd. Co., under the name of Reedhanya Pvt. Ltd. to take over his
existing business as on April 1, 2016, but the company could not be incorporated till July 1,
2016. No entries relating to transfer of the business were entered in the books, which were
carried on without a break till March 31%, 2017. The following Trial Balance was extracted

from the books as on March 31, 2017 : Marks : 16
Trial Balance
Particulars Dr. ) Cr.
Inventory April 1, 2016 4,300

Sales 27,800
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=
1
Purchases i \
Carriage outwanis i |
Travellers commission o
Offioe salanes and expenses R
o rakes
:mm\:;ms: < Capital A/€ April 1, 2010
R "
‘jﬂ\‘h\f * how
Fivend Assetye Tangible e h‘%
Curmnt habulities ..
Current Assets (other than stock) - %
Preliminary expenses =
s infa tions : 54,500
You are also given the following informa : &‘
(a) Inventory on March 31,2017¢F 4,400.
) . tion was a, at 30,000 to be sa
@) The purchase considera greed it by g
o

equity shares of ¢ 10 each.
' constant and the monthly sales i
(c) The gross profit margin is e y sales in April 2016,
7 are double the monthly sales for the remaining Months O‘F::\wy%

and March 201
(d) The Preliminary expenses are to be written-off.
(e) You are to assume that carriage outwards and travellers commjssi s .
diregy

proportion to sales.
You are required to calculate Gross Profit and prepare a statezmmtofl"x-ommdlmsﬁut
i-rml'pon .‘

vear ended March 31, 2017 apportioning the periods before and after R
Balance Sheet as on that date. Ignore depreciation. tion ang ,
5. Balance Sheet of Atharva Ltd. as on 31-03-2017 is as under :
Liabilities L 4 Assets ‘%
Share Capital : Fixed Assets t
10,000 Equity share of € 100 each 10,00,000 Stock 10004
6000, 15% Preference Debtors 3000
Share of 100 each 600,000 Cash and Bank o
General Reserve 80,000 i
Profit and Loss A/c 1,60,000
mlwlm M

ie Profi poas
dared ‘; Lme Company (before providing for taxation at 38.5%) and the rate of dividend
PedOfﬂ\epastSﬁmncialyearsareas under :

Financial
201 ,_zm’;"' Profit ¥ Rate of Dividend
20’ 2_201 3 ;.70.(!)0 8%
20142015 3,40,000 12%
2015-2016 :ﬁﬁ 15%

: 15%



b Position
lities Marks : 4
Liabi T - 6
Capital 400,000 Fixeq Assets 4
g 10/Share Reserves 90,000 Current A 500,000
pLA/E 20,000 Goodwil 200
¢4 Debentures 1,00,000 40,000
Cmgn' Lllbmm 1.30.(!”
7' Dm
31, 2015 the fixed assets were ing oo
March 31, “vere independently valued at 3
(7 5000, The Net Profis for the three years were /50,000 and the goodwill
2013 - 14 -2 52,000

2014 - 15 - ¥ 51,650 of which 20% was Placed under reserve,
Mmdmsomblein&\eindmtryinwhich&wmmpanyisengagedandwhereafair
investment return may be taken at 10%. Compute the value of the company’s shares by

(a) Net Asset Method

@) Yield Value Method and

(¢) Eaming Capacity Method

7. The following is the ‘Trial Balance of Sangeetha Company as on 31-3-2016. The company
has 20,000 shares of ¥ 100 each as Registered Capital.

Marks : 16

Particulars Dr. @ Cr.(
Shares (3000 shares of 100 each) 3,00,000
Calls in Arrears 16,000
Reserve Fund 2,50,000
Buildings 1,80,000
Fixed Deposits 1,00,000
Wages 30,000
Machinery 89,000
Fumiture 80,000
Purchases and Sales 2,10,000 525,000
Salaries 60,000
Debtors and Creditors 2,20,000 1,50,000
BR and Bp 61,000 90,000
Directors Fees 20,000
Returns 15,000

Freight 10,000



[ 4
Manufacturing Expenses ;‘% \
S . didend tax)
I;m“f]“isknd (Excluding Corporate Div - 3‘:;’
Audit Fees 15%
pP/LASC
T“* 38% b
Preliminary Expenses 60,000 iy
Debentuncs
Interest on Debentures 14,009 L
Investments 2,50 000 iy
Goodwill 52.qn
Insurance and Taxes 20,009
Printing and Stationery 15,000
Cash and Bank Balances 12000
15,62,000
Adjustments: l.!,;,‘h
(a) Directors proposed a total dividend of 25%.
() Write off 25% of preliminary expenses and 10% of goodwill.
(c) Depreciate buildings by 2% and furniture by 5%.
(d) Transfer T 60,000 to Reserve Fund.
(e) Insurance prepaid ¥ 1,500
(f Closing Stock ¥ 80,000
Prepare Income Statement and Balance Sheet.
8. Write a short notes on any two of the following : Marks 2 guy
(a) Preference shares
(b) Underwriting and its types
(c) Methods of valuation of shares.
Marks:2 10=2

9. Solve any two of the following problem :
(a) From the following particulars, prepare Income Statement for the year ending 31"

March 2015.
(i) P& L A/cbalance for Last Year T 62,500.

(ii) N/P for the year before tax ¥ 5,40,000 (provide for tax at 40%)
(iii) Transfer to general reserve ¥ 52,500, Dividend equalization fund T 40,000 and
development reserve T 37,500.
(iv) Dividend on 7.5% on Preference shares ¥ 3,00,000.
) ?,';zgxou)d on 12.5% on 5,000 Equity shares of ¥ 10, ¥ 7.50 called up (calls 3™

(vi) Corporate dividend tax of 20.36%.
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[ s |
,ﬂ' Ltd. incorporated 01-01-2017 issued g

ABC LIc-

v

Prospects Invmng applica
shares of ¥ 10 each. The whole issye was underwriten by w,
Equity $
follows : X1,50,000, Y-1,00,000 and Z-50,000 ghares A
w-zm'?i;m of which marked applicati
"s’m nd Z-10,000. You are required 1o
%0,

tions for
X,YlndZnns

PPlications were received fog
on were ag follows W-

2,20,000, X-1,10,000, y.
find out the liability of underw,
follows :
t was payable as
amoun $
¢ 10 on application
£ 50 on allotment
¢ 40 on first and final call

shares were subscribed and the amount was duly received. Pass the Necessary
All the shares
]ml mm-

LN



MODEL QUESTION pppgr
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3 Corporate Aecountlng
g :3 O
pré dions: 1. Answer Q. No. 9 and any five of the remaining questions
2.Q. No. 9 carries 20 marks and the remaining questions .
3. Answer should be written either in English or Kannad
:  What do you mean by underwriting of shares 7 Explai types
‘ How the liability of underwriters is determined ? Ko ~ iy
Marks : 16
public subscription, the issue were
30% of issue R 40% of the issue The
shares and 4,000 shares respecti
iy pectively,
,000 shares. Ascertain the net liability of each :f
o Marks : 16
3. The UB Company Limited issued for public subscription 20,000 share of ¥ 10 each at
premium of T 2 payable as follows : M“k" 1:

Max, Mark, . 100

carry 16 marks each,
3 completely.

3, Popular Ltd., issued 40,000 shares of rupees 10 each for

underwritten by P, Q and R as follows P 25% of issue Q
: marked applications for P, Q and R 5,000 shares, 6,000
The company received applications for 30
the underwriters.

On application ¥ 2 per share

On allotment T 5 per share (including premium)
On first call ¥ 2 per share

On second and final call ¥ 3 per share.

Application was received for 30,000 shares 20,000 shares were allotted and excess
application money received is returned. The company received all the due except the final
call on 1,000 shares from Rehim. These shares were forfeited and later re-issued as fully
paid at ¥ 8 per share. Pass journal entries and also show how share capital appears in the
Balance Sheet.

