








MODULE - 4
Partnership Account

ement and Death of a Partner

Notes

account.

Profit transferred to Stock 5,000
Nutan Capital 5,500
SumitCapital 3,300
Shiba Capital 2,200 11,000
15,000 15,000
Nutan’s Capital Account
Dr. Cr.
Particulars Amount | Particulars Amount
() ®
Drawings 20,000 | Balance b/d 60,000
Nutan’s Executor’s 1,01,950 | Reserve fund 7,500
Sumit’s Capital (Goodwill) | 15,000
Shiba’s Capital (Goodwill) | 22,500
Profit & Loss (Suspense) 8,750
Revaluation A/c 5,500
Interest on Capital 2,700
1,21,950 1,21,950
Nutan’s Executor’s Accounts
Dr. Cr.
Particulars Amount | Particulars Amount
() €4
Bank 25,950 | Nutan’s Capital 1,01,950
Nutan’s Executor’s
Loan A/c (Transfer) 76,000
1,01,950 1,01,950
INTEXT QUESTIONS 24.6
Fill in the blanks with suitable words :
I.  The Executor is entitled to all the rightsof a ......................
ii. Share of goodwill of the deceased partner is ..........cccccccv.. to his capital
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Retirement and Death of a P

. In case of death of a partner, the profit may be estimated on the basis of

iv. The balance in the capital account of the deceased partner is transferred to his

...................... account.

v. Interest on drawing due from deceased partner till the date of the death is

...................... to his capital account.

WHAT YOU HAVE LEARNT

® Retirement

1. Due to some reasons like old age, poor health, strained relations etc., an
existing partner may decide to retire from the partnership. Due to retirement,
the existing partnership comes to an end and the remaining partners form
anew agreement and the partnership firm is reconstituted with new terms

and conditions.

2. Atthe time of retirement the following accounting issues are dealt:
(a) New profit sharing ratio and gaining ratio.
(b)  Goodwill
(¢) Adjustment of changes in the value of Assets and liabilities
(d) Treatment of reserve and accumulated profits.
(e) Settlement of retiring partner’s dues,

(f) New capital of the continuing partners.
® Death

1. Onthe death of a partner, the amount payable to him is paid to his/her legal

representatives.

2. Therepresentatives of deceased partner is entitled to the followings:
(a) The amount standing to the credit of the capital account of the
deceased partner.
(b) Interest on capital, if provided in the partnership deed, upto the date
of death.
(¢) Share of the value of goodwill of the firm.

(d) Share of undistributed profit or reserves.
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il

nent and Death of a Partner

(e) Share of profit on the revaluation of assets and liabilities.
(f)  Share of profit upto the date of death.
(2) Share of Joint Life Policy.

The following amounts are debited to the account of the deceased partner’s
legal representatives:

(i)  Drawings

(i) Interest on drawings

@ii) Share of loss on the revaluation of assets and liabilities

(iv) Share of loss that have occurred till the date of his/her death

3. Calculation of Profit upto the date of death Two Methods
(i)  Time basis

(i) Sales basis

TERMINAL EXERCISE

What is meant by retirement of a partner?
Explain the meaning of gaining Ratio.
Explain the accounting treatment of goodwill on retirement of a partner.

What problems involving finance arise when a partner dies? How would you

deal with them as an accountant?

Seema, Mohit and Meenakshi were partners in a firm sharing profit in the ratio
of 7: 6 :7. Mohit retired and his share was divided equally between Seema

and Meenakshi. Calculate the new profit sharing ratio of Seema and Meenakshi.

Ashu, Ashmita and Meetu are partners sharing profits in the ratio of
4:3:2. Ashuretires, assuming Ashmita and Meetu will share profits in future
in the ratio 5 : 3, determine the gaining ratio.

Anu, Beena and Chander are partners in a firm, sharing profit in the ratio of 3
: 2 : 1. Their Balance Sheet as on March 31, 2014 was as follows:

Liabilities Amount | Assets Amount

§9) &9)
Sundry Creditors 3,200 | Cashin hand 1,200
General Reserve 12,000 | Cash at Bank 2,000
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Partnership Account

Capitals: Debtors 18,000
Anu 20,000 Stocks 14,000
Beena 20,000 Machinery 12,000
Chander 20,000 60,000 | Building 28,000

75,200 75,200

On the date of Balance Sheet Chander retires from firm. It is agreed to adjust

the value of assets as follows: Notes
(a) Provide areserve of 5% on Sundry Debtors for Doubtful Debts.
(b) Building to be revalued at X 30,200.

(c) Depreciate stock by 5% and Machinery by 10%.

Prepare Revaluation account, Partners Capital account and Balance Sheet of
Anu and Beena.

8. Ashok, Babu and Chinu are partners sharing profit and losses in the ratio of
3 :2: 1 respectively. The firm’s Balance Sheet on March 31, 2014 was as

follows:
Liabilities Amount | Assets Amount
9] &)
Sundry Creditors 38,000 | Plant & Machinery 70,000
Bills Payable 10,000 | Building 90000
General Reserve 24,000 | Motor Car 16,000
Capitals: Debtors 32,000
Ashok 80,000 Less: Provision
Babu 60,000 for bad debts 1,000 31,000
Chinu 50,000 |1,90,000 | Stock 50,000
Cash 5,000
2,62,000 2,62,000

Babu retires on that date, subject to the following adjustments:

(a) The Goodwill of the firm to be valued at ¥ 36,000.

(b) Plants and Machinery to b depreciated by 10% and Motor Car by 15%.
(c) Stock to be appreciated by 20% and Building by 10%.

(d) Provision for Doubtful debts to be increased by X 3,900.

Prepare Revaluation Account and Babu’s Capital account.
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Dhruyv, Raja and Lela are partners sharing profit and losses in the ratio of 3 :

2 : 1 respectively. The Balance Sheet as on March 31, 2014 was as follows:

Liabilities Amount | Assets Amount

d 4]

Sundry Creditors 31,200 | Plant & Machinery 37,600

Dhruv Loan 10,000 | Building 24,000
Capitals: Debtors 24,800

Dhruv 51,840 Less : Provision

Raja 27,360 for bad debts 2,400 22.400

Lela 14 240 93,440 | Stock 18,400

Cash 32,240

1,34,640 1,34,640

Dhruyv retired on March 31, 2014 and Raja and Lela continued in partnership
sharing profits and losses in the ratio of 2 : 1. Dhruv was paid X 20000 on
1.4.2014 and it was agreed that the remaining balance due to him should be
kept as his loan to the firm,

For the purpose of Dhruv’s retirement it was agreed that

(a) Building be revalued at ¥ 48,000 and Plant and Machinery at X31,600.

(b) The provision for bad debts was to be increased by I800.

(c) A provision of ¥1,000 included in creditor was no longer required.

(d) 2,400 was to be written off from the stock in respect of damaged items
included therein.

(e) A provision of ¥ 8,480 made in respect of outstanding legal charges.

() The goodwill of the firm to be valued at ¥ 28,800.

Prepare Revaluation Account, Capital A/c of partners and Balance sheet of the
reconstituted firm.

Sunny, Honey and Rupesh are partners in a firm. Their Balance sheet as on
December 31,2013 is as under:

Liabilities Amount | Assets Amount

&) &y
Creditors 20,000 | Plant & Machinery 40,000
General Reserve 20,000 | Furniture & Fittings 5,000

MODULE - 4
Partnership Account
9.
Notes
10.
342
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Capitals: Debtors 30,000
Sunny 40,000 Stock 21,000
Honey 30,000 Investment 24,000
Rupesh 10,000 80,000

1,20,000 1,20,000

Honey died on 30.06.2014. The partnership deed provides that the representative

of the deceased partner shall be entitled to:

(1)
(1)
(iif)

(iv)
v)

Balance of the capital account of deceased partner.

Interest on Capital at 8% p.a. upto date of death.

His share of profit upto date of death on the average of last three years
profit.

His share of any undistributed profit and losses as per last balance sheet.
Profit for the last three years was < 30,000, ¥ 40,000 and X 50,000.

Ascertain the amount payable to the legal representatives of Honey.

241

24.2

24.3

244

ANSWERS TO INTEXT QUESTIONS
L. (a) Old age  (b) Poor health (c) Bad relations

II.  Existing share + Gaining share

II.  Existing share

Iv. 2:1
(1) False, (1) True, (i11) False, (iv) False.
L. (a) Gain/Profit, (b) Credit : Partners’ Capital A/c,
(c) Revaluation, Assets
II. RevaluationA/c Dr.
To Creditors A/c

(Increase in value of creditors)

L i The balance of his/her Capital Account;
1i. His/her share in the Goodwill of the firm;
1ii. His/her share in the Revaluation Profit:
1v. His/her share in General Reserve and Accumulated Profit;
V. Interest on Capital OR any other
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Partnership Account
II.  1.Lumpsum 2. Instalments

. ¥ 32,000.
24.5 i Mahinder’s Capital X 50,000, Tarun’s Capital X 30,000

ii.  Amisha Capital ¥ 1,37,500, Neena Capital X 82,500 Total Capital

%2,20,000.
Notes 24.6 (i) Deceased partner, (i1) credited, (ii1) Time, Sales,
(iv) Executor’s (v) debited

5. NewRatiol: 1

ANSWERS TO TERMINAL EXERCISE

6. Gaining Ratio 21 : 11

7. Loss on Revaluation X 600
Total of Balance Sheet I 74,600

8.  Profit on Revaluation ¥ 5,700,
Balance of Babu Capital Account X 81,900.

9. Profit on Revaluation¥ 7,320
Total of Balance Sheet X 1,22,680.

10. Amount payable to Honney’s Executor X 44,534.
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DISSOLUTION OF PARTNERSHIP
FIRM

Rakesh and Mukesh were very good friends. They were running a business as a
partnerhsip firm. They were very successful. People were jealous of their relations.
But one day people came to know that they have closed the business. Some dispute
had arisen between the two on a trivial issue. Similarly, firm may come to an end
because of dispute among the partners or firm running in losses for last few years
or because of order of the court and so on. We can say that the partnership firm
is dissolved. In this lesson, you will learn about the accounting treatment in case of
dissolution of partnership firm.

‘
@ OBJECTIVES

After going through this lesson, you will be able to:

® state the meaning of dissolution of partnership firm;

®  distinguish between dissolution of partnership and dissolution of partnership firm:
® explain the Realisation account and disposal of assets and payment of liabilities;
o illustrate the treatment of unrecorded assets and liabilities; and

® prepare partners’ capital accounts and bank and/or cash account.

25.1 DISSOLUTION OF PARTNERSHIP AND
DISSOLUTION OF PARTNERSHIP FIRM

The term dissolution means coming to an end or discontinuation. The dissolution of

the firm implies a complete breakdown of the partnership relation among all the
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u lution of Partnership Firm

partners. Dissolution of the partnership (owing to retirement, death or insolvency of
a partner), merely involves change in the relation of the partners but it does not end
the firm; the partnership would certainly come to an end but the firm, the reconstituted
one might continue under the same name. So the dissoluton of the partnership may
or may not include the dissolution of the firm but the dissoluton of the firm necessarily
means the dissoluton of the partnership. On dissolution of the firm, the business of
the firm ceases to exist since its affairs are wound up by selling the assets and by
paying the liabilities and discharging the claims of the partners. The dissolution of
partnership among all partners of a firm is called dissolution of the firm.

(i) Dissolution by Agreement : A firm is dissolved in case
® all the partners give consent or
®  as per the terms partnership agreement .

(i) Compulsory dissolution : A firm is dissolved compulsorily in the following cases
® When all the partners or all excepting one partner becomes insolvent or

of unsound mind.

When the business becomes unlawful.

When all the partners excepting one decide to retire from the firm.

When all the partners or all excepting one partner die.

A firm is also dissolved compulsorily if the partnership deed includes any

provision regarding the happening of the following events

(a) expiry of the period for which the firm was formed,

(b) completion of the specific venture or project for which the firm was
formed.

(iii) Dissolution by Notice : In case of a partnership at will, the firm may be
dissolved if any one of the partner gives a notice in writing to the other partners.

(iv) Dissolution by Court : A court may order a partnership firm to be dissolved

in the following cases:

(@) When a partner becomes of unsound mind

(b) When a partner becomes permanently incapable of performing
his/her duties as a partner,

(¢) When partner deliberately and consistently commits breach of agreements
relating to the management of the firm;

(d) When a partner’s conduct is likely to adversely affect the business of the

firm;
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() When a partner transfers his/her interest in the firm to a third party;
(2) When the court regards dissolution to be just and equitable.

Distinction Between Dissolution of Partnership and Dissolution of Partnership
Firm

You have already studied that on the occasion of admission, retirement and death
existing partnership comes to an end, but the business of the firm continues under
anew agreement. When a firm decides to wind up its business operations under any
of the circumstances mentioned, it stands dissolved. Dissolution of a partnership firm
is different from the dissolution of a partnership.

Dissolution of a firm means that the firm closes its business and comes to an end.
While dissolution of a partnership means termination of old partnership agreement and
a reconstitution of firm due to admission, retirement and death of a partner. In
dissolution of a partnership the remaining partners may agree to carry on the business
under a new agreement.

Ve1
\®_ (| INTEXT QUESTIONS 25.1

Fill in the blanks with the appropriate word/words :
i. A partnership firm comes to an end when the activities of the firm become

iii. Dissolutionofa........cccoeennee is different from dissolution of .............c..c.......

iv. The firmis compulsorily ...........c..cc........ when all the partners or all excepting
one partner die.

v. Thefirmis dissolved by ............... when a partner becomes of unsound mind.
The firm is dissolved by .................... when all the partners give their consent.

25.2 TREATEMENT OF ASSETS AND LIABILITIES

When the partners decide to discontinue the business of the firm, it becomes necessary
to settle its accounts. For this purpose, it disposes off all its assets (except cash and
bank balances) for satisfying all the claims against it. For this purpose a separate
account called ‘Realisation Account’ is opened. Realisation Account is an account
in which assets excluding cash in hand and bank are transferred at their book value
and all external liabilities are transferred at their book value.
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1.

It also shows what amount were realised on the sale of assets and which liabilities

were discharged at what amount.

