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Preface

| am glad to present this book, especially designed to serve the needs of the
students. The book has been written keeping in mind the general weakness in
understanding the fundamental concepts of the topics. The book is self-
explanatory and adopts the “Teach Yourself” style. It is based on question-
answer pattern. The language of book is quite easy and understandable based
onscientific approach.

Any further improvement in the contents of the book by making corrections,
omission and inclusion is keen to be achieved based on suggestions from the
readers for which the author shall be obliged.

| acknowledge special thanks to Mr. Rajeev Biyani, Chairman & Dr. Sanjay
Biyani, Director (Acad.) Biyani Group of Colleges, who are the backbones
and main concept provider and also have been constant source of motivation
throughout this Endeavour. They played an active role in coordinating the
various stages of this Endeavour and spearheaded the publishing work.

| look forward to receiving valuable suggestions from professors of various
educational institutions, other faculty members and students for improvement
ofthe quality of the book. The reader may feel free to send in their comments
and suggestions to the under mentioned address.

Author
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Chapter-1

Accounting: Principles, Concepts and Conventions

Q.1.Define Accounting? What is GAAP (Generally accepted Accounting
Principles)? Explain briefly the Accounting Principles.?

Ans Accounting may be defined as the process of recording, classifying,
summarizing and interpreting the financial transactions and communicating the
results there of to the persons interested in such information.

GAAP (Generally Accepted Accounting Principles): It is a technical concept that
describes the basic rules, concepts, conventions and procedures that represent
accepted accounting practices at a particular time.

Accounting principles can be divided into two parts:

Principle
|

Concepts Conventions

The term concept includes those Conventions used to signify the customs
basic assumptions, conditions or traditions as a guide to the preparation

& ideas upon which the science of accounting statements.
of accounting is based.

Accounting Concepts :

(1) Entity Concept: According to this concept business is treated as a separate
unit and distinct from its proprietors.

(2) Dual Aspect Concept: According to this concept every transaction has two
sides at least. If one account is debited, any other account must be credited. Every
business transaction involves duality of effects. (i) Yielding of that benefit (ii)
The giving of that benefit.

(3) Going Concern Concept: This concept assumes that the business will

continue to exist for a long period in the future. There is neither the necessity nor
the intention to liquidate it.

(4)  Accounting Period Concept: According to this concept the entire life of
the concern is divided in time intervals for the measurement of profit at frequent
intervals.

(5) Money Measurement Concept: Only those transactions and events are
recorded in accounting which is capable of being expressed in terms of money.
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(6) Cost Concept : According to this concept:

(@ An asset is ordinarily entered in the accounting records at the price
paid to acquire it.

(b) This costis the basis for all the subsequentaccounting for the asset.

(7)  Matching Concept: In determining the net profit from business operations
all cost which is applicable to revenue of the period should be charged against
that revenue.

(8)  Accrual Concept: This concept helps in relating the expenses to revenue
for a given accounting period.

(9) Realization Concept: According to this concept, revenue is recognized
when sale is made and sale is considered to be made when a goods passes to the
buyer and he becomes legally liable to pay for it.

(10) Verifiable objectivity Concept: This concept means that all accounting
transactions that are recorded in the books of accounts should be evidenced and
supported by business documents.

Conventions: Accounting conventions are of following types:-

(1) Convention of Disclosure: According to this convention accounting
reports should disclose fully and fairly the information they purport to represent.
The information which are of material interest to proprietors.

(2) Convention of Materiality: The accountant should attach importance to
material details and ignore insignificant details.

(3) Convention of Consistency: This convention describes that accounting
principles and methods should remain consistent in order to enable the
management to compare the results of the two periods. These principles should
not be changed year after year.

(4) Convention of Conservatism: According to this convention, in the books
of accounts all anticipated losses should be recorded and all anticipated gains
should be ignored.
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Chapter-2

Accounting Standard

Q.1.Define Accounting Standards and discuss important features of AS-I, AS-9,
AS-14, AS-20.

Ans.: Accounting Standard: Accounting standards are the policy documents
issued by the recognized expert accountancy body relating to various aspects of
measurements, treatment and disclosure of accounting transactions and events.

AS-I : Disclosure of Accounting Policies : The standard issued by Accounting
standard Board (ASB) deals with the disclosure of significant accounting policies
followed in preparing and presenting financial statements. Such disclosure would
facilitate a meaningful comparison between financial statements of different
enterprise. Following points are considered in this disclosure:

Going concern, consistency and accrual have been generally accepted as
fundamental accounting assumptions.

The accounting policies refer to the specific accounting principles and the
methods of applying those principles adopted by the enterprise in the preparation
and presentation of financial statements.

The areas in which different accounting policies may be adopted are :-

e Methods of depreciation, depletion and amortization.

e Valuation of Inventories, Investments, Goodwill, fixed assets.

e Treatment of Contingent liabilities, retirement benefits.

e The basis for the selection of accounting policies is that they should
represent a true and fair view of the state of affairs of the enterprise.

e Prudence, Substance over form and Materiality are the major consideration
governing the selection of accounting policies.

e Any change in an accounting policy which has a material effect should be

disclosed and the significant accounting policies should normally be
disclosed in one place.

AS-9: Revenue Recognition: Revenue recognition is mainly concerned with the
timing of recognition of revenue in the statement of profit and loss of an
enterprise. The amount of revenue arising on a transaction is usually determined
by agreement between the parties involved in the transaction. The statement is
concerned with the bases for recognition of revenue in the statement of profit and
loss account of an enterprise.
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The statement is concerned with the recognition of revenue arising in the course
of the ordinary activities of the enterprise from:-

e The sale of goods;
e The rendering of services; and

e The use by others of enterprise resources yielding interest, royalty and
divided.

Sale of Goods : A key criterion for determine when to recognize revenue from a
transaction involving the sale of goods is that the seller has transferred the
property in the goods to the buyer for a consideration. The transfer of property in
goods, in most cases, results in or coincides with the transfer of significant risk
and rewards of ownership to the buyer.

Rendering of Services: Revenue from service transaction is usually recognized
as the services is performed, either by the proportionate completion method or by
the completed service method

I. Proportionate completion method: - Performance consists of the
execution of more than one act. Revenue is recognized under this method
would be determined on the basis of contract value, associated costs,
number of acts or other suitable basis.

Il.  Completed service method: - Performance consists of the execution of a
single act. Revenue is recognized when the sale of final act takes place.

The use by others of Enterprise Resources Yielding interest, Royalties and
Dividends.

I. Interest accrues (for the use of cash resources) is recognized on the time
basis determined by the amount outstanding.
Il.  Royalties accrue (for the use of know how, patents, trade marks) in
accordance with the terms of relevant agreement.
[1l.  Dividends — rewards (from the holding of investment in shares) is
recognized when a right to receive payment is established.

Recognition of revenue requires that revenue is measurable and that at the time
of sale of goods, or the rendering of services it would not be unreasonable to
expect ultimate collection.

AS-14 : Accounting for Amalgamations (Come into effect from 1 -4-1995):
This Statement deals with accounting for amalgamations and the treatment of any
resultant goodwill or reserves. This statement is directed principally to companies
although some of its requirements also apply to financial statement of other
enterprise.
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The following terms are used in this statement with the meaning specified :-

a. Amalgamation means an amalgamation present to the provision of the
companies act 1956 or any other statute which may be applicable to
companies.

b. Transferor Company means the company which is amalgamated into
another company.

c. Transferee Company into which a transferor company is amalgamated. An

Amalgamation may be either: (a) in the nature of merger, or (b) in the
nature of purchase.

In case of an amalgamation in the nature of merger following conditions should
be satisfied:-

a. All assets and liabilities will be the assets and liabilities of Transferee
Company.

b. Share holders holding not less than 90% of the face value of the equity
shares of the transferor company will be the shareholder of Transferee
Company.

c. Payment will be made in equity shares to the equity share holders except
cash may be paid in respect of any fractional shares.

d. Business of the transferor company will be continued by the Transferee
Company.

e. Book values will be same in the books of Transferee Company.

When any one or more above conditions are not satisfied, an amalgamation
should be considered to be an amalgamation in the nature of purchase.

For an amalgamation in the nature of merger, pooling of interest method is
applied and for an amalgamation in the nature of purchase — purchase method is
applied.

AS-20: Earning Per Share (Come into effect from 1 -4-2001) : It is mandatory
in nature, from that date, in respect of enterprise whose equity shares are listed
on a recognized stock exchange in India.

The objective of this statement is to prescribe principles for the determination and
presentation of earning per share which will improve comparison of performance
among different enterprises for the same period and among different accounting
periods for the same enterprise. An enterprise should present basic and diluted
earnings per share on the face of the statement of profit and loss for each class of
equity shares that has a different right to share in the net profit for the period.
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(A) Basic Earning per Share: Basic earnings per share should be calculated
by dividing the net profit or loss (after deducting preference dividend and any
attributable tax there to) for the period, attributable to equity share holder by the
weighted average number of equity shares outstanding during the period.

(B) Fair Value per Share: Fair value per share is calculated by adding the
aggregate fair value of the shares immediately prior to the exercise of the rights
to the proceeds from the exercise of the rights, and dividing by the number of
shares outstanding after the exercise of the rights.

(C) Diluted Earning per Share: For the purpose of calculating diluted earning
per share, the net profit or loss for the period attributable to equity share holders
and the weighted average number of shares outstanding during the period should
be adjusted for the effects of all dilutive potential equity shares.



7 Biyani’s Think Tank

Chapter-3

Issue and Forfeiture of Shares
Q.1.Give the definition of A Company?

Ans.: A company is an association of persons who agree to contribute money to
the equity shares for the purpose of employing it in a business. A company is a
creation of law and is called an artificial person, having a corporate legal entity
and a common seal.

Q.2.What is a Share? Explain the types of Shares.

Ans. Share: The capital of a company is divided into units of small
denominations; each such unit is called a share.

Types of Shares : A public company can issue only two types of shares :-
(1) Preference shares (2) Equity Shares

(1) Preference Share: Preference share is one which carries the following two
preferential rights:-

a. Inrespect of payment of dividends.
b. Inreturn of capital if the company being wound up.

Types of Preference Shares:

()  Cumulative Preference Shares: These are those shares on which arrears
of dividend accumulate which could not be paid due to insufficient profits in any
year.

(i)  Non-Cumulative Preference Shares: These shares do not have the
privilege of accumulation of the unpaid or arrears of dividends.

(i)  Participating Preference Shares: Shares, which carry the right left after
paying preference and equity dividends.

(iv) Convertible Preference Shares: Shares, which can be converted into
equity shares after a particular period.

(v)  Non-Convertible Preference Shares: Shares, which don’t carry the right
of conversion into equity shares.

(vij Redeemable Preference Shares: Shares, the capital of which is refunded
by the company after a specified duration.



Corporate and Financial Accounting 8

(vii) lrredeemable Preference Shares: The capital of which can not be
refunded before winding up of the company.

(viii) Non-Participating Preference Shares: Shares which do not carry the
right of sharing in the surplus left after paying equity dividend.

(ixX) Cumulative Convertible Preference Shares: Which are cumulative as
well as convertible having both the rights.

(2) Equity shares: They are such shares which carry no special rights as
regards receipt of dividends and return of capital at the time of liquidation.
According to sec. 5(2) of companies Act, 1956, equity shares are those which are
not preference shares.

Q.3.Explain the meaning of Share Capital and Its Categories.
Ans.: Share Capital: Capital raised by the company from issue of shares.

(1) Authorized Capital: This is the maximum limit of capital which is
authorized to raise.

(2) Issued Capital: It is that part of authorized capital which the company has
issued to the public.

(3) Subscribed Capital: It is that part of the issued capital which is actually
subscribed by the public.

(4) Called Up Capital: It is that amount on the shares subscribed, demanded
from the public by the company.

(5) Paid-Up Capital: The part of called-up capital which is actually paid by
shareholders.

(6) Reserve Capital: The company may decide by passing a special resolution
that a portion of the uncalled amount shall not be called up by the company except
in case of winding up or liquidation. This is called reserve capital.

Q.4. Explain the Accounting Treatment in case of Issue of Shares.

Ans. A company can issue shares in two ways - (i) for cash and (ii) for
consideration other than cash. These shares may be issued at par or at premium
or at discount.

Accounting Entries for Issue of Shares :
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1. Issue of shares for cash consideration:-

(A) Shares Payable in Lump-Sum : When shares are issued at nominal value

payable full in a single instatement, the shares so payable are said to have been
issued in lump-sum.

(B) Share Payable in Installments: Where a company does not require the
iImmediate use of all proceeds from share issue, the shares are issued as payable
in installments. Shares are said to be at par when they are issued at a price equal
to the face value (nominal value).

1. On Receipt of Application money
Bank A/c Dr. With  actual money
To Share Application Alc received on applications
2. On acceptance of applications for
Allotment: Share Application A/c  Dr. With actual money due
To Share Capital A/c on shares allotted
3. On making allotment money due:
Share Allotment Alc Dr. With money due on
To Share Capital Alc allotment
4. On receipt of allotment money
Bank A/c Dr. With money received on
To Share Allotment Alc allotment.
5. On making the first call
Share First Call Alc Dr. With first call money due
To Share Capital Alc
6. On receipt of first call
Bank Alc Dr. With money received on
To Share First Call Alc first call

Note : Similar entries will be made for the second or third calls through share
second call account and share third call account respectively.

e Calls in Arrear: Some shareholders fail to pay the amount due on allotment
and/or calls on the share hold by them. Such unpaid amount on account of
one or more installments is called calls in arrear unpaid calls.

Entry: It is not mandatory to maintain a separate account for calls in arrear.
When a separate account is opened in such a case following entry will be
made:-

Calls in Arrear Alc Dr.
To Share Allotment A/c
To Share I/ll/Final Call A/c
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Interest at the rate not exceeding 5% per annum shall be charged for the period
from the date fixed for payment to the date of actual payment.

e Calls in Advance : Any amount received from a share holder in excess of the
amount due is called “Calls-in-Advance”.

Entry :

Bank Alc Dr.
To Calls in Advance A/c

(with the amount received in advance)

The amount received in respect of future calls shall be adjusted when the call
received in advance is made due.

Calls in Advance A/c Dr.
To Particular Call Alc

Table (A) of Companies Act, 1956, interest at the rate of 6% per annum may be
allowed to the shareholders.

e Issue of Shares at Premium: Share are said to be issued at a premium when
they are issued at a price higher than the face value. The excess of issue price
over the face value is called as the amount of securities premium. It is shown
on liabilities side of B/S under the heading of “Reserve and Surplus.”

(i)  For transferring money to Capital A/c -
Share Call Alc Dr. (Particular call)
To Share Capital A/c (Amount of Capital)
To Securities Premium A/c (Amount of Premium
(i)  On receipt of full amount including premium -
Bank A/c  Dr. (Amount received)
To Share (Particular) Call A/c

e Issue of Shares at Discount: Shares are said to be issued at discount when they
are issued at a price lower than the face value. It is treated as a loss of capital
nature -
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(1)  On allotment money being due -
Share Allotment A/c Dr.  (Actual amount due)
Discount on Shares A/c  Dr. (Discount on issue)
To Share Capital A/c (Total amount)
(i)  On allotment money received -
Bank A/c Dr.
To Share Allotment A/c
(Allotment money received excluding discount)
(i)  On writing off the amount of discount — (every year)
Securities Premium/ P&L Alc Dr.
To Discount on issue of share Alc
1 Issue of shares for a consideration other than cash

It is not necessary to issue the shares only for cash. Sometimes a company issue
fully paid shares for consideration other than cash, in the following cases:

(1) Issue of shares to Promoters: Promoters are the persons who have formed
the company and brought it into existence. For the services rendered by them they
may be issue shares by the company. The entry would be made:

Goodwill A/lc Dr.
To Equity or Preference Share Capital A/c
(For equity or preference shares issued to its promoters)

(2) Issue of shares for Purchases of Assets: Sometimes a company purchases
some assets and makes the payment to vendor in fully paid shares. Such shares
may be issued at par, or at premium, or at discount. The Journal entries to be made
are as under:

1. When Asset is purchased:

Sundry Asset A/c Dr. (With the Purchases price)
To Vendor's Alc (With the Purchases Price)

2. (@ Onissue of shares to vendors at par:

Vendors A/cDr.  (With the Purchase Price)
To Share Capital A/c (Nominal value of Shares)
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(b)  Onissue of shares to vendors at premium:

Vendors A/c Dr. (With the Purchase Price)
To Share Capital A/c (With the Nominal Value of Shares)
To Security Premium A/c (With the Amount of premium)

(c) Onissue of shares to vendors at discount:

Vendors Alc Dr.  (With the Purchase Price)
Discount on issue of share Dr.  (With the nominal value of shares)
To Share Capital a/c

Q.5. What is meant by Forfeiture of Shares? Explain the Accounting Treatment
of Forfeiture of Shares and their Reissue?

Ans.: Forfeiture of Shares: Forfeiture of shares means the cancellation of
allotment to defaulting shareholders (who has fail to pay one or more installment)

and to treat the amount already received on such shares as forfeited.

Accounting Entries on Forfeiture of Shares:

Condition Journal Entry Amount
Forfeiture of | Share Capital Alc Dr. | Called up amount
shares issued | To Share Allotment A/c Arrears on allotment
at par To Share First Call Alc Arrears on | call

To Share Second Call Alc Arrears on Il call
To Share Forfeited Alc Amount received on
these shares
Forfeiture of| Share Capital A/c Dr. | Called up amt. for capital
shares issued| Securities Premium A/c Dr. | Called up amt. for
at  premium premium
which  also| To Share Allotment A/c Arrears on Allotment
remains To Share First Call Alc Arrears on | call
unpaid To Share Call Alc Arrears on Final call
To Share Forfeited A/c Amount received on these
shares
Forfeiture of| Share Capital Alc Dr. | Amount called up
shares issued | To Share Allotment Alc Arrears on | Allotment
at  premium| To Share First Call Alc Arrears on | call
which iIs| To Share Second Call Alc Arrears on final call
received To Share Forfeited Alc Amount received on
shares forfeited excluding
Premium
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Forfeiture of | Share Capital A/c Dr. | Amt. called up with disc.
shares issued | To Disc. on Issue of Share Amount of Discount
at discount To Shares Allotment Arrears on Allotment
To Shares First call A/c Arrears on | call
To Shares Second call Alc Arrears on |l call
To Share Forfeiture Alc Amount received on
shares forfeited.