4. Stalin & Ruth Wedding Company Limited was incorporated on August 1, 2019. It had
acquired a running business of Raj Kamal & Co. with effect from April 1, 2019. During the
year 2019-20, the total sales were ¥ 36,00,000. The sales per month in the first half year were
half of what they were in the later half year. The net profit of the company, ¥ 2,00,000 was
worked out after charging the following expenses : (i) Depreciation ¥ 1,23,000, (ii) Directors’

I fees T 50,000, (iii) Preliminary expenses ¥ 12,000, (iv) Office expenses T 78,000, (v) Selling
expenses T 72,000 and (vi) Interest to vendors upto August 31, 2019 ¥ 5,000. You are
required to ascertain pre-incorporation and post-incorporation profit for the year ended 31"
March, 2020. Marks : 16

5. The following particulars are available in respect of the business carried on by Mr. Prabhu.

(a) Profits earned :
(i) 2016-17-% 1,00,00




ﬁ

) 2017-2018- T 96,000
(i) 2015-2019- ¥ 1,040
) Profits of 201718 is reduced by T 10,000 due to stock destroyed by fire ang Profi o
2016-17 included non-recurring income of T 6,000.
e Profus of 2017-18 include T 4,000 income on investment.

@) The stock bs not insured and it is thought necessary to insure the stock l”‘"“"-'ﬂ\e
Insurance premium is estimated at T 1,000 pa.

@ Fair remuneration to the Proprictor (Not taken in the calculation of profits) js 10,00
p4 You are required to compute the value of goodwill on the basig of 2 g
prurchase of sverage profits of the last 3 years.

6 ABC L purchase the business of XYZ Ltd. Calculate goodwill on the basis of 3 years of
prarchase weighted average for 4 years. The appropriate weights are :

Years Profit (T) Welghts
006 40,500 !
w7 46,500 25
T 0,000 348
ay | 7m0 42

) The company purchased new furniture on 30™ June 2018 which was entered i
prarchase day Book. The value of furniture was T 10,000, For the purpase of goodwil,
tha wrron has 1 be Rectified and depreciation should be provided at 10% under written

derwn value method,
W) The apening stock of year 2018 was undervalued by € 2,500,

) Anticipated additional expenses In administration Is € 5,000

7. Fromn the fullowing extract of Ledger Balances taken from XYZ Ltd,, for the year ending 31
520 grepare a statement of Profit and Loss Account.

Varticulars Amount (®)

Varvwriis frenn € Jpetallons - 196,000
CAher Inveonpws 4000
Advertising 10,500
“wloriey 84,000
Iwgrres intiom 5,600
Jomirnpu e 2000
Intermst uny debwntuires 2000
Pretiminary enpunes willlen off 2000
Bl ddditg 1,000
A tpinnt 1LOoy
Friiming and ttatioomes y 2'(”0
Comb i mmmsur iy | 50.‘(“)




re financial statements from the following trial balance of Ronan

// "quitfd * ":‘;ﬂ, ended 31% March, 2019
r

\'t“'o:;,.ny 1d-fo

(A Ronan Company Lid.
. Trial Balance as at 31" March, 2019
R A\ Particulars
<5 ///Ir/m’kl)jﬂ 1,70000  Equity Shares Capital :
) “aok (Shares of T 10 each) 6,25,000
 Fstures 125000 1% Debentures 125,000
D™ 20000 Bills Payable 3129
poon 0 D 5000 Creditors 29000
AdY 8 8,750 Sales 10,67,000
= 30000 Rent Received 11800
i 579,750 Transfer Fees 2500
plant and Machinery 215,000 ';wam Loss Appropriation 34,750
Rentals 6,250 Provision for Depreciation on 36,500
Plant & Machinery
Current Account 11,250
Cash 2,000
Interest on Bank Loan 29,000
Preliminary Expenses 2500
Wages 2,25,000
Consumables 21,000
Freehold Land 3,86,500
Tools and Equipments 61,250
Goodwill 66,250
Debtors 71,750
Bills Receivables 38,250
Dealer Aids 5,250
Transit Insurance 7,500
Trade Expenses 18,000
Distribution Freight 13,500
Debentures Interest 5,000
21,33,750 21,33,750
Additional Information :

1. Closing stock as on 31" March, 2019, ¥ 2,05,750.
2. Deptedaﬂmmhndm&ﬁxmmﬁ%,mmwmﬁquipmfsmwbe
pmvidedandToolsmquu&pmt‘sOS%mbeprwided.

9. Solve any two following questions : 2 10=20

(@) Renabkumudiwsedequitysham!m,m:t!lOperslwe.’!‘hewholewW
fully underwritten by the following underwriters Rakesh-70,000 Lokesh-60,000



()

(c)

''''' wwITon Py
Santhosh-40,000, Dinesh-20,000, Mahesh-6,000, Avinash-4,000. The application formg
marked by the underwriters were Rakesh-20,000, Lokz;sh-tls,(xx), Santhosh 40,000
Dinesh-15,000, Mahesh-17,000 and Avinash-nill, Applications for 40,000 shayes w&'
received on forms not marked. You are required to find out the liability o

underwriters.

A company limited issued 10,000 equity shares of ¥ 10 each and the money v,
payable as under :

On application ¥ 2

On allotment ¥ 3

On first and final call ¥ 5 per share.

Public subscribed for 11,000 shares. 1,000 shares application money were returned. All
the shares were allotted and the money duly received. Pass necessary journal entries in
the books of the company.

Calculate sales ratio from the following : X company was incorporated on 1-8-2017 and
acquired a business with effect from 1-4-2017. Total sales from 1-4-2017 to 31-03-2018
was T 6,00,000. Sales for April and May = 1% times the average monthly sales. Sales
from June to October = % of average monthly sales. Sales for November and December
= % of average monthly sales and sales from January to March = Double the average
monthly sales. :

LA
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Equity Share Application Account ==~ Dr. /000
To Equity share capital account (10,000 5) .
To Calls in advance account (600 5) 3:?
To Bank account (1,000 5) A
(Being share application money pransferred 10 share S;,,.
capital account on 500 shares of T 10 each) = i
3 Equity Share allotment account ——"" .
. T ity Share Capital account %
(Bein: Eé'.:.af,, share Allotment money duly received on iy
| 10,000 shares of T 5each) = —
Bank AcCount——"="""" Dr‘ 2:000
N Calls in advance account (400 5)-—-—-"-“"" .
T ity Share ent accoun %
(Being Eqs!:l:yallomem money duly received on (10,000- iy
M)9,6005andﬂ\ebalam¢on4005dj\uted through
excess application money reccived shares)
ity Share first call account ———=""="" Dr. 75,000
5. To Equity share Capital account iy
(BdngShmﬁmallmmyduem l0,0Mshamol? 75
each)
Bank account ——===—=""" y Dr. 74,000
6. Calls-in advance account-——=——""" Dr. 1,000
To Equity Share first call account 750
$ (Bdngsqtlitysmreﬁrslcallmoneymceivedon(lo,m&
400) 9,600 7.5 per each and calls in advance '
adjusted to extent of T 1,000,400 75 (3,000-1,000)
' Equity Share final call account Dr. 75,000
7. To Equity share Capital account - 7500
i MShmﬁmlaﬂmwyduemw.oooshmofns
I each ;
Bank account Dr. 75,000
8 To Equity Share final call account T
Mwwmmwmmﬁe{im 10,000
shares of ¥ 7.5 each :
tote : ' 5,16,000 51600
Calculation of Rejection Money
Company Issued 10,000 Shares of ¥ 25 each _
ie.  Total Share Application Issued
Less: Public subscribed for 10,0
& Excess Application received ’ l:
Less: As per instruction given in Question 1,000 . RL
Share Application rejected and money returned (i.e.) 100
0

Money returned = 1,000 x 5 each : ¥ 5,000

Calculation of Pro-Rata
In the gi i
given Question, A person who applied for 1,000 shares, Alloted only 600 shares {i.e.)