In order to record the disposal of assets and discharge of liabilities, the following

journal entries are recorded:

For Transfer of Assets : Assets account is closed by transferring it to the
Realisation Account at its Book Value.
Realisation A/c Dr.
To Assets A/c (Individually)

(Transfer of assets)

It is to be noted that the following items on the assets side of the Balance Sheet

are not transferred to the Realisation Account :

(@) (1) Undistributed loss (i.e. Debit Balance of Profits and Loss account)
() Fictitious assets or deferred revenue expenditures such as preliminary

expenses .

All the above items are closed by transferring them to the partners’ Capital

Account in their profit sharing ratio. The Journal entry is made:

Partner’s capital A/c Dr. (Individually)
To Profit & Loss A/c
To Fictitious Assets A/c

(Transfer of loss and fictitious Assets)

(b) Cashinhand, and Cash at Bank, will be the opening balance of the Cash/

Bank account;

(c) Provisions and reserves against assets should be closed by crediting the

Realisation Account.

The Journal entry is made :
Provision for Doubtful Debts A/c Dr.

Provision for Depreciation A/c Dr.
Any other Provision A/c Dr.
To Realisation A/c

(Transfer of provision on assets)

Accountancy
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2.

6.

For Transfer of Liabilities : The accounts of various external liabilities are
closed by transferring them to the Realisation Account. The loan given to the
firm by a partner’s wife is treated as an external liability and is transferred to
the credit of Realisation Account. The relevant Journal entry is as under :
External Liabilities A/c Dr. (Individually)
To Realisation A/c
(Transfer of external liability)

Capital and Loan account of the partners’ are treated separately and so are not
transferred to the Realisation Account.

Treatment of Accumulated Reserves and Profit/Loss : Any balance of
accumulated reserves (e.g. general reserves), Profit and Loss Account (Cr.),
Reserve Fund and other reserves on the date of dissolution will be credited to
the Partners’ Capital accounts on the basis of profit sharing ratio. The following
journal entry will be recorded :

Profit and Loss A/c Dr.
General Reserve A/c Dr.
Any Other Fund Dr.

To Partners’ Capital A/c (Individually)
(Transfer of profit and reserve)

For Sale of Assets (for cash)
Bank/ Cash A/c Dr. (Realised Value)
To Realisation A/c
(Sale of assets)

For Assets taken Over by the Partner
Partners’ Capital A/c Dr.
To Realisation A/c (Agreed Price)
(Assets taken over by partner)

Bank/Cash/Partners capital A/c Dr.
To Partner’s Loan A/c
(Settlement of loan to a partner)

Settlement of loans given by the Partner
Partners’ Loan A/c Dr.
To Bank/Cash/Partners’ capital A/c
(Settlement of loan given by the partner)
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7. Payment of Liabilities in Cash
Realisation A/c Dr.
To Cash A/c
(Payment of liabilities)

8. Payment of Liabilities by the Partner(s)
Realisation A/c Dr.
To Partner Capital A/c

Notes (Liabilities taken over by partner)

Treatment of Unrecorded Assets and Liabilities

Sometimes, there may be some assets that have already been written off completely
in previous years and thus, do not appear in the Balance Sheet but physically they
still exist for operational purposes. For example, there is an old computer, which is
still in working condition though its book value is zero. Similarly, there may be some
liabilities, which do not appear in the Balance Sheet, but actually they are still there.
For example, a bill discounted with bank, on dissolution it was dishonoured and had
to be taken up by the firm for payment purposes.

It is to be kept in mind that an unrecorded asset would never be transferred to the
debit of the Realisation Account, because the amount realised from its sale is in nature
of a gain and the Realization Account is only credited accordingly. Similarly, an
unrecorded liability need not be transferred to Realisation.

Reason being that its payment is a loss and Realisation Account is only debited with
the actual payment. In such cases, the following journal entries are made:

(a) When the amount realised from the sale of an unrecorded asset.
Cash/Bank A/c Dr.
To Realisation A/c
(Sale of unrecorded assets)

(b) When an unrecorded asset is taken over by a partner at an agreed value.
Partner’s Capital A/c Dr.
To Realisation A/c
(Unrecorded assets taken by partner)

(c) When unrecorded liability has been discharged by the firm.
Realisation A/c Dr.
To Bank/Cash A/c

(Payment of unrecorded liabilities)
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(d) When an unrecorded liability is discharged by a partner on behalf of the firm.

Realisation A/c Dr.
To Partner’s Capital A/c
(Unrecorded Liabilities payment by partner)

Payment of Realisation Expenses

(a) When realisation expenses are paid by the firm (i.e. borne by the firm). The

following journal entry will be recorded: Notes
Realisation A/c Dr.
To Bank/ Cash A/c
(Payment of realisation expenses)

(b) When Realisation expenses are paid by the partner on behalf of the firm (i.e.
realisation expenses paid by the partner but borne by the firm). The following
journal entry is made:

Realisation A/c Dr.
To Partners’ Capital A/c
(Payment of realisation expenses by partner on behalf of firm)

(c) Realisation expenses were agreed to be paid by the partner and were paid by
the firm
Partner’s Capital A/c Dr.
To Cash/Bank A/c
(Realisation expenses paid and borne by partner)

Closing of Realisation Account

The balance in the realisation account would show either profit or loss on dissolution.
If the total of the credit side is more than the debit side, then there is a profit and
following journal entry is made :
Realisation A/c Dr. (Individually)
To Partner’s Capital/ Current A/c (Individually)
(Profit on realisation transferred to capital accounts)

If, the debit side is more than credit side, then there is a loss on dissolution and
following journal entry is made :
Partner’s Capital/Current A/c Dr. (Individually)
To Realisation A/c

(Loss on realisation transferred to capital account)
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Realisation Account

Dr. Cr.

Particulars Amount | Particulars Amount
4] 4]
All Assets A/c (Book Value) All External Liabilities A/c
Notes (Except Cash/Bank) (Book Value)

Cash/Bank A/c Cash/Bank A/c
(Payment of external (Amount realised on sale
liabilities) of various assets)
Partners Capital A/c Partners’ capital A/c

Format of Realisation Account

solution of Partnership Firm

(if any liability paid by partner)

(If any asset is taken over)

Cash/Bank A/c

(Expenses on realisation)

Partners Capital A/c
(For transferring loss on
realisation)

Partners Capital A/c
(Expenses on realisation paid

by a partner)

Partners Capital A/c

(For transferring profit on

realisation)

Ve1
\®_ (|INTEXT QUESTIONS 25.2

Given below are certain statements. Some of these statement are true and
some of these are false. Write T’ against true statement and ‘F’ against false
statements.

(i) Atthe time of dissolution an account including cash and bank are transferred
to realisation account.

@) On dissolution of a firm, business operations of the firm are closed down.

(i) After the preparation of realisation account, Gain or loss of realisation is
transferred to Partners capital account

(iv) Amount realised from the sale of an unrecorded asset is recorded in Realisation
Account.
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(v) Balance of general reserve is transferred to partners’ capital accounts.

(vi) Realisation expenses paid by the partners on behalf of the firm are recorded in

realisation account and partners capital account.

25.3 PARTNERS’ CAPITAL ACCOUNT AND CASH/BANK

ACCOUNT

Settlement of Partners’ Capital Accounts Notes

After all the adjustments related to partners’ capital accounts and transfer of profit
or loss on realisation to the partners’ capital accounts, the capital accounts are closed

in the following manner:

(a) If the Partner’s Capital Account shows a debit balance, the partner has to bring
the necessary amount of cash. The following journal entry is made :
Bank/Cash A/c Dr.
To Partner’s Capital A/c
(Cash brought by the partner)

(b) If the Partner’s Capital Account shows a credit balance, he/she is to be paid
off the necessary amount of cash. The following journal entry will be made:
Partner’s Capital A/c Dr.
To Bank/Cash A/c
(Cash paid to partner)

Preparation of Cash/Bank account

After closing the partners’ capital accounts, bank account is prepared and all entries
pertaining to the bank/cash are posted in it including any cash brought in by the partner
on the dissolution of firm. Partners’ capital accounts are closed by making payment
from the bank account and thereby bank account stands closed by making/receiving
payment. In this way all the accounts stand closed. If cash/bank account does not

show any balance, it implies that all the accounts of the dissolved firm have been closed
properly.

Illustration 1

Arun and Seema are equal partners in a firm. They decided to dissolve the partnership

on December 31, 2014 when the balance sheet stood as under:
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Partnership Account
Balance Sheet as on December 31, 2014

Liabilities Amount | Assets Amount

9] 9]

Sundry creditors 54,000 [ Cash at Bank 22,000

Reserve fund 20,000 [ Sundry Debtors 24,000

Loan 80,000 | Stock 84,000

Notes Capital : Furniture 50,000
Arun 1,20,000 Plant 94,000

Seema 1,20,000 | 2,40,000 | Leasehold land 1,20,000

3,94,000 3,94,000

Assets were realised as follows:

4
Leasehold land 1,44,000
Furniture 45,000
Stock 81,000
Plant 96,000
Sundry debtors 21,000

The creditors were paid X 51,000 in full settlement. Expenses of realisation amounted
to X 6,000.

Prepare Realisation account, Bank account, partners’ capital accounts to close the
books of the firm.

Solution :
Books of Arun and Seema
Realisation Account

Dr Cr.

Particulars Amount | Particulars Amount
9] 9]

Assets transferred Sundry Creditors 54,000
Sundry Debtors 24,000 Loan 80,000
Plants 94,000 Bank
Stock 84,000 Sundry Debtors 21,000
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Leasehold land 1,20,000 Plant 96,000
Furniture 50,000 | 372000 | Stock 81,000
Bank Lease hold land 1,44,000
Creditors 51,000 Furniture 45,00013,87,000
Loan 80,000
Realisation Expense 6,000 |1,37,000
Profit transferred to
Arun Capital 6,000
Seema Capital 6,000 12,000
5,21,000 5,21,000
Capital Accounts
Dr. Cr.
Particulars Arun | Seema | Particulars Arun | Seema
§J) 9] §J) §J)
Bank 1,36,000 | 1,36,000 | Balance b/d 1,20,000 | 1,20,000
Reserve fund 10,000 10,000
Realisation (Profit) 6,000 6000
1,36,000 | 1,36,000 1,36,000 | 1,36,000
Bank Account
Dr. Cr.
Particulars Amount | Particulars Amount
9] &9)
Balance b/d 22,000 | Realisation A/c 1,37,000
Realisation A/c 3,87,000 | Arun Capital 1,36,000
Seema Capital 1,36,000
4,09,000 4,09,000

Tllustration 2

Sonya and Mayank are partners, who shared profit as 3:2. Following is the balance
sheet as on December 31, 2014
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Partnership Account
Balance Sheet as on December 31, 2014

Liabilities Amount | Assets Amount

4] 4]

Creditors 28,000 | Cash in hand 10,500

Bills payable 20,000 | Cash at Bank 30,000

Profit & Loss A/c 13,500 | Stock 7,500

Notes Sonya’s Capital 32,500 | Sundry debtors 21,500

Mayank’s Capital 11,500 | Less : Provision

for bad debt 500| 21,000

Land & Building 36,500

1,05,500 1,05,500

The firm was dissolved on December 31, 2014. Close the books of the firm with

the following information:

(1) Debtors realised at a discount of 5%.

(i) Stock realised at I 7,000.

(i) Building realised at X 42,000.

(iv) Realisation expenses amounted to X 1,500 .

(v) Creditors and bills payable are paid in full.

Prepare necessary ledger accounts.

Solution :
Books of Sonya and Mayank
Realisation Account
Dr. Cr.
Particulars Amount | Particulars Amount
49 49
Assets transferred Provision for bad debts 500
Stock 7,500 Creditors 28,000
Sundry assets 21,500 Bills payable 20,000
Land & Building 36,500 65500 | Bank
Bank Debtors 20,425
Creditors 28,000 Stock 7,000
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Bills payable 20,000 Land & Building 42,000 69,425
Realisation [Expense] 1,500 49500
Profit transferred to (3 : 2)
Sonya’s Capital 1,755
Mayank’s Capital 1,170 2,925
1,17,925 1,17,925
Notes
Capital Accounts
Dr. Cr.
Particulars Sonya | Mayank | Particulars Sonya |Mayank
4] 4] d D
Bank 42,355 18,070 | Balance b/d 32,500 11,500
Profit & Loss A/c 8,100 5,400
Realisation (Profit) 1,755 1,170
42,355 18,070 42,355 18,070
Bank Account
Dr. Cr.
Particulars Amount | Particulars Amount
49 49
Balance b/d 30,000 | Realisation 49,500
Cash 10,500 | Sonya’s Capital 42,355
Realisation 69,425 | Mayank’s Capital 18,070
1,09,925 1,09,925
Hlustration 3
Tanu, Manu and Chetan are in partnership sharing profit in the proportion of 1/2,
1/3, 1/6 respectively. They dissolve the partnership firm on the December 31, 2014,
when the balance sheet of the firm stood as under:
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Balance Sheet as on December 31, 2014

Notes

Liabilities Amount | Assets Amount
4] 4]
Sundry Creditors 30,000 [ Bank 37,500
Bills payable 25,000 | Sundry debtors 58,000
Manu’s loan 40,000 | Stock 39,500
Capital Investment 42.000
Tanu 90,000 Machinery 48,000
Manu 75,000 Freehold property 90,000
Chetan 55,000 | 2,20,000
3,15,000 3,15,000

The machinery was taken over by Manu for X 45,000, Tanu took over the investment
for X 40,000 and freehold property was taken over by Chetan at ¥95,000. The
remaining assets realised as follows: Sundry Debtors X 56,500 and Stock X 36,500.
Sundry creditors were settled at discount of 5%. Bills payable is taken over by Chetan
for X 23,000. Their liabilities amounting to ¥3,000 not shown in books are also to

be paid. An office computer, not shown in the books of accounts, realised X 9,000
Realisation expenses amounted to X 3,000.

Prepare Realisation Account, Partners Capital account and Bank Account.