Reissue of Forfeited Shares : A company can reissue the forfeited shares (being
the property of the company) in accordance with the provisions contained in the
articles of company. The maximum amount of discount which may be allowed
on reissue is as -

()  When shares were originally issued at par or at premium —the amount
credited to forfeited shares account.

(i)  When shares were originally issued at discount:- amount credited to
forfeited share account plus the amount of original discount.

Entries for Reissue of Forfeited Shares:

Condition Journal Entry Amount

Reissue at par Bank A/c Dr. |Actual amount received
To Share Capital A/c Called up amount

Reissue at Bank Alc Dr. |Total amount received

premium To Share Capital Alc Amount credited as paid
To Securities Amount of premium
Premium A/c

Reissue at Bank A/c Dr. |Amount received

Disc. originally  |Share Forfeited A/c Dr. |Discount on reissue

issued at par or |To Share Capital A/c Amount credited as paid

at Premium

Q.6) Write short notes on the following :-
(1) Use of amount of premium

(2)  Over-subscription of shares

(3)  Under subscription of shares

Ans.: (1) Use of amount of premium : According to section 78 of the companies
Act, 1956 :-
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(1  To issue fully paid bonus shares to the members
(i)  To write off preliminary expenses of company

(i)  To write off the expenses or the commission paid or discount allowed on
the issue of shares or debentures of the company.

(iv)  To provide premium on redemption of preference shares and debentures of
the company.

(v)  To utilize at the time of buy-back of shares.

(2) Over Subscription of shares: Shares are said to be over-subscribed when
the number of shares applied for is more than the shares offered for the issue.
Board of directors may make the allotment of shares as under in case of over-
subscription:-

()  Pro-rata or proportional allotment to all the applications. Excess money
received is not refunded but retained and of adjusted towards sums due for
allotment.

(i)  Some of the applicants may be rejected fully while remaining applicants
be allotted shares in full. In such a case, the application money to non allottees is
refunded along with a letter of regret.

(3) Under Subscription:- Share are said to be under-subscribed when the
number of share applied for is less than the number of shares offered.
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Chapter-4
Issue of Debentures

Q.1. Define the meaning of Debentures and its various types.

Ans.: Debentures: A debenture is written acknowledgement of debt by a company
under its common seal, generally secured by floating change on company's
assets. Interest is paid to debenture holders at a fixed rate at regular intervals.

Types of Debentures:

(@) Registered Debentures: Debentures which are transferable only by transfer
deed.

(b) Bearer Debentures: Debentures which are transferred by mere delivery and
the company does not keep the record of debenture holders.

(c) Redeemable Debentures: Debentures which are redeemed after specified
period of time.

(d) Irredeemable Debentures: Such debentures are payable after a long period
of time (not pre decided) or on winding up of the company.

(e) Convertible Debentures: Debentures which are convertible into shares or
new debentures.

() Non-Convertible Debentures: Debentures which can not be converted into
shares or new debentures.

(9) Secured or Mortgage Debentures: Debentures which are secured on
particular assets or on general assets of the company.

(h) Unsecured or Naked Debentures: The debentures which are not secured
on any asset.

(i) Zero Interest Debentures: Debentures on which no interest is paid by the
company. Such debentures are either issued at heavy discount or such
debentures are converted into equity shares offered at low rate.

Q.2. Explain the issue of Debentures as Collateral Security.

Ans.: A collateral security is an additional or secondary but contingent security
for the performance of an obligation. Sometime, a company deposits its
debentures as additional security to secure loan from the bank. So the debentures
are deposited to provide security for the loan. There are two methods of dealing
with such debentures in the books of accounts of the company:-
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First : In this method no entry need to passed, entry is passed only for taking a
loan and on liabilities side of balance sheet a note is given below the loan that the
loan is secured by the issue of debentures.

Second :
(i)  Onissuing the debentures as collateral security -
Debentures suspense A/c Dr.
To % Debentures Alc
(i)  On repayment of loan -
Debenture Alc Dr.

To Debenture Suspense Alc

Q.3. Distinguish between Share and Debenture.

Ans.: Difference between Shares and Debentures

S.No. Shares Debentures
1. Share is a part of Capital Debenture is an acknowledgment
of debt

2. Share holders are owners of the | Debenture holders are creditors of
company the company.

3. Dividend is paid on shares if Interest always paid whether profit
company earns profit or loss to company

4. On liquidation shareholders are | On liquidation Debenture
paid after debenture holders holders are paid before shareholder

Q.4. Explain the Accounting Treatment of Issue of Debentures according to the
condition of Redemption.

Ans:
Condition On Receipt of Allotment of Debentures
Application
Debentures Bank Al/c Dr. | Debenture Application Alc Dr.
issued at par and| To Debenture To Debentures Alc
to be redeemed Application Alc
at par
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Debentures Bank A/c Dr. Debenture Application A/lc  Dr.

Issued at par To Debenture Loss on issue of Debenture A/c

and to be Application Alc | Dr.

redeemed at To Debentures A/c

premium To Premium on Redemption of
Debentures A/c

Debentures Bank Alc  Dr. Debenture Application Alc  Dr.

issued at To Debenture Loss on issue of Debenture Alc Dr.

premium and Application Alc To Debentures Alc

redeemable at To Securities Premium

premium To Premium on Redemption of
Debenture Alc

Debentures Bank A/c  Dr. Debenture Application Alc  Dr.

issued at To Debenture Loss on issue of Debenture Alc Dr.

Discount and
redeemable at
Premium

Application Alc

Disc. on issue of Debenture A/c Dr.
To Debentures Alc
To Premium on Redemption of
Debenture Alc

Note : Loss on issue of debentures = premium payable on redemption.
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Chapter-5
Redemption of Preference Shares

Q.1. What are Redeemable Shares? Discuss the different methods of redeeming

the redeemable preference shares. Also give necessary journal entries under each
method.

Ans.: Redeemable Preference shares are those shares, the capital of which is
refunded by the company after a specified duration. The redemption of such
shares is made in accordance with the provisions of section 80 of the companies
Act.

Preference shares can be redeemed when they are fully paid up. In case a
company has partly paid preference shares, it must see that they are made fully
paid up before they are redeemed.

Accounting of Redemption of Preference shares: The preference shares can be

redeemed by the following methods, according to the provision of section 80 of
companies Act :-

(1) Redemption Out of Profit

(2) Redemption Out of Fresh Issue of Shares

(3) Redemption Out of Profits and Fresh Issue of Shares
(4) Redemption by Conversion

(1) Redemption Out of Profits : When company is redeeming the preference
shares out of profits which are otherwise available for distribution of dividend,
the accounting entries will be as follows :-

()  On Redemption of Preference Shares :

Preference Share Capital A/c  Dr. (Face value)
Premium on Redemption of Preference Shares A/c Dr. (Premium payable)
To Preference Shareholders A/c (Being Preference share capital transferred)

(i)  Write Off of Premium Payable on Redemption:

Securities Premium A/c Dr. ( First Preference)
Revenue Profit A/c Dr. ( Second preference)
To Premium on Redemption of Preference Shares A/c
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(i)  Transfer to Capital Reserve Account :

Revenue Profits A/c Dr.
To Capital Redemption Reserves A/c

(Being amount transferred according to section 80 of the companies Act.)
(iv) On Payment :

Preference Share Holders A/c  Dr.
To Bank Alc
(Being payment made on redemption)

(2) Redemption Out of Proceeds of Fresh Issue : When a company is
interested to redeem the preference shares out of proceeds of fresh issue the all
above entries mentioned in (1) will be passed except amount transferred to capital
redemption reserve account. In addition, the entries for fresh issue of shares will
be passed.

(3) Redemption Out of Profits Available for Dividend and Proceeds of
New Issue of Shares : In that case, accounting will be same as above (1) and (2).
Here the total of the amount transferred to CRR (Capital Redemption Reserve)
and proceeds of fresh issue excluding securities premium should no be less than
by the nominal value of redeemable preference shares. Entries will be as follows:-

()  First following entries for the issue of new shares will be passed :-

(@ Bank Alc Dir.
To Share Application A/c (Application money on shares received)

(b) Share Application A/c  Dr.
To Share Capital A/c (Amount transferred to share capital on allotment)

(i)  Redemption Out of Profits :

General Reserve AlcorP & L Alc  Dir.
To Capital Redemption Reserve Alc

(Amount transferred to capital Redemption Reserve)
(i)  Provision for Premium on Redemption :

P & L A/c or General Reserve A/c or Securities Premium A/c  Dr.
To Premium on Redemption of Preference shares A/c

(Provision made for Premium on Redemption of preference shares)
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Redeemable Preference Share Capital A/c Dr.
Premium on Redemption of Preference Shares A/c Dr.
To Preference Share Holders A/c

(Being Amount transferred to preference shareholder A/c)

Preference Shareholder A/c Dr.
To Bank Alc

(Being payment made)

(4) Redemption by Conversion of Shares : Company can convert the
preference shares into equity shares new preference shares or debentures if
articles permit. In this method of Redemption first of all number of shares to be
issued will be calculated by dividing the amount payable to preference
shareholders by the issue price of shares or debentures to be issued on conversion,
then following entries will be passed:-

Preference Share Capital A/c  Dr.
Premium on Redemption A/c  Dr.

To Preference Share Holders A/c
(Being amount transferred to on redemption.)

Preference share holders A/c Dr.
To Equity Share Capital A/c

To Preference Share Capital A/c

To Debentures A/c

(Being Preference Shares converted)

(If redeemed at premium)
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Chapter-6
Redemption of Debentures

Q.1. What are different method of Redemption of Debentures? Explain with
Accounting entries.

Ans.: The following are the important methods of redemption of debentures :-

(1) By payment in one lump sum
(i)  Out of capital or issue of new debentures or shares
(i)  Out of accumulated profits

(20 By annual drawings

(3) By purchase in open market, and

(4) By conversion in shares and Debentures

(1) By Payment in One Lump-Sum

(i) Redemption Out of Capital: When the amount of debentures to be
redeemed is small, this method of redemption out of capital is followed. In this
method company issue new shares or debentures for making arrangement of
funds for redemption. Journal entries for issuing shares and debentures will be
passed as discussed earlier.

Journal entries for redemption are as follows :-
Redemption at par:
Debentures A/c  Dir.

To Bank A/c (Debentures redeemed at par)
Redemption at premium:

1)  Debentures A/c  Dr.

Premium on Redemption Of Debenture A/c Dr.
To Bank
2)  P&L or Securities premium A/c
To Premium on Redemption of Debentures A/c

(Premium on redemption of Debentures written off)
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Redemption at discount:
1)  Debentures Alc  Dr.
To Bank Alc

To Profit on Redemption of Debentures A/c

(Debentures redeemed at discount)
2)  Profit on Redemption of Debentures A/lc  Dr.
To Capital Reserve A/c (Profit on redemption transferred)

(i) Redemption Out of Profits : When adequate amount of profits is
transferred from P&L AJc to the debenture redemption reserve account, at the
time of redemption of debentures. Such redemption is known as redemption out
of profits. In addition to the entries explain in case of redemption out of capital,
the following entry is passed every year for the transfer to redemption reserve.

Profit & Loss Appropriation A/c Dr.
To Debenture Redemption Reserve A/c
(Annual Installment transferred)

Note: A Company has to create DRR in case of Issue of debenture with maturity
of more than 18 month, equivalent to 50% of the amount of debenture issue before
debenture redemption commences).

This reserve is transferred to General Reserve after the redemption of debentures
is completed:-

Entry :
Debenture Redemption Reserve (DRR) A/c  Dr.
To General Reserve Alc

(Balance of debenture redemption fund transferred to general reserve after
redemption)

(2) Redemption by Annual Drawings: If debentures are to be redeemed by
Annual drawings the debentures for redemption are selected by lottery or
drawings. Debenture account is debited with the amount of face value of
debentures and debenture holder account is credited. On actual payment
debenture holders account is debited and Bank account is credited.
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(3) Redemption of Debentures by Purchasing in Open Market: If a
company has right to purchase its own debentures under the terms and conditions
of issue, then the company may purchase its own debentures for :-

()  Direct Cancellation (i) for investment in debentures

(i)  Purchase of Own Debentures for Cancellation: Following entry will be
passed :-

Debentures A/c  Dr.
To Bank Alc

To Profit on Redemption of Debentures A/c (Own debentures cancelled by
purchases in the open market) This profit is capital profit and transferred to capital
reserve.

(i) Purchase of Company's Own Debentures for Investment: When
adequate additional funds are accumulated in the company; which are not
deployed profitably the company may purchase its own debentures so that interest
payable on such debentures may be saved. This decision will be taken by
company if its debentures are available in open market at discount:-

(A) Journal Entry for Purchase of Own Debentures:
Own Debentures Alc Dr. (with the purchase price)
To Bank A/c
(B) Resale of Own Debenture kept for Investment at a Profit :
(@ Bank Alc Dr.
To Own Debentures A/c
To Profit on Resale of Own Debentures Alc
(b) Incase of loss, “Loss on Resale of own debenture A/c” will be debited.
(C) Cancellation of  Own Debentures kept for Investment (at a Profit) :
(@ Debentures A/c  Dr.
To Own Debentures Alc
To Profit on Cancellation of Own Debentures A/c

(b) Incase of loss, loss on cancellation of own debentures A/c will be debited.
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(4) Redemption of Debentures by Conversion: Redemption by conversion
means redeeming the debentures by converting them into new class of debentures
or shares:

The following entries are passed :-
(i)  Debentures A/c  Dr.
To debenture holders A/c

(Transfer of the balance of debentures to debenture holder on
conversion)
(i)  AtPar:
Debenture Holder A/c  Dr.

To Share Capital A/c or To New Debenture A/c or To Bank  Alc
(Debentures converted and paid off at par)
At Premium
Debenture Holder A/c  Dr.
To Securities Premium A/c
To Share Capital A/c or To New Debentures A/c
At Discount:
Debenture Holders A/c  Dr.
Discount on Issue of Share A/c Dr.
Discount on Issue of Debenture A/c  Dir.

To Share Capital A/c or To New Debentures A/c

(Debentures converted into shares and debentures at discount)

Q.2. Explain Redemption of Debentures by Creative Sinking Fund. Also show
the Accounting Entries.

Ans.: Debentures has to be redeemed after the expiry of specified period. If
proper provision is not made, then there will be no strain on working capital and
the company may face liquidity crises.
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Par collecting funds for redemption of debenture a sinking fund is created by
making a charge against divisible profits. Every year an equal amount is debited
to P&L Appropriation Account and simultaneously credited to sinking fund
account. The amount so appropriated is invested outside the business in
marketable securities.

Sinking fund may be of the following two types : -

(1) Cumulative Sinking Fund : When the amount appropriated is allowed to
accumulate at a compound interest, so as to generate the amount required to
redeem debentures on the date of redemption, it is called cumulative sinking fund.

Journal Entries :
At the End of First Year :
()  Amount to be Appropriated Annually Out of Profits :
Profit & Loss Appropriation Alc Dr.
To Debentures Sinking Fund A/c
(Annual sum transferred to debenture sinking fund A/c)
(i)  Amount to be Invested :
Debenture Sinking Fund Investment A/c Dr.
To Bank Alc
After First Year :
()  Interest on Investments :
Bank A/c  Dr.
To debenture sinking fund A/c
(Interest received on Sinking fund Investment A/c)
(i)  Annual Installment to be Appropriated :
Profit & Loss Appropriation A/c Dr.
To Debenture Sinking Fund A/c
(i)  Annual Installment & Interest Invested :
Debentures Sinking Fund Investment A/c  Dr.
To Bank Alc
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Last Year (When Debentures are to be Redeemed) :
(i)  Interest of Accumulated Investment Received :
Bank A/lc  Dr.
To Debenture Sinking Fund A/c
(i)  Transfer of Annual Installment :
Profit & Loss Appropriation A/c Dr.
To Debenture Sinking Fund A/c
(i)  Sale of Sinking fund Investment :
Bank A/lc  Dr.
To Debenture Sinking fund investment A/c
(iv)  Profit on Sale of Investment :
Debenture Sinking Fund Investment A/c Dr.
To Debenture Sinking Fund A/c
In case of loss reverse entry will be passed :-
(v)  Payment of Debentures :
Debentures A/c  Dr.
To Bank Alc
(vi) Balance of Sinking Fund Transferred :
Debenture Sinking fund A/c  Dir.
To General Reserve A/c

(2) Non-Cumulative Sinking Fund : Under this method of Sinking fund, the
amount is appropriated when there are adequate profits. The amount so
appropriation will be uniform each year.
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Chapter-7
Acquisition of Business

Q.1. what do you understand by ‘“Purchase Consideration”? How is it
ascertained? What journal entries are passed in the books of Purchasing Company
for the purchase of business and payment of purchase consideration?

Ans.: Purchase Consideration: Whenever any running business is purchased by
any newly established company it is known as “Purchase of Business”. The
concern selling its business is known as ,,Vender™. The amount paid by purchaser
to vendor in consideration of purchase of business is known as purchase
consideration.

Ascertainment of Purchase Consideration: It can be decided by following two
methods:-

(1) Net Payment Method: According to this method purchase consideration is

equal to amount paid by purchaser in consideration of purchase of business which
also includes shares or debentures issued by purchasing company.

(2)  Net Assets Method: If no purchase consideration has been decided between
purchaser and seller or only a part of it has been decided, then purchase
consideration can be decided by net assets method.

Computation of Net Assets: Total of assets of vendor taken over at revalued price
(If revalued price is not given then book value) less total of Liabilities of vendor
taken over at revalued price (If revalued price is not given then book value.)