For 1,000: 600 = 10: 6 (or) 5 : 3 ratios.
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= Therefore Application money received on |
Less:

Less:

Less:

Adjusted to Share Application Money on 400 sha
Balance (i e.) excess of Application :
Adjusted towards Allotment Mone
Balance excess amount

Adjusted towards first call (400 x 7.5)

ILLUSTRATION 20.

Star Ltd., issued 1,00,000 shares of T 10 each
palance on first and final call. Applications were

made as follow:
1. Applicants for 1,20,000 shares were allotted 60,000 shares.
2. Applicants for 80,000 shares were allotted 40,000 shares,

Anupam, to whom 1,000 shares were allotted fro

money. Pass Journal entries up to allotment.

00 shares at T 5 per share

Journal entries in the books of A Limited

Y on 400 Shares of T 5 cach = (400 x 5)

2.29

1,000 % 5 = T 5,000
res of ¥ Search = (400 x 5)

2000
3,000
2000
1,000
-1.000

payable ¥ 3 on application, T 3 on allotment and
received for 2,00,000 shares and allotment were

m category (I), failed to pay the allotment

—

ool Particulars UF | Debit Credit
Bank Account e t £
Dr. 6
1. To sl::: pplication account e 6,00,000
(Being application money received
ey () s
Share Application Account —————ee Dr. 6,00,000
y ) To share capital account (1,00,000 3) 3,00,000
To Calls in advance account (1,00,000 3) 3,00,000
(Being share application money transferred to share
capital account on 1,00,000 shares of ¥ 3 and on 1,00,000
shares 3 each excess money transferred to calls-in advance
account)
Share allotment account ———eeeeeeee Dr. 3,00,000
3. To Share Capital account 3,00,000
(Being share Allotment money due on 1,00,000 shares of
T 3 each)
Calls in advance account (1,00,000 3)—————— Dr. 3,00,000
4 To Equity Share Allotment account 3,00,000
(Being share allotment money duly adjusted from calls-in
advance account on (1,00,000shares of ¥ 3 each)
Share first and final call account ~—eeemeeees Dr, 4,00,000
5. To share Capital account \ 4,00,000
(Being Share first and final call money due on 1,00,000
shares of T 4 each)
Bank account —————eeeeee o 4,00,000
6. To Share first and final call account ' 4,00,000
Share first and final call money due on 1,00,000
_ | shares of ¥ 4 each) -
Grand total | 20,00,000 20,00,000
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. ILLUSTRATION 21.
100 cach at a Pre

ABC Co, Ltd, issued 5,000 equity shares of T
application, ¥ 35 on allotment (inch

Application was receiy
money over subscribed. (
shareholder holding 200 sha

/M 1 lwl(m
| I : 25

e

t
iding Prl‘mium) and T 5000 i
wod for 7,000 shares. The Directors

A\ y '‘as (‘iV(.‘(l
m c\“t "“t'l“ "K‘ "\(ﬂ\(" ;; At l“’.‘c'“

(KSLU Il Gemester 5 year &

Journal entries In
Particulars

Bank Accoun
| ToEquity share Ap
.pphcan'on money

| (Being share
| of ¢ 20each) -
| Equity Share application account——-="""" ¢

letion account

Bank account
( T : excess of share application on (7,000-5,000) 2,000
shares of T 20 each returned) )l
Equity Share Application AcCOUNt " Dr.
To Equity share capital account

(Being share application money transferred to share
capital account on 5,000 shares of T 20 each)

Equity Share allotment account se———-—""" Dr.
To Share Premium account
To Equity Share Capital account
(Being Equity share Allotment money due including T 5
on premium due on 5,000 shares of T 35 each)

Dr.

Bank Account
To Equity Share Allotment account

(Being share allotment money including premium duly

received on 5,000 shares of T 35 each)

Dr.

Equity Share first and final call account
To Equity share Capital account
(Being Equity Share first call money due on 5,000 shares of

¥ 50 each)

I g et T R — Or
Calls-in arrears a/¢ Dr
To Share first and final call account :

(Being Share first and final call money received on 5,000-

| 200) 4800 shares of ¥ 50cach)

el

PPass Jo

e

L4

"

mium of T 5 per share pa
and final call. y‘ble!b‘
allotted 5,000 shares and fefungy,
in full, but on a call being % Y
urnal entries and prep,,. *+
L.L.B. Examination, Decemb,, 2:1‘
%

40,000

1,00,000

1,75,000

1,75,000

2,50,000

2,40,000
10,000

40,000

1,00,000

25,000
1,50,000

1,75,000

2,50,000
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on B_ANK ACCOUNT CR.
Particulars Amount Particulars Amount
Wﬂ""m 140,000 | By Share Application 40,000
To Share Allotment account 175,000 | By Balance ¢/d 6,15,000
To Share first and final call account 2,40,000
1,00,000
6,55,000 6,55,000
/’——
[LLUSTRATION 22
A limited company having an authorized capital of ¥ 7,50,000 in shares of ¥ 10 each issued 50,000
chares of T 10 each payable.
On applicaﬁoﬂ T2
On allotment ¥ 3
On First call ¥ 2
On final call ¥ 3

Applications received from public were 75,000 shares, The Directors allotted as follows:
To the applicant of 35,000 shares -full

To the applicants of 25,000 shares-15,000 shares
To the applicants of 15,000 shares-nil.

All the calls were made and the money duly received except final call money on 1,000 shares.

Pass necessary journal entries in the books of the company.
(KSLU II Semester 5 year B.Com. L.L.B. Examination, December 2019)

Journal entries in the books of Gee Limited

(Being share application money transferred to share |.

capital account on 50,000 shares of ¥ 2 each and excess
application money on 10,000 shares of ¥ 2 each transferred

to call-in advance account)

Date Particulars F Debit Credit
No L4 2

Bank Account Dr. 1,50,000

L. To Share Application account 1,50,000
(Being share application money received on 75,000 shares
of T 2 each)
Equity Share application account Dr. 30,000

2 To Bank account 30,000
(Being excess of share application on 15,000 shares of ¥ 2
each returned)
Share Application Account Dr. 1,20,000

3. To Calls-in advance account 20,000

To Share capital account 1,00,000




.___,/ - Df. 1 m M
Share allotment account ;
To Share Capital accoun 000 shares of T3 :
) (Being share Allotment money due on 50/ %!
e‘d‘) Dr. 1 m m
Bank Ammm-»-*—-—--"—-"’“w Dr. 20,000
5. Calls-in advance nccnm:l-:;;‘m |
To Share Allotment & e < on 50,000 &
oy duly v N
ing share allotment mqnt) 5 <hares
S'\?:g of T 3 exh calls in advanc on 15,000
adjusted) =, o
Share first call ammm--'---""’"" .
To Share Capital accoun 52 i
’ (Being Share first call money due 0f 50,000 shares '
o " Dr. 1,00,000
Bank account s N
7 To Share first & a .
) (Bein; Ghare first and final call money received on 50,000- iy
shares of 2 each)
1
Share final call account ——""__ Dr. 50,000 |
. T Ghare Capital account %
; (Beh\;shareﬂmlcallnwneydueonsox)wshamoft3 iy
each)
B‘nk munt .__--—""-"'. Dr‘ l, 4;'%
9. Calls-in arrears account —————" Dr. y
To Share final call account i
(Being share final money duly received on
- (50,000'1'000)49,@05!“!806! 3 each)
lLLUSTRAﬂON 22.
PQR trading company limited issued 10,000 equity shares of T 10 each at a Premium of ¥ 25
share. The Amount was payable as follows.
2 2 on application
2 5 on allotment (including premium)
2 3 on first call
2 2 on final call.
The:m"mm were subscribed and the money duly received except the final call on 1,000
ot rs forfeited these shares and re-issued them as fully paid at 2 8 per share. Pass !he]oumue
m KSLU I1I Semester 5 year B.Com L.L.B. Examin stfion;: i
Date Journal entrles in the books of Gee Limited
Particulars — = !
. Bank Account No e Cnd' it ‘
- mc;‘\o Shshl;! Application account Dr. 20,000 ;_/Jl
of Zech) application money received on 10,000 shares 2000 |

A
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11

Share Application Account —eeemee
To Share capital account Dr.