Solution:
Books of Tanu Manu and Chetan
Realisation A ccount
Dr. Cr.
Particulars Amount | Particulars Amount
& &
Assets transferred Sundry Creditors 30,000
Sundry debtors 58,000 Bills payable 25,000
Stock 39,500 Tanu Capital (Investment) | 40,000
Machinery 48,000 Manu Capital (Machinery)| 45,000
Investment 42,000 Chetan Capital 95,000
Freehold property 90,000 | 277500 | (freehold property)

358 Accountancy



Dissolution of Partnership Fi

MODULE - 4

Partnership Account

Chetan Capital 23,000 | Bank
(Bills payable) S.Debtors 56,500
Bank Stock 36,500
S.Creditors 28,500 Computer 9,000(1,12,000
Liabilities 3,000
(Unrecorded)
Realisation 6,000 37,500
[Expense]
Profit transferred to
Tanu Capital 4,500
Manu Capital 3,000
Chetan Capital 1,500 9,000
3,47,000 3,47,000
Capital Account
Dr. Cr.
Particulars Tanu | Manu | Chetan | Particulars Tanu | Manu |Chetan
4] D D D D 4]
Realisation 40,000 | 45,0001 95,000 | Balance b/d 90,000 | 75,000| 55,000
(Assets) Realisation — —| 23,000
Bank 54,500 | 33,000 — | (Assets)
Realisation 4500 3,000 1,500
(Profit)
Bank — —| 15,500
94,500 | 78,000 95,000 94,500 | 78,000| 79,500
Bank Account
Dr. Cr.
Particulars Amount | Particulars Amount
&9) 9]
Balance b/d 37,500 | Realisation 37,500
Realisation 1,12,000 | Manu’s loan 40,000
Chetan Capital 15,500 | Tanu Capital 54,500
Manu Capital 33,000
1,65,000 1,65,000
Accountancy
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II.

ssolution of Partnership Firm

Ve1
\®_ (| INTEXT QUESTIONS 25.3

Which of the following is treated as unrecorded asset :
i Sale of old Furniture.

ii. ~Goodwill appearing in the balance sheet.

. Bad debts recovered, written off in pervious year.

iv.  Sale of Investments.

v.  Sale of old computer, written off in pervious year.

Which of the following is treated as unrecorded liability :
i A Bill Discounted with bank dishonoured.

ii. ~Repaymentof Bank Loan.

iii. Creditors for stock purchase of goods.

iv. Settlement of a dispute against the firm.

v.  Payment of outstanding bills.

360

fi| WHAT YOU HAVE LEARNT

When a firm decides to close its business and no business activity is carried out
by the firm, it is said to be dissolved.

Dissolution of a firm is different from the dissolution of a partnership. Dissolution
of a firm means that the firm closes its business and comes to an end. While
dissolution of a partnership means termination of old partnership agreement and
a reconstitution of firm due to admission, retirement and death of a partner.

On dissolution of the firm the books of accounts are closed. All assets and
liabilities are transferred to an account called “Realisation Account”. This account
records the realisation of assets and the payment of liabilities.

When the partners decide to discontinue the business of the firm, it becomes
necessary for it to settle its accounts. For this purpose, it disposes off all its assets
(except cash and bank balances) for satisfying all the claims against it.

An unrecorded asset would never be transferred to Realisation Account, because
the amount realised from its sale is in the form of a gain and the Realization
Account is only credited accordingly.

After all the adjustments related to partners’ capital accounts and transfer of profit
or loss on realisation to the partners capital accounts, the capital accounts are
closed.

Accountancy
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® Partners capital accounts are closed through making payment from the bank

account and thereby bank account stands closed by making/ receiving payment.

TERMINAL EXERCISE

1. Answer the following questions in one sentence:

(a) Whatis meant by dissolution of partnership firm ?

(b) Why Realisation account is prepared ?

(c) Whatjournal entry is made in case of payment of unrecorded Liability?

(d) What journal entry is made when expenses are agreed to be borne by the

partners and paid by the firm.

2. Distinguish between dissolution of partnership firm and dissolution of partnership.
3. Under what circumstances can the court dissolve the partnership firm?

5. Sumit and Anish are equal partners in a firm. They decided to dissolve the

partnership on December 31,2014 when the balance sheet is as under:

Balance Sheet as on December 31, 2014

MODULE - 4
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Liabilities Amount | Assets Amount
§9) 9]
Sundry creditors 30,000 | Cash at Bank 7,000
Reserve fund 7,000 | Sundry Debtors 23,000
Bills Payable 30,000 | Stock 42,000
Capital Furniture 35,000
Sumit 70,000 Plant 40,000
Anish 60,000 | 1,30,000 | Leaseholdland 50,000
1,97,000 1,97,000

Assets were realised as :
3
Leasehold land 62,000
Furniture 30,500
Stock 40,500
Plant 48,000
Sundry debtors 22,500

Accountancy 361

Notes



MODULE - 4
Partnership Account
Notes
362

solution of Partnership Firm

Sundry creditors were paid X 29,500 in full settlement. Bills payable paid 5%
less. Expenses of realisation amounted to X 2,500.

Prepare realisation account, Bank account and partners’ capital accounts to close
the books of the firm.

Ashu and Hemani are Partners sharing profit and losses in the ratio of 3 : 2.
They decided to dissolve the firm on December 31, 2014. Their balance sheet
on the above date was :

Balance Sheet as on December 31, 2014

Liabilities Amount | Assets Amount
d 44

Capital Building 90,000
Ashu 1,00,000 Machinery 60,000
Hemani 92,000 | 1,92,000 | Furniture 10,000
Creditors 88,000 | Stock 24,000
Bank overdraft 20,000 | Investments 50,000
Debtors 48,000

Cash in hand 18,000

3,00,000 3,00,000

Ashu is to take over the building at X 98,000 and machinery and furniture is
to be taken over by Hemani at value of X 70,000. Ashu agreed to pay creditor
and Hemani agreed to meet bank overdraft. Stock and investments are taken
by both partners in their profit sharing ratio.

Debtors realised for X 46,000, expenses of realisation amounted to I 3,000.
Prepare necessary ledger accounts.

Tarun, Neeru and Vikas shared profit in the ratio of 3:2:1. On December 31,
2014 their balance sheet was as follows:

Balance Sheet as on December 31, 2014

Liabilities Amount | Assets Amount
d 4

Capital Plant 80,000
Tarun 90,000 Debtors 70,000
Neeru 1,00,000 Furniture 22,000
Vikas 80,000 |2,70,000 | Stock 70,000
Creditors 60,000 | Investments 60,000
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Bills payable 30,000 | Billsreceivable 46,000
Reserve 20,000 | Cash in hand 32,000
3,80,000 3,80,000

On this date the firm was dissolved. The assets realised as follows: Plant
385,000, Debtors 369,000 Furniture 320,000, stock 95% of the book value,
Investments I 86,000 and Bills receivable I 31,000. An office Electronic
Typewriter, not shown in the books of accounts realised X 9,000. Expenses of
realisation amounted to X 4,500. Creditor are taken over by Vikas at book value.

Prepare realisation account, Capital accounts and cash account
The following was the balance sheet of Anu and Hema as on December 31,2014
Balance Sheet as on December 31, 2014

MODULE - 4
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Liabilities Amount | Assets Amount
4 d
Sundry Creditors 42.000 | Cash at Bank 13,000
Bills payable 26,000 | Sundry debtors 50,000
Hema’s loan 20,000 | Stock 40,000
Reserve fund 6,000 | Billsreceivable 28,000
Provision of Bad debts 2,000 | Machinery 60,000
Capital Investment 30,000
Anu 90,000 |1,52,000 | Fixtures 27,000
Hema 62,000
2,48,000 2,48,000

The firm was dissolved on December 31, 2014 and assets realised and
settlements of liabilities was as follows :

(a) The realisation of the assets were as follows:

4
Sundry debtors 48,000
Stock 38,000
Bills receivable 27,000
Machinery 62,000

(b) Investment was taken over by Hema at agreed value of X 36,000 and
agreed to pay of creditors. Bills payable is paid 3% less.

(¢) Fixture are value less.
(d) The expenses incurred on realisation were X 2,200.

Journalise the entries to be made on the dissolution and prepare realisation
account, bank account and partners capital accounts.

Accountancy
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25.2
25.3

O 0N oW

solution of Partnership Firm

Rohit and Tina were partners in a firm and shared profit as 3 : 2. They decided
to dissolve their firm on March 31, 2014 when their balance sheet was as follows:

Balance Sheet as on March 31, 2014

Liabilities Amount | Assets Amount
d 4

Capital Machinery 80,000
Rohit 80,000 Investments 60,000
Tina 90,000 | 1,70,000 | Stock 22,000
Sundry creditors 70,000 | Sundry Debtors 80,000
Reserve 10,000 | Cash at bank 8,000
2,50,000 2,50,000

The assets and liabilities were disposed off as follows:

(a) Machinery were given to creditors in full settlement of their account and
stock is taken over by Rohit at ¥ 19,000.

(b) Investment were taken over by Tina at book value. Sundry debtors of book
value X 50,000 taken over by Rohit at 10% less and remaining debtors
realised for T 28,000.

(c) Realisation expenses amounted to X 2,000 paid by Rohit.

Prepare necessary ledger accounts to close the books of the firm.

@ ANSWERS TO INTEXT QUESTIONS
25.1

(1) Unlawful (i1) Dissolved (ii1) Firm, partnership
(iv) Dissolved (v) Court (vi) Agreement

GOF @@T @T GvyT vT vi)T
I. (c) and (e) II. () and (iv)

@ ANSWERS TO TERMINAL EXERCISE

Profit on Realisation X 13,000 Total of Cash A/c ¥ 210500
Profit on Realisation ¥ 2000 Total of Cash A/c ¥ 64000
Profit on Realisation ¥ 14000 Total of Cash A/c X 398500
Loss on Realisation I 23420 Total of Cash A/c I 188000
Loss on Realisation ¥ 92000 Total of Cash A/c I 83800
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CoMPANY ACCOUNTS

While sole proprietorship and partnership are the old forms of organisations. To meet the

organisational needs of the modern day business run on large scale requring huge amount of
capital, joint sotck company form of organisation was designed. The most important methods
of raising finance by a company are issue of shares, and debentures. The present module of the
Company Accounts explain about the company with its brief introduction and how the company
issue shares to raise capital from capital market. In case the shareholders failed to pay calls on
due its the company profit those shares & reissue them................. date. If also explains about

the issue of debentures by company and its entries in the books of accounts.

Lesson 26. Company - An Introduction
Lesson 27. Issue of Shares

Lesson 28. Forfeiture of Shares
Lesson 29. Reissue of Forfeited Shares

Lesson 30. Issue of Debentures






26

COMPANY : AN INTRODUCTION

You may have come across the name of organisation with suffix limited (Ltd.), for
example Hindustan Motors Ltd. or Hindustan Aeronautics Ltd. etc. Have you ever
thought what does this indicate? Names of organisations with Ltd. indicate that these
are forms of oganisations which are different from sole proprietorship or partnership.

These are called joint stock companies.

As you know that the sole proprietorship and partnership forms of business
organisations could not meet the growing needs of huge capital and managerial skills
required for increased scale of business and growing economic activities. The liability
of owner/owners of these organisations is unlimited. In order to overcome these
problems a new form of business organisation known as ‘company’ came into

existence.

In this lesson, we shall study about company, its features and the methods of raising

capital through issue of shares.

‘
@ OBJECTIVES

After studying this lesson you will be able to :

® state the meaning of company as a form of business organisation;
® describe the characteristics of company;

® describe various types of companies;

e distinguish between public and private company;
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® explain various types of shares;
e distinguish between equity shares and preference shares; and

e explain the types of share capital.

26.1 COMPANY-MEANING AND CHARACTERISTICS

A company is a voluntary association of individuals formed to carry on business to

Notes earn profits or for non profit purposes. These persons contribute towards the capital
by buying its shares in which it is divided. A company is an association of individuals
incorporated as a company possessing acommon capital i.e. share capital contributed
by the members comprising it for the purpose of employing it in some business to
earn profit.

As per Companies Act 1956, a company is formed and registered
under the Companies Act or an existing company registered under
any other Act”.

Characteristics of a Company
Following are the main characteristics of a company:

® Artificial Legal Person : A company is an artficial person as it is created by
law. It has almost all the rights and powers of a natural person. It can enter into
contract. It can sue in its own name and can be sued.

® Incorporated Body : A company must be registered under Companies Act.
By virtue of this, it is vested with corporate personality. It has an identity of its
own. Although the capital is contributed by its members called shareholders yet
the property purchased out of the capital belongs to the company and not to
its shareholders.

® (Capital Divisible into Shares : The capital of the company is divided into
shares. A share is an indivisible unit of capital. The face value of a share is
generally of a small denomination which may be of ¥ 1,3 2,35,3 10,325
or X 100 etc.

® Transferability of Shares : The shares of the company are easily transferable.
The shares can be bought and sold in the stock market.

® Perpetual Existence : A company has an independent and separate existence
distinct from its shareholders. Changes in its membership due to death, insolvency
etc. does not affect its existence and its continuity.
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e Limited Liability : The liablity of the shareholders of a company is limited to
the extent of face value of shares held by them. No shareholder can be called
upon to pay more than the face value of the shares held by them. At the time
of winding up, if necessary, the shareholders may be asked to pay the unpaid

value of shares.

® Representative Management : The number of shareholders is so large and
scattered that they cannot manage the affairs of the company collectively.
Therefore they elect some persons among themselves to manage and administer
the company. These elected representatives of shareholders are individually

called the ‘directors’ of the company and collectively the Board of Directors.

® Common Seal : Acommon seal is the official signature of the company. Any
document bearing the common seal of the company is legally binding on the

company.
Nature of Company

In the beginning, the size of business firms were very small. Sole proprietorship was
therefore, the usual form of business organisation. Later on partnership become
popular when the size of business firms increased. But sole proprietorship and
partnership could not meet the growing demand of big size business because of their
limitations such as limited capital, limited managerial ability, unlimited liability and other
drawbacks. Therefore, in the present days of business world, it is only the Joint stock

company form of business organisation which proved to be useful.

A company is a voluntary association of persons formed for some common purpose,
with capital divisible into parts, known as shares and with a limited liability. Itis created
by law and is known as an artificial person with a perpetual succession and acommon

seal. It has a separate legal entity.