Calculation of Value of Good will or Capital Reserve :
Goodwill = Purchase Consideration — Net Assets
Capital Reserve = Net Assets — Purchase Consideration

Note: Either there will be goodwill or capital reserve, both cannot arise in the
same question.

Journal Entries in the Books of Purchaser when Assets & Liabilities are
Purchased:

Sundry Assets A/c Dr. (Show each assets separately)

To Sundry Liabilities A/c (Show each liability separately)

To Vendor’s A/c (By purchase consideration) (Sundry assets and liabilities taken
over)
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Note : If total of Debit side is less, balance amount will be shown in the debit side
as Goodwill. If total of Credit side is less balance amount will be shown as capital
reserve in credit side.

Final Amount is paid to Vendor :
Vendor’s A/c Dr. (By purchase Consideration)
To Equity Share Capital A/c
To Preference Share Capital A/c
To Debentures Alc
To Bank Alc (Purchase Consideration discharged)

If there is any delay in payment to vendors, interest will be paid to vendors and
following entry will be passed :-

Interest to Vendor A/c  Dir.
To Bank Alc
(Being interest paid for delay in payment of)

Q.2. What would be accounting treatment if purchasing company collect sand
pays the amount of debtors and creditors respectively of vendor?

Ans.: Following entry will be passed when amount is recovered from debtors or
vendors :-

() CashAlc Dr. (Net amount realized)
To Vendor's Adjustment Alc
Note : No entry will be passed for discount or bed debts of Vendor.

(i)  Following entry will be passed when any amount is paid to creditors of
Vendors :

Vendors Adjustment A/c Dr. (Total amount paid)
To cash Alc
(i) If any commission is accrue for providing such service :
Vendors Adjustment A/c Dr.

To Commission A/c
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(iv)  For making final payment to Vendors :-
Vendors Adjustment A/c Dr.
To cash Alc

Q.3. What is “Profit Prior to and Post Incorporation”? Explain the method of
ascertaining them.

Ans.: According to the companies Act, 1956 a company comes into existence
only from the date on which certificate of incorporation is obtained by it. If any
company has purchased a running business and certificate of incorporation is
obtained later on, then profit earned till the date of such certificate will be known
as profit prior to ,,incorporation” rest of the profit will be known as profit of post
incorporation.

Profit prior to incorporation is a capital profit and transferred to capital reserve.
If it is a loss it can be transferred to goodwill account.

Steps to Ascertain Profit Prior To and Post Incorporation :

(i)  Atfirst, Trading Account will be prepared to ascertain gross profit for the
period. Trading account is prepared for whole of the year, the word ,,for the period
ending"™ will be used instead of for the year ending. So, Trading Account may be
prepared for a period less than of more than 12 months.

(i)  Time ratio will be determined between profit prior to incorporation and
post incorporation. All expenses shown in P&L account related to time such as
rent, salary, insurance premium, depreciation etc. will be apportioned on the basis
of time ratio.

(i)  Sales ratio will be determined on the basis of sales prior to incorporation
and post incorporation. Gross profit for the period will be apportioned on this
basis. All expenses related to sales such as advertisement expenses, commission,
expenses on agents, bad debts, packing expenses etc. will be apportioned on this
basis.

(iv)  Some expenses are of different nature which can neither be apportioned on
time basis nor it can be apportioned on sale basis. Such expenses can be
apportioned as follows:

a)  Some expenses are related to post incorporation period only e.g. vendor is
an individual or firm then salary to owner, interest on capital, drawing etc. are
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purely expenses of prior period and no part of it will be apportioned to post
incorporation period.

b)  Some expenses are related to post incorporation period only e.g., purchases
Is company and vendor is not a company then interest on debentures, directors
fee, share transfer fee (income) and amortization of preliminary expenses relates
to post incorporation. No part of it can be charged against profit prior to
incorporation.

Note: In case vendor and purchaser both are company Ltd. Then it cannot be said

that expenses relates to post incorporation period only. So, in that case such
expenses related to company form should be apportioned on time basis.

c) For some type of expenses, specific information is provided either directly
or indirectly. In such a situation expenses should be apportioned accordingly.

After following steps aforesaid steps profit & loss account is prepared in
columnar form. Two columns are prepared for the pre-incorporation items and
post incorporation items. All the pre- incorporation items and past incorporation
items will be shown in these two columns separately. The difference of debit and
credit side will be the net profit or loss prior to incorporation and post
incorporation. Pre-incorporation profit is revenue profit and post incorporation
profit is capital profit
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Chapter-8
Underwriting of Shares and Debentures

Q.1. What do you understand by Under Writing Agreement?

Ans.: Underwriting of shares and debentures is an agreement between company
and a person or a group of persons to provide guarantee that in case shares or
debentures are not fully subscribed by the public they will purchase balance of
shares and debentures.

Q.2. Describe the following

(A)  Sub-Underwriting Agreement (B)  Pure Underwriting
(C) Firm Underwriting (D) Partial Underwriting
Ans:-

(A)  Sub-Underwriting Agreement: If underwriters feel that there is big risk
in underwriting of particular company then they can transfer such risk to other
person by sub-under writing agreement.

(B) Pure Underwriting : In this type of agreement liability of underwrites will
arise only if issue of shares or debentures is under-subscribed.

(C) Firm-Underwriting : In well established companies, underwriters are
interested to get some shares or debentures of company in addition to commission
even if issue is oversubscribed. In firm underwriting, under-writers will definitely
get shares as agreed between company and underwriters.

(D) Partial underwriting : In such underwriting, underwriters make
agreement for part of issue of debentures and shares.

Q.3. What is maximum rate of Underwriting Commission on shares and
debentures as per Companies Act?

Ans.: According to section 76 of the companies Act, 1956 commission can not
exceed 5% of issue price of shares. In case of debentures, commission can not
exceed 2.5% of issue price of debentures.
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Q.4. How liability of Co-Underwriters will be determined in case of Joint
Underwriting?

Ans.: Liability of each underwriter will be decided by following steps :-

(i) At first, shares or debentures of each underwriters as per agreement is
mentioned in each column in a table.

(i)  Marked shares of each underwriter will be deducted out of shares as per
agreement.

(i)  Unmarked shares will be deducted in proportion of benefit of unmarked
shares given to each under writer or the proportion for which under writing
agreement is signed.

(iv)  Incase of firm under writing, underwriters shares can be treated as marked
or unmarked. If nothing is given in this regard, such shares can be treated as
marked shares.

(v)  If after deducting marked or unmarked shares balance liability of under
writer is negative, then this negative balance will be apportioned to other under-
writers in the ratio of their liability for which underwriting agreement was signed
or any other given ratio.

(vi)  After adjustment of negative balance liability of each under writer is known
as net liability.

(vii) In underwriters agree to take shares of firm underwriting in addition to

under writing shares then in last, shares of firm under writing will be added in net
liability. It is known as gross liability of each underwriter.

Q.5 Explain the Accounting Treatment for Under Writing in the books of
Company and Underwriters?

Ans.: Following entries will be passed on in the books of company for under
writing -

()  For Under Writing Commission :
Underwriting Commission A/c Dr.

To Underwriter's Alc
(Underwriting commission due to underwriters.)

(i)  To Issue Balance Shares to Underwriters :
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Underwriter’'s A/c Dr.
To Equity Share Capital A/c
(Shares allotted to underwriters under underwriting agreement)
(i)  To Receive Final Payment :
Bank A/c  Dr.
To Underwriter's Alc
(Final payment received from underwriters)

Note : If there is no liability of underwriter to purchase shares or amount of
commission exceeds amount of gross liability, then following entry will be
passed.

(iv) To Make Final Payment :
Underwriter's A/c Dr.
To Bank Alc
(Final payment made to underwriter.)
(v)  To Write Off Commission Account :
Reserve/Securities Premium/ P&L Alc Dr.
To underwriting commission A/c (Commission Account written off)
Accounting Treatment in the Books of Underwriter :
Journal Entries :
(1) For Underwriting Commission :
X Company A/lc  Dir.
To Underwriting Commission A/c (Commission due from X Company)
(2) For Share Received From Company :
Shares/Debentures (Investment) in X Company A/c Dr.
To X Company A/c (at issue price only)
(Balance shares received from X Co.)
(3) To Transfer Commission into Share Account :

Underwriting Commission A/c Dr.



Corporate and Financial Accounting 34

To Shares/Debentures (Investment) A/c
(Commission transferred into shares account)
(4) To Make Final Payment :

X Company Alc  Dir.

To Bank Alc

(Final payment made to company)

(5)  When Underwriters are not Liableto  take Shares
and Commission is Received :

Bank A/c  Dr.
To X Company Alc
(Commission received from Company)

Note : If amount payable on shares is less than commission then also this entry
will be passed for the balance of amount.

(6) To Close Commission A/c when it is not Transferred to Share A/c:
P&L Alc  Dr.
To Underwriting Commission A/c (Commission transferred to P&L A/c)

ooao
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Chapter-9
Final Account of Companies & Managerial Remuneration

Q.1 What do you understand by Final Accounts of a Company?

Ans.: To show the profit earned during the year and financial position of company
at a particular date. It is compulsory for a company to prepare Profit and loss
account and Balance Sheet — called at the end of the year as per section 209 of
the Indian Companies Act, 1956. Such accounts are called final account of a
company.

Q.2. What is Managerial Remuneration?

Ans.: The remuneration given to managerial persons including director,
managing director, manager for their services is called managerial remuneration.

Q.3. Discuss the Provisions of Companies Act, 1956 regarding Managerial
Remuneration.

Ans.: The remuneration to directors is governed by the section 198 and 309 of the
companies Act. The amount of remuneration is to be determined by the articles
or by a resolution passed by the company in the general meeting of shareholder
or by a special resolution if the articles so required.

A whole time or managing director or manager may be paid remuneration by way
of monthly pay and /or by way of specified percentage of net profits of the
company.

Managerial Remuneration - Maximum Limits :

(A) For Companies Having Profit :

() | Overall (excluding fees for attending 11% of net profit in all
meeting)

(ii) | If there is one whole time/ Managing 5% of Net profit
director/ manager
(iii)| If there are two or more whole time 10% of Net profit in all
directors including managing director
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(iv)| Remuneration to part time directors:

e If there is no managing or whole
time director in the company

e |f there is a managing or whole
time director

3% of net profit in all

1% of net profit in all

(B) For Companies Having No Profit or Inadequate Profit : In case the
company has no profits or its profits are inadequate it may pay remuneration to
managerial person as per the following option given in schedule XII of companies
Act, 1956, based on effective capital of the company:

| Option Il Option
Where the Effective Capital of Monthly. Monthly.
Company is Remuneration | Remuneration
Shall Not Shall Not
Exceed (Rs.) Exceed (Rs.)
(i) >Rs. 1 Crore 75,000 1,50,000
(i) 1 Crore < Amount < 5 Crore 1,00,000 2,00,000
(i) Rs.5 Crore < Amount<Rs. 25 crores 1,25,000 2,50,000
(iv) Rs. 25 crores < Amount <Rs. 50 crores 1,50,000 3,00,000
(V) Rs. 50 crores < Amount <Rs. 100 crores 1,75,000 3,50,000
(vi) Rs. 100 crores <Amount 2,00,000 4,00,000

Working note:-

(1) Calculation of Effective Capital : Add :

Add:
I. Total Subscribed Capital
il. Balance of Securities Premium A/c

lii. Reserve and Surplus (Except Revaluation Reserve)

iv. Long Term Debt
v. Deposits (Due after one year)

Total :

Less :

()  Total Investments (Except Investment in Shares,
Debentures and Other Securities in case of a

Investment Company)
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(i)  Accumulated Loss and Preliminary Expense not
Written Off

Total :

(2) Computation of Profit for the Purpose of Managerial Remuneration

(U/s -349, 350 & 351)

Profit as per Profit and Loss Account (as Company) prepared by the
Add :

(@ For Debit Side of P&L Account (if debited) -

I. Managerial Remuneration (not Fees)
ii. Provision for Tax, Super Tax, Corporate Tax
ii.  All Capital Expenses and Losses
Iv. Written Off of Fictitious Assets
v. Ex Gratia Payment to Workers
vi. Provisions (if it is more than the requirement)
vii. All Reserves
viii. Dividends and Tax on Dividend (Paid or Proposed)

(b) For Credit Side of P&L Account (if not credited)
Subsidies and Bounties

Less :
All Capital Profits (if credited P&L Account
Total :
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Chapter-10
Disposal or Appropriation of Profits

Q.1. What is meant by Divisible Profits?

Ans.: Divisible profits are those profits of the company out of which the company
has the legal right to distribute and pay the dividend.

Q.2. Give journal entries of Declaration and Payment of Dividend.
Ans.: Journal Entries for Declaration and Payment of Dividend :

(i)  Entry on recommending or proposing dividend by directors at the time of
preparation of final accounts :

Profit & Loss Appropriation A/c Dr.
To Proposed Preference Dividend Alc
To Proposed Tax on Preference Dividend A/c
To Proposed Equity Dividend A/c
To Proposed Tax on Equity Dividend A/c
(Proposal for declaration of dividend)

The balance of both of the proposed accounts will be shown under the heading
“current Liabilities & Provision” in the balance sheet.

(i)  Dividend accepted by the shareholders in Annual General Meeting:

Proposed Preference Dividend A/c Dr.
Proposed Tax on Preference Dividend A/c  Dr.
Proposed Equity Dividend A/c Dr.

Proposed Tax on Equity Dividend A/c Dr.
To Preference Dividend Alc
To Tax on Preference Dividend A/c
To Equity Dividend Alc
To Tax on Equity Dividend A/c (Dividend accepted by the shareholders)

(i)  To open a separate bank account for the payment of divided :

Dividend Bank Alc Dr.
To Bank A/c (Being separate bank A/c for payment of dividend)
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(iv)  Issue of dividend warrants on special Bank account :

Preference Dividend A/c Dr.
Equity dividend A/c Dr.
To Dividend Bank A/c (Dividend warrants issued for payment)

(v)  On payment of tax to Government :

Tax on Preference Dividend A/c Dr.
Tax on Equity Dividend A/c Dr.
To Bank A/c (Being tax deposited in Govt. treasury)

(vi)  After expiry of validity of dividend warrant, on the basis of information
from the bank, regarding non-payment of dividend :

Dividend Bank A/c Dr.
To Unclaimed Dividend A/c

(Dividend not claimed transferred to unclaimed Dividend A/c)

(vii) After expiry of validity period of dividend amount, a new bank account
will be opened by the amount of dividend not claimed:-

Unpaid Dividend Bank A/c Dr.
To Dividend Bank Alc

(Amount deposited in new bank account as required by Section 205(A) (i) of
companies Act)

Note : Unclaimed Dividend Account will be shown in the Balance sheet at
liabilities side under the head current liabilities and provisions in part “A".
Similarly unpaid Dividend Bank Account will appear at assets side under the head
“Current Asset™, loan and advances™ in part “A”.

(viii) Issue of new or fresh dividend warrant on request :
(They can be issued upto 7 years from the date of declaration of dividend)
Unclaimed Dividend A/c Dr.

To unpaid Dividend Bank A/c (Being unclaimed dividend paid)

(ix)  After expiry of 7 years from the date of declaration of dividend, the balance
in unpaid dividend Bank AJ/c will be transferred to investor Education and
protection fund :

Unpaid Dividend A/c  Dr.
To Unpaid Dividend Bank A/c
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(Being dividend not claimed transferred to investor education and protection fund
after 7 years)

Q.2. What are Bonus Shares? In what circumstances should Bonus Shares be
iIssued? What Accounting Entries are passed for Bonus? Discuss the guidelines
of SEBI for Bonus Shares.

Ans.: Bonus Shares : If Company issues fresh shares without charging anything,
these shares are called bonus shares.

Circumstances for Issuing Bonus Shares :
(i)  When the amount of accumulated profits and reserves becomes very large.

(i)  When the rate of dividend of the company is much higher than normal rate
of dividend, then to make the rate of dividend equivalent to normal rate of
dividend.

(i)  When the market value of Shares rises so high that sale and purchase of
shares is not conducted normally.

Guidelines for Issue of Bonus Shares : The securities and Exchange Board of
India (SEBI) by an order on 27th January, 2000 issued the following guidelines
for issue of bonus shares:-

(1)  No Company shall, pending conversion of FCDs/PCDs issue any by way
of bonus unless similar benefit is extended to the holders of such FCDs through
reservation of shares in proportion to such convertible part of FCDs or PCDs.

()  The shares so reserved may be issued at the time of conversion of
debentures on the same terms on which the bonus issues were made.

(i)  The bonus issue is made out of free reserves.

(iv) Revaluation Profits cannot be used to provide bonus shares.

(v)  The bonus shares can not be issued, in lieu of dividend.

(vi)  The existing shares capital must be fully paid up at the time of bonus issue.

(vii) No bonus can be take up till the full payment of arrears of interest
outstanding, repayment of installment on debentures and or on fixed deposits.

(viii) No bonus can be made if the company has defaulted in respect of the
statutory payment to employees.

(ixX) After declaration of bonus the shares must be issued within 6 months.
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(x)  Bonus can be issued only if it is provided in Articles of Association.

(xi) If the authorized share capital is increased because of bonus shares, a
resolution must be passed in the meeting of shareholders regarding increase in
authorized capital.

Accounting Treatment for Bonus Issue : The following entries will be passed
regarding bonus issue :-

(i)  If declaration of bonus is proposed out of current year's profits :
(@  On making proposal regarding bonus :

Profit and Loss Appropriation A/c  Dr.
To Proposal Bonus to Shareholders A/c

(proposal made for the declaration of bonus)
(b)  On approval of the proposal regarding bonus in the general meeting :

Proposed Bonus to Shareholders A/c Dr.
To Bonus to Shareholders Alc

Note : If bonus is proposed out of past years profit or from reserves or from other
reserves, there is no need to put a proposal.