(Being share application money transf

capital account on 10,000 shares of ¥ 2 mh“)ﬂl‘d to share

Share allotment acCOUNt ~—weeee
To Share Premium account Dr
To Share Capital account

(Being share Allotment money due inct

Emmi\lm due on 10,000 shares of T 5 each) uding T 2 on

Bank ACCOUNt--memseeeeee
To Share Allotment account Dr.

ing share allotment money includin
received on 10,000 shares of ¥ 5 cach) 8 premium duly

Share first call account —eeeeeeee o
To share Capital account :

(&:‘,;sgumﬁmmllmmeydueonlomommdts
eac

T HE— =
To Share first call account ’

(Being Share first call money received on 10,000 sha

2 3 each) et

Share final call account-———e. Or
To Share Capital account ;
i;ldd‘x;gshanﬁmlullnu\eyduemlommmoﬂz

Bank Account = Dr.
To Share final call account

(Being share final call money duly received on (10,000-
1000) 9,000x2 each)

Share capital account ———eeeeeeeee Dr.
To Final call account

To Forfeiture shares account

(Being 1,000 shares of ¥ 10 each forfeited due to non-
payment of ¥ 2 each on final call)

Bank account = Dr.
Forfeiture shares account ~———e—eeeeeee Dr.
To Share capital account

(Being 1,000 forfeited shares of ¥ 10 re-issued ¥ 8 per
share fully paid and money duly received)

Forfeited shares account ——————— Dr.
To Capital reserve account
(Being Balance on forfeited shares ie, (8,000-2.000)

Transferred to capital reserve account)

20,000

50,000

50,000

30,000

30,000

20,000

18,000

10,000

8,000

6,000

2.33

20,000

20,000
30,000

50,000

30,000

30,000

20,000

18,000

8,000

10,000

6,000

ILLUSTRATION 23.

The goodwill company Ltd, issued 20,000 Preference shares of ¥ 100 each. The amount was

payable as follows;
10 on application



T——

¥ 50 on allotment

%40 on first and final call
All the shares were subscribed and the amount was dul
entries.
X company
Journal entrles in lhof_ogg o K S
Date l'nll?ulan
Pr.
0 Bank ACCOURN —ameemmemees"=" '
To Share Application accoun ' 20,000 shares
(Being share application money received on
ofT 10 “i‘m
02 | Share Application Acmtml‘w-"—""'"" ’
« capital accoun i phare
Bcjr:"s':;\:r:a';pplimlinn fnoney lr;nsit;‘f;ed o
i.lrit:l a.cmunt an 20,000 shares of T10ca ==
k) Share allotment & count ;n“l---——"""‘
Capital acco ;
(BciTn‘:;S:::v A‘l‘lom\cﬂl money due on 20,000 shares 0
2 50 cach) DT-
| S eRct
() Bank Accmml-——--:;';um
To Share Allotment . X
(Being share allotment money duly received on 20,000
chares of T 50 each) -
05 Ghare first and final call account swe—sesse———""" 5
To Share Capital account
(Being Share first and final call money due 20,000 shares
of T 40 each)
06 Bank account sees——s=e——=" Dr.
To Share first and final call account
(Being Share first call money received on 20,000 shares of
T 40 each)

y received-

M

Pass the necessa, :
N
<

t.lmltod
"""No —1 R
2") ;,“
2,00,000
200y,
10,00,000
lO,m ”“
10,00,000
10,0009
§,00,000 |
8.mm |
Blmr(m
8,00,000

—
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SHORT ANSWER TYPE

1. What do you mean by ‘Share’?
2. What is share capital?

3. State different types of shares.
4. What is Preference share ? How are they different from ordinary share?
5. State different types of Shares.

6. What is ‘Authorized’ share capital?
7. What is ‘Issued share Capital?
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8.
9.
10.
11.
12
13.

14
15.
16.

2.35

What is ‘Subscribed Share Capital?

What is ‘called-up share capital?

What is paid up share capital?

What are calls-in arrears?

Mention the different types of Preference Shares,
what is Initial public Offering?

What do you mean by forfeiture of shares?

What is Pro-rata allotment of shares?

What is Right Issue of shares?

LONG ANSWER ZRee
1. Gopal Ltd, issued 1,00,000 Equity Shares of 2 10 each. The company offered for public

subscrip.tion all the shares. Public applied for 90,000 shares and allotment was made to all
the applicants. All the calls were made and were duly received except the final call of T 2
per share on 500 shares. Prepare the journal entries in the books of Gopal Ltd.

Akshaya company issued ¥ 50,000 Equity Shares of 2 10 each to public. All amounts have
been received in lump sum. Pass necessary Journal entries in the books of the company.

. The authorized capital of ¥ 6,00,000 of XYZ Ltd. is divided into 60,000 Equity Shares of T 10

each. Out of these shares, 40,000 Equity Shares were issued to the public. The full nominal
value is payab!e on agplication. All the shares were subscribed by the public and total
amount was paid for. Give necessary Journal entries in the books of the company.

XYZ Ltd. invited applications for 10,000 shares of ¥ 10 each payable as follows: 2 2 on

application, T 3 on allotment, ¥ 2 on first call and the balance on final call. All the shares

were applied and allotted. All the money was duly received. You are required to Journalize

these transactions.
Jubilee Ltd, was registered with a registered Capital of ¥ 5,00,000 divided into 50,000 shares

¥ 10each payable ¥ 2 per share on application, ¥ 2 per share on allotment and balance on

first and final call. All the shares were taken up and fully paid for by the public. Pass
Journal entries to record the issue of shares.

Coffee Ltd. invited applications for 1,00,000 Equity Shares of ¥ 10 each issued at par. The
whole amount was payable on application. The issue was oversubscribed by 20,000 shares
and allotment was made on pro rata basis. Pass necessary Journal entries.

ABC Company Ltd. offered for subscription 20,000 shares of ¥ 10 each payable ¥ 2.50 on
application and ¥ 5.00 on allotment for each share. Applications were received for 30,000
shares. Letters of regret were issued to applicants for 5,000 shares and their application
money was refunded. Application money for other 5,000 shares was applied towards the
payment for allotment money and all the 20,000 shares were issued to the public. The
balance of allotment money was also received in due time. You are asked to give the
Journal, Cash Book, Ledger Accounts and the Balance Sheet of the company.

Sanjeev Ltd. issued 10,000 Equity Shares of T 10 each at a premium of ¥ 5 per share. The
whole amount, was payable on application. The issue was fully subscribed. Pass necessary

Journal entries.
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9.

10.

11. Moon Co. Ltd. was registered with a nominal capital of ¥ 1,00,000 in Equity Shares o,

Alimiteq company ) Issue

of
On application, ¥ m°ffered for subscription 10,000 shares of T 25 each, payable 3 5 p:\\
as first call Per share on allotment (including 2 5 per share as Premium 3 %
months. All the On the shares and the balance in two equal amounts at intery,) qs‘\
. shares were applied for and allotted. All the money Was received o, \
second Qu and final call moneys on 200 and 400 shares mpcdivcly. You are askeq ?\
entries in the company’s J(;umal, Cash Book and the Ledger. Also show the ¢

Balance Shee o
on completion of the above transactions. '

X Ltd. was incorporated with a capital of ¥ 2,00,000 divided into shares of ¥ 10 ey,
shares were off?::d to the publicp and out of these, 1,800 shares !vivcerf ap:lied P l::
allotted. ¥ 3 per share (including 1 premium) was payable orl\] :';5 ta:m 4 per A
(induding!lpnmjum)onauomml,!ZPershnrconﬁrst.ca 4 MWM"‘N
call. All the money was received. Give necessary Journal entries and the Balance Shee;
each. It offered to the public 6,000 shares for subscription, tlje applications were, hoy, “
received for 8,000 shares. The Directors had to reject the apphcatiorfs for l,omshamw~
return the money received thereon. The application money received on the other |
shares was adjusted to Allotment Account. The amount payable on shares was: ¥ 3 e
share on application, T 4 per share on allotment and the balance on first Qu
shareholder holding 100 shares failed to pay the first call money and as a result his ghyy,
were forfeited, Pass necessary Journal entries and prepare Cash Book to record the abay,