Veﬂ
\®_ (|INTEXT QUESTIONS 26.1

I.  Fill in the blanks with correct word/words relating to the characteristics

of the company:
(i) A company is created by law. Hence a company is ................

(i) An indivisible unit of capital of a company is called a ................
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(617 ISR is the official signature of the company.
@iv) The shareholders elect some persons of their choice to manage the
company’s affairs. It explains the ................ character of the company.
II.  Identify the correct statement by marking () and incorrect one by marking (x):
(1) The property of a company belongs to its shareholders.

(@) The liability of every member of company is restricted to the face value of
shares held by them.

@) The members of a company cannot transfer their shares freely.

(iv) A company can enter into contract in its own name.

26.2 TYPES OF COMPANIES

Companies can be classified under the following heads:

1. On the basis of formation.
2. On the basis of liability.
3. On the basis of ownership.

1. On the basis of Formation
On the basis of formation companies can be categorised as :

(a) Statutory Company : A company formed by a Special Act of parliament or
state legislature is called a Statutory Company. Reserve Bank of India, Industrial
Financial Corporation of India, Life Insurance Corporation of India, Delhi State
Finance Corporation are some of its examples.

(b) Registered Company : Acompany formed and registered under the Companies
Act, 1956 or earlier Companies Acts is called a Registered Company. The
working of such companies is regulated by the provisions of the Companies Act.

2. On the basis of Liability
On the basis of liabilty, companies can be categorised as:

(a) Company Limited by Shares : The liability of the member of such company
is limited to the face value of shares held by him/her.

(b) Company Limited by Guarantee : The liabilty of each member of such company
is limited to the extent of guarantee undertaken by the member. It may arise in
the event of it being wound up.
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(¢) Unlimited Company : The company not having any limit on the liability of its
members, is called an unlimited company. Liability in such a case extends to the
personal property of its shareholders. Such companies do not use the word

‘limited’ at the end of their name.

(d) Company Under Section 25 : A company created under section-25 is to

promote art, culture and societal aims. Such companies need not use the term

MODULE - 5
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limited at the end of their name. Punjab, Haryana, Delhi chambers of commerce,

etc. are the examples of such companies.
3. On the basis of Ownership
On the basis of ownership, companies can be catagorised as :

(a) Private Company : A private company is one which by its Articles of

Association :

(i) restricts the right of members to transfer its shares;

() limits the number of its members to fifty (excluding its past and present
employees);

(i) prohibits any invitation to the public to subscribe to its shares, debentures.

(iv) The minimum paid up capital of the company is one lakh rupees
(X 100000).

The minimum number of shareholders in such a company is two and the company
has to add the words ‘private limited’ at the end of its name. Private companies

do not involve participation of public in general.

(b) Public Copmpany : A company which is not a private company is a public
company. Its Articles of association does not contain the above mentioned

restrictions.

Main features of a public company are :

(i) The minimum number of members is seven.

@) There is no restriction on the maximum number of members.
@) It caninvite public for subscription to its shares.

(@iv) Its shares are freely tansferable.

(v) It has to add the word ‘Limited’ at the end of its name.

(vi) Its minimum paid up capital is five lakhs rupees (X 500,000).
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Notes

d

(e)

®

Government Company : A Government company is one in which not less than
51% of its paid up capital is held by (1) Central Government or (2) State
Government, or (3) partly by Central Government and partly by State Government.
Example of a Government company is Hindustan Machine Tools Limited, (HMT)
State Trading Corporation (STC). Minerals and metals trading corporation
(MMTC).

Foreign Company : A foreign company is one which is incorporated outside

India but has a place of business in India, for example Philips, L.G, etc.

Holding Company and Subsidiary Company : A holding company is a
company which controls another company (called subsidiary company) either
by acquiring more than half of the equity shares of another company or by
controlling the composition of Baord of Directors of another company or by

controlling a holding company which controls another company.

Listed Company and Unlisted Company : A company is required to file an
application with stock exchange for listing of its securities on a stock exchange.
When it qualifies for the admission and continuance of the said securities upon
the list of the stock exchange, it is known as listed company. A company whose
securities do not appear on the list of the stock exchange is called unlisted

company.

Difference between public company and private company :

The major differences between public company and private company are as follows:

Difference between Public Company and Private Company

Basis of Difference

Public Comapany

Private Company

1. Minimum Number | Minimum mumber of | Minimun number of
of Members members required to form | members required to form
apublic company is seven. | aprivate company is two.

2. Maximumnumberof | No limit on miximum | Maximum number of

Members number of members. members is fifty.

3. Name The word ‘Limited’ isused | The word ‘Private
at the end of the |Limited is used at the
company’s name. end of the company’s

name.
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4. Commencementof | It can start its business | It can commence its
Business only after getting a | business as soon as it

certificate of commen- | obtains certificate of
cement of business. Incorporation.

5. InvitationtoPublic | It invites public to | Itcannotinvite public to
subscribe to its shares. subscribe to its shares.

6. Transfer of Shares | There is no restriction on | There is restriction on the Notes
transfer of its shares. transfer of its shares.

7. Number of Directors | It must have at least three | It must have at least two
directors. directors.

8. Minimum Capital It must have a minimum | It must have a minimum

paid up capital of five lakh
rupees (X 500000)

paid up capital of one
lakh rupees (X 100000).

S\

L

II.

INTEXT QUESTIONS 26.2

Fill in the blanks with correct words/figures given in brackets :

(1) The minimum number of members in a public limited company is

............ (two, five, seven)

(i) A Government company is one in which not less than ..........of its paid
up capital is held by government. (50%, 51%, 75%)

(i) The minimum paid up capital of a private limited company is....... (rupees
one lakh, rupees five lakh, rupees Ten lakh)

(iv) A foreign company is one which is incorporated............ (In India, Outside
India).

Name the type of company in the following cases :

@)
of Association.

(i)

unpaid on its shares.

(1ii)

legislature.
@v)
V)

A company which controls another company.

A company that imposes restriction on transfer of its shares by its Articles

A company with a liability of its members limited to the extent of the amount

A company formed by a Special Act enacted by parliament or state

A company not having any limit on the liability of its members.

Accountancy
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26.3 SHARES-MEANING AND ITS KINDS

A joint stock company divides its capital into units of equal denomination. Each unit
is called a share. These units i.e. shares are offered for sale to raise capital. This is
termed as issuing shares. A person who buys share/shares of the company is called
a shareholder and by acquiring share or shares in the company he/she becomes one
of the members of the company.

Thus, a share is an indivisible unit of capital. It expresses the proprietory relationship
between the company and the shareholder. The denominated value of a share is its
face value. The total capital of a company is divided into number of shares.

Kinds of Shares
According to the Companies Act, a company can issue the following types of Shares:
(i) Preference Shares (i) Equity Shares

(i) Preference Shares : A preference share is one which carries following
preferential rights over other type of shares called equity shares in regard to the
following :
® Payment of dividend
® Repayment of capital at the time of winding up of the company.

Characteristics of Preference Shares

1. Such type of shareholders have priority in the payment of dividend before
any other class of shareholders get their payment of dividend.

ii. ~ The rate of dividend of such shares are pre-determined.

(i) Equity Shares : All shares which are not preference shares are equity shares.
Holders of these shares receive dividend out of the profits of the company after
the payment of dividend has been made to the preference shareholders.

Characteristics of Equity Shares

1. Its dividend rate can change from year to year.

i. ~Dividend on Equity shares is paid after the payment of dividend to
preference shareholders.

ii. Inthe event of winding up of company the repayment of capital to equity
shareholder is made at last.

iv. They are real owners of the company.

Equity shareholders have the right to elect directors of the company. Equity
shares are the permanent source of capital.
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Difference between Equity Shares and Preference Shares
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Basis of Difference Equity Shares Preference Shares
1. Rate of Dividend Rate of dividend on | Rate of dividend on these
these sharesis notfixed | shares is fixed.
and depends upon the
decision of the Board of
directors.

2. PaymentofDividend | Dividend on these | Dividend on these shares
shares is paid after | ispaid before payment of
paymentofdividendto | dividend to equity
preferen c e | shareholders.

shareholders.

3. Refund of Share Capital | On winding up of the | Preference shareholders
on Winding up of the | company equity share | have a preference over
Company holders get refund of | equity shareholders in

capital only after | regard torefund of capital

preference shareholders | in case of winding up of

have been paid off. the company.

4. Voting Rights Shareholders have | Shareholders can vote
voting rights in all | only in special circum-
matters. stances.

5. Redemption Shares cannot be | Shares can be redeemed

redeemed during the | as per terms of issue.

life of the company.

Illustration 1

Alok Ltd. issued 12000 share of X 10 each. The amount payable on shares was
% 2 on application, X 4 on allotment and X 4 on First & Final Call. All the shares

were subscribed & all calls were received on due dates.

Pass the necessary Journal entries in the books of the company.
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Solution :

Journal

Date | Particulars LF. | X@Dr) |X (Cr)

Bank A/c Dr. 24,000
To Share Application A/c 24,000

Notes

(Being application money received)

Share Application A/c Dr. 24,000

To Share Capital A/c 24,000
(Being application money transferred to
share capital A/c)

Share Allotment A/c Dr. 48,000
To Share Capital A/c 48,000
(Being allotment money due)

Bank A/c Dr. 48,000
To Share Allotment A/c 48,000

(Being allotment momey received)

Share First & Final Call A/c Dr. 48,000

To Share Capital A/c 48,000
(Being First & Final Call money due)
Bank A/c Dr. 48,000

To Share First & Final Call A/c 48,000

(Being First & Final Call money received)

Veﬂ
\®_ (| INTEXT QUESTIONS 26.3

Fill in the blanks with suitable word/words.

i.  In acompany, main source of finance is .......

L. A...........isanindivisible unit of capital
. ............... have the right to elect directors of the company
iV. ............... have the preferential right as the refund of capital in case of winding

up of company over ...............
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26.4 SHARE CAPITAL-MEANING AND ITS TYPES

A joint stock company estimates its future capital requirements. The amount of the

capital is mentioned in the capital clause of the Memorandum of Association registered
with the Registrar of the Companies. Total capital is divided into a number of small
indivisible units of fixed amount and each such unit is called a share. A share is nothing

but a part in the share capital of the company. As the total capital of the company

MODULE - 5
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is divided into shares, the capital of the company is called share capital. Share capital

of the company is divided into following categories:

® Nominal/Authorised/Registered Capital : It refers to the maximum amount
of share capital which a company is authorised to issue as per its Memorandum

of Association.

® Issued Capital : Issued capital is that part of the authorised capital which the
company offers to public, that may include vendors, for subscription or purchase.
A company may issue its entire authorised capital or may issue it in parts from
time to time as per the needs of the company. It means and includes the nominal
value of shares issued by the company for (a) cash, and (b) consideration other

than cash to (i) promoters of a company, and (ii) others.

® Subscribed Capital : It is that part of issued capital which is taken up or
subscribed by those who are offered for subscription. Company may receive
application for equal to, more than or less than shares issued. This capital can
be equal to or less than the issued capital. The portion of nominal value of the
issued share capital which is actually paid (or subscribed) by the shareholders

forms part of the subscribed capital.

® (Called up Capital : It is that part of the issued/subscribed capital which is called
up by company to pay on the allotted shares and is to be paid by the
shareholders. The portion of the issue price of the shares which a company has

demanded or called from shareholders is known as called up capital

® Uncalled Capital : Uncalled Capital is that portion of the issued/subscribed
capital that is not called up by the company on the shares allotted.

® Paid up Capital : Itis the portion of called up capital which has been paid by
the shareholders, to calculate the paid up capital, the amount of instalments in

arrears is deducted from the called up capital.
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® Unpaid Capital : That part of the called up capital which has been called but
has not been paid by the shareholders is called unpaid capital. i.e. calls-in-

arrears.

® Reserve Capital : Company may keep some part of its share capital uncalled
and keep in reserve to be called only in case of need at the time of its winding
up. This is known as Reserve capital. For this, a special resolution will have to
be passed by the company. Thus, it is that portion of the uncalled capital which

a company has decided to call only in case of liquidation of the company.

Veﬂ
\®_ (|INTEXT QUESTIONS 26.4

I.  Fill in the blanks with suitable word/words :
(i) Share capital is the amount of capital raised through ..............

(i) Capital stated in the capital clause of the Memorandum of Association is

@) That part of the authourised capital which is offered to public for
subscriptioniscalled ..............

(@iv) That part of the uncalled capital which is kept in reserve to be called only
on winding up of the company is termed as ...........
II. Write ‘correct’ for correct statement and ‘wrong’ for incorrect statement
for the following :
(1) Subscribed capital is either equal to or less than issued capital
(@) Issued capital is stated in the capital clause of Memorandum of Association
@) Liability of a shareholder is limited upto the face value of the share

(iv) Reserve capital can be called by the company at any time.

26.5 PRIVATE PLACEMENT OF SHARES

According to Section 81 (1A) of Companies Act, 1956 private placement of shares

implies issue and allotment of shares to a selected group of persons.

A private company limited by shares is prohibited by the Companies Act from issue
of shares for public subscription. It also need not file a statement in lieu of prospectus.

Its shares are issued privately to a small number of persons known as promoters or

378 Accountancy



Company : An Introduction MODULE - 5

Company Accounts

related to them by family connections. This is an easy way of raising capital which
involves less legal formalities. However, a public company can also raise the
capital by placing the shares privately and without inviting the public for
subscription. Such Private Placement requires special resolution to be passed by
the company or consent of Central Government. An underwriter or broker finds clients

who wish to buy shares. Since, no public offer is made, there is no need to issue

prospectus. Statement in lieu of prospectus should be filed with registrar of companies Notes

in such a case.
Accounting treatment of private placement is similar to the public subscription.

Salient Features of Private Placement are as follows :

i.  The company needs to prepare a draft prospectus known as “Statement in lieu
of Prospectus’ and must file with the registrar atleast 3 days before the allotment

of shares or debentures.
ii.  Private Placement of shares and debentures is carried only in the case where

the company does not want to raise capital through public subscription.