(i)  Directly in the meeting of shareholders the proposal will be accepted or
rejected. If proposal accepted the entry will be :

General Reserve Alc Dr.
Other Free Reserve A/c Dr.
Securities A/c Dr.

Capital Redemption Reserve Alc Dr.
To Bonus to Shareholders A/c (Bonus from reserves being approved)

Payment of Bonus :
(1) By making partly paid-up shares fully paid :

()  Share Final Call Alc Dr.
To Share capital A/c (Share Final call money due)

(i)  On utilizing the amount of bonus :

Bonus to Shareholders A/c Dr.
To Share Final Call A/c (Bonus applied towards share call)
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(2) To issue fresh fully paid-up bonus shares to the shareholders free of cost :
(i)  Ondeclaration of bonus share :

P&L Appropriation A/c or General reserve A/c Or Capital Redemption Reserve
Alc Dr.

Securities Premium A/c Dr. Or Capital Reserve Alc Dr.
To Bonus to Shareholders A/c (Bonus declared out of ......... )
(i)  Onissue of bonus shares at par :
Bonus to Shareholders A/c Dr.
To Share Capital Alc (...... Bonus shares issued at par)
(i)  On issue of Bonus shares at premium :
Bonus to Shareholders A/c Dr.
To Share Capital A/c

To Securities Premium A/c (Bonus Shares issued at premium)

Q.3. Explain the term Capitalization of Profits. Give four example of Capital
Profit.

Ans.: The process of increasing of the paid up share capital by reducing the
balance of profit and reserves is called capitalization of profits.

Examples of Capital Profit :

(1)  Profit Prior to Incorporation
(i)  Securities Premium

(i)  Profit on Reissue of Shares
(iv) Revaluation of Profits

(v) Capital Redemption Reserve
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Chapter-11
Valuation of Goodwill

Q.1. Describe the concept of Goodwill.

Ans.: Goodwill is the value of the reputation of the firm judged in respect of its
capacity to bring in, unaided profits. Goodwill is an asset that cannot be seen but
can be imagined. Hence it is known as an “intangible asset.”

Q.2. What are the bases of Valuation of Goodwill? Explain

For the valuation of Goodwill the following Profits are calculated -
(1) Actual Average Profit or Future Maintainable Profit

(2)  Super Profit

Ans.: (1)  Calculation of Actual Average Profit : It can be calculated by using
the following three steps :

Step -1 : Calculation of Adjusted Profit : Rs.
Net Profit Before Tax XXX
Add :
Abnormal Expenses & Losses (If debited in P&L A/c) XXX
Less :
Abnormal Income and Profit (If credited in P&L A/c) XXX
Preference Share Dividend XXX
Provision for Taxation XXX
Provision for Bad and Doubtful Debt XXX
(Due to Accounting Error)
Income from Non-Trade Investments XXX
(If Unequal Income in Every Year)
Adjusted Profit XXX

Step Il : Calculation of Average Profit :

Total adjusted profit of given number of year

Simple Average Profit =
Number of years
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If past adjusted profit show any trend of raising or falling then weighted average
profit will be calculated.

Total Product of Profits & Weights
Total of Weight

Step 11 : Calculation of Actual Average Profit or Future Maintainable Profit

Weighted Average Profit =

Rs.
Average Profit XXX
Add :
(i)  Expenses that will not incur in future XXX
(i)  Income and Profit that will arise in future XXX
(i)  Savings in depreciation due to decrease in value
of Fixed Assets XXX
XXX
Less :
(i)  Expenses that will incur in future XXX
(i)  Income and profit that will not arise in future XXX
(i)  Fair remuneration of the owner XXX
(iv)  Income from non-Trading Investment XXX
(v)  Additional depreciation on increased value of assets XXX
(vi)  Provision for bad debts in future XXX
Future Maintainable Profit or Actual Average Profit XXX

(2)  Super Profit :
Super Profit = Actual Average Profit — Normal Profit

To calculate normal profit - (a) Average capital employed, and (b) Normal rate
of return is computed. These can be calculated as follows :-

(A) Capital Employed = Total of Assets — Outside Liabilities
To calculate the total of assets the following points should be kept in mind :-

(b) Fixed assets and intangible assets will be taken at their realizable value
otherwise at book value.

(c) Fictitious assets and goodwill given at cost will not be included.
(d) Non-trade investments will not be taken. Average Capital Employed :

Average Capital Employed can be calculated by following three formulae:
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Opening Capital Employed + Closing Capital Employed
2

(i

1
(i)  Opening Capital Employed + 2 of current years profit after tax &
preference dividend

1
(i) Closing Capital Employed — 2 of current years profit after tax &
preference dividend

(B) Normal Rate of Return : The rate of earnings which normally applies in
similar concerns or which is expected by the investor to apply in similar concern
Is known as normal rate of return.

Q.2. Explain the various methods of Valuation of Goodwill.

Ans.: There are three methods of valuation of goodwill, the selection of method
will depend on the circumstance of a particular business.

(1) Year's Purchase Method : This method is based on the assumption that
the buyer of business will earn certain amount of profit or super profit during the
life time of business. So he must pay some of the years profits as goodwill to the
seller.

Goodwill = Future Maintainable Profit or Actual Average Profit X Number of
years (2 or 3)

Or Goodwill = Super Profit X Number of year (4 to 5)
Goodwill = Normal Capital Employed — Actual Capital Employed
(2) Capitalization Method :

(i)  Capitalization of Super Profit Method : According to this method it is
estimated that how much capital will be required to earn super profit at a normal
rate of return or profit.

S Profit
Value of Goodwill = uper Proji X 100

Normal rate of return

(i) Capitalization of Average Profit : In this method first average profit is
capitalized at normal rate of return. This is known as normal Capital Employed

Actual Average Profit

Normal Capital Employed = X 100
Normal rate of return




Corporate and Financial Accounting 46

Then value of goodwill will be calculated as follows :-
Value of Goodwill = Normal Capital Employed — Actual Capital employed

(3)  Annuity Method : According to this method the goodwill will be equal to
the amount of present value of future super profits because one has to pay

goodwill today but the amount of super profit will be earned in future. In this way
loss of interest can be compensated.

Value of Goodwill = Super Profit X Present value of Rs. 1

Present value of Rs. 1 received annually for “n” year = 1(1/(1+r))"/ r

Here r = rate of interest, n = number of years.
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Chapter-12
Valuation of Shares

Q.1. Under which circumstances valuation of Shares is needed?
Ans.: The Shares of a Company are to be valued at different occasions. Such as:

()  When shares of one class are to be converted into shares of another class.

(i)  When shares want to take loan against the shares.

(il) When shares are to be bought and sold.

(iv) When companies are amalgamated and a new company is formed. The
new company is to exchange the shares with the shareholder of old
companies on the basis of value of shares.

(v)  When one or more existing companies are purchased by another existing
company.

(vi) Acquisition of interest of dissenting shareholders under a scheme of
reconstruction.

(vil) When government wants to compensate the shareholders on the
nationalization of a company.

(vii) When shares of a company is not quoted in stock exchange and holder
Is interested to value them or wants to dispose them.

Q.2. What do you understand by Valuation of Shares? Discuss the different
methods of Valuation of Shares.

Ans.: Generally investors invest in the shares of a company after confirming :-

()  Whether his investment in shares will be safe or not; and (ii) whether he
will receive a fair return by fixed amount or not. To get the reply of these
questions investors value the shares and then think to investment. For this purpose
the shares can be valued by the following methods :-

(1) Net Assets Valuation Method : Under this method of valuation, it is
ascertained that what amount of assets is available with the company for every
share, so this method is known as “Assets backing Method.” Also known as “Net

Assets Method” and “Balance sheet Method” and “intrinsic value method” or
break up value method.”

Following procedure will be adopted to value the shares by this method :-

Calculation of Net Assets :
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Net Assets = Total Realizable value of assets — total outside liabilities
Note :

()  Realizable value of fixed assets is not given then written down value will
be taken.

(i)  Intangible assets will be considered if realizable value is given.

(ii1)  Investments (whether trading or not-trading)  will  be considered at
their present value.

(iv)  The current assets will be considered after providing for bad debts and
probable loss.

(v)  Fictitious assets will not be considered.

Alternative Method : The value of net assets can also be ascertained on the basis
of liabilities side of balance sheet.

Share Capital XXX
Reserve and Surplus XXX
Profit on Revaluation XXX
Excess of Provision for Taxation XXX
Excess of Workman's Compensation Fund XXX
XXX
Less : Fictitious Assets XXX
Loss on Revaluation XXX
Contingent Liabilities XXX XXX
XXX

Calculation of Value Per Share :
(A)  When Capital Structure of Company Consists of equity share Capital only:-

Case (1) : When normal value of all equity shares is equal and fully paid up:

Value of Net Assets
No.of Equity Shares issued by the Company

Value per Equity Share =

Case (2) : If the capital structure of company consists equity shares of different
nominal value of shares:

Proportionate net asset of a particular category

Value per share = _
No.of equity shares of same category
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(B) If capital structure of the company consists of both (Equity and preference
shares) type of shares : -

(1) When preference shareholders are having both preferences for
payment of dividend and payment of capital :-

Value per Equity Share = Net Asset - (Preference share capital + Arrears of
Preference share Dividend)/ No. of preference shares

(i) If Preference Shares are having the preference as regards capital only

Net Assets - Preference share Capital

Value per Equity Share = .
No.of Equity shares

Preference Share capital

Value per preference Share =
No of Preference shares

(i) If Preference Shares are having the preference regards dividend
only:-

Value per Equity Share =

Net Assets - Arrears of preference share dividend

No.of Equity shares + No.of preference Shares
Value per preference share=

Arrear of preference share dividend s

Value per Equity Share +
P quity No.of Preference share

(iv) If preference share are not having any preference by the articles,
therefore the per share value for equity share and preference will be:-

Net Assets
No.of Equity Shares + No.of Preference share

Value per share =

Note : In (iii) and (iv) above, the same formula will be used, when the face value
and paid up value of equity shares and preference shares is same. If the paid up
value is different, the net assets will be distributed between the preference shares
and equity shares in their paid up value ratio and then the such proportionate net
assets will be divided by the number of shares of particular category.

(2) Yield Valuation Method : In this method the value of share is based on
income received (Dividend) or receivable. To value share by this method, one of
the following basis may be used :-
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(@  Onthe Basis of Dividend Rate : Investors who are in minority interested in
investing the amount for short period, give weight to the dividend that will be
provided by the company in near future. The following formula will be used
to value the share:

Rate of Dividend X Paid Up Value Per Share
Normal Rate of Return

Value per Equity share =

Explanation of the terms used in above formula :-

Amount of Dividend X 100
Total paid up capital

(1  Rate of Dividend =

(i)  Normal Rate of Return = Normal rate of return means the return that is to
be earned by the company engaged in similar business.

(b) On the Basis of Expected Rate of Return : Generally companies do not
distribute the whole of the profit as dividend to shareholders and hence the value
of the share should be based on rate of earning.

Expected Rate of Return X 100

Normal Rate of Return

Value of Equity Share =

Here the Expected Rate of Return will be calculated as :-

Profit available for equity shares X 100

Expected Rate of Return = ; ; ;
Paid up Equity share Capital

(c) On the Basis of Earning Capacity or Actual Rate of Return : When amount
is invested for a long period, or a huge amount is invested the share should be
ascertained on the basis of earning capacity of the company.

Actual Rate of Return X Paid up value per share

Value per equity share =
Normal Rate of Return

The actual Rate of Return can be ascertained by the following formula:-

Profit Earned X 100
Net Capital Employed

Actual Rate of Return =

In above formula we have to ascertain :-

(i)  Profit Earned : The term “Profit earned” means the “Profit before interest,
transfer to reserve & preference share dividend but after tax.”

(i)  Net Capital Employed :



51 Biyani’s Think Tank

Net Capital Employed (Assets Approach) = Fixed assets (At revalued Price or at
W.D.V.) + Trade Investment +Current Assets — Current Liabilities

Net Capital Employed (Liabilities Approach) = Equity share capital + Preference
Share Capital + Reserve & Surplus + Debentures + Long term Loan — fictitious
Assets —Non trade investment +Revaluation Profit — Revaluation Loss

Q.3. Write Short notes on the followings-

(1) Fair Value of Shares

(2) Value of Shares in case of Bonus Shares
(3) Valuation of Rights

Ans.: (1)  Fair Value of Shares : Fair value of share means the average of
intrinsic value of share and yield value of share. Formula :-

Intrinsic Value per Share + Yield Value per Share
2

Fair value per Share =

(i)  Intrinsic Value per Share is the value of share based on the Net Assets
Method.

(i)  Yield Value per Share is the value of share based on dividend, expected
rate of return and earning capacity of the concern.

(2)  Value of Shares in case of Bonus Shares : After bonus issue the number of
shares will increase in company’s books but net assets remains same. So, the
intrinsic value of share is reduced.

Net Assets (Existing Equity Fund)

Value per Share = : -
No.of Shares (including Bonus Shares)

(3) Valuation of Rights : As per section 81 of the companies Act, 1956,
provides that if a public company increase its paid up capital by issuing new
shares within a period of 2 years from its incorporation or within one year of first
allotment of shares, whichever is earlier, the existing shareholders have a right to
purchase the new equity shares from the company. If such shares are knows as
Right shares, and this Right is known as “Right of Pre-emption”.

The transfer of shares may be of 2 types as following :-

()  Ex-Right : The value of right excluded in the market value of share because
the existing shareholders have a right to purchase the right share.
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(i)  Cum-Right : The value of right included in the market value of share,
because the purchaser have a right to purchase the right shares.

No.of Right Shares X (Market Price - Issue Price)
No.of Existing Shares + No.of Right Shares

Value of Rights =
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Chapter-13

Insurance Claims

Q.1. - What do you mean by average clause? Explain with example.

Ans: Average clauses appear in insurance policies of all types of assets. So, for
example, you are insuring your house and you tell the insurer its value, which
forms the sum insured under the policy. The premium is based on the declared
value and will be lower than what it should be if the true value was given.

Q.2.- What is the formula of average clause?

Ans: If the policy has already been taken for an amount equivalent or more as per
requirement then Average clause is not applicable. However, if the policy is less
than the required amour policy that should have been taken then average clause
will be applicable. In the event of Average clause being applicable, amount of
claim is calculated in the following manner:

Application of Average Clause

Loss of Profit X Value of Policy

Amount of Claim = :
Policy to be taken

NOTE
Policy to be taken = Adjusted Annual Sales x Gross Profit Rate

Loss of profit = Short sales x Rate of Gross Profit

Q.3.- Explain the accounting for insured loss in the books of insured?

Ans: The actual loss to insured and amount of claim admitted by insure may be
differ from each other. The accounting entries regarding to loss of assets, loss of
store, loss of profit in the books of insured will be as follows:

Accounting entries in this connection will be made as under
(1) Transfer of loss of stock into Trading a/c

Destroyed Stock a/c Dr.
Damaged Stock a/c Dr.
To Trading a/c
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(Value of stocks lost taken into Trading a/c.)
(2) Onclaim accepted by Insurance Company

Insurance Company a/c Dr.
To Destroyed Stock a/c
To Damaged Stock alc
(Claim admitted by Insurance Company.)

(3) Onsale of damaged stock

Bank/Cash a/c Dr
To Damaged Stock a/c (Damaged stock sold.)

(4) The Profit/Loss on sale of damaged stock will be Transferred to P. & L. a/c
/Statement of Profit & Loss.
(5) Claim regarding fixed assets accepted e.g., Plant, Furniture Building etc.

Insurance Company a/c Dr.
To Building a/c
To Plant a/c
To Furniture a/c
(Claim admitted by Insurance Company for Fixed Assets.)

If there is any difference between the value of assets & accepted claim then
profit/loss will be transferred to P & L a/c / Statement of Profit & Loss.

(6) For loss of profit: claim accepted by Insurance Company

Insurance Company a/c Dr.
To Profit & Loss a/c (Related to current year)
To Profit & Loss Suspense a/c (Related to next year)
(Claim of loss of profit admitted by Insurance Company.)

(7)  On Fire Expenses incurred:

Fire Expenses a/c Dr.
To Bank a/c (Fire Expenses paid.)

(8) On receipt of amount of claim from Insurance Company:

Bank a/c  Dr.
To Insurance Company a/c

(Amount of claim received from insurance company.)
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Chapter-14
Hire Purchase Accounts

Q.1.- Explain Hire Purchase System?

Ans: In the area of business vendors sell goods on hire purchase to increase their
sales besides cash also. Hire purchase system is a converted form of credit sales.
In hire purchase the purchaser after raking delivery of goods makes his payment
in periodical instalments. Till the payment of the last instalment the ownership of
the goods remains with the vendor. All instalments paid up to the last instalment
are considered as rent and the purchaser gets the ownership on the goods after the
last instalment is paid.

Transactions for goods sold and purchased through hire purchase are governed
by "Hire Purchase Act 1972. The Hire Purchase Act 1972 was made effective
from 1 September, 1973. However, by a Gazette notification dated 30th August,
1973, the implementation of the Act has been postponed. According to this Act
Hire Purchase Agreement means an agreement through which the goods are given
by the vendor to the purchaser on rent and the option of buying the goods is
subject to the conditions vested in the agreement.

For this the purchaser has to pay agreed periodical instalments and he gets the
ownership of the goods only after the last instalment is paid. The Purchaser can
terminate the agreement at any time before the last instalment is paid. In such a
case the vendor can take the goods back and the instalment paid by the purchaser
will be forfeited, considering it as rent for use of property.

Definition of Hire Purchase: Different scholars have defined hire purchase
accounting system in the following words:

(1) According to J.R. Batliboi, "Under the hire purchase system, goods are
delivered to a person who agrees to pay the price of goods to the owner by equal
periodical instalments, such instalments to be treated as hire of these goods until
a certain fixed amount has been paid, when these goods become the property of
the hirer"

(2) According to Carter, "Hire purchase system is a system in which price of
the goods is to be paid in periodical instalments for the purpose of purchases, until
last instalment is to be paid, each paid instalment is treated as hire"
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Q.2.- Explain Characteristics of Hire purchase System?
Ans: Characteristics of Hire Purchase System

(1) Handing over of goods: In hire purchase agreement the vendor hands over
goods after agreement is done on rent to the purchaser.