LR



PROFIT PRIOR AND
POST INCORPORATION

—
Learning Outcomes

tudying this chapter, you will be able to:
ne undeﬁt"‘d the meaning of Profit and Loss Prior to Incorporation
Treat profits and losses prior to incorporation in the books of accounts of a company
Understaﬂd the different “ratios” used in ascertaining profit prior to incorporation .
Apportion various expenses and Incomes between pre- and post-inco
% rporation periods using different

o
o
Q
Q

Py

meaning of prior and post Incorporation Profit/Loss
Characteristics of Prior and post incorporation Profit/Loss

Method of Computation of Profits/Loss Prior to Incorporation

steps may be suggested for ascertaining profit or loss prior to Incorporation
gasis of allocation of expenses and incomes

Utilization Pre-incorporation Profit

ales Ratio/Time ratio/illustration

Calculation of sales for pre Incorporation period

Calculation of sales for Post incorporation period

aooooaaoaaa

A profit prior to incorporation Is a situation wherein A promoter decided to buy well established
gxisting organisation would be more existed to know the financial performance that organisation before it gets
incorporated/commences in his name such process Is called profit prior and post incorporation.

Meaning of prior and post incorporation Profit/Loss

The profit earned after the date of purchase of business is called “Post-incorporation or Post-
acquisition profit” and the profit earned before the date of purchase of business is termed as “Pre-

incorporation profit.”

Characteristics of Prior and Post incorporation Profit/Loss
* Any profit/loss made before the incorporation is known as “Profit (Loss) Prior to



SAME CANNot be dh.—\

lncorporationu which is treated as a cnplml prn{lt and the g
i

b

1

business profit.
® Any profit made before the incorporation cannot be distributed by way of divideng
* Any profit made before the incorporation js to be iransferred 10 Capital Resery, )
adjusted against Goodwill, :
treated as a capital loss

head »Miscellaneous E’"’""dhur,,». '

¢ Loss prior to incorporation ik
wder the
iy

e “Loss prior to incorporation i shown it

of the Balance Sheet.
ss Prior to Incorporation

Method of Computation of Profits/Lo

In order to ascertain the profit prior to incorporation a Profit and Lk(;ss f/\ccoum is ..o be P

at the date of incorporation. But in practice, the same set of books of accounts is Maing
ar. Profit and Loss Account is prepared at the end of the ye,,

ed: (i) From the date of py, (;;

assets side

throughout the accounting yee
dwn-abﬂcr the profits (or Josses) between the two periods are allocat .
to the date of incorporation or pre-incorpomtion period; (i) From the date of incorporation %,
closing of the accounting year or post-incorpora tion period.
Steps may be suggested for ascertaining profit or loss prior X
incorporation

Step I: A Trading Account should be prepared at first for the whole period, i.e., between the ¢,

lculate the amount of gross profit.

of purchase and the date of final accounts, in order to ca
tios: (i) Sales Ratio: Amount of sales should be calcula

Step II: Calculate the following two ra
for the pre-incorporation and post-incorporation periods. (i) Time Ratio: It is calculated af
considering the time period, i.e., one is required to calculate the period falling between the date o
purchase and the date of incorporation and the period between the date of incorporation and the da

of presenting final accounts.
Step III: A statement should be prepared for calculating the amount of net profit before and afte

incorporation separately on the following principle.
Basis of allocation of expenses and Incomes

L{ Nature of Expenses and Losses Basis of allocation
/T;mss Profit Sales Ratio
Fixed Expenses or expenses incurred on the basis of time, viz., Rent, Salary, | Time ratio =
Depreciation, Interest, etc
l Certain expenses, viz., partners salary, direct i isiti
D S pa ry, directors salary, preliminary expenses, interest Post-acquisition
" o . e e——
::’) g::w:':gf (u)' Se.llmg Expenses (iii) Advertisement (iv) Carriage Outwards | Sales/Tumover
Salesmen (ix) ‘!:‘ bt DISCOQ'III[ Allowed (vii) Salesmen’s Salaries (viii) Commission to
Portions) (xi) F :os;’:.:“on Expenses for Sales (x) Distributions Expenses (Variable |
rec Samples given (xii) Expenses incurred for After-Sale Service )
‘ /




!

profit Prior and Post Incorporation

() Office and Administration Expenses (il) Salarios 10 Office Staff (iil) Rent, Rates and | Tie
Taxes (iv) &rmnali@ on Fixed Assets (v) Irinting and Stationery (vl) Insurance
(vii) Audit Fees (viit) 'an'llmwn‘m Expenses (ix) Distribution Expenses (Fixed
Portion) (x) Travelling Expenses (General) (xi) Intorest of Debenture (xii) General

“Profit prior to Incorporation” is a Capital Profit
the same should be written off against: (i) Preliminary Expenses Account (i) Formation
Expon.«:s Account (iii) l:iquidalion Expenses Account (iv) Write down the value of Fixed
Assets, if any (v) Goodwill Account (vi) Balance, if any, transferred to Capital Reserve.

() Pre-incorporation Loss: Since “Pre-incorporation Loss” is a Capital Loss the same is

adjusted against (i) Any Capital Profit (ii) Debited to Goodwill Account (iii) Writing-off
Fictitious Assets (iv) Capital Reserve

(ii) Time Ratio: It is calculated after considering the time period, i.e., one is required to
calculate the period falling between the date of purchase and the date of incorporation

and the period between the date of incorporation and the date of presenting final
account.

ILLUSTRATION 1.

Calculate sales ratio from the following: X company was incorporated on 1-8-2017 and acquired a
business with effect from 1-4-2017. Total sales from 1-4-2017 to 31-03-2018 was ¥ 6,00,000. Sales for
April and May = l%limestheaveragemmﬂtlynles.Salesfmmhmetochbanlﬂofavmge
monthly sales. Sales for November and December =1/4 of average monthly sales and sales from
January to March = Double the average monthly sales.

Calculation of time Ratio
01-04-2017 01-08-2017 31-03-2018
PRE-INCORPORATION -4 MONTHS  POST INCORPORATION -8 MONTHS
(April + May + June + July) (August + September + October + November
+ December + January + February + march)
Therefore, Time Ratio=4:8=2:4
Calculation of Sales ratio

Total sales as given in the question = 6,00,000
Average monthly sales = 6,00,000/12 = 50,000

Particulars Month Sales
Average monthly sales = 50,0000
Sales for the month of April=1% times the average monthly sales  =50,000x 1% | April 75,000
Sales for the month of May=1% times the average monthly May 75,000
Sales = 50,000 x 1 ¥ times the average monthly
Sales of the month June=1/2 of average monthly sales =50,000x% |June 25,000
Sales of the month July=1/2 of average monthly sales =50000x% |July 25,000

—




Ea Profit Prior and Post 1,
",
Gales of the month August=1/2 of average monthly sales =50,000x% | August
Sales of the month Sq:»tcmbcr:l /2 of average monthly sales =50,000x% | September ,5%
Sales of the month October=1/2 of average monthly sales =50,000x% | October 25%|
Sales for the month of November=1/4 of average monthly sales =50000x% | November %3 iy
Sales for the month of December=1/4 of average monthly sales = 50,000 x % | December :z,.,,‘i
Sales for the month of January= Double the average monthly sales = 50,000 2 |January u;&"i
Gales for the month of February= Double the average monthly sales = 50,000x2 ::‘bmﬂfy lmﬂh
Sales for the month of March= Double the average monthly sales = 50,000 %2 arch a :::
Total sales for the year 5 %
Calculation of sales for pre incorporation period
Pre incorporation period= PRE-INCORPORATION -4 MONTHS
(April + May + June + ]uly)
Sales for (April + May + June + July
Particulars Mol:ith E
A
Average monthly sales ::)Lg - N: I 0
Sales for the month of April=1Y times the average monthly sales =50,000 y 75,009
Sales for the month of May=1 % times the average monthly
Sales=50,000 x 1% times the average monthly -
Sales of the month June=1/2 of average monthly sales =50,000 x % - 25,000
Sales of the month July=1/2 of average monthly sales =50,000 x ¥ Yy _ﬂ
Therefore, Sales for pre-incorporation period 4 months 200000