. Inthe case of private placement of shares the allotees will not sell their shares
for aminimum period of 3 years from the date of allotment. This period is known

as lock-in period.
Ilustration 2 : (Under Subscription)

Sukriti Ltd. was registered with an authorised capital of ¥ 10,00,000 divided into
shares of X 10 each. Company issued 60,000 shares to public and amount was

payable as follows : ¥ 3 on application; X 2 on allotment & X 5 on call

Application for 55000 shares were received, which were allotted. Full amount

received on due dates. Pass Journal enteries in the Books of Sukriti Ltd.

Solution :
Journal
Date | Particulars LF| ¥@{Dr)| X (Cr.)
Bank A/c Dr. 1,65,000
To Share Application A/c 1,65,000
(Being Application money received)
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Share Application A/c Dr. 1,65,000

To Share Capital A/c 1,65,000
(Being Application money transferred
to share Capital A/c)

Share Allotment A/c Dr. 1,10,000
To Share Capital A/c 1,10,000

Notes (Being Allotment money due)

Bank A/c Dr. 1,10,000
To Share Allotment A/c 1,10,000

(Allotment money received)

Share Call A/c Dr. 2.,75,000

To Share Capital A/c 2.,75,000
(Share Call money due)
Bank A/c Dr. 2.,75,000

To Share Call A/c 2.,75,000

(Being Call money received)

Ilustration 3 : (Over Subscription)

Bhiwani Ltd. issued a prospectus for inviting application from the public for 10,000
equity shares of X 10 each. The amounts were payable as follows:

% 2 on Application, X 3 on Allotment & the balance as and when called.

Applications were received for 12,000 shares & the allotment was made as follows:
Full Allotment on applications for 8,000 shares; 2,000 shares on applications for
3,000 shares. No allotment was made on applications for 1,000 shares. Pass Journal
entries in the books of the company assuming that all allotment money was received
and the call was not made.

Journal
Date | Particulars LF| ¥@{Dr)| X (Cr.)
Bank A/c Dr. 24,000
To Share Application A/c 24,000
(Being application money received for
12000 @ X 2)
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Share Application A/c Dr.
To Share Capital A/c
To Share Allotment A/c
To Bank A/c
(Being transfer of application Money to
Capital A/c on 10000 shares alloted &
refund on application money on 1000

shares received)

Share Allotment A/c Dr.
To Share Capital A/c

(Being the amount on allotment due)

Bank A/c Dr.
To Share Allotment A/c

(Being the receipts of allotment money due)

24,000

30,000

28,000

20,000
2,000
2,000

30,000

28,000
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Ve1
\®_ (|INTEXT QUESTIONS 26.5

State whether the following statements are true or false :

L

i

1v.

A joint stock company is an artificial person created by law.

The liability of the share holders of the company is unlimited.

Registration is not compulsory in the case of a Joint Stock Company.

Preference shareholders get dividend after the equity shareholders.

26.6 ISSUE OF SHARES FOR CONSIDERATION OTHER
THAN CASH

The company purchases certain assets from vendors (sellers or suppliers) on credit.

Instead of making payment to vendors in cash, the company issues them certain agreed
number of shares at the agreed rate as a consideration (payment in exchange) of assets

purchased. Shares may be issued to vendors at par, at premium or at discount. The

requisite journal entry to be passed is as under:

Accountancy
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On Purchasing the Assets

Particular Asset A/c Dr.
or Sundry Asset A/c Dr.  (If name of assets is not given)
To Vendors Alc

(Being purchase of assets on credit)

Issue of Shares to Vendors

Notes
At Par
Vendor A/c Dr.
To Share Capital A/c
(Being issue of __ number of shares to vendors @ < - Per share)

At Premium

Vendor Alc Dr.
To Share Capital A/c
To Securities Premium Reserve

Amount Due
Face Value + Premium

No. of Shares =

At Discount
Vendor A/c Dr.
Discount on issue of Shares A/c Dr.

To Share Capital A/c

Amount Due
Face Value — Discount

No. of Shares =

Illustration 4 : (Issue of Shares for Consideration other than Cash)

The Hindustan Limited was registered with a share capital of ¥ 5,00,000 in %100
shares. Pass Journal Entries in the following cases :

I.  The company purchased the business of Ram & Company for< 1,50,000 payable
< 20,000 in cash and the balance in equity shares of ¥ 100.

ii. The company purchased Building and issued 2,000 shares of ¥ 100 each as

purchase consideration.
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Solution :
Journal

Date | Particulars

L.F.

< (Dr.)

T (Cr)

@) Sundry Assets A/c Dr.

To Ram & Company A/c
(Being purchase of the business of

Ram & Company)

To Bank A/c

To Equity Share Capital A/c
(Being payment to Ram & Company by
issue of 1,300 shares of ¥ 100 each and
% 20,000 in cash)

Ram & Company A/c Dr.

1,50,000

1,50,000

1,50,000

20,000
1,30,000
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(i) | BuildingAlc Dr.

To Vendor’s A/c
(Being purchase of Building on credit)

To Share Capital A/c
(Being issue of 2000 shares of X 100

each to vendors)

Vendor’s A/c Dr.

2,00,000

2,00,000

2,00,000

2,00,000

Illustration 5

Simran Ltd. purchased assets of Charu Ltd. for ¥ 99,000. The purchase consideration
was agreed to be paid in terms of equity shares of Simran Ltd. You are required to

pass necessary Journal Entries in the following cases :

i. Shares issued at par of ¥ 10 each.
ii. Shares issued at premium of 10%.

i. Shares issued at discount of 10%.
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Date | Particulars

L.F

< (Dr.)

T (Cr)

Sundry Assets A/c

To Charu Ltd. Alc
(Being the purchase of assets from
Charu Ltd.)

Dr.

()] At Par
Charu Ltd. Alc

To Equity Share Capital A/c
(Being purchase consideration paid by
issue of 9,900 shares at ¥ 10 each)

Dr.

@@ [ At Premium 10%
Charu Ltd. Alc
To Equity Share Capital A/c
To Securities Premium A/c
(Being 9,000 shares issued at ¥ 10 to
each at 10% premium to Charu Ltd.)

Dr.

() [ At Discount 10%
Charu Ltd. A/c
Discount on issue of Equity
Shares Alc
To Equity Share Capital

each at 10% discount to Charu Ltd.)

(Being 11000 Equity shares issued of ¥ 10

Dr.

Dr.

99,000

99,000

99,000

99,000

11,000

99,000

99,000

90,000
9,000

1,10,000

Working Notes

. 99,000

i. No. of Shares = 10 = 9,900 shares
. 99,000

i. No. of shares = 11 = 9,000 shares
99,000

iii. No. of shares = T = 11,000 shares
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26.7 ISSUE OF SHARES TO PROMOTERS

Promoters are those persons, firms or companies, who promote the company. They
are entrusted with the work of the formation of the company. Promoters are paid
remuneration for their services. This remuneration can be paid in the form of shares
also. In such cases companies issue shares to their promoters without payment. The
journal entry to be passed is as under :

Goodwill A/c Dr.
To Share Capital A/c

Goodwill A/c is debited on the assumption that promoter’s function has resulted in

forming the company into profitable unit.
Alternatively, conservative treatment is as under :
Preliminary Exp. / Incorporation Costs A/c Dr.
To Share Capital A/c
Incorporation costs A/c should be written off against P/L Account as early as possible.
Ilustration 6 : (Issue of Shares for consideration other than Cash)

ABC Ltd. was registered with a nominal capital of X 10,00,000 divided into shares
of ¥ 10 each. The company purchased Machinery for X 27,000 from XYZ Co. Ltd
and issued fully paid equity shares of X 10 each in satisfaction of the claim. Shares

of ¥ 10,000 were issued at par to the promoters for their services.

Give Journal entries of the above transactions if to X YZ shares were issued (i) at
par (ii) at 20% permium & (iii) at 10% discount.

Solution :
Journal

Date | Particulars LF| XT@Dr)| ¥ (Cr)
A. For Purchase of Machinery :

Machinery A/c Dr. 27,000

To XYZ Co. Ltd. A/c 27,000
(Being Machinery purchased from
XYZ Co. Ltd)
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(1) If Shares are issued at Par :
XYZ Co. Ltd Alc Dr. 27,000

To Share Capital A/c 27,000
(Being 2700 shares of X 10 each issued
to XYZ Co. Ltd.)

(i) If Shares are issued at Premium :

Notes XYZ Ltd. A/c (2250 x 12) Dr. 27,000
To Share Capital A/c (2250 x 10) 22,500
To Securities Premium Reserve(2250 x 2) 4,500
(Being 2250 shares of X 10 each issues at
20% premium)

No. of Shares = 27000 - 12 = 2250

@) | If Shares are issued at Discount :

XYZ Co. Ltd A/c (3000 x 9) Dr. 27,000
Discount on Issue of Shares A/c
(3000 x 1) Dr. 3,000
To Share Capital A/c (3000 x 10) 30,000

(Being 3,000 Shares of X 10 each
issued at 10% Discount)
Hint : No. of Shares = 27,000 9 = 3,000

B. For Issue of Shares to the Promoters :
Goodwill A/c Dr. 10,000
To Share Capital A/c 10,000

(Being Shares issued at par to the promoters)

rew
\®_ (| INTEXT QUESTIONS 26.6

Choose the correct option :

i When shares are issued to the vendors at par as consideration of assets
purchased, the total value of shares issued will be:

a) More than the purchase consideration.
b) Less than the purchase consideration.
¢) Equal to the purchase considerations.

d) None of the above.
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ii. ~ When shares are issued to the vendors at premiums as consideration of assets

purchased, the total value of shares issued will be:
a) Equal to the purchase consideration.

b) More than the purchase considerations

c) Less than the purchase considerations.

d) None of the above

) . . . Notes
ii. When shares are issued to the vendors at discount as consideration of assets

purchased, the total value of shares issued will be:
a) Less than the purchase considerations.

b) More than purchase considerations.

c¢) Equal to purchase considerations.

d) None of the above

f
WHAT YOU HAVE LEARNT

e Company is an association of persons who contribute to its capital and is
registered under Companies Act, 1956

® Characteristics of acompany are : Seperate Legal Entity; Incorporated Body;
Perpetual Existence; Limited Liability; Common Seal.

® Types of companies are:

Companies
! T ! !
Formation Liability Ownership Control Listing
Basis Basis Basis Basis Basis
Statutory  Registered Holding  Subsidiary
Company Company Company  Company
Limitedby Limitedby  Unlimited Listed Unlisted
Shares Guarantee ~ Company Company Company

v v v v

Private Public Foreign ~ Government
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Private companies are companies which by their Articles of Association

(1) Restrict the maximum number of members to fifty

(i) Restrict the transferability of shares

@iii)) Putrestriction on inviting public to buy its shares

(iv) Minimum paid up capital of such company is one Lakh rupees.

Private company must add the words ‘Private Limited’ as a suffix to its name.
Companies that are not private companies are public companies.

Company raises its capital through issue of shares.

Shares are of two types : Equity shares and preference shares. Preference shares
carry preference over other shares with regard to payment of dividend and refund
of capital in case of its winding up. Shares other than preference shares are called

‘equity shares’.

Share Capital : Authorised/Nominal; Issued; Subscribed; Called up; Uncalled
Paid up; Unpaid; Reserve

Share : Share means to possess a right on specific amount of Share Capital.

Types of Shares : Equity Shares and Preference Shares shares may be issued
to vendors as purchase considerations for purchase of assets. Such shares can

be issued at par, at premium or at discount.

When shares are issued to a selected lot of people without issuing of prospectus

itis called private placement of shares.

TERMINAL EXERCISE

Define company. Explain in brief its characteristics.

What are preference shares? Distinguish between equity share and preference

shares.

List the various restrictions on a private company. Distinguish between a public

company and a private company.

What is share capital ? Explain different types of share capital.
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5.

6.

10.

I1.

12.

13.

Explain different types of companies.

What is meant by a Joint Stock Company?

Explain the characteristics of a company.

State the characteristics of equity shares.

What is meant by private placement of shares?
Describe the features of private placement of shares.
Distinguish between equity shares and preference shares.
Give the meaning of issue of shares to vendors.

What is meant by issue of shares to promoters?

@ ANSWERS TO INTEXT QUESTIONS

26.1

26.2

26.3

26.4

26.5

26.6

L. (1) an artificial person (i1) share
(iii) common seal (iv) representative

oL @G)x (i) V (iii) x (iv)V

L (1) Seven (11) 51% (iii) one Lakh (iv) outside India

II. (i) private (i1) company limited by shares
(ii1) Statutory company (iv) unlimited liability company
(v) Holding company

(i) share capital (i) share (iii) Equity shareholders

(iv) Preference shareholders, Equity shareholders

L. (1) issue of shares (i1) Authorised capital

(iii) Issued capital (iv) Reserve capital
II. (i) Correct (i1) Wrong (iii) Correct ~ (iv) Wrong
(1) True  (i1) False (iii) False (iv) False

Hc (i) c ()b
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e
L]
Ei ACTIVITY

Your father is a shareholder of a company. Every year he receives report from the
company. This report is called annual report of the company. After going through
the report for a year, find out the following:

N. 1. Name of the company with suffix Ltd. or Private Ltd.
otes
2. Mention the amount of capital :

(@) Authorised e,

(b) Issued .

() Calledup

(d) CallinArrears —  .ceeeeeeeeeeeeee.

(e) Reservecapital
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ISSUE OF SHARES

In the preceding lesson you have studied about the company, its meaning, characteristics
and its various types. You are also familiar with share capital, and its various kinds.
Share capital is one of the main sources of finance for a company. In this lesson we
shall study the procedure of issuing shares for raising capital and its accounting

treatment in the books of the company.

‘
@ OBJECTIVES

After going through this lesson you will be able to
® explain the procedure of isssuing shares;

e explain that the share money may be called in lump sum or in two or more
instalments;

® state that shares may be issued at par, at premium, or at discount;
® make journal entries to record the isssue of shares and

® explain the terms calls in arrears and calls in advance.