(2) At the time of hire purchase agreement, the purchaser deposits an agreed
amount in the form of Down payments.

(3) Right of forfeiting the Instalment and taking the goods back: On default in
paying. the instalment by the purchaser the vendor has the right to forfeit the
instalments paid considering them as rent and with that the vendor has. a right to
take the goods back.

(4) Getting the ownership of the goods and termination of Agreement: In hire
purchase the vendor is bound to sell goods whereas, the purchaser is not bound
to purchase them. It depends on his choice, if he so wants then he can pay all the
instalments and get the ownership of the goods or during the course of the
agreement return the goods and terminate the agreement.

(5) Transfer of ownership of goods: Up to payment of total value of goods the

ownership of the goods remains with the vendor. Only on payment of all
instalments the ownership of goods is transferred to the purchaser.

(6) Responsibility for safety of goods: It is the duty of the hire purchaser till
he pays the last instalment to use the goods with caution and protect them.

(7) Goods transferred to Third Party: The hire purchaser does not have the
right to sell or pledge the goods till the last instalment is paid. However, the
purchaser can with the permission of vendor transfer goods to a third party.

(8) Repair etc. responsibility of the vendor: Till the last instalment is paid the
responsibility of repair and maintenance of the goods is of the vendor, if the
purchaser has used the goods with care and caution.

Q.3.- Explain the treatment of Provision for Unrealized Profit in the books of Hire
Vendor?

Ans: In the hire purchase system if the total value of goods sold is realized in the
same accounting year, then it is treated like credit sale and then the profit earned
on that sales is taken in Profit and Loss account of same year. In case the period
of instalments to be received is more than one year then it will not be appropriate
to consider it as sale in that year in which the hire purchase transaction takes
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place. So as per realization concept a provision should be made for unrealized
profit in relation to outstanding cash price. The amount of provision is calculated
as follows in each year:

Outstanding Cash Price

Provision for unrealized profit = : x Total Profit
Total Cash Price

Total Profit = Total Cash Price - Cost Price

Provision for unrealized profit is only made when instalments are payable in more
than one year and in the question cost price of the goods are given. In the formula
total profit means excess of cash price over cost price of goods sold. Provision
for unrealized profit is made only in books of vendor and amount of this provision
Is shown in Balance Sheet after deducting amount realized from hire purchaser.

Entries regarding provision for unrealized profit

In First Year:

Profit & Loss a/c / Statement of Profit & Loss Dr.
To Provision for Unrealized Profit a/c

In Successive Years:

Provision for Unrealized Profit a/c  Dir.
To Profit & Loss a/c / Statement of Profit & Loss
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Chapter-15

Instalment Payment Accounts
Q.1.- What is The Meaning of Instalment Payment System?

Ans: The system in which the property in the goods passes to the purchaser
immediately on the signing of the contract and payment is made in instalments is
known as Instalment Payment System. In this system the ownership and goods
both passes to the purchaser immediately on signing of the contract though the
purchaser makes payment in instalments. If the purchaser makes a default in
payment of an instalment, the seller can only sue for the balance of the amount
unpaid together with interest but he cannot repossess the goods.

Q.2.- Explain Characteristics of Instalment Payment System?
Ans: Characteristics of Instalment Payment System:

1. In this system the price of the goods is not paid lump sum but is paid in
periodical instalments.

2. Selling price of the goods is determined by adding interest in the cost price.

3. Amount of instalments and its periodicity is decided at the time or signing
the contract.

4. Delivery of the goods and ownership is transferred to the purchaser at the
time of sale contract.

5. On default in payment of instalments or non-compliance of the terms and
conditions of the contract by the purchaser, the vendor does not have a right of
repossession of goods, he can only sue for the balance of amount due against the
purchaser.

6. Prior to making payment of all instalments the purchaser has right to sell,
mortgage or make alteration in the goods and the other person will have best title
over the goods.

Q.3.- Differentiate between Hire Purchase System and Instalment Payment
System?

AnNs:-
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Basis of Hire Purchase System Instalment Payment System
Difference
Nature of this agreement is of | Nature of this agreement is of
Nature of hire agreement which gets | sale agreement.
converted to sale agreement
contract :
on payment of Final
instalment
Ownership rights are| Purchaser gets right of
Transfer of transferred to purchaser on the | ownership at the time of sale
ownership payment of final instalment. | agreement
On default in payment of | In case of default in payment the
instalments the Hire Vendor | Vendor does not have the right
Rights of can take repossession of goods | to repossess the goods earlier
Vendor sold and forfeit all previous |sold. He can only sue him the
instalments paid by purchaser. | court for the amount due to
him.
Vendor has the right to| Purchaser does nothave the right
. terminate the agreement and|to terminate the agreement or
Rights of repossess the goods but he| returns the goods purchased. He
Purchaser cannot sell or mortgage the | can however sell or mortgage
goods. the goods.
During the hire purchase Repair responsibility is that of
Responsibility | period it isthe responsibility purchaser.
for repairs of the Hire Vendor to repair
the goods.
Till the payment of last| Risk from the very beginning is
_ instalment risk is that of|that of purchaser as such thereis
Risk Vendor as such he can insure | no need of Vendor to insure the
his goods to cover the risk. | goods.
Title of Third Third party cannot get best Third party gets the best
Party title when goods have been title when goods are sold to
sold by purchaser to them. them by the purchaser.
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Chapter-16
Valuation of Inventory

Q.1.-Explain the meaning of inventory?

Ans: Inventories are unconsumed or unsold goods purchased or manufactured.
According to Institute of Chartered Accountants of India (AS-2), "Inventories
mean tangible property held:

()  for sale in the ordinary course of business, or
(i)  in the process of production for such sale, or.

(i)  for computation in the production of goods or services for sale, including
maintenance supplies and consumables other than machinery spares."

Q.2. - Explain the Component of Inventory?

Ans: Inventories are normally classified in the financial statements as current
assets as under:

() Raw Materials;

(i)  Work-in-process;

(i)  Finished goods; and

(iv) Stock of stores and spare parts.

The word 'stores' is used for materials required for consumption by machines,

e.g., Lubricants, cleaning materials, spare parts of machines, waste cloth and
cotton, coal, petroleum or kerosene etc.

Q .3.- Explain various methods of valuation of inventory?

Ans: “The inventories should be valued at the lower of historical cost and net
realizable value." (AS-2)

Historical cost means cost of purchase, cost of conversion and other costs
incurred in a normal course of business in bringing the inventories up to their
present location and condition. Net realizable value is actual or estimated selling
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price in the ordinary course of business less costs incurred in order to make the
sale.

The different bases for valuation of closing stock can be the following:

(i)  Firstin First out Method: The FIFO method is based on the assumption
that the raw materials/goods first received are the first to be issued/sold. The
inventory on a particular date is presumed to be composed of the items which
have been acquired most recently. It is usually found that most firms sell oldest
merchandise first as a protection against deterioration.

(i)  Lastin First out Method: The LIFO method is based on the assumption
that the raw material goods purchased last are the first to be issued/sold. So in this
system inventory consists of items purchased at the earliest cost.

(i) Weighted Average Cost Method: This method is based on this
assumption that once the materials are put into a common bin; they lose their

identity. Weighted average cost is calculated by dividing the total cost of material
in stock by the total quantity of material in stock.

Q.4.- Explain the advantage & disadvantage of FIFO Method?
Ans: Advantages of First in First out Method:

(1) Valuation of closing inventory tends to be nearer to current market prices
since stock is presumed to be consisting of the most recent purchases.

(2) As this method is based on cost, hence no unrealized profit enters into the
financial accounts of the company.

(3) By using this method, valuation of inventory and cost of goods
manufactured are consistent and elastic.

(4) This method is easy to understand and operate, if prices of materials or
goods do not fluctuate.

(5) This method is realistic as it assumes that units sold or issued to production
are in order of their purchases.

The main disadvantages of this method are as follows:

(1) It involves complicated calculations, if there are violent fluctuations of
prices of goods or material purchased and hence increases the possibility of
clerical errors.
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(2) In this method current production is matched with old prices and if the
prices of materials are rising rapidly the current production cost is charged at
lower cost.

(3) Inthe periods of declining prices, under this method cost of goods sold is
charged at higher rate resulting in lower profits.

(4) Comparison between different jobs executed by the concern is rendered
difficult because the prior job might have used the supply of lower priced stock.

(5) FIFO costing is improper if many lots are purchased during the period at
different prices.

This method of valuation of inventory is particularly suitable in the following,
circumstances:

(i)  the size and cost of raw materials units are large,
(i)  materials are easily identified as belonging to a particular purchased lot,

(i)  not more than two or three different receipts of the materials are on hand
at one time,

(iv)  where materials/goods are of a perishable nature,
(v)  the frequency of purchases is not large,

(vi) There are only moderate fluctuations in the prices of materials/goods
purchased.

Q.5.- Explain the advantage & disadvantage of LIFO Method?

Ans: Advantages:

(1) Inthis method material issued are priced at actual cost.

(2) Materials cost is charged to production at the latest prices paid.

(3) It provides a better matching of current costs with current revenues.

(4) Itis generally considered a cheap form of tax avoidance and tax saving by

valuing inventory at beginning of period prices and calculating cost of sales at the
prices of the period.

(5) It produces correct profits or losses and financial position.
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(6) Ina rising market, the gross profit reported is a very low figure because
most recent highest priced purchases are matched against sales revenues. This
implies saving in tax.

(7)  No unrealized profit or loss is usually made by adopting this method since
actual costs are taken into account.

Disadvantages:
The following are the limitations or disadvantages of LIFO method:

(1) Inthis method, the inventory of materials is valued at a price which might
have become out of date when compared with the current inventory prices.

(2) It involves considerable amount of clerical work because of the
complications in calculating prices.

(3)  The profit of a firm can be manipulated with the LIFO method in
operation.

(4) Some business enterprises may not be able to use LIFO on certain jobs
such as the Cost Accounting Standards Boards of U.S.A, does not permit the use
of LIFO for defense contractors.

(5) It is purely a tax-saving device in a rising market. Management may not
accept this method in a falling market.

(6) Current ratio and stock turnover ratio calculated becomes irrelevant and
the balance sheet does not represent true and fair view of financial affairs.

(7) Itis purely a tax-saving device in a rising market. Management may not
accept this method in a falling market.

(8)  Current ratio and stock turnover ratio calculated becomes irrelevant and
the balance sheet does not represent true and fair view of financial affairs.
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UNIT-I/3&T3-1
A Limited has a nominal capital of Rs.2,50,000 divied into 25,000 equity shares of Rs. 10 each.
Out of them, 4,000 shares were issued as fulfy paid to the vendors. 8,000 shares were subcribed

for by the public and during the first year on which Rs. 5 per share were called up. On the 8,000

shares subscribed for by the public; following.

s ffirs Fael @ A 35 € 2,50000 ¥ W F 10 T 25,000 R st F fav 2
sﬁ@4oooqcfmsfwwﬁﬁeﬁﬁﬁﬁﬁamﬁqm 8,000 39 Sl g1 Wiftha T Ty
foq WYy a4 | T 5 dram Ty g 9 @ ofd @ Sl g W 8,000 e & et |

frefefaad gaafyn o< g8 -
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On 6,000 shares the full amount called
On 1250 shares Rs. 4 per shares

On 500 shares Rs. 3 per shares

On 250 shares Rs. 2 per shares

The directors forfeited the 750 shares on which hers than Rs. 4 per share has been paid. Give
the journal and cash book entries to record above transaction and set out the share capital as 1t

would appear in the company balance sheet at the end of the year.

%iam'q'ﬁ'%mﬁvﬁaﬁmmmﬁqmﬁwmmﬁmm-@qmmwmﬁflé}m
wﬁmmwm,maﬂmﬁmvmaﬁ%aﬁﬁM$ﬁ{%ﬁmwﬁ
LRyEel

Or/3tgar

Write short notes on the following :-

(1) Buy-back of shares

(i) D-Mat

(i) IFRS

(iv)  Right share

fefafed W dia feoforal fafaa:-
G) o9 @ e

Gi) €W

(i)  SARTH.ALTH.
(v) &fasR 3w

UNIT-TI/3eTE-11

Three underwritters have signed on underwriting agreement for public issue of 5,00,000
shares of Rajesh limited : X for 3,00,000 shares, Y for 1,25,000 shares and Z for 75,000 shares.
There was an agreement for firm underwriting where company has agreed to allot 40,000 shares
to X, 15,000 shares to Y and 50,000 shares to Z out of the public issue of 5,00,000 shares.
Company received total applications for 3,565,000 shares (including shares of firm underwriting)
againts 5,00,000 shares offered by the company. Out of total applications received the shares
in marked application of underwriters enculding firm underwriting were X 50,000 shares.
Y 100,000 shares, and Z 25,000 shares Determine liability of underwriting if :

(a) As per underwriting agreement firm underwritten share are not considered as good as

marked shares.

(b)  As per underwriting agreement firm underwritten shares are considered as good
good as

marked shares.
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Tw fafe & 500,000 s & wdwtE foim @ fau @@ afawEs @ e e e
‘X' 9 3,00,000 S F Y R 125,000 3t a4 ‘2’ | 75,000 I w1 Gt Foimg §

d ‘X' 7 40,000 3 F ‘Y’ 15,000 ek w1 @@ ‘'z’ A 50,000 HAi w1 wH A fam
Fret g frif f ma 5,00,000 el @q W aifiriaa afea e 3,55,000 @t & faw sEgA-wH
W g ST gR SaAfid S & fow smaea @ (v sifioa @ sifafaa) @ ‘X 50,000 F9, Y
% 100,000 ¥, a1 ‘2’ & 25,000 3N H AEA-v7 fafgd 2
il & Jfae &1 Frafoor Fifs afk:
(a) e wE ® orEr o s siwt w fafed s @ wEE T W Sy
(b) S T & IrER wd sififya e # fafea A s
Or/319al
(a) What do you understand by 'Purchase Consideration' ? How is it ascertained ?
Explain it.
%q Sfawa A o 1 gueR €2 g% 99 fwifa fFa s @2 awemw
(b) On 1st April 2019 Shyam limited had outstanding in its books, 1000; 12% debentures of 500

each. In accordence with the terms of issue of debentures, the directors of the company
purchased 350 its debentures (own) as follows from the open market for immediate

cancellation :

1 31d 2019 # vam fafies =1 T@H ¥ % 500 9 1,000 12% FUYA T 91 HOGT
i &1 vl ® AR Gaersl 4 Freafafe fofadl : g a9R |/ o E 350 RO
a5 fw w1 7 %4 fou:

June -1- 2019, 100 debentures @ Rs. 490 cum-interest

Nov- 1- 2019, 200 debentures @ Rs. 501.25 cum-interst

March- 15- 2020, 50 debentures @ Rs. 492.50 ex-interest

Debenture interest is payable on 30th sep. and 31 march every year. Pass necessary

journal entries for the above transactions.
ofy 99 FHOTE W Ag-aiftE 30 faaEr q9r 31 W @ 29?1 3H Faenl & fou Aavas
e wfafear s
UNIT-I/ZE-111
Explain in brief,
(a) Intreim dividend
(b)  Final dividend
(c) Bonus

(d)  Participating peference shares
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=+t wugmgw?

(1) s=fm
(2) 3f<m wrww
(3) =9

(4) wEwr qEifysr 3w
Or/31941

The followings is the profit and loss statement of CAD Ltd. for the year ending 31 March 2019,
31 7 2017 F T W QA 96 @ fer e fafrre w1 aw-wl FE TR 8

Statement of profit and loss of CAD limited :

For the year ended as at 31, march, 2019
Figures for the year ended as at

Particulars

(i) INCOME 31/03/2019
Gross profit (sales less cost of sales) 40,25,365
Rent Recovered for staff Quarter 35,335
Transfer Fees 750
Discount 1500
Profit on sales of plant and Machinery 25000
(sales consideration Rs. 57000-WDV Rs. 32000) W

(ii) EXPENSES
Adminsitrative exp 6,25,750
Selling Expenses 3,32,250
Contribution to charitable instituations 32,000
Interest on debentures 4,00,000
Depreciation (as per income tax rules) 3,37,500
Directors fees 32,500
Managerial Remuneration Paid 500,000

(Rs. 4,60,000 to managing Director and Rs. 8000 to each of five part time directors)

Total W

K-179/1138-1 4



(iii)  Profit before tax (I-IT) 18,27,950
Less : Prouision for tax 4,00,000

(iv) Profit After tax 14,27,950

Statement showing appropriations of profit :

Profit After tax for the year 14,27,950
Add balance of profit brought forward

From last year » 5,02,337
Total m
Less Appropriation :

Transfer to sinking fund 300000

Transfer to General Reserue 400000 700000
Balance of profit carried to blancesheet 1230287

Additional Information:
(i)  Original cost of plant and machinerey sold was Rs. 50,000

(ii) The company got subsidy during the year from the crownment Rs. 3,350,00 but
remained unrecorded in the books of accounts

(iii) Depreciation on Fixed assets as per schedule IT to the companies Act-2013 was, Rs.5,72000
as stated above that company has one Managing Director and Five part-time Directors
and that Rs. 4,60,000 were paid to Managing Director and Rs. 8000 to each of the part
time directors. Calculate their remuneration by applying maximum permissible

limits and state the amount payable to or recoverable from managerial personnel.

arfaftam gaemd

(i) e 7 Wi 5 &= T 2, @ awafaw @ s 50,000 @

(if) mﬁmﬁmss,oooWmﬁmﬁaﬁ%%mmwwﬁﬁm
@ T ® ™™

(iii) FrA AU, 2013 F SR 0F SR T9 . 5,72,000 o1 W F 790 T fe
mﬁmwﬁwaﬁamm%mmmﬁmopm
mm@uﬁm&mmah#amaﬁasooomﬁ%mmﬁmwuw

aﬁﬁmmﬁumﬁmmvﬁmaﬂmmwmmmawmmm
91 ot wiEfas &t i FaEw
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UNIT-IV/3aTE-IV
Suresh and Mahendra are equal patners in a firm. They are interested to sell the bussiness. The
price offerred by Raman ltd. is 25,00,000. They are interested to calculate the value of bussiness
on the basis of the following information. Kindly assist then aduise the price offerred by Raman

Ltd. is adequate or not.