Calculation of sales fo
POST INCORPORATION -8 MONTH
September + October + November + Decem

r Post incorporation period

ber + January + February+ March) = §

(August +
months
Particulars Month Sales
Gales of the month August=1/2 of average monthly sales =50,000 x ¥ August 25,000
Sales of the month September=1/2 of average monthly sales =50,000 x ¥ September 25,000
Sales of the month October=1/2 of average monthly sales =50,000 x % October 25,000
Sales for the month of November=1/4 of average monthly sales =50,000 x 1/4 November 12,500
Sales for the month of December=1/4 of average monthly sales =50,000x1/4 December 12,500
Sales for the month of January= Double the average monthly sales= 50,0002 | January 1,00,000
Sales for the month of February= Double the average monthly sales= 50,0002 | February 1,00,000
Sales for the month of March= Double the average monthly sales= 50,000 x 2 March 1,00,000
Total sales for the Post incorporation 4,00,000

Calculation of sales Ratio
Pre incorporation sales T2,00,000
Post incorporation sales ¥4,00,000
Therefore Sales Ratio= 2,00,000:4,00,000 Or 2:4 or 1:2




ofit prior and Post Incorporation
P

"_LUSTRATION 2. -
Company, incorporate

d on 1s1 April, 201

:::: company prepares its first final ﬂt‘mun?' look over running business form |
o 2 4 Y e . p
2013 ation, YOU are required to calculate (he sale mli‘:“ 318t December 2003, From lhc‘“ﬁl:‘nlla‘ry,
"“f‘frmg a) Sales of January, 2013 to December, 2013 ¢ ; a‘(‘)f pre-ncorporation and pmn-inmr'.(;v?ng
e uf the average sales; for the month of February m'lln':l(l” (®) The sales for the month O’F;':nall::;
Jjce AR E S al to aver; ;
I'\:‘:: 1o August = 4 of the average of cach month; ang sales f(:rv;;?lg(l:m“' rates for fourth months
1u"a""r age sales. (The Institute of Cost Account Ober and November three times
t ants of India MTP_ Intermediate)
ons Caleulation of Time Ratio
[ ——— 01-04-2013 —
- orporation Peric o e T 31-12-013
Rl::;:h?dammry +February +March (3 months) z;oil:ctzfp°fa'{0n period
N Septemb:r(:\g:: * May + June + July + August+
W = ober + November + December)
ime Ré
1 3
calculation of Sales ratio
Total sales as given in the question =4,80,000
Average monthly sales=4,80,000/12=40,000
— Particulars =
rvarage monthly sales=40,0000 e Sales
The sales for the month of January twice of the average sales;
Average sales=40,000x2 Junuary 80,000
The sales for the month February equal to average sales F
Average Sales 40,000 ey 000
The sales for the month March March 20
The sales for the month April April zo'g
The sales for the month May, % of the average of each month May 10'000
Average monthly sales=40,0000x% &
The sales for the month June, % of the average of each month June 10,000
Average monthly sales=40,0000x%
The sales for the month July, % of the average of each month July 10,000
Average monthly sales=40,0000x%
The sales for the month August, % of the average of each month August 10,000
Average monthly sales=40,0000x%
The sales for the month September September 20,000
The sales for the month October, 3times of the average of monthly October 1,20,000
Average monthly sales=40,0000x3
The sales for the month November, 3times of the average of monthly November 1,20,000
Average monthly sales=40,0000x3
The sales for the month December December 20,000
| Total sales for the year 4,80,000




Profit Prior ang Posy

Ea3 "
Calculation sales for March, April, September and December h\\
T‘)[“] sales for the Y(‘ﬂl' l'"‘""l :".' ')l,'(‘l‘lﬂl)(.‘r ......... —————— 4
. y

- Gales for 8 months i.e. (80,000440,000+4 10,0004 10,000+

|Less:
10,0004 10,0004 1,20,0004 1,20,000) +=osensemenese=s ote o "
’ 2
Sales for remaining period . m},})
(March, April, September and December) ny
The Average sa los =80,000/4 =20,000
Therefore, sales for the remaining period is T 20,000 cach
Calculation of sales for pre incorporation period
Pre incorporation period= PRE-INCORPORATION -4 MONTHS
(lanuary + February + March)
Particulars Month | [‘\%
The sales for the month of January twice of the average sales; January >
Average sales=40,000x2 i 0
The sales for the month February equal to average sales ruary -
Average Sales 40,000 G
The sales for the month March 0
Therefore, sales of pre-incorporation i

Calculation of sales for Post incorporation period

Particulars Month K
—

The sales for the month April April 0
The sales for the month May, % of the average of each month May . 100
Average monthly sales=40,0000x%
The sales for the month June, % of the average of each month June 10,00
Average monthly sales=40,0000x%

i The sales for the month July, % of the average of each month July 10400
Average monthly sales=40,0000x%
The sales for the month August, % of the average of each month August 10,000
Average monthly sales=40,0000x%
The sales for the month September September 20,000
The sales for the month October, 3times of the average of monthly October 1,20,000
Average monthly sales=40,0000x3
The sales for the month November, 3times of the average of monthly November 1,20,000
Average monthly sales=40,0000x3
The sales for the month December December 20,000
Sales for the period of post incorporation 3,40,000

Calculation of sales ratio
Sales pre incorporation = 1,40,000 Sales for post incorporation —— 3,40,000
Sales ratio = 1,40,000:3,40,000 = 14:34 or 7:17

; 1. XYZ Co,, Ltd took over the business of Suresh on 1-4-20 i
: 18 and it -7-2018.
The profit and loss account on 31-3-2019 was as follows: was Jocorponsded oo 1720



profit Prior and Post Incorporation

/— o B o - ———— 3.2
To Comm’i:::‘ ( 2,625 By (n";\; ilﬂ!ﬂl E— |
To Ad\:cﬂ ration 5.2%) By Bad debity per 5,000 |
To MD's remmune 9000 avered 500
To Depreciation 2,4x)
ToSalary 19,000
To Insurance : “
To Preliminary expenses wnitten off 700
o Rent and taxes 3000
To Discount 350
T“ md dl‘b' 1.250
To Net profit _%5
'm
98,5
(a) The average monthly sales after incorporation were twice the average monthi
(b) Rent, which was paid for the firsy 3 months at ¥ 200 per 8.5.:1 o b'i'fmmofe
for the balance of the period. pet month increased by 2 50 per month

(c) Bad debts of ¥ 350 related only to the period
sales made up to 1-9-2018, period after 1-9-2018 and the balance related to the

The bad debts realized belonged to the bad debts

profits before and after incorporation, hich were written off in 2015-16. Find out the

(KSLU Il Semester 5-year B. Com L3, Examination, December 2019)
calculation of Time Ratio

0043000 Garans-— 313019
%Pmﬁm Persod Post Incorporation period
3 Months (April+ May+ June) (3 months) Quly + August + September + C e i
Deoanber+]anunry + February + March (9 months))
—T-'une Ratio 3 9
1 3

Calculation of sales ratio
The average monthly sales after incorporation were twice the avera ge monthly sales before.
Therefore:
Let's Assume the Pre-incorporation sales = 1
Then, post incorporation sales were twice the average monthly sales = 2

So, Pre-incorporation sales= 1x3 (3 represents number of month in pre-incorporation period = 3
months i.e (3 Months (April+ May+ June)

Similarly Post incorporation sales-2x9 (9 represents number of month in pre-incorporation
period)=9 months (July + August + September + October + November + December + January +
February + March (9 months)