27.1 PROCEDURE OF ISSUE OF SHARES

Face value of a share is the par value of the share. It is also known as the Nominal
value or denomination of a share. To issue shares a company follows a definite
procedure which is controlled and regulated by the Companies Act and Securities
Exchange Board of India (SEBI). There are different ways of issue of shares which

may be:

Accountancy 391

MODULE - 5

Company Accounts

Notes



MODULE - 5

Company Accounts

Notes

: Issue of Shares

(A) For consideration other than cash
(B) For cash

(A) ISSUE OF SHARES FOR CONSIDERATION OTHER THAN CASH

Sometimes shares are issued to the promotors of the company in lieu of the services
provided by them during the incorporation of the compnay. The issue price of these
shares is normally debited to ‘Goodwill A/c’ and journal entry is made as follows:

Goodwill A/c Dr.
To Share Capital A/c

In case a company does not have sufficient funds for the purchase of fixed assets
or for payment to creditors it may offer and allot its shares to vendors/ creditors in
lieu of cash. Any allotment of shares against which cash is not to be received is called
‘issue of shares for consideration other than cash’. For example building is purchased
and payment is made by issuing shares.

In case of purchase of assets like building, machinery, stock of materials, etc. the
following journal entry is made :

1. AssetsA/c Dr.
To Vendors/Creditors A/c
(Assets purchased)
2. Vendors/Creditors A/c Dr.
To Share Capital A/c

(Issue of shares of X....... each fullly paid up)
(B) ISSUE OF SHARES FOR CASH

In general, shares are issued for cash. The company may call the share money either
in one instalment or in two or more instalments. But company always collects this

money through its bankers.

(i) Receipt of Share Money in One Instalment : The company may receive
the share money in one instalment along with application. In this case the following
journal entries are made in the books of the company

1.  OnReceipt of Application Money
Bank A/c Dr.
To Share Application A/c
(Application money received on ....shares of X...each)
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2. Ontransferring the Application Money

Share Application A/c Dr.
To Share Capital A/c

(Application money transferred to share capital A/c)

(ii) Share Money Received in Two or More Instalments : Instead of receiving

payment in one instalment i.e. at the time of application the company collects

itin two or more instalments. The first, instalment which the appplicants have Notes
to pay along with the applications for shares is known as application money. On
the allotment of shares the allottees are required to pay the second instalment
which is termed as allotment money. If the company decides to call the share
money in more than two instalments the other instalment is/are termed as call

money (i.e. first-call, second call or final call).
In the above case the transactions are recorded in journal as given below :

(@) On Receipt of Application Money
Bank A/c Dr.
To Share Application A/c

(Receipt of share application money for .... Shares @ .. per share)

(b) OnAllotment of Shares : After receiving the application for shares within
the prescribed time, the Board of Directors of the company proceed to allot
shares. On allotment of shares the application money is transferred to Share
Capital A/c. For this the following journal entry is made :

Share Application A/c Dr.
To Share Capital A/c
(Share application for .... Shares @ X... per

share transferred to share capital A/c)
Allotment Money Becoming Due and Received

On the allotment of shares the amount receivable on the next instalment i.e. on

allotment becomes due. The following entry is made for recording the amount due:

(i) Allotment money becoming due
Share Allotment A/c Dr.
To Share Capital A/c

(Share allotment money due on .... shares @X ... per share)
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On the receipt of share allotment money the following journal entry is made:
Bank A/c Dr.
To Share Allotment A/c

(Receipt of the amount due on allotment of ... shares)

(ii) Receipt of allotment money

Calls on Shares

After the receipt of application and allotment money the money that remains unpaid
can be called up by the company as and when required. Thus a call is a demand
made by the company asking the shareholders to remit the called up amount on shares
allotted to them.

The company may demand the remaining money in more than two instalments. The
amount called after the allotment is known as call money. There may be one or more
calls, depending on the fund requirements of the company. When only one call is made
and Call Money is Due :
Share First and Final Call A/c Dr.
To Share Capital A/c.

(Call money due on .... share @ X ... per share).
Receipt of Call Money

The following journal entry is made for receipt of call money:
Bank A/c Dr.
To Share First & Final call A/c

(call money due on ... shares @ X ... per share received)

Note : 1f the company makes more than one call the same accounting treatment is
followed for recording the second call or third call money due and their receipt. The

last call made is termed as final call.
Illustration 1
Fashion Fabrics Ltd. issued 100000 shares of ¥ 10 each on 1% April, 2014. The
amount payable on these shares was as under:
% 2 per share on application.
% 3 per share on allotment.

X 5 per share on call.
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Make journal entries and prepare relevant accounts in the books of company.

Solution :

Fashion Fabrics Ltd.
Journal Entries

S.No.

Particulars

L.F

Dr.
I

Cr.
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Bank A/c

To Share Application A/c
(Application money received
@ X 2 per share)

Share Application A/c

To Share Capital A/c
(Share application money for
100000 shares transferred to
share capital A/c)

Dr.

Share Allotment A/c

To Share Capital A/c.
(Allotment money made due on
100000 shares @ X 3/- per share)

Dr.

Bank A/c

To Share Allotment A/c.
(Allotment money received on
100000 shares @ X 3 per share.)

Dr.

Share First & Final call A/c.
To Share Capital A/c

(Call money on 1,00,000 share

@ X 5 per share made due)

Bank A/c

To Share First & Final call A/c.
(Call money received on 1,00,000
shares @ X 5 per share)

2,00,000

2,00,000

3,00,000

3,00,000

5,00,000

5,00,000

2,00,000

2,00,000

3,00,000

3,00,000

5,00,000

5,00,000

Note :

shares is used it means equity shares)

Although shares may be equity shares or preference shares but if the term
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Relevant Accounts
Bank A/c
Dr. Ct
Date | Particulars J.E.| Amount | Date |Particulars J.E | Amount
(4 4
Share Application A/c 2,00,000 Balance c/d 10,00,000
Notes Share Allotment A/c 3,00,000
Share First and Final Call A/c 5,00,000
10,00,000 M
Balance b/d 10,00,000
Share Application A/c
Dr. Cr
Date | Particulars J.E.| Amount | Date |Particulars J.E | Amount
(4 4
Share Capital A/c 2,00,000 Bank A/c 2,00,000
2,00,000 | 2,00,000
Share Capital A/c
Dr. Ct
Date | Particulars J.E.| Amount | Date |Particulars J.E | Amount
4 4
Balance cld 10,00,000 Share Applicaiton A/c 2,00,000
Share Allotment A/c 3,00,000
Share First and
Final call A/c 5,00,000
10,00,000 M
Balance b/d 10,00,000
Share Allotment A/c
Dr. Cr
Date | Particulars J.E.| Amount | Date |Particulars J.E | Amount
4 4
Share Capital A/c 3,00,000 Bank A/c 3,00,000
3,00,000 [ 300000
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Share First and Final Call A/c

Dr. Cr.
Date | Particulars J.E.| Amount | Date |Particulars J.E | Amount
(4 T

Share Capital A/c 5,00,000 Bank A/c 5,00,000
5,00,000 | 5,00,000
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Ve1
\®_ (| INTEXT QUESTIONS 27.1

Fill in the blanks with appropriate word/words :
(1) Face value of share is ..........ccceeeeneeee. value of the share.
(i) Shares in consideration other than cash are issued to ..............ccc.......

@) Share money on issued shares can be demanded by the company in lump sum

(@iv) Share application money is received by the company from share .........................

27.2 FULL, UNDER AND OVER SUBSCRIPTION

A company decides to issue number of shares to raise capital. It invites public to buy

these shares. Now there may be three situations :

I.  Full Subscription : Company may receive applications equal to the number of
shares company has offered to people. It is called full subscription. In case of
full subscription the journal entries will be made as follows :

(a) Onreceipt of application money
Bank A/c Dr
To Share Application A/c
(Application money received for ......... shares)

(b) On allotment of shares
Share Application A/c Dr
To Share Capital A/c
(Application money of shares transferred to capital A/c on their allotment)

II. The company does not receive applications equal to the number of shares
offered for subscription, there may be two situations : (i) under subscription;
(@ii) over subscription
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(i) Under Subscription : The issue is said to have been under subscribed
when the company receives applications for less number of shares than
offered to the public for subscription. In this case company is not to face
any problem regarding allotment since every applicant will be alloted all the
shares applied for. But the company can proceed with allotment provided
the subscription for shares is at least equal to the minimum required number
of shares termed as minimum subscription.

(ii) Over Subscription : When company receives applications for more
number of shares than the number of shares offered to the public for
subscription it is a case of over subscription. A company cannot allot more
shares than what it has offered. In case of over subscription, company has
the following options :

Option I

Rejection of Excess Applications and Money Returned : The company may
reject the applications for shares in excess of the shares offered for issue and
aletter of rejection is sent to such applicants. In this case the application money
received from these applicants is refunded to them in full. The journal entry made
is as follows:

Share Application A/c Dr.

To Bank A/c
(Application money on ... shares refunded to the applicants)

Excess application money adjusted towards sums due on allotment.
Journal entry made is :
Shares Application A/c Dr.
To Share Allotment A/c
(Excess application money adjusted towards sums due on allotment)

If the application money received on partially accepted applications is more than
the amount required for adjustment towards allotment money, the excess money
isrefunded. However, if the Articles of the company so authorise, the directors
may retain the excess money as calls in advance to be adjusted against the call/
calls falling due later on and the following entry is made :

Share Application A/c Dr.

To Call-in-advance A/c
(The adjustment of excess share application money
retained as call-in-advance in respect of ... shares)
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Option I1
Partial Acceptance of Applications

In some cases the company accepts the applications for subscription partially. It means
that the company does not allot the full number of shares applied for. For example
if an applicant has applied for 5000 shares and is allotted only 2000 shares, then
the applications is said to have been partially accepted. The company may evolve
some formula of accepting applications partially or making proportionate allotment/
the Prorata allotment which means that the applicants are allotted shares proportionately.
In such a case the company adjusts the excess share money received on application
towards share allotment money due on partially accepted applications. The journal
entry recording the adjustment of application money towards share allotment money,
is as under :

Share Application A/c Dr.

To Share Allotment A/c
(Share application money transferred to Share
Allotment Account in respect of ... shares)

Tllustration 2

The Full Health Care Ltd has offered to public for subscription 20000 shares of X
100 each payable as X 30 per share on application, X 30 per share on allotment
and the balance on call. Applications were received for 30000 shares. Applications
for 5000 shares were rejected all together and application money was returned.
Remaining applicants were alloted the offered shares. Their excess application money
was adjusted towards some due on allotment. Calls were made and duly received.
Make journal entries in the books of the company.

Solution :
Full Health Care Ltd.
Journal Entries
S.No. |Particulars L.F. Dr. Cr.
4 4
1. Bank A/c Dr. 9,00,000
To Share Application A/c 9,00,000
(Application money received for
30000 shares @ X 30 per share)
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2. Share Application A/c Dr. 9,00,000
To Share Capital A/c 6,00,000
To Bank A/c 1,50,000
To Share Allotment A/c 1,50,000

(Application money of 20000 shares
transferred to share capital A/c on their
allotment. That of 5000 shares returned
and of 5000 shares adjusted towards sum
due on allotment)

3. Share Allotment A/c Dr. 6,00,000
To Share Capital A/c. 6,00,000
(Allotment money due)

4, Bank A/c Dr. 4,50,000
To Share Allotment A/c. 4,50,000
(Allotment money received)

5. Share First and Final call A/c. Dr. 8,00,000
To Share Capital A/c 8,00,000
(Call money due)

6. Bank A/c Dr. 8,00,000
To Share First and Final call A/c. 8,00,000
(Call money received)

INTEXT QUESTIONS 27.2

Fill in the blanks with appropriate word or words in the following

sentences:

(i) When company receives applications for more number of shares than offered
for subscription it is a case of ...............

@) When share money is to be received in two or more instalments the first instalment

@ii) Call is a demand made by the company asking the shareholders to pay the

............... amount.

@iv) A company............... allot more shares than it has issued.
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27.3 ISSUE OF SHARES AT PREMIUM

A company can issue its shares at their face value. When company issues its shares
at their face value, the shares are said to have been issued at par. Company can also
issue its shares at more than or less than its face value i.e, at ‘Premium’ or at ‘Discount’
respectively. When shares are issued at premium or at discount an accounting
treatment different from shares issued at par is required. Let us discuss issue of shares
at premium.

Issue of Shares at Premium

If acompany issues its shares at a price more than its face value, the shares are said
to have been issued at Premium. The difference between the issue price and face
value or nominal value is called ‘Premium’. If a share of X 10 is issued at ¥ 12, it
is said to have been issued at a premium of X 2 per share. The money received as
premium is transferred to Securities Premium A/c. A company issues its shares at
premium only when its financial position is very sound. It is a capital gain to the
company. The Premium money may be demanded by the company with application,
allotment or with calls.

The Companies Act has laid down certain restrictions on the utilisation of the amount

of premium.

(According to Section 78 of this Act, the amount of premium can be
utilised for :

@i Issuing fully-paid bonus shares;

(i) Writing off preliminary expenses, discount on issue of shares and

debentures, underwriting commission or expenses on issue;

(@) Paying premium on redemplion of Preference shares or
Debentures;

k(iV) By Back of Shares.

J
Further, the company may demand the total amount of premium in more than one

instalment. In case the company doesn’t specify the particular call with which
Securities Premium is to be paid it is supposed to be called at the time of Allotment.

Accounting Treatment of Premium on Issue of Shares

Following is the accounting treatment of Premium on issue of shares :
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(a) Securities Premium Collected with Share Application Money : If the
Securities premium is collected on application and the company has taken

decision about the allotment of shares, the following journal entry is made :

Share Application A/c Dr.
To Securities Premium A/c
(The amount of Securities premium received on application

of the alloted shares is transferred to Securities Premium A/c)

(b) Premium Collected with Allotment Money or Calls : If the company decides
to demand the premium with share Allotment or/and share call money, the journal

entry made is :

Share Allotment A/c Dr.
Or/and
Share Call A/c Dr.
To Securities Premium A/c
(Adjustment of share premium due on...... shares @X....... per share.)
Ilustration 3

Luxuary Cars Ltd. issued 100000 shares of ¥ 10 each at a premium of
X 5 per share, payable as:

On application % 4 (including X 2 premium) per share
On allotment % 8 (including X 3 premium) per share
On call X 3 per share

Applications were received for 100000 shares and allotment was made to all. Make

journal entries.
Solution :
Books of Luxury Cars Ltd.
Journal Entries
S.No. | Particulars L.F. Dr. Cr.
3T 3T
1. Bank A/c Dr. 4,00,000
To Share Application A/c 4,00,000
(Amount received for 1,00,000 shares)
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2. Share Application A/c Dr. 4,00,000
To Share Capital A/c 2,00,000
To Securities Premium A/c 2,00,000

(Share application money transferred
to share capital A/c and securities

Premium A/c)
3. Share Allotment A/c Dr. 8,00,000 Notes
To Share Capital A/c 5,00,000
To Securities Premium A/c 3,00,000

(Share allotment money made Due)

4. Bank A/c Dr. 8,00,000
To Share Allotment A/c 8,00,000

(Share allotment money is received on

1,00,000 shares @ X 8 per share)

5. Share First and Final Call A/c Dr. 3,00,000

To Share Capital A/c 3,00,000
(Share call money made due on 1,00,000
shares @ X 3 per share.)