T 3R R @ B § 0 B GERR ) 3 Frefafed g ® STHR W SAEEd AT S| ST
e E T L 3 T 2500000 F W S §1 a9 I weww g oE f g S
FIMd @iE © T Tw

Balance Sheet as at 31.03.2019

Liabilities Rs. Assets Rs. Amount
Crditores 500000 Bank 3,20,000
Profit and loss A/C 500000 Trade investment 1,55,000

Capital : Suresh 12,00,000 Sundary debtors 12,50,000
Mahendra 800000 stock 625000
Machinary 2,50,000
Buiding 4,00000

'30,00,000 30,00,000

All asstes are worth their book values except machinery and building, there are presently
marketable at Rs. 300,000 and Rs. 5,20,000 respectively. The net profits after tax for the last five
years are Rs. 3,50,000, Rs, 370,000, Rs. 390,000, rs.400000 and 420,000 respectively. The fair
remuneration of each. Partner may be charged Rs. 1500 per month. The normal rate of return of
similar type of business is 12% the goodwill of the firm may be treated as 5 year' purchase of super

profits weight of each year's profit respectively 1,2,3,4,5.

av et 1 qee Yo 3faa € e T T e % R A SR e SR F 300,000
e 520,000 21 frow U T F FH WAL L& H FAA: T 350,000, T 3,70,000, . 3,90,000
% 400000 T . 4,20,000 ¥l YT WERR F1 3faq WRAFF . 1500 W W® F W} WA w1 wHN
%qgﬁmﬁsqammﬁmmﬂlz%% | & & Enfa sfaem ® 5 96 @ w7 B TR
et o Tl 21 WS Y el W EE: 12,345,
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Or/3Ag4l

Explain the various. Methods of valuation of shares and also state the circumstances in which

share valuation because necessary.

ﬁﬁ@wﬁﬁﬁﬁfwﬁfuﬂﬁmammvﬁfwﬁﬁaﬁmmﬁmﬁmw
HEYTF W B

UNIT-V/Z&E-V
On 24 September 2019 the stock in the godown of R.K Ltd. was destroyed by fire and stock of the

cost of Rs. 9000 only could be salvaged. The records of the company. Revealed the following par-
ticulars:

24 TaT=R-2019 R &, fafids & Wm § e W@ ST ¥ T @ T A WH 5. 9000 AN F
A TS H FIEA S e ¥ e o @ gw-

2017-18 2018-19
Opeing stock on 1 April 73000 74000
Cls. stock on 31 March 74000 184000
Purchase less return 150000 250,000
Sales less return 252000 283500
Brokerage on purchase of goods 2% 2%
Commission sales of goods 2.5% 2.5%

Purchase and sales from 1/4/2018 to 24 September 2018 were Rs. 60,000 and 240,000 respectively.

The buying as well as selling commission during this period was 2%.

In valuing stock on 31/03/2017 Rs. 8000 were written off in relation to certain goods whose cost
was Rs. 25000. 60 % of this goods was sold during the year 2017-18 at 80% of its original cost. The
remaining 40% of goods was valued at Rs. 9000 on 31/03/2018. Half the above stated remaining
was sold at a loss of Rs. 1500 during the year 2018-19 and the balance half goods was valued on
31/03/2019 at Rs. 4000 : For the purpose of ascertainment of claim for loss of stock insurer agreed

the following:

(i)  Weighted aurage gross profit rate of preceding two years by assigning 2 and 3 weights,

(i) The unsold abnormal goods is to be valued at 75% of their respective costs.

K-179/1138-1 7 P.T.O.




| ar 2019 R 24 foawar 2019 F safy § woF & F9 € 60,000 T fqFd T, 240,000 % 91 F7

mﬁf@amwm|ﬁ@aﬁzol7—lsﬁwwm60%%@%*80%’1?4““?@1
o $9 40% T 31 T, 2018 H %, 9000 e W AR fHa 1 T 2018-19 CRSCIIE IR
%. 1500 F1 w11 99 fxan qon 9w a9 Y 20% WA H T 4000 1 WA Tl T WIE F A B
< F T B e B ge } i Fe frefafead @ g we g

() TR AW F GHA N B FA: 2 W3 R 3 gu WiRa sfea @ H

(ii) ﬁmﬁ%gqmmmwmqwfmwaﬁm%u%ﬁ%aﬁzﬁ%zﬁﬁuﬁrmm
Fforq g™ § T W H S 100,000 FH S FTEET H A

Or/3gan
Write short notes on the following
(i) Prouision for unrealised profit
(ii) Goods repossed account
(iii) LIFO method [last in first out]
(iv) FIFO method [first in first out]
frefafaa W diaa feoforl fafa
G) 7 a9 ge av @ fag s
(i) YU HIE @
(iii) =il fafu
Gv) fwwt fafin

Hfeskokok
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farlt ot wienet F1 Wb Scr-Yiaew T8l & S 37 qenfefat # TET & 3 §&F I Yiawr 7 & g qeil
#F 3o fa@l

freft o T Y97 F St T8 T Al TR & IaR SaR- e § e ST T R g H1 F T T &
T W §T

UNIT - I/ 33 - I
1. Write Short Notes :
wfara feoforat fafed—
(i) Going Concern Concept (fT=Ta 1 STAHROM)

(ii) Convention of Consistency (TH&TAI H GOI)

(iii) Demat Account (SiHe @)
(iv) Employee Stock option plan (FH= 2w fashed rerT) 20

OR / 3gal
The following particulars are given from the books of Ankita Ltd. relating to issue of equity shares during

April to June, 2018. The amount per share was payables as : ¥ 3 on application, T 5 on allotment (including ¥
2 as premium) ¥ 4 on first and final call.

ﬁﬂfﬂf@aﬁrawmﬁﬁk%aﬁaﬁsﬂzms%éﬁaﬂmﬁﬁmﬁmﬁw%lmmaﬂm;
anaz#qtm,anéﬁwzs(zzmﬁwuﬁa);wwaaﬁmqﬁwuhm

- N;. of Shargs_a_l&ttidl V ~ No. of shares applied for |
Bitegory A A vTr | e g wener PTHE S - SA060
CategryB______ | 20000 L 20000
Category C o . gril el SRR o el s o g AO000, fooms |
& S (Application money refunded)

1 P.IO.



Allotment made pro-rata in category A. Kamal who applied for 900 shares in category A fa1le.d toe:;‘:y
allotment and call money and his shares were forfeited. Subsequently 400 forfeited-Shares were relsssub 0
Suresh as fully paid for ¥ 9 per share. Show the Journal and Cash Book entries to record the above
transactions.

AMﬁWWWﬁWMWuW,WAMﬁWOM%WWW%*

ST 9 W T A 3 R I S A e e T @ @ 400 39 G H 2 9 W 7 o A

R frifid R ) Sels oAl w1 e T e T H TS Fif 20
UNIT - II / §&T§ - 1T

2. What do you mean by debentures ? Explain its various types. Differentiate between share and debenture.

RO W AW T W 82 T A TR B Rl 9§ WU § SRR T HAAY 4+8+8

OR / 3Agar

Charu Pvt. Ltd. was incorporated on. 1.7.2017. It took over the proprietary business of Charu Enterprises
with effect from 1.4.2017. The balance sheet of Charu Enterprises as at 31.3.2017 was as follows :

=& WRAE fafires 1 Tmed 1.7.2017 H g0 A 1.4.2017 | 916 TROIESS T T @0 &1 AR
Fftmfed fFam 31.3.2017 | 9% TeOmSS #1 fag smfafad a—

Balance Sheet as at 31st March, 2017

Liabilities % Assets T ||
Capital 10,00,000 Buildings 3,00,000 TI
Add : Profit 78,750 10,78,750  |Machinery 7,50,000
Mrs. X’s Loan 21,250 Debtors 64,250 ‘
Trade Creditors 42,500 Cash 34,500
Outstanding Expenses 6,250

11,48,750 11,48,750

It was agreed to pay ¥ 11,25,000 payable in equity shares of Z 100 each at Z 125 to the Charu Enterprises. The

Company decided to close its first year’s accounts on 31st March, 2018. The following are the further details
for the year finished to you :

& TRWESS Hl T 11,25,000 Ww%mméﬁnoomééﬁaaaiﬁmuzsmmm
mwﬁmm%mmumﬁﬁmaﬁ%@ﬁ31Wﬁ,201sahaammﬁyaqm—q—ﬁa
Haiferd 3yl frefefaa faaror sqeey 2 —

Sales ¥ 7,50,000, Purchases 2 3,50,000, Salaries % 1,00,000, General Expenses % 80 000, Interest  20.000
Carriage inward ¥ 11,750, Closing Stock 2 61,750, Depreciation on all assets @ 10% p.a i’\ new hi ,UOU,
acquired for ¥ 1,00,000 on 1.7.2017. : machine was

You are required (i) to pass journal entries to take over business (ii) t
O prepare Stat
and (iii) Charu’s Capital a/c. ement of profit and loss,

9 (i) SAR-FA T S, i) an-af e g (i) € F1 S @y aqr 81 20
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UNIT - III / $&T8 - 111

3. (a) The Statement of Profit and Loss of X Ltd. is given ahead. Determine Net Profit for the purpose of
calculating Managerial Remuneration and also calculate the maximum remuneration payable to the
directors under the Indian Companies Act, 2013 in the following cases :

TR fdto & T-FI 1 foreror s e gon &1 v Wi M0 2 w9 5 o Fif
qon wRdE FEt AfafrEm, 2018 & i dEeE W 2wl 9@ Fu— 12

() When there is no managing or whole-time director in a company;
A FA H waruw a1 qolwfas woes T 6
(ii) When there is one whole-time director in a company;
e wrt § ww quiwfos gaes 8@
(iii) When there are two whole-time directors.
e R A @ i e

Statement of Profit & Loss (for the year ended 31st March, 2018)

- [ Particulars Amount (?)J
’I. ___Revenue from Operations B 20,80,000 |
II. Other Income : (
g Profit on Sale of Building (Cost ¥ 1,80,000. W.D.V. 290,000 Sold for  1,02,000 |
T 1,92,000) |
’ _ |Subsidy from Government 18,000 1,20,000 4
JIII.  |Total Revenue (I + II) - o enet Gy 23200000 |
IV. |Expenses :
| Purchases of Stock-in-Trade 12,00000 |
| . |Changes in Inventories of Stock-in-Trade
, Opening Stock 1,00,000 '
| Closing Stock (1,50,000) (50,000)
| Employees Benefit expenses : ‘
I Salaries 33,000 (
Debenture trustee remuneration 3,000 | 36,000
Directors Remuneration (by way of Setting Fees) 30,000 |
finance Cost : I
Interest 15,000 '
Depreciation & Amortisation : .
| Depreciation (Including development rebate ¥ 9,000) 60,000 ‘
Scientific Research (New laboratory set-up) 57,000 | 1,17,000
4 Other expenses : ’
1 Repairs 12,000
ISundry expenses 9,000 | |
'Loss on sale of investment 6,000
yDonation 15,000 42,000 |
! 'Total Expenses ' 13,90,000 ‘
(V. iProﬁt Before Tax (III-IV) 8,10,000 ‘
' Less : Provision for Taxation 2,560,000 |
. \Net Profit After Tax 5,60,000
Less : Appropriation of Profit : i
| Proposed Dividend 3,00,000 |
‘Proposed Corporate Dividend Distribution Tax @ 20.35765% 61,073 | 3,61,073 1
|Balance of Profit Carried to Balance Sheet il 21.08.927
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(b)

In Gujarat Pharmaceutical Ltd. there are two whole-time directors and three part time directors. The
whole-time directors are entitled to a commission @ 10% of the profit remaining after charging
commission of the part-time directors. The part-time directors are entitled for a commission @1% of
the profits after charging the commission of the whole-time directors.

The net profit of the company before charging any commission of all the directors is ¥ 20,00,000 You
are asked to find out the total remuneration payable to the whole-time directors and part-time
directors.

ORI SRegffese fafee ¥ ) wiemfas Gam a @9 sivmnfen Gawch ¢ quiefes S H
STerhiereh Gererl &1 TRHfTE X % &g A9 @d H 10 Sfwd nitsfus fierm sfs st
Y] F1 QUi Garen S TRefE 23 F a5 w9 W9 1 H1 1% Wit e dee S
frelt woR &1 wRsfas 3 @ 7@ FEE H LS @9 2 20,00,000 B

S YIS 9 SivfeIh GOl #) 39 TR i TOF Al 2 8

OR / 3gdar

State briefly the law and the procedure regarding declaration and payment of dividend by a company.

TF FEE G A F NGO TS IS A G A T AR 1 G&9 # gUi SIS 10+10

UNIT - IV / $&T¢ - IV

4. Purnima Ltd is interested to purhase the business of Bhawani Ltd and ready to make the payment of
goodwill on the basis of five years’ purchase of actual average profits. The profits of Bhwani Ltd. of

preceding four years were as follows :

gfofen fete st feo 1 SHEw S A ATedl ¢ T A I M aRfah S o & 05 T69 % 59 F

YR T FH &I dar g1 @ o F fge 9R o6l & @9 39 &R 9— 20
e getn i __Year Profit %) I
. 2014-15 2,60,000 |
o 2015-16 3,00,000 |
 2016-17 3,60,000 |
. 2017-18 4,00,000 |

On scrutiny of accounts the following points were noted :

(i)

(ii)
(iii)

@)

(i)
(ii1)

1138-1

On 1st November, 2016 Bhawani Ltd. purchased an old car for ¥ 60,000 but it was treated as purchase
of that year. No depreciation was charged on car. The allowable rate of depreciation is 20% p.a. by
W.D.V. method.

The closing stock for 2015-16 was over-valued by ¥ 30,000.

Purnima Ltd. will run the business in a rented office, while Bhawani Ltd. runs in his own premises
The estimated rent for Purnima Ltd. will be ¥ 18,000 per annum.

Calculate the value of goodwill of Bhawani Ltd.

01 TR, 2016 F1 1T fete 7 260,000 A TH TWrlt FR TR stk 30 39 7 1 559 W Fo TN
FT T T T T TN A TN e T A Wl R SAafehed qed W 20 S i 2
2015-16 1 3ifq w&iF ¥ 30,000 | 6o Teifera «m

mﬁomﬁwﬁwaﬂmmmmmmﬁwm%lmﬁ%
st feran ¢ 18,000 aiffer g

warHl fde #1 @fd &1 qea 9§ Fifsy



OR / Agar

Explain the various methods of valuation of shares and also state the circumstances in which share
valuation becomes necessary.

mzw'mﬁﬁfwﬁfaﬁaﬁwamwmﬁﬁmmmmmmﬂ
ST 2 20

UNIT - V / 3&T3 - V
What points are taken into consideration while calculating claim for loss of stock in case of fire insurance ?

Explain.

S <1 & R 1 71 F <& 1 IO F T BH-F G ST A @ S 82 TR 20

OR / 3tgat

On 1st April, 2016 Sharma & Co. purhased a Machine on hire purchase whose cash price was ¥ 1,20,000. The
hire-purchase price of the machine is ¥ 1,50,000 Z 30,000 was payable on down and balance amount was to be
paid in three equal annual installments. Books are closed on 31st March, every year. The company charges
depreciation on Machine @ 10% p.a. on fixed installment method. Calculate interest in each installment
and prepare Machine a/c and Vendor’s A/c in the books of Purchaser for 3 years.

i QU FEA 7 01 3T, 2016 HY FREI-9 R ok WA @ et A€l 7e4 1 1,20,000 1| I F
fertran-sr4 74 2 1,50,000 21 30,000 T <F 41 A4 99 A 6 FHMA aftier fhll # M H Fifvea
TN T qqay 31, AL H G F A 21 FEA T R 10% qMEE R e i fafe w gea v
A €1 Hereh ot B <411 i U RIS 9T shl i Gl B A oS & fore weie @ ve fawan fana

<l @Il g 20

-00o0-
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Note: () No supplementary answer-book will be given to any candidate. Hence the candidates
should write the answer precisely in the main answer-book only.

e ot qemdl B @@ Se-gRaw wé & s o qhefiar & =@fed B 3 7=
FR-qRaH § @ e aw $ ou] o

(i) Allthe parts of one question should be answered at one place in the answer-book. One
complete question should not be answered at different places in the answer-book.