Therefore 9 x 2=18
Sales ratio= 3:18 or 1:6



| 3.5 ] TR I
In the books of Mr. Suresh \
Income statement for the year ended 31" March 2019
Particulars Basis of Pn-\m
Allocation incorporation (7) h'lh,\
Gross Profit (98,000X255/7 Sales ratio (25) W\"’
Bad debts realised Pre 500 *);;‘
Total revenue income 16,5& \
S5 X es and Losses )
lL‘::nm\sz:nn’ Sales ratio (1:6) 375 \‘
Advertising Sales ratio (1:6) 750 ui
MD's remuneration Post . 554
Depreciation Time (1:3) 700 Wy
Salary Time (1:3 4,500 12.1@
Insurance Time (1:3 150 l.sq
Preliminary expenses W /off Post - t
Rent Time (1.3 600 My
taxes Sales ratio (1:6) 38 lfl
Discount Sales ratio (1:6) 50 xl:
Bad debt 386 &
Net Profit transferred to:
Capital Reserve a/c
Profitand Lossa/c 6,951 2
14,500 \“W
-y
Working Note:-
Calculation of Bad Debts:
Total Bad debts as given in question 1,250-350=900 Balance

Less:- Bad debts of ¥ 350 related only to the period after 1-9-2018 (post)
and the balance related to the sales made up to 1-9-2018. i.e ~—T 900
Therefor ¥ 900 should apportioned for both pre- and post-incorporation. =
Pre-incorporation Sales= 1 x 3 months =3

Post incorporation sales= 2 (twice x 2 months =4

So, ratio=3:4

Pre-incorporation bad debts =900 x 3/7 =386
Post incorporation bad debts =900 x 4/7 =864

Calculation of rent and taxes
Rent and taxes as given in the question

Calculation of Rent

Rent, which was paid for the first 3 months at T 200

the balance of the period.

T 3,000

per month, increased by ¥ 50 per month for



anﬂlnmmomuon

TUSTRATION. : —
IL - wedding Company Limited wag
St

¥ ; ncor or,
“w[:usim s of Raj Kamal & Co. with effecy porated on Augu 1, 20

from Apri)
“S'm 2 36,00,000. The sales per month jy, the first 7‘“"'» 2019, During th

ks ¥\ year. The net profit of the company, 2 2,00,00 yyy );:::u::;m mrks

19. It had acquired 3
e year 20'9-2{), the total
f what they were in the

Out after chargin )
, () Preliminary cxrbnr. oIOWing

T 78,000, (v) Selli
r:) office mpcnst"s re r u:red to o “'?mm ‘ 72,000 ang (Vi) Interesy 1 :)' st i
¢ x 1% 5,000, You are req : ascertain Pm’"‘“"’Poratio" and bz endors upto August
il .mda' 31st March, 20 x 2", Post-incorporation profit for the
year
Statement showing pre ang Post inc .
for the year endeq 315t March, 2029 "
" Particulars W‘W—m
| Amount | Allocation Poration | Inconmeetion
‘ T
FTWND) 540,000 :
~Gross Profit (V : 27 1,20,000 3
ess: Depreciation 123,000 12 41,000 ,mn,ooom
mr's Fees 50,000 Post i
preliminary Expenses 12,000 Post ; s
Office Expenses 78,000 12 26,000 52,000
Selling Expenses 72,000 27 16,000 56,000
Interest to vendors 5,000 Actual 4,000 1,000
preincorporation profit
w;wcapml reserve Account) 2,00,000 23,000 167,000
working Notes:
1, Sales ratio

The sales per month in the first halfyearwerehalfofwhat&\eywereh\thehmlulfyear.lfh
the later half year, sales per month is x then itshouldbeSxpermmd\mtheﬁrsthal(year.Sosals

forthe first four months (i.e. from 1" April, 2019 to 31" July, 2020) will be 4 50 =2 2 and for the last
ght months (i.e. from 1" August, 2019 to 31" March, 2020) will be (2 x 50 + 6 x 1)= 2 7. Thus sales
ntiois 2.7.
2. Time ratio

15¢ April, 2019 to 315t July, 2020 : 15t August, 2019 to 315t March, 2020

=4 months : 8 months = 1:2 Thus, time ratio is 1:2.
3. Gross profit
Gross profit = Net profit + All expenses

——

S (htps/ /caintermediate in /wp-content /uploads /2018, 08/ Chapter-5-Profit-or-Loss-Pre-and-Post Incorporation pdf)

| —



—roCm Proms rer=r — --..,x

=T 200,000 42 340000 = T 540,55

ILLUSTRATION 4. o ke
the P'W ip ks 2 privase ke

The partners of Royal Agencies decided 10 conver! 3. The consideration was i,
company called MA (P) Ltd. with effect from 1st Jansar7: o, 2IK1. Howeer, d ot
21,17,00,000 based on the firm's Balance Sheet 25 2t 3st onl on 1ot Ap;il, 29%2. ‘:lu:n/tw >
procedural difficulties, the company could be incorporated on'y tion was wetthed on that 4 h
business was continued on behalf of the company and the mwd by the company vﬁ; Ay
interest at 12% per annum. The same books of account Were OO s .  na

the following summanyed prgy -

its account for the first time on 31st March, 203 and prepared

loss account! j//rf -
{ ’

‘ 2%y
| Sales 153000%)
Less:  Cost of goodssold 11,7000 |
Salaries 1 AOIIN)
D.,-pmn‘allon TR0 |
gg::“";"'""' 11,7000 |
un |
Managing Director’s remuneration DN
Miscellaneous office expenses 120000 |
Office-cum-show room rent 720000 l
Interest 951000 | 21875000
Profit 19,1700,
a loan of T 50,00,000 at 12% pa. to pay the purchas

The company’s only borrowing was
consideration due to the firm and for working capital requirements.

The company was able to double the average monthly sales of the firm, from 1st April, 20 x 2 bus
the salaries tripled from that date. It had to occupy additional space from 1st July, 20 x 2 for which
rent was ¥ 30,000 per month.

Prepare statement of apportioning cost and revenue between pre-incorporation and post-
incorporation periods and calculation of profits/losses for such periods

MA (P) Ltd.
Statement showing calculation of profiviosses for pre and post incorporation periods

Basisof | Prednc. | Postinc
allocation 4 L4
Sales : Sales ratio 26,00,000 '
Less:  Cost of goods sold Sales ratio 18,20,000 fgﬁﬁ
Salarles W.NA . 90000 | 1080000 |
Depreciation Time ratio 36,000 1,44,000 !
Aqvmsemem Sales ratio 78,000 6,24,000
Discounts Sales ratio 1,30,000 | 10,4000

Source : (hiips:/ /ca-intermedlate In/wp-content/uploads /2018 /08 /Chapter-5-Profit-or-Loss-Pre-and-Post-Incorporation.pdf)




VD’ remuneration

iee, Office Expenses -

Mis< 24,000
Rent 90,000
Interest :

Notes:
Calculation of Salesratio:

wof"""
m

Let the average sales per month in pre-inco

po,(-inﬂ"'l"""‘“m period are 2x, Thus tota]
Wm be 3x: 24 x or 1:8.

rpo

sal

Time ratio is 3 months : 12 months or 1.4
@ Expenses apportioned on turnover ratio
discounts.
@ Expenses apportioned on time ratio basis are
@ Ratio for .pporﬁonmenl ofSalaries:
1 pm.incorporation monthly avera

90,000
96,000
630,000
6,00,000
19,36,000

——

ration period be x. Then the average sales in
Cs are (3 x x)+ (12 x 2x) or 27x. Ratio of sales

basis are cost of goods sold, advertisement,

Depreciation, and misc. office expenses.

geis x, for 3 months 3x, Average for balance 12 months

3x, for 12 months 36x.
Hence ratio for division, 1:12.
Total Rent e
Additional rent for 9 months (From 1* July 20 x 2 to 31st
March, 20x3)
Rent for old premises forl5 months at ¥ 30,000 p.m. (2,70,000)
4,50,000
Pre-inc. Post-inc.
Old Premises 90,000 3,60,000
Additional rent _ 270,000
90,000 6,30,000