6. Bank A/c Dr. 3,00,000
To Share First and Final Call A/c 3,00,000
(Share call money received on 1,00,000

shares @ X 3 per share.)

Veﬂ
\®_ ((INTEXT QUESTIONS 27.3

Fill in the blanks with suitable word/words and figure/figures :
(i) Securities premium is a ..........cecveennee. to the company.

@) If allotment money demanded is X 5 per share including X 2 for premium. the
share capital account will be credited by X .......................

(iii) A company issues its shares of ¥ 50 each at X 60 per share. The excess money
of T 10 each is ..ccoeeveeniennenne.

(@iv) If the premium per share is ¥ 20 on a share of I 100 each, the share capital
A/c will be credited with ....................... per share.
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Tllustration 4

& Prepare Bank A/c, Security Premium A/c and Balance Sheet.

Sunita Ltd. was registered with an authorised capital of ¥ 50,00,000 divided in 50,000
shares of ¥ 100 each. Company issued 20,000 shares at a premium of X 20 per share.
Amount receivables as X 40 on application, X 40 on allotment (including premium)
% 20 on first call & X 20 on second & final call. All shares were subscribed & all
money was duly received. Share issue expenses amounted to X 20,000 which were

fully written off against securities premium reserve A/c. Pass necessary Journal entries

Solution :
Journal
Particulars L.F. Dr. Cr.
< <
Bank A/c Dr. 8,00,000
To Share Application A/c 8,00,000
(Being application money received for
20000 shares @ X 40 per share)
Share Application A/c Dr. 8,00,000
To Share Capital A/c 8,00,000
(Being application money transferred to
Share Capital A/c)
Share Allotment A/c Dr. 8,00,000
To Share Capital A/c 4,00,000
To Securities Premium Reserve A/c 4,00,000
(Being allotment money due with premium)
Bank A/c Dr. 8,00,000
To Share Allotment A/c 8,00,000
(Being allotment money received
with premium)
Share First Call A/c Dr. 4,00,000
To Share Capital A/c 4,00,000
(Being First Call due @ X 20 per share)
Accountancy
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Bank A/c Dr. 4,00,000
To Share First Call A/c 4,00,000
(Being First call money received)
Share Second & Final Call A/c Dr. 4,00,000
To Share Capital A/c 4,00,000
(Being Second Call due @ X 20 per share)
Bank A/c Dr. 4,00,000
To Share Second & Final Call A/c 4,00,000
(Being Second call money received)
Share Issue Expenses/Preliminary
Expenses A/c Dr. 20,000
To Bank A/c 20,000
(Being expenses incurred on issue of shares)
Securities Premium Reserve A/c Dr. 20,000
To Share issue Expenses A/c 20,000
(Being share issue expenses written off
against securities premium account)
Bank Account
Dr. Cr.
Particulars < | Particulars I
To Share Application A/c 8,00,000 | By Share Issue Exp. A/c 20,000
To Share Allotment A/c 8,00,000 | By Balance c/d 23,80,000
To Share First Call A/c 4,00,000
To Share Second Call A/c | 4,00,000
24,00,000 24.00,000
Securities Premium Reserve Account
Dr. Cr.
Particulars < | Particulars I
To Share Issue Exp. A/c 20,000 | By Share Allotment A/c 4,00,000
To Balance c/d 3,80,000
4,00,000 4,00,000
Accountancy
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Balance Sheet of Sunita Ltd.

Particulars Note (4

I. Equity & Liabilities
(1) Shareholder’s Funds

(a) Share Capital 1 20,00,000
(b) Reserve and Surplus 2 3,80,000
Note 1
Share Capital
Authorised Capital
50000 shares of ¥ 100 each 50,00,000
Issued Capital
20000 shares of ¥ 100 each 20,00,000
Subscribed
Subscribed & Fully Paid up
20000 shares of T 100 each 20,00,000
Note 2
Reserves & Surplus : Securities Premium Reserve 3,80,000

Dislosure of Share Capital in Company’s Balance Sheet (Vertical form)

According to schedule V1, Part I of the companies Act 1956, the Share Capital of
a company is shown in the Balance Sheet as given below.

Balance Sheet of a Company (an extract)

Particulars Note 4

I. Equity and Liabilities

(1) Shareholders Funds
(a) Share Capital
(b) Reserves and Surplus
(c) Money received against share accounts

(2) Share Application Money Pending Allotment
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Note :  On the face of the Balance Sheet only so much information should be
disclosed as is required and the remaining should be disclosed in the Notes
to Accounts.

I. Equity and Liabilities

There are broadly two headings shown on the Equity and Liabilities side. First, being
the equity, i.e., liability of the company towards shareholders. It is termed as

MODULE - 5

Company Accounts

Shareholders’ Funds. It includes Share Capital, Reserves and Surplus and Money
received against share warrants. Second, being liability of the company towards the
outsiders. It is termed as Liabilities.

1. Shareholders’ Funds

(a) Share Capital : 1t is the first item under shareholders’ funds. Details
required to be shown are :

1 ® Authorised Share Capital : Authorised Share Capital is stated
in the Memorandum of Association and is divided into different
categories such as equity share capital and perference share
capital. It is the amount of share capital that a company is
authorised to issue under each category. It is shown by way of
information in the notes attached to the Balance Sheet. The
above information is shown for information only, i.e., it is not
added to liability.

® [ssued Share Capital : 1t is that part of the authorised share
capital which the company has issued for subscription up to the
authorised share capital which the company has issued for
subscription up to the date of Balance Sheet. It includes a
number and classes (Equity or Preference) of shares and their
face value, etc.

® Subscribed Share Capital : It is that part of issued share capital
which has been subscribed by the applicants.

® Called-up Share Capital: Tt is that part of the issued share
capital that has been called-up to be paid by the company.

® Paid-up Share Capital : It refers to that part of subscribed
share capital which has been paid-up by the subscriber towards
share capital.
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(1)

(iif)

(i)

Issue of Shares

If a company has issued different types of Equity and Preference
shares, detail of each type of shares is given.

Amount of Calls-in-Arrear is shown as deduction from called-up
capital or ‘subscribed capital’ to ascertain the paid-up capital of the
company and shown as liability in the Balance Sheet.

Calls-in Arrear from Directors and Officers of the company have to
be disclosed.

Forfeited shares amount, i.e., amount originally paid up is shown by
adding it to subscribed capital. But in case of profit on reissue of
forfeited shares, it is transferred to Capital Reserves.

It is to be noted that details regarding share capital or in fact, any

item of Balance Sheet and Statement of Profit and Loss is to be given

in the notes.

(b) Reserve and Surplus : Reserve and Surplus include following items and

are shown separately :

@)
(i)
(iii)
(iv)
\2
(vi)
(vii)

(vi)

Capital Reserves

Capital Redemption Reserve

Securities Premium Reserve

Debentures Redemption Reserve

Revaluation Reserves

Share Options Outstanding Account

Other Reserves (to specify the nature and purpose of each reserve)

Balance in the statement of Profit and Loss after appropriations
towards proposed dividend and transfer to reserves. In case,
Reserves and Surplus has a balance under the head, profit (surplus)
or loss (deficit) for the year is added to it. Thereafter, appropriation
is made by transfer to reserves or for provision for dividend.

G

(" . .. )
If the balance after transfer of profit to the existing balance results
in negative figure, it is shown under Reserves and Surplus as a negative
amount. It means it is deducted to arrive at the total reserves.

The balance of the reserve and surplus, whether positive or negative,
is shown under shareholders funds.

J
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Illustration 5

ABC Ltd invited applications for issuing 80,000 equity shares of X 10 each. Money
is payable as follows :

X 3 on Application, X 3 on Allotment, X 2 on First Call and X 2 on Second & Final
call.

All the shares were applied and all sums due on allotment and calls have been received. Notes
Share issue expenses amounted to X 8,000. You are required to prepare Journal,

Ledger Accounts and the Balance Sheet of ABC Litd.

Solution :

Journal

Particulars L.F. Dr. Cr.
4 4

Bank A/c Dr. 2,40,000
To Share Application A/c 2.40,000

(Being application money received for

80000 shares @ X 3 per share)

Share Application A/c Dr. 2,40,000

To Share Capital A/c 2.,40,000
(Being application money transfered to
Share capital A/c)

Share Allotment A/c Dr. 2,40,000

To Share Capital A/c 2,40,000
(Being allotment money due on 80,000
shares @ X 3 per share)

Bank A/c Dr. 2,40,000
To Share Allotment A/c 2,40,000

(Being allotment money received)

Share First Call A/c Dr. 1,60,000

To Share Capital A/c 1,60,000
(Being First Call due on 80,000 shares
@ X 2 per share)
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Bank A/c Dr. 1,60,000
To Share First Call A/c 1,60,000

(Being amount received on first call)

Share Second & Final Call A/c Dr. 1,60,000
To Share Capital A/c 1,60,000
(Being amount received on final call)
Notes Share Issue Expenses A/c Dr. 8,000
To Bank A/c 8,000
(Being expenses incurred on issue of shares)
LEDGER
Bank Account
Dr. Cr.
Particulars < | Particulars 4
To Share Application A/c 2,40,000 | By Share Issue Exp. A/c 8,000
To Share Allotment A/c 2,40,000 | By Balance c/d 7,92,000
To Share First Call A/c 1,60,000
To Share Final Call A/c 1,60,000
8,00,000 8,00,000
Share Application Account
Dr. Cr.
Particulars < | Particulars 3T
To Share Capital A/c 2,40,000 | By Bank A/c 2,40,000
2,40,000 2,40,000
Share Allotment Account
Dr. Cr.
Particulars < | Particulars 4
To Share Capital A/c 2,40,000 | By Bank A/c 2,40,000
2,40,000 2,40,000
Share First Call Account
Dr. Cr.
Particulars < | Particulars 4
To Share Capital A/c 1,60,000 | By Bank A/c 1,60,000
1,60,000 1,60,000
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Share Final Call Account
Dr. Cr.
Particulars < | Particulars 4
To Share Capital A/c 1,60,000 | By Bank A/c 1,60,000
1,60,000 1,60,000
Share Capital Account
Dr. Cr.
Particulars < | Particulars I
To Balance c/d 8,00,000 | By Share Application A/c | 2,40,000
By Share Allotment A/c 2,40,000
By Share First Call A/c 1,60,000
By Share Final Call A/c 1,60,000
8,00,000 8,00,000
Share Issue Expense Account
Dr. Cr.
Particulars < | Particulars I
To Bank A/c 8,000 | By Balance c/d 8,000
8,000 8,000
Balance Sheet of ABC Ltd (An Extract)
as at
Particulars Note I
I. Equity and Liabilities
(1) Shareholder’s Funds
(a) Share Capital 1 8,00,000
II. Assets
(1) Non Current Assets
(a) Other non current assets 2 8,000
Note 1
Share Capital
Authorised Capital
......... Shares of ¥ 10 each
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Issued Capital

80000 shares of X 10 each 8,00,000
Subscribed

Subscribed & Fully Paid up

80000 shares of X 10 each 8,00,000
Note 2
Share Issue Expenses 8,000

27.4 ISSUE OF SHARES AT DISCOUNT

When the issue price of share is less than the face value, shares are said to have been
issued at discount. For example if a company issues its shares of ¥ 100 each at
T 90 each, the shares are said to be issued at discount. The amount of discount is

X 10 per share (i.e. ¥ 100 —% 90). Discount on issue of shares is a loss to the company.

Section 79 of Companies Act 1956 has laid down certain conditions subject to which

a company can issue its shares at a discount. These conditions are as follows :
(i) Atleastone year must have elapsed from the date of commencement of business;
(i) Such shares are of the same class which has had already been issued;

@ii)) The company has sanctioned such issue by passing a resolution in its General

meeting and the approval of the court is obtained.

@iv) Discount should not be more than 10% of the face value of the share and if the
company wants to give discount more than 10%), it will have to obtain the sanction

of the Central Government.
Accounting Treatment of Shares Issued at Discount

The amount of discount is generally adjusted towards share allotment money and the

following journal entry is made:

Share Allotment A/c Dr.
Discount on issue of shares A/c Dr.

To Share Capital A/c
(Allotment money due on....shares @ X ...... per share
after allowing discount @ X .......... per share)
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Tllustraion 6

Sri Krishna Agro Chemical Ltd. was registered with a capital of ¥ 5000000 divided
into 50,000 shares of ¥ 100 each. It issued 10000 shares at a discount of X 10 per

share, payable as :

% 40 per share on application

X 30 per share on allotment

X 20 per share on call.

Company received applications for 15000 shares. Applicants for 12000 shares were
allotted 10000 shares and applications for the remaining shares were sent letters of

regret and their application money was returned. Call was made. Allotment and call

money was duly received. Make journal entries in the books of the company.

Solution :
Sri Krishna Agro Chemicals Ltd

Journal Entries

S.No. | Particulars L.F. Dr. Cr.