@ 9 B g A B o6, SUe-gReH § b & WN W ) @ w9 # I,
ToR-QfRe § ST w ¢ A i
((iii) If there is any difference in English and Hindi version, the English version will be considered

authentic. .

ni%qaa%eaﬁﬁqd%ﬁwﬁaﬁwaaaﬁﬁﬁwﬁaﬁawml

(iv) Attemptany five questions in all selecting one question from each Unit. All questions carry

equal marks.

n@zﬁsﬂa‘ﬁ%@mmwm@@ﬁam’r%mmnaﬁmﬁt%mm%l
Unit-I / (F%1§-1)

What considerations are necessary in the selection of Accounting Policies? Give requirements
of the disclosure of Accounting Policies as per Accounting Standard-I.

a@mm%mﬁm.m%ﬁa-ﬁanaﬁmm%?mw-l%m
i AR B T & AT
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OR / (reran) ¥
What journal entries will be passed in each of the following cases for issue and redemption of
debentures:

o oRRaferdt & & 5de & ol & Frtee ok e @t @ar e sfaftedr & &
(@) 1,000 7% Debentures of Z 100 each issued at par and redeemable at par.
1,000 7% 19 % 100 5, Frfae @9-q W aan e §9-9 T
(b) 1,000, 7% debentures of ¥ 100 each issued at Z 98 and redeemable at par.
1,000 7% 19 2100 53, e 298 ufer wd Mew - W .
(c) 1,000 7% debentures of ¥ 100 each issued at par and redeemable at ¥ 102.
1,000 7% T 2100 ¥, FRE @9-w0 WX 9ited 2 102 ofq Fore |
(d) 1,000 7% Debentures of ¥ 100 each issued at Z 98 and redeemable at Z 102.
1,000 7% 9 % 100 e, Friae 298 Wi orgsr wd siee 2 102 Hfy sorgE)
(¢) 1,000 7% Debentures of ¥ 100 each issued at ¥ 102 and redeemable at par.
1,000 7% T % 100 53, e 2 102 oty woros ©d Med WH-99 T
Unit-II / (3%E-11)

On 1stApril, 2013 Surendra Limited issued debentures worth % 5,00,000 repayable at the end
of third year at par. It was decided to set up a Sinking fund for the purpose of redeeming the

above debentures. Sinking Fund tables reveal that an amount of ¥ 0.30803 set aside at the
end of every year invested in 8% securities will amount to Z 1.00 at the end of third year. On

31stMarch, 2016 all investments were sold for ¥ 3,20,357 and on the maturity date ¥5,00,000
debentures of the Company were redeemed at par.

Give journal entries (Ignoring Debenture Interest) and prepare Debenture Account,
Debenture Sinking Fund Account and Debenture Sinking Fund Investment Account forthree
years.

mﬁa,2013#@3%%%3%61%1‘1?5,oo,ooo%m—wmmﬁﬁmﬁ%mﬂ
w-timqrsﬁmﬂw%nW%aﬁm%m%ﬁﬁaﬂmwﬁs%mmmm
e s R v vt 9 qarh ¥ R aR 20.30803 9 o 5@ af 3 oy F 8o

sfergferat % faffrr fbar oy &t R ad B o F 7= TR 21.00 & SR, 319, 2016
mﬁﬁvﬁﬁn,zossﬁaaﬁmwamm%zs,oo,ooomﬁ%mw
Tl IR o R g9 W oMes w0 Rar
Wmm(mwm%m)mwmm,ww
mmw%ﬁmﬁiﬁhmsﬁwﬁ@mmaﬁwmﬁmn
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OR / (areram)

What do_ you understand by Redeemable Preference Shares? State the Provisions of
Companies Act, 2013 regarding redemption of preference shares.

e ARHA Sfel q o O e §? AX oig B e wE=h F o, 2013

@

3. Write explanatory notes on:

forega fewmferar forRad:

(a) Undenrwriting
CIEHINE|

(b) Sub-underwriting
IY-SATG

(c) Firm underwriting
3o ARG

(d) Co-underwriting

E-Tma

Unit-111 / (3%15-111)

OR / (1)

Sohan and Virendra, sharing profits and losses equally, decided to convert their business into
a limited liability Company on 31st March, 2016 when their Balance Sheet stood as follows:

e T 3F S A= AH-BI areq &, 3196, 2016 H AT FE P T HHG A
et F F gAY B 9T F7d €, 96 fafy H I fogr o N o ¢

Balance Sheet as on 31st March, 2016

Liabilities Amount Assets Amount

R g
Sundry Creditors 48,000 Sundry Debtors 60,000
Loan Creditors 40,000 Bills Receivable 10,000
Bank Overdraft 16,000 Stock-in-trade 36,000
Reserve Fund 6,000 Patents 8,000
Capital: Sohan 40,000 Plant & Machinery 16,000
Virendra 40,000 80,000 Land and Buildings 60,000
1,90,000 1,90,000

421 /90/6 3)

P.T.O.




(@) To Goodwill of the firm was to be valued at two years purchase of the simple profit of the
preceeding three years;

(b) The loan creditor has agreed to accept 7.5% Redeemable preference shares of ¥100
each in settlement of his claim.

(c) Land and Buildings and Plant and Machinery were to be valued at Z1,00,000 and %

24,000 respectively.
(d) The Bank overdraft was to be redeemed by the vendors.

(e) The vendors were to be alloted fully paid equity shares of ¥ 100 each ata premium of 13%
in full settlement of purchase consideration.

() The past working results of the firm showed that they had made profits of 30,000 in the
year 2013-14, ¥ 36,000 in the year 2014-15 and ¥ 42,000 in the year 2015-16 after

setting aside 2,000 to reserve fund each year.

You are required to prepare:

(i) A statementshowing how the purchase consideration was arrived at; and

(ii) The opening Balance Sheet of the Company and also give necessary journal entries to
record acquisition of business.

(a1) v A wAfy T A a9 B R AT AH D WG A B

(F) T AER ST FO B W 7.5% Mea ARHE ST I G IS 8O

(|) 9fr g wa= @ e ud AL FAA: 21,00,000d 24,000 F & W HH B

(3) % ot & AW Faard fwae g/ 6 s an

(3) aam et # Sfied & T e § 7100 a f &7 R sisr 13% itmm w
wrd R M

(x) o4 & fse Frisha o Fa € 6 I @7 wEE B § < 2,000 9fy 98 & o B A
a9 4 ¥ 2013-14 30,000, @ 2014-15 36,000 T 9§ 2015-16 42,000

HTH TR BT &

(i) %9 Sfawd T A oG [9ao-U= qor

(i) T H OAREEE fog R B E T A SR B aS FRA 3 avas o
gfaftedr 30 i

Unit-IV / (35R-1V)

The following is the statement of profit and loss of Mudra Advertising Ltd. for the year ended
31st March, 2018. Compute net profit for the purpose of calculating managerial remuneration.

31 9, 2018 & AT a9 & forg AT wsaReEii fafids @ a-si @ fEwer Frefaea 2
qerdg TR S O B R @l B B ;
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Statement of Profit and Loss (For the Year ended on 31st March, 2018)

Particulars Amount
4

l. Revenue From Operations 95,00,000
ll. OtheriIncome:

Subsidies Received from Government 2,32,560

Interest on Investments

Transfer fees
Profit on sale of machinery:
4
Amount realised 55,000

Less-written down value 30,000 2,73,925
ll. Total Revenue (I +1I) 97,73,925
IV. Expenses:

Purchases of stock-in-trade 56,00,000

Changes in Inventories of stock-in-trade:

Opening Stock 3,50,000

Closing Stock (5,65,000) (2,15,000)

Employees Benefit Expenses:

Wages 80,000

Managerial Renumeration 2,85,350

Director's Remuneration (by way of setting fees) 66,750

Finance Cost:

Interest on Debentures 31,240

Depreciation and Amortisation Expenses:

Depreciation (As per Schedule 1) 5,22,543

Compensation for breach of contract 42,530 5,65,073

Other Expenses:

Carriage Inwards 9,635

Administration, Selling & Distribution Exp. 8,22,542

Donation to Charitable Funds - 25500 8,57,677

Total Expenses 72,71,090

V. Profit Before Tax (llI-1V) 25,02,835

Less-Provision for Taxation 7,73,400

Net Profit After Tax for the year 2017-18 17,29,435

Add-Balance brought forward from last year §,72,350

Total profits Available for Allocations & Appropriations 23,01,785

Less: Allocation and Appropriations:

Transfer to General Reserve 4,00,000

Investment Fluctuation Reserve 12,500 4,12,500

Balance of Profit Carried to Balance Sheet 18,89,285

(5)
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Additional Informations:

Original cost of the machinery sold was 740,000. You are required to comment on the

managerial remuneration in the following situations:
(@) There is only one whole-time director.

(b) There are two whole-time directors.
(c) There are two whole-time directors, a part time director and a manager.

SRR FE:

S mefiT A T ¥, TER G AT 240,000 B PR Rfefd F g AR
W 9 fear fifm:
(a1) 78 Fa % olerfers e B
(3) T&1 & ol d=wS o
(@) @& & gl dere®, T sigi o 9 T Jaeh &l

OR / (&%)

When does internal reconstruction necessary involve reduction of Capital? Discuss the legal

procedure of it.

ARG AT § omavas &9 § T F w9 A SN 87 HR D SipAr H a0
HifeTa
Unit-V / (35-V)
How do you create the company in Tally? Explain in detail.
g el F O S SEN? AR @ aoi i
OR / (erean)
How do you create the single and multiple groups in tally? Explain with the help of example.

Mg ¥ F Tohd o I Y B [HE TR SEN? e B HEEA q WL BT
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ACCOUNTANCY AND BUSINESS STATISTICS - 1

[Corporate and Financial Accounting]

Time Allowed : Three Hours Maximum Marks : 100

Attempt any five questions in all selecting one question from each unit.
TCIF TS T R U G X Y FoT 9P T 561 HE B

No supplementary answer-book will be

gwen to any candidate. Hence the candidates should write the answer
precisely in the main answer-book only.

All the parts of one question should be answered at one place in the answer-book. One complete question should
not be answered at different places in the answer-book.

forat it et B o I Yfaewr 76 o AR s I %! T 1 3 357 3o g 3 8 @ gost % g7
ford |

fat ﬁwm%awfagﬁnﬁfafwwﬁ%m IT-JIETH1 B 37677 37677 T 7
BT F/
Write your roll number on question paper before start writing answers of questions.

T F SR 7 & 7F T 95 @ et T srw oy

B FX7 F AT TF & T IT

UNIT -1 /&g - |

What do you mean by accounting concepts and convention

s 72 Explain briefly various accounting
concepts and conventions.

3+3+8+6=20
é@mmmﬁammﬁémwm%? fafv= eraias HTURS TF st w1 g 1
U Hifsd |

OR / 3teqar

Kavita chemicals Ltd. has an 1ssued capital o
Equity shares of ¥ 50 each. The preference sh
2017. The company’s balance sheet

f 1300, 8% preference shares of ¥ 100 each and 9,000
ares are redeemable at a premium of 7.5% on April 1,
as on March 31, 2017 was as follows -

14+6=20
m%ﬁmﬁﬁé—gaﬁﬁﬁﬁai—«ﬁ 1300, 8% AWM 3fw 2 100 =& qen 9,000 St YR 50 91§ |
1 3T, 2017 %1 3H9TR 3790 =1 v 7.5% Wi W Em 1 31 wE 2017 H Frt =7 fagr fipsy wam
g
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Balance sheet as at 3 1-03-2017

/
Amount ()
IR e] Boeme-®

Particulars

I EQUITY AND LIABILITIES

(1)  Shareholder’s Fund
(a)  Share capital :

lssued and Subscribed Capital :
1,30,000

4,50,000

1300, 8% preference shares of 100 each fully paid up

9,000 Equity shares of ¥ 50 each fully paid up

(b)  Reserves and Surplus :

surplus 96,000
(2)  Current Liabilities :
(a) Trade Payables 1,00,000
(b)  Other Current Liabilities,: outstanding Expenses 13,000
Total 7.89.000
I1 ASSETS
(1)  Non-current Assets :
(a) Fixed Assets 6,90,000
(b)  Non-current Investments: Investment 37,000
(2) Current Assets:
(a) Cash and Cash Equivalents : Cash at Bank 62,000
Total 7,89,000

In order to facihitate the redemption of preference shares, the company decided :

(a) tosell all the investments for ¥ 32,000 ;

(b) any’s funds, subject to leaving a balance of

to finance part of the redemption from comp
7 24.000 in the Profit and Loss Account ; and

cient number of equity shares of 50 each at premium of T 13 per share to raise

(¢c) toissue suffi
the balance of fund required.
The issue of Equity shares was fully subscribed and preference shares were redeemed on due date.

entries to record the above transactions and prepare the balance sheet as on

Pass necessary Journal
completion of redemption.

St sigli 3 e ¥ Frefafea for feg

(a) g fafei @ € 32,000 F = fea S

(b) am—mﬁ@ﬁﬁ?u,ooomm@’@gﬁmaﬂwww%gmm;m
Qﬁ*ﬂﬁﬁfiﬁﬂﬂmﬁ?maﬁ?ﬁaﬁﬁﬁ?l:iuﬁmmmﬁmmml

(c)
gqaméaf‘aﬁmzafwmaivﬁwvhqqmw,

mﬁﬁﬁﬁaﬁﬁ%fmw&ﬂﬁ
3 Aael ﬁﬁméﬂmmﬁﬁf@ﬁﬁmﬁﬂl@*ﬂéﬁqmqaﬁwa,—[ﬁgml
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UNIT - 11 /318 - 11

‘2. (@)  Metal Ltd. issued 1,25,000 shares of ¥ 10 each to public. The 1ssue was underwritien by Gold, 8
Silver, Bronze and Copper as under :

Gold - 30%

Silver - 25%

Bronze - 25%

Copper - 20%

The 1ssue was firm underwritten by the underwriters as under :

Gold : 4,000 shares : Silver : 6,000 shares ; Bronze : Nil ; Copper : 15000 shares.

Public subseription excluding firm underwriting but including marked applications were 90,000
shares. The applications were marked as under :

Gold : 24,000 shares
Silver : 20,000 shares
Bronze 5 12,000 shares
Copper ; 24,000 shares

Ascertain the liability of each underwriter, assuming firm underwriting shares be treated as
unmarked applications.

Hea fafaes 3 2 10 911 1,25.000 379 St=a1 31 Fifi 59 1 34 i =1 Tiiee, faeer, af1 991 Fiae
B 39 YR AR feran mam o -

e - 30 %

faeaR - 25 %

M~ - 25 %

HIW - 20 %

39 e 7 stfinioet grR1 gog st 59 war fale T

TS : 4,000 3 ; FAER : 6,000 319 ; 51 : Y1 ; FIR : 15,000 39 |
@Wwﬁwﬁm@@ﬁﬁﬁﬁmmﬁﬁmmmmmgo,oooﬁﬁ%@ﬁm

o
fafed smeea 3o wam 2
Mes : 24,000 3791
et : 20,000 3791
Bl ; 12,000 3191
FIR ! 24,000 379
g St siei i arfeifed e % w9 H WA gU, T A 1 it e a9
(b)  Explain briefly the various methods and sources of redemption of debentures. 8+4=12
oA I A fafi= Gfal qen e # g § we Fite
OR / 37er@r
1138-1 3 RIAO.




(a)

1138-1

(b)

X Ltd. was incorporated on 1t July, 2016 to acquire a running business of Varsha and Co. 8
ales were  36,00,000 of

with effect from 15' April, 2016. During the year 9016-2017, the total s

which Z 7,20,000 were for the first six months. The Gross profit of the company was ¥ 5,86,000.
The expenses debited to the profit and loss account included :

(1) Directors fee ¥ 50,000

(1)  Bad debtsT 7,200

(ii1)  Advertising ¥ 36,000 (under a contract amounting to T 3,000 per month)

(iv) Salaries and General Expenses T 2,40,000

(v)  Preliminary Expenses written off 10,000

and post-incorporation profit for the year ended

Prepare a statement showing pre-incorporation
315t March, 2017.

91 qUE . o =Te] ST I 1 37, 2016@3@?{%%@1@@,2016%@&?@?@@1 o
2016-17 % A Fa fasha T 36,00,000 o1 Frerdi 2 7.20.000 fooel : HEH! 1 41 FHEAT 1 Ghel
M9 T 5,86,000 11 Wﬂ—%ﬁaﬁﬁ%ﬁzmnﬁmﬁm%:

()  TETE! @ R 50,000

(i) T HWT 7,200

(i) oo : 36,000 ( T 3,000 W AT % FIR & &)

Gv) &aa @ gm @ ¥ 2,40,000

(v) oTdferfEd R @ ¥ 10,000

31 A4, 0017 % G ¥ 94 30T T % el 1 guid gu O fae T wi

X Company Limited offered 4.000 debentures of ¥ 100 each to public for subscription. 12

Applications for the purchase of 5,000 debentures were received. The debentures were allotted

proportionately to the applica
towards allotment money. Th

nts and excess application money was retained for adjustment
e debenture money was payable as follows :

% 30 on application, T 40 on allotment, T 20 on first call and ¥ 10 on second call. A person who

held 100 debentures failed to pay the amount due at the time of allotment. He, however, paid
that amount with first call money, another person who held 200 debentures, paid all the calls

in advance at the time of allotment.

Pass necessary journal entries (including transactions of cash) in the books of the company

xwﬁfaﬁ%zﬁawﬁ:m%m?100%4.000m—mmﬁmm|mtm
ﬁs,ooom—ﬁﬁ@ﬁaﬁ%mmﬁm—ﬁmu Wil ) -0 Ao wfed R T
s e fafvr= e f e S ol

mvim—qa%marmo,zfzﬁwno,umﬂﬁmzzoamfg-cﬁqqﬁqw10IWaﬁaﬁmm
IOOW—WQ,W$WWWWWﬁWIWﬁa’zqmaqmmgmqﬁ%mqw
¢ femn wwﬁaﬁﬁﬁwzoom—ﬁﬂ.mmﬁmqaqﬁmﬁﬁm‘ﬁw_ﬂ

feani
mﬁaﬁgmﬁfﬁ(mmaﬁaﬁa)mmmuﬁf@ﬁaﬁm



UNIT - 111 / 318 - 111

3. ThefbHowingisthestaunnenlofPrnﬁlnnd[AmSﬂfRﬂﬂ}IAd.ﬁtheyeurendcdJH"A]unﬂL2017: 20
T fafiee &1 317, 2017 1w ad % fou smo-gif w1 faaon fefefm 2 .
Statement of Profit and Loss
(For the year ended 31 March, 2017)
Particulars Amount (%)
I Revenue from operations : .
Gross profit 43,00,000
(Revenue from operations-cost of Revenue from operations)
I1 Other Income :
Subsidy from Government 3,35,000
Interest on Investment 15,000
Transfer Fees 12,000
Profit on sale of fixed Assets 33,000
(Selling price T 60,000 - W.D.V. % 27.000)
Profit on sale of forfeited shares 5,000 4,00,000
III  Total Revenue (I+1) 17.00.000
IV Expenses:
Employees Benefit Expenses :
Salaries and Wages 2,00,000
Workmen compensation
(including ¥ 5,350 paid voluntarily) 27,893 2,27.893
Managerial Remuneration T AP 280,000
Directors remuneration (by way of sitting fees) 66,792
Finance Cost :
Interest on Debentures 32,000
Depreciation and Amortisation :
Depreciation 5.00,000
Compensation for Breach of Contract 43,290 5.43,290
Other Expenses :
Administrative Expenses 8.22.000
Rent 26,000
Loss on sale of Investment 10,025 8,568,025
Total Expenses 20,08.000
v Profit Before Tax (I11-1V) 26,92,000
Less : Provision for Taxation 8.31,900
Net Profit after Tax 18,60,100
Add : Balance of profit brought forward from last year 5,70.000
Total profits available for Allocations and Appropriations 24,30.100
Less : Allocations and Appropriations :
Transfer to General Reserve 4,42,000
Transfer to Investment Allowance Reserve 50.000 1.92.000
Balance of profit carried to Balance sheet 19.38.100
b ELO.
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Additional Information :
(1)  Original cost of fixed Assets sold was T 40,000.