Anirudh Company Ltd was incorporated on 30 September 2019 to take over the business of
Swati as from 1-4-2019. The financial accounts of the business for the year ended 31 March, 2020

Ses: 2,40,000
April to September 3,60,000 7,00,000
October to March
Less-Purchases:

,000
resp e 20| 39000
October to March 21000
Cross profit s
L 1,60,320
Salaries
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In the books ol Mr, Anlrudh
for the yenr o

ndad 31" Maroh 2020

Ve !
¥
Partlcularm Total Hanls of Allocation Incorparation | Jpes, o

" | ‘;""'-.
Carevss Profit (2A0000X2:3/5 thalen ratlo (2:3) 900 | iy
Tolal revenue income
Lesn: expenses and Losses )
Galaries(4,680X1:1/2) Ao | e Katlof] ) A M) [ W
Selling expennen ' 12071 e
(30,000x2:3/5) W00 | Gialen Ratiof2:)
|»pu-.-a..u«m(o,(mx 1:1) 6,000 | e Hatlof1:1) SIr0 Y
Directors remuneration 000 | Postdne . o
Debenture interest(1,500X1:1) 1,500 | Thne Hatio(1:1) 7% 7
Administration expenses 180 | ‘Time Ratlo(1:1 9 ¥,
(180X 1:1)
Net Profit transferred 10:
Capital Reserve a/e 55,520
Irofitand Loss a/c e N S W

. 4_‘)/,5‘1) N Y1p4,

1. Timeratio
15t April, 2019 1o 30th .‘icplumlxer 2029 : 1st October, 2019 1o 41t March, 20020
+honths: 6months = 1:1 Thus timeratiois]:1.
Sales Ratio=
1t April, 2019 to 30th September 2029 : 18t October, 2019 to 31st March, 2020
2A0,000 i 3,60,000
2 3 (Sales Ratio=2:3)

ILLUSTRATION 6.

mml::-:‘,n:"'l'.ld ’\;ms: ifnrmporntml on 1-7-2019 to take over the business of Jean enterprise as a goind
st with effect fre LA019 Thed : ' ;
PG sm 1-4-2019. Their profit and loss account for the year ended 31-3-2020) is &



Mmandmtmﬂon

3.13
To m[ng stock E!TOW ||‘y Sﬂk‘S (' 5",0([” ]
To Purchases 35000 | By Closing stock ?2?)'):) l
To Administration expenses _3,600
To D‘mﬂor's fee 60
To Selling eNpenses 2200
To Audit fee —200
To Preliminary expenses —0
To Net Pmﬂl “-m
74,000 74,000
—/—
Prepare a statement showing profit earned prior to and after incorporation.
suumntohowhgpmﬂumndpﬂoﬂowmmewpormon
— Particulars Total Basisof Pre- incor- Post- Incor-
Am:unl Allocation poration poration
L4 L4
~Gross Profit 15,000 12 5,000 10,000
5,000 10,000
To Administration expenses 3,600 13
To Director’s fee 600 - zg
To Selling expenses Post 4,800
To Audit fee
To Preliminary expenses 7,200 12 2,400 150
To Net profit 200 13 50 300
Capital Reserve Post 4125 2875
Profit and Loss Appropriation A/c 300
5,000 10,000
Calculation of Gross Profit

Gross Profit =Total Sales — Cost of Goods sold

In the question Sales is given=60,000

Cost of Goods sold is not given=?

Therefore first find out the cost of goods sold

Cost of Goods sold =Opening stock + Purchases + Direct expenses-Closing stock
=24,000 + 35,000 + nil-14,000= 45,000

Therefore Cost of goods sold = 45,000

Gross Profit = 60,000 - 45,000=15,000

Calculation of Time Ratio
Pre-incorporation= 1-4-2019 to 1-7-2019=(April, May and June)=3 months

Post Incorporation period=1-7-2019 to 31-03-2020(uly, August, September, October,
November, December, January, February and March)=9 months

Therefore Time Ratio=3:9 orl:3

Lua




profit Prior and Pogg Io\'

| 5.19 |
Calculation of Sales Ratio=
Total sales for the year SS———) 0]
Less:-Pre INCOTPOration salege--- e seeeeees 20,000
Post INCOTPOration §aleg--— s - 40,000

Therefore Sales Ratio=20,000:40,000 Or 2:4 Or 1:2

ILLUSTRATION 7.

ake over the business of C Ltd a5 a go;

V Ltd was incorporated on 1 August 2017, to' : A7
5 ¢ . 1-March 2014 2,
from 1-April-2017. The profit and loss account for the year ending on — —L “E Vo,
——————— T Gross profit -
To Rent and taves 24,000 | By pee 3'1';;,,
To Insurance 6,000
S 4,800
To Electricity
R 72,000
To Salanies
: 6,200
To Director’s fee
) 3,200
To Auditor’s fee
W 12,000
To Commission 8000
To Advertisement 7'(11)
To Discou: 15,000
To Office expenses 6,000
To Carmiage 3‘0m
To Bank charges 13:(“)
To Preliminary expenses
4,000
To Bad debt
To Interest on loan 1,2:%
o 3,10,000 L 3y
3 R
ding 31-03-2018 was T 10,00,000 divided into ?3.(!),000&:&

The total turnover for the year en

¢ remaining period. Ascertain the profits earned prior

iod up to 1-8-2017 and ¥ 7,00,000 for th :
;!:t incogporation period. (Bangalore University 11l B.Co,
Statement showing profit earned prior to and after incorporation
Particulars Total Basisof Pre- Post-
Amount Allocation lncoq;oatlon lnco::onn.
T
Gross Profit 3,10,000 37 93,000 217,000
Less Expenses and Losses
To Rent and taxes 24,000 12 8,000
To Insurance 6,000 12 2,000 16,000
To Electricity 4,800 12 1,600 4000
To Salaries 72,000 12 24,000 3.
To Director’s fee 6,200 POST 1,000 48000
To Auditor’s fee 3,000 12 3600 6,20
To Commission 12,000 3.7 2400 200
To Advertisement 8,000 3.7 2,100 8400




post Incorporation
’,oﬂ' / ‘"d i 3.15
7,000 SR '
I‘, office P 6,000 :: 1,800 4.900
Carriag® 3,000 - 1,000 10,000
10 kOB s 13,000 b - 4,200
;: ml-,minnry expe 4.000 Post 1,200 2,000
To ﬂld debt Joan 6,000 oy 2,000 13,000
T:' |ﬂlﬂ'~"‘:‘_m s 1:2 37,300 2500
Net proft 4000
T: capitd Reaer® #2,700
/ 93,000 217,000
preincorPOreion l+::7 :o—;;f:lkmpm’ May June and August)=4 months
+ Incorporation_period= to 31-03-2018(August, Septe
w::;:er january, February and March)=8 months Eusk, Sephember, October, November,
e ’
culation of Sales Ratio=
- Total sales for the year 10,00,000
Less:-Pre incorporation sales 3,00,000
Post incorporation sales - 7,00,000

Mfofe SAICS Ratio=3.m'm017,w.m or 3:7

LLUSTRATION &,

Sun Ltd was incorporated on 1-04-2019 , with an authorized capital of ¥ 1,25,000 and took over
he runnIng pusiness of Moon Ltd as from 1-01-2019, the following is the summarized profit and loss
for the year ended 30 -12-2019.
'“/_______,.,"""t
Sales:
Cost of sales for the year 3,85,000
Administrative expenses 44,200
Gelling commission 21875
nterest to vendors (loan repaid on February 2012) 9325
Distribution expenses(60% variable) 31,250
Preliminary expenses 8,250
Debenture interest 8.000
iation 11,100
Directors fee 2,500 5,26,500
Net profit 98500
The company deals in only one product. The cost of sales per unit was reduced by 10% in the
post incorporation period, as compared to pre incorporation period. Prepare a statement showing the

net profit of the pre incorporation as

appartionment.

well as the post incorporation period, also

show the basis of