(i)  Depreciation on fixed Assets as per schedule II of the companie '
whole-time director

s Act, 2013 was Z 5.,73,000.

_ ) and four part-
Calculate the amount of managerial remuneration if there 1s one

time directors.

mw:

(1) == T TR wrafadat S ge o 2 40,000 4

(i)  FE sifafrm, 2013 F STTEE 11 ¥ STHER T gefE T e g < 5,73,000 A1
mmmmﬁmmqﬁ@mma@wmmél

OR / 3Agar

Write short notes on the followings : LRL0=20
frefafas w dfia feomial fafag
(1) Issue of Bonus Shares

|4 3 & e
(1)  Provisions regarding Managerial Remuneration under the Companies Act, 2013.

FrA! AfufE, 2013 F gaa aiafis gafm gEym

UNIT -1V /&8 - IV

(a)  The following informations are given : 6+6=12

frfafEs g=md vega € -

profit after tax % 1,00,000

12% preference shares of ¥ 100 each %1,00.000

Equity shares of ¥ 100 each ¥ 5,00,000

Normal Rate of Return 15%

80% of profits are distributed as dividend by the company, Ignore tax. calculate the value per equity
share by :

(1) Dividend Rate Method ; and

(1))  Expected Rate of Return Method

mﬁmaﬁmso%ﬂmmﬂm%wﬁﬁaﬁam%lwmmag‘fr@mg,ﬁq@mmﬁm
e 1A FITSY :

() o < fafy ; @

(i)  smnfad g = fafyu

(b)  The fair value of equity share is¥ 113.50 and yield value isT 120 Find out

2 the lnt o >
of share and net assets, if 50,000 equity shares of ¥ 10 each issueq by the ¢ G'f A

Ompany. 4+4=8
¥fFaet stw @ 3fEa gea T 113,50 Ua wfawa Jea 3 120 B maﬂmw@my )
i afz e 3 3 10 AT 50,000 A S Frifim W@ A L
OR / 3terar
6




(a)  Caleulate the value of goodwill by : a4

(1) 3 year's purchase of actual averages profits ;
: (“) 10 year's purchase of super profits ; and
(u)  Capitalisation method from the following information :
(a) Average Capital employed ¥ 4,00,000.
(b)  Net trading profits of past four years :
T 68,000 ;% 75,000 ; T 80,000 and % 92,000.
(¢)  Normal rate of return in similar type of business 1s 15% .
(d)  Net profits of last two years include the income [rom non-trade investment

< 3,000 per annum.
(e)  The fair remuneration of owner for his services ¥ 15.000 per annum.

ﬁqﬁi’f@ﬁ"{ﬁ'ﬂ'@
() arafas® sfa @i % 3 96l % *49 g,
(1)  Afeemdi % 10 auf F %9 gr; v
(i)  YsfraRm fafu gr1 @nfa @1 e 3 wifg -
(a)  3TrEa fafenfsm gt 2 1,00,000 1
(b) Tooe =r aul & g =i o
68,000 ;¥ 75,000 ;% 80.000 TF T 92,000 |
(c) U YRR & FAGU™ H TI=T YT it & 15 T |
() foza @ ol F anii § it s faf@Emi @ 2 3,000 #1 aiffe s wfmfea 2
(e) T@TH =1 3TH! Garedi & fo sfaa wiftafas T 15,000 anfta 21

(b)  Describe the concept of goodwill and explain briefly the various methods of its valuation.  4+6=10

wfd 1 AR 1 aui Hifse a1 39F oA =+ fafu=1 fafuai 1 dfea F anm)

UNIT -V /3&TE - V
5. From the following information calculate the amount of claim under loss of profit policy : 20
(1) Indemnity period : 5 months 1.e. from 01.05.2017 to 30.09.2017.

(1)) Insurance policy : X 1,50,000.
(i) Turnover, Net profit, standing charges in the last financial accounting year (ended on
31.03.2017) amounted to < 8,00,000, X 48,000 and X 1,00,000 respectively.

(iv) Insured standing charges X 80.000.
(v)  Sales from 15" May, 2016 to 30t September, 2016 T 2.80,000.

(vi) Sales from 13 May, 2017 to 30th September, 2017 % 1,08,000.

(vii) Sales from 15* May, 2016 to 30th April, 2017 % 9,60.000.

(viii) There were upward trend of business by 10% every year.

foretifera geErIal A @ 1 @if diferl & st < w1 s ufeer i

() efagfd sm@fy : 5 7€ S 01.05.2017 | 30.09.2017 T &1

i) @ gifert : % 1,50,000 1

Gii) T farer o ad (31.03.2017 B WAG TOF oA, To @, wE fer =@ N F—
Z 48,000 Td 2 1,00,000 | Sy

(iv) @ifaa feer @7 80,000 |
(v) 17, 20169 30 faaw, 2016 & fashi T 2,80,000 |

: wi) 17, 2017 4 30 faa, 2017 7 fawiz 1,08,0001
(vii) 17, 20163 30 374, 2017 T fa#l 9,60,000 1
(viii) sraam 1 ufaad 10% #1 & A g # yagfa )

: OR / 3197an

11381 7 P.T.O.
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(a)

(b)

(c)

What do you mean by Hire purchase system ? What are its main characteristics :

farr— TG & R ST &2 gae wpE fadand @ @ 7
Differentiate between Hire purchase system and Installment payme
fapOr S WOITEH UE R [T wonel! H ot e

A Fire damaged the godown of Sunil on 15t October,
The sales from 15t Oct., 2017 to 315t Dec., 2017 was 70.000. The standard sales of the
The sales are expected to Increase by 20%

nt system.

2017 and indemnity period 1s 3 months.

previous year for the same period were ¥ 2.,50,000.
every year. Calculate the amount of short-sales.

1@,2017@W#Tﬁmﬁmmn—éqﬁmﬁwﬁaﬁma;;rnz%‘n 1 Iz, 2017 9
31femmr, 2017 9% F1 fashi 70,000 41| =it srafy 3 for frmel ad &t WA fashi 2,50,000 4T |
fosra B wfa o 20% # gig srgmfaa &1 faskt § w1 0 FIC

-00o0-

41+6=10

4
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B.Com. (Part-I) EXAMINATION, 2017

(10+2+3 Pattern) (Faculty of Commerce)

ACCOUNTANCY AND BUSINESS STATISTICS - I

[Corporate and Financial Accounting]

Time allowed : Three Hours Maximum Marks : 100

Attempt any five questions in all selecting one question from each unit.

T $FR 4 4 U VT FA §Y F U 597 g F

No supplementary answer-book will be given to any candidate. Hence the candidates should write the answer
precisely in the main answer book only.

All the parts of one question should be answered at one place in the answer book. One complete question should

‘ not be answered at different places in the answer-book.
faredt sil TRIITeHT 1 F ST -YReTH T G A1 7 T <R oS g Fo-gfaw i 6 g v & I o |
Tl Sl @ W 3 STt e T A 5 3 3w, Iov-fkam 4 S-S S W ge # F a9 U 6 W |
ey
Write your roll number on question paper before start writing answers of questions.
¥l % I for@d @ 7F §v9 9 W 6T TR a9y ol |
UNIT -1/3&TS -

1. Explain the meaning of ‘Revenue’. How are the different types of revenues recognised in accounting ?
T w1 w1l T | Al ver w1 W@ e § R TR TedH S 2 5+15
OR / 3terar

What entries will be passed in each of the following cases in the books of X Limited for the redemption
0f 90,000 9% Redeemable Preference shares of ¥ 10 each at 15% premium assuming that there is
sufficient credit balance in the Profit and Loss Account : 5+5+5+5

(a)  If preference shares are redeemed out of profit.
(b)  If preference shares are redeemed partly out of profits and partly out of the proceeds of issue

of 12,000 equity shares of ¥ 10 each at par.
(c)  If preference shares are redeemed by commission into X 10 equity shares at 20% premium.

(d)  If preference shares are redeemed by connecting them into 10% Preference shares of T 20

each issued at ¥ 30 each.

T fafez 313 T 10 A1 90,000 9% S 3790 1 WHA 15% Wifoem R w37 ¥ Frefafaa vors fufy
¥ w71 wlafiea] F07 98 9 gC 5 F9H1 & av-21f @1a § vara shfee 0 g

(a)  Afg rfergr afe %1 viem asdl 7 9 FT

(b)  Afg sriferes ferTT 7 1 e T F A a0 AfE F1T 10 A 12,000 FHA 379 F T T
forfem & yra ofer § 9 &

afz rferar 37vil 1 WA 3% < 10 A GHAT 3 H 20% Weaw ® ofEfda w5 )

7fe aifemr 379 &1 WA S T 20 A 10% AT A9 R X 30 9 39 F R W i wmr oy

(c)
(d)

138-1 1 P.T.O.




UNIT - 11 / 318 - 11 ‘
rwrite the public issue of 50,000 equity shares of g

% payable as to 40% in cash and the rest
scribed for 30,000 equity shares and the
hares were subsequently

2. The Underwriters Private Limited agreed to unde
%100 each of Lucky Limited. The agreed commission was 2
in fully paid up equity shares issued at par. The public sub
P?Ft lil,ad to be taken up by the Underwriters Private Limited. These s

" quoted in the market at 10% discount. . .
Pass the necessary Journal entries in the books of Lucky Limited and the Underwriters Private

Limited. Also, open the necessary accounts in the books of Underwriter Private Limited.
ﬁmﬁﬁmﬁzmﬁmm%?1003@50,000%%@%%%#31%@@
WmffmlWzmmwmﬁwwmmﬁéﬁmmmw100a1é1:mt§q
. foifira ol v €t el A R o1 S 30,000 SR S 3 fer WA W A e AH A
s yrede fofide ®1 o TR A § oSSl o AR qed 10 Wied aee T IEd fhAn T

T fetfirs qen svetien W fefiie # e § nevae Sre wiafte i | et
A . 1 Tl § oTEvas @ o @ife )

OR / U<t

Write short notes on the following : 5+5+5+‘.
Frefafea w Hia feofirat fafay
(1) Conversion of debentures into shares

UG 1 S H 9fEd
(1) Redemption of debentures by purchase from the open market

TG AR T FF LRI 1 AEA
(i11)) Debenture Redemption Reserve

EEERICERIED]

(iv) Cum-interest and Ex-interest Price Quotations

SRUTGET 1 =TS Gfed a1 = Wed Jed 3§30

UNIT - I11 / 3&hT8 -111

3. Below is given the Profit and Loss Statement of X Limited. Determine net profit for the purpose of 2
calculating managerial remuneration and calculate the maximum permissible amount of
remuneration payable to its directors under the provisions of the Companies Act 2013 in each of the
following circumstances :

(1) When there is neither manager nor managing director nor whole time director
(i) When there is one whole time director
(iii) When there are two whole time directors

mmqu_gﬁmﬁamﬁﬁm@%lWWWWWW%@RW‘IW
frufror Fifs qer st SiftfTam 2013 % r7aR Frerfefad wifkafm § dumwmi 91 3 s mfetns
1 UfEhe I :

()  afe FE § gaEE A A et a1 ol T § QW i@ dy

Gi) df FEr d Ok i dee @

Gii) fe FEE A <1 qofhifer e @)
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Profit and Lossg Statement of X Limited for the year ended as at 315 March, 2016.
31 T4, 2016ﬁmaﬁamaﬁ%ﬁqxﬁﬁézmm-aﬁﬁmm%l

II.

I3

Figures for the
year ended as at

31" March 2016

4
ncome
Sales 17,00,000
Profit on Sale of Buildings (cost X 1,80,000 accumulated Depreciation
390,000 and sold at ¥ 1,92,000) 1,02,000
Subsidy from Government 18,000
Total Revenue 18,20,000
Expenses
Cost of Goods sold 7,70,000
Repairs and Renewals 12,000
Salaries 33,000
Depreciation 60,000
Sundry Expenses 9,000
Loss on Sale of Investments 6,000
Expenditure on Scientific Research
(for establishment of New Laboratory) 6,015
Contribution to Charitable Funds 15,000
Interest on Debentures 15,000
Debenture Trustees Remuneration 3,000
Total Expenses 9,29,015
Profit Before Tax (I-II) 8,90,985
Less : Tax on Profit 3,00,000
Profit after Tax 5,90,985
Less : Appropriations
Proposed Dividend (2,91,610)
Provision for corporate Dividend Tax @ 20-36% (round‘ off) (59,375)
Balance of Profit carried to Balance Sheet 2,40,000

State briefly the law and the procedure regarding declaration and payment of dividend by a company.
What accounting entries are passed at the time of declaration and payment of

2 OR / 3gar

dividend ?

T FO gy e SO e 6 ST Wl FA T SR 1w § qoi wife ) e

T e AT T - e vt # S 2

1138-]
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UNIT -1V / 318 - IV
Mahesh keeps his ledger on Self Balancing System. From the following particulars, required to 20
write up the individual Accounts of Debtors and the General Ledger Adjustment Account in sales
ledger for the month of January, 2016. Also prepare a trial balance of sales ledger.
e S Tk T Hqe Yoel 9 T §1 S, 2016 e % S fawa @ 9@ # S &
HTHITA W Td HIH1 W GarEST @ 9 e @ § e S aan #i
() Individual Debtors balance on 1.1.2016
RAERI & =AfHRITE 99 1.1.2016 i
A% 1,53,000;B%1.62,000;C<1,89,000;D%1,17,000
(1) Transactions during the month
HE % SRHA FdER
On z On E4
2.1.16 |Sold goods to A 1,71,000| 19.1.16 |Received from A, a B/R
accepted by X, payable on
25.1.16 1,20,000
9.1.16 |Received from B on a/c 30,000| 22.1.16 |Received from B 90,000
11.1.16 |Received from A in full 25.1.16 [X's bill received which was
settlement of his balances from A returned dishonoured
on 1.1.16 1.50.000
12.1.16 |Sold goods to B 60,000| 28.1.16 [D became insolvent 30% 1is
received as final settlement
14.1.16 | B returned goods 18,000
(damaged in transit)
18.1.16 [Received from C and 30.1.16 |Sold goods to C 1,02,000
allowed discount
Z 9.000 1,80,000
OR / A¥at
insurance ? How the amount of claim is calculated under consequential 20

What is consequential loss

loss insura

nce policy ? Explain with example.

ol wif e 2P v & 2 ot g sl it 3 SrRa < H TR F R fRE e femr s

37 e dfed AHAEA |

1138-1
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UNIT -V /3&TE - V
2016. He effected sales in cash as well as on hire purchase basis. 20
Were amounting to ¥ 15,500 and his cash sales were for

e sold by him on hire purchase basis as per particulars given

5. Xcommenced businegg on 15t Apri],
During the year, his purchasesg
% 13,000. The following itemg wer
below :

T T 1 3 2016 Y =R Wy fopey & T 9 o s wfa <Ml 4 fasht o €)1 ad F S5
¥15,500 % 4179 o 13,000 37 o e forereor 3 srqam, Frrfefaa e foran wa wgfa @ &=

Article Cost Hire Sales Price Down Payment | Instalment paid during
(%) (=) (o faa ey | (g spram) Rt o I
3 2 z (ad § yrar g2 fored)
3

Radio (Yfed) 200 350 50 125
Cycle (V%) 210 350 5 125
Camera () 400 600 100 150
810 1,300 225 400

The instalment on camera could not be kept up and the same was repossessed on
30th November, 2016. The closing stock excluding the camera amounted to  5.000.
Prepare the Hire Purchase Trading Account, Memorandum Hire Purchase Debtor’s Account

and the General Trading Account for the year ended 315t March, 2017. The value of goods repossessed
may be taken at cost equivalent.

AT H I FFR W TG g ok safn 30 TR, 2016 1 FAU aT9F YIa FT feram T |
a9 ford T FEg e 1w wefa (closing stock) ¥ 5,000 T 7|
: m—mmm,mmmwmammmﬁmmaltrﬁf,zolmﬁm
B 1 96 ¥ e s Y feF Aol 1 Yod A F a0 SRy |
OR / 3tgar
The details regarding receipt and issue of materials are made available to you. Find out the value 0f10+10
closing stock of materials under (i) LIFO method and (i) Weighted Average method assuming that

perpetual inventory system is adopted.

T & wifta qon forfee @ gefua foreror smoe Sueresd fRd m § T T T foh et e Wy s
St B W % sifm w2 ) e faf aen i) IR i fafyr ¥ ge 3 ife

Date Receipts of Material Date Issue of Material
2016 2016
April 1 Opening stock 400 units @ 10 per unit April 7 200 units
April 5 Receipts 300 unit @ 11 per unit April 12 100 units
April 18 Receipts 200 unit @ T 12 per unit April 20 200 units
April 25 Receipts 400 unit @ 13 per unit April 24 200 units
April28 - 100 units
April 30 300 units
-00o0-
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