1 Bank A/c Dr. 6,00,000
To Share Application A/c 6,00,000

(Application money received for

15000 shares @ X 40 per Share)

2. Share Application A/c Dr. 4,00,000

To Share Capital A/c 4,00,000
(Application money for 10000 shares
transferred to share Capital A/c on
their allotment)

3. Share Application A/c Dr. 2,00,000
To Share Allotment A/c 80,000
To Bank A/c 1,20,000

(Application money of 3000 shares

returned and for 2000 shares adjusted

towards sum due on allotment)
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4, Share Allotment A/c Dr. 3,00,000
Discount on Issued of Shares A/c Dr. 1,00,000
To Share Capital A/c. 4,00,000
(Allotment money due)
5. Bank A/c Dr. 2,20,000
To Share Allotment A/c 2,20,000

(Allotment money received)

6. Share First & Final Call A/c Dr. 2,00,000
To Share Capital A/c 2,00,000
(Amount due on call)

7. Bank A/c Dr. 2,00,000
To Share First & Final Call A/c 2,00,000
(Call money received)

VeW
\®_ ((INTEXT QUESTIONS 27.4

Fill in the blanks with suitable word/words :
(i) Discount on issue of shares is a ........c.cceeeeuveenee. to the company.

(i) A company issues its shares of X 100 each at a discount of 10%, money
receivable on each share is ...........ccocceeeueeene

(iii) If discount per share is X 5 on shares of X 100 each, the share capital A/c will
be credited with X ........ccccveienen

27.5 CALLS IN ADVANCE AND CALLS IN ARREARS

If a shareholder pays any amount to company before it is demanded, it is called Call-
in-Advance. This amount is put in a separate account known as Calls-in-Advance
A/c. This amount is not shown as capital of the company, till such time the company
makes a demand from all the shareholders. Call-in-Advance A/c is shown on the
liabilities side of the Balance Sheet. For example if a company issued shares of X
10 on which it has already called X 5. Against the uncalled portion of X 5 per share
the company makes a call X 3 per share, the entry for call money due will be made
only for X 3 per share. Now suppose a shareholder pays X 5 per share including
the uncalled amount of X 2 per share along with the call money, it means he has paid
R 2 per share in advance, which will be credited to calls in Advance A/c. The company

is required to pay interest on this amount @ 6% till the date of its appropriation.
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Accounting Treatment

Following journal entry is made for calls-in-advance.

Bank A/c Dr.
To Calls-in-Advance A/c
(Calls in advance received on....... shares @ X ....... per share)

Appropriation of calls-in-Advance A/c say in the final call
Journal entry will be :
Calls-in-Advance A/c Dr.
To Share Final call A/c
(Calls in advance amount adjusted)

For interest given on Calls-in-Advance
ournal entry will be :
Interest on calls-in-Advance A/c Dr.
To Bank A/c
(Interest paid on the amount of Call-in-Advance)

Tllustration 7

India Software Ltd. offered 50000 shares of X 10 each to the public payable as:
X 2 on application
% 3 on allotment
X 2 on First call and the balance as and when required.

All the shares were applied for and duly allotted but Mukesh a shareholder holding
200 shares paid the entire balance on allotment.

Make necessary journal entries.

Solution :
India Software Ltd.
Journal Entries
Date | Particulars L.F. Dr. Cr.
3 4
Bank A/c Dr. 1,00,000
To Share Application A/c 1,00,000
(Share application money received for
50000 shares @ X 2 per share)
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Share Application A/c Dr. 1,00,000
To Share Capital A/c 1,00,000

(Share application money transferred

to share capital A/c on allotment)

Share Allotment A/c Dr. 1,50,000
To Share Capital A/c 1,50,000

Notes

(Share allotment money made due
on 50000 shares @ X 3 per share.)

Bank A/c. Dr. 1,51,000
To Share Allotment A/c 1,50,000
To Call-in-Advance A/c 1,000

(Amount received on allotment @ X 3
per share and advance for 200 shares
@ X 5 per share)

Share First Call A/c Dr. 1,00,000
To Share Capital A/c 1,00,000

(Share first call money due on

50000 shares @ X 2 per share.)

Bank A/c Dr. 99,600
Call-in-Advance A/c Dr. 400
To Share First call A/c 1,00,000

(First call money received on
49800 shares and on 200 shares

call in advance is adjusted.)

Calls in Arrears

When the company sends notice to the shareholders to pay allotment and /or call
money, it has to be paid by them within the specified time period. If it is not paid
by any one or more of the shareholders, the unpaid amount becomes arrears due
from them. Such arrears are transferred to an account termed as Calls-in-Arrears
A/c. The company is authorised to charge interest on calls-in-Arrears @ 5% p.a.
for the intervening peroid. (The period between date of non-receipt of the due amount

and the date of actual receipt of the due amount).
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Accounting Treatment

The following jounal entry is made to record Calls-in-Arrears:
Calls-in-Arrears Alc Dr.
To Share Allotment/Call A/c
(Share allotment/ Call money not received on .... shares)
When the unpaid balance is received later on the following journal entry is made:
Bank A/c Dr.
To Calls in Arrears Alc
(Amount due on allotment/ call remaining unpaid

now received on...... shares.)

The company may charge interest on the amount of calls in arrears at a given rate
from the date of amount due till it is paid journal entry will be

Bank A/c Dr.

To Interest on calls in arrears A/c
Ilustration 8

X Ltd. made its first call of % 20 per share on 1st July 2014. Zahir holding 200 shares
failed to pay the call money. He could pay the money only on 31st December, 2014.
Company charged interest @12% per annum.

Make necessary journal entry for the interest charged by the company.

Solution ;

12 6
i 4000 x —x— =240
Amount of interest due X 100 X T

Journal Entry

MODULE - 5
Company Accounts

S.No. |Particulars L.F Dr. Cr.
4 4
Bank A/c Dr. 240
To Interest on call in Arrears A/c 240
(Receipt of interest on calls in arrears)
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Illustration 9

and the balance on Final Call.

received later on with final call.
Make necessary journal entries.

Solution :

Journal Entries

: Issue of Shares

ABC Ltd issued 20000 shares of X 10 each payable as X 2 per share on application,
X 5 (including premium of X 2 per share) on allotment, I 3 per share on first call

All the money was received except the first call money on 400 shares; which was

S.No.

Particulars

L.F.

Cr.

Bank A/c

To Share Application A/c
(Application money received for
20000 shares @ X 2 per Share)

Dr.

Share Application A/c

To Share Capital A/c
(Application money of 20000 shares
transferred to share Capital A/c
on allotment)

Dr.

Share Allotment A/c

To Share Capital A/c

To Securities Premium A/c
(Allotment money due with premium

Dr.

@ X 5 (3+2) per share on 20000 shares)

Bank A/c
To Share Allotment A/c
(Share allotment money received)

Dr.

Shares First Call A/c

To Share Capital A/c
(Share first call money due on 2000
shares @ X 3 per share)

40,000

40,000

1,00,000

1,00,000

60,000

40,000

40,000

60,000
40,000

1,00,000

60,000
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6

Bank A/c
Calls-in-Arrears A/c
To Share First Call A/c
(First call money received
on 19600 shares @ X 3 per share.)

Dr.
Dr.

Share Final Call A/c

To Share Capital A/c
(Final Call money due on 20000
shares @ X 2 per share.)

Dr.

Bank A/c

To Share Final Call A/c

To Calls-in-Arrears A/c
(Final Call money received on 20000
shares @ X 2 per share along with
arrears of first call on 400 shares)

58,800
1,200

40,000

41,200

60,000

40,000

40,000
1,200

MODULE - 5

Company Accounts

Tllustration 10

The Progressive Industries Limited was registered with a capital of
% 50,00,000. It issued 20000 equity shares of X 100 each payable as X 25 on
application, X 25 on allotment and balance on 1st and final call and 10000, 9%
preference shares of X 100 each payable as X 50 on application and allotment and
the balance on two calls of X 25 each. All the shares were applied for and allotted.
All money was duly received. Make necessary journal entires in the books of the

company :
Solution :
Progressive Industries Ltd
Journal Entries
S.No. | Particulars L.F. Dr. Cr.
4 4
1. Bank A/c Dr. 10,00,000
To Equity Share Application A/c 5,00,000
To 9% Preference Share Application
and Allotment A/c 5,00,000
(Application money received for 20000
equity shares @ X 25 per Share and 10000
9% preference shares @ X 50 per share)
Accountancy 419
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2. Equity Share Application A/c Dr. 5,00,000
9% Preference Share Applicaiton
& Allotment A/c Dr. 5,00,000
To Equity Share Capital A/c 5,00,000
To 9% Preference Share Capital A/c 5,00,000
(Applicaiton money transferred to capital
Notes accounts)
3. Equity Share Allotment A/c Dr. 5,00,000
To Equity share Capital A/c 5,00,000

(Allotment money due on 20000 equity

shares at X 25 per share

4. 9% Preference share 1st call A/c Dr. 2,50,000
To 9% Preference Share Capital A/c 2,50,000
(1st call money due on 10000 9% preference

shares at ¥ 25 per share

5. Bank A/c Dr. 7,50,000
To Equity Share Allotment A/c 5,00,000
To 9% Preference Share 1st call A/c 2,50,000

(Equity share allotment money and 9%

preference share 1st call money received)

6. Equity Share First & Final CallA/c  Dr. 10,00,000
9% Preference Share Final Call A/c  Dr. 2.,50,000

To Equity Share Capital A/c 10,00,000

To 9% Preference Share Capital A/c 2,50,000

(First & Final call on equity shares and

Final call on 9% preference shares due)

7. Bank A/c Dr. 1,25,0000
To Equity Share First & Final Call A/c 10,00,000
To 9% Preference Share Fianl Call A/c 2,50,000

(Equity share 1st and final call and 9%

Preference share final call money received)
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@ :‘ INTEXT QUESTIONS 27.5

Fill in the blanks with suitable word/words and figure/figures:

(1) The call money demanded by the company if not paid by a shareholder, will
be debited to ................... Alc.

MODULE - 5

Company Accounts

(i) A shareholder pays X 6 per share on allotment which includes X 2 per share

for the next call, extra amount paid iS ................... .

(i) Interestcarged by the company on the amount of calls-in-arrears will be credited
(O v .

(@iv) Interest allowed on the call paid in advance will be debited to ..............c..........

#i| WHAT YOU HAVE LEARNT

® Face value of a share is its par value. Shares can be issued for considerations other
than cash i.e., for purchase of assets or payment to creditors or promoters.

® Share money can be collected in lump sum or in instalment.

® The firstinstalment is termed as Share Application money and second instalment
is known as Share Allotment money.

® Incase share money is collected in more than two instalments this is call money.

® Applications for shares may be received equal to the number of shares offered,
(full subscription) less than number of shares offered (under subscription) or
for more than the number of shares offered (over subcription)

® When shares are issued at more than their face value these are said to be issued
at premium. The premium amount can be utilised only for purposes as specified
under section 78 of Companies Act.

® When issue price of a share is less than its nominal value, it is said to be issued
at discount. Section 79 of Companies Act has laid down certain conditions to
be fulfilled while issuing shares at discount.

e [fashareholder fails to pay Share Allotment money or share call money when
demanded by the company, the unpaid amount is called calls in Arrears. If a
shareholder pays the amount for calls not made, the amount paid is known as
Call-in-Advance.
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TERMINAL EXERCISE

What is meant by over subscription of shares? What accounting treatment is given
to the amount over subscribed?

What is meant by ‘Shares Issued at Premium? State the purposes for which

Premium amount can be utilised.

What is meant by issue of shares at discount? State the conditions to be fulfilled

for the issue of shares at discount under the Companies Act.
Explain in brief the terms:

(1) Calls-in Arrears. (i1) Calls-in Advance

Make journal entries:

(a) XY Limited whose share capital is divided into 20,000 equity shares of X
10 each, issued 6,000 shares to the public. The entire money is payable
along with the application. All the shares were subscribed and application

money was received.

(b) A Limited issued 10,000 equity shares of X 100 each, payable X 25 per
share on application, X 25 per share on allotment, and X 25 on each of

the two subsequent calls. All the money was duly received.

(c) X Ltd., issued 10,000 shares of X 10 each at X 15 payable X 3 on
application, Rs. 8 on allotment (including the premium of X 5) and X 4 on
call. All the shares are subscribed, allotted and paid for at due dates.

(d) A limited issued 10,000 shares of ¥ 20 each at a discount of 10%. The
shares were payable as X 4 per share on application, ¥ 8 per share on
allotment and the balance on first call. All the money was duly received.

(a) Akshay Ltd. made an issue of 20,000 shares of X 10 each payable as

follows :

X 2 on application, X 2 on allotment, X 3 on first call and the balance on
second call. The first call is made and all members pay, including a member
holding 800 shares, who pays for the balance due in full. Later the final

call is made and is fully met.

Give journal entries.
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(b) Nirmal Ltd. with an authorised capital of X 10,00,000, in shares of ¥10
each, issued 50,000 of such shares, payable X 2 per share on application,
% 3 on allotment, X 2.50 per share three months later, and duly received.
But when the call of ¥ 2.50 was made a shareholder holding 200 share
failed to pay the call money while another shareholder holding 400 shares

paid the entire Balance. Give journal entries.

7. Goodluck Ltd. issued 50,000 shares of ¥ 10 each at a Premium of
%4 per share payable as :

Notes

On Application X 2 per share
On Allotment X 6 per Share (including Premium X 3)
On first and final Call X 6 per share (including Premium X 1)

Over payment on applications were to be applied towards sums due on allotment
only. Applications were received for 75,000 shares. Applicants for 15,000 shares
were sent letters of regret and money returned to them in full. Applicants for
15,000 shares were allotted only 5,000 shares. All money due on Allotment and

call was duly received.
Make journal entries

8. Super India Petro Chemicals Ltd. was registered with a capital of
% 1 crore divided into equity shares of ¥ 100 each. Company purchased plant
0f ¥ 2500000 and paid the amount by issuing shares at a premium of X 25 per
share. Company also issued shares of ¥ 5000000 to the general public at a

premium of X 25 per share. The amount payable was:
% 65 on application and allotment
¥ 30 on first call and the balance on final call.

Company received applicaitons for 75000 shares Allotment was made as

follows:

Applicants for

10000 shares nil
40000 shares Full
25000 shares 10000

Allotment money was received in full but when calls were made all sharesholders

paid the amount in full except a shareholder holding 400 shares belonging to the
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27.1

27.2

27.3

274

27.5

Issue of Shares

category who were allotted full shares. A shareholder holding hundred shares
failed to pay the 1st call money which he paid along with the amount of final
call Company allows interest on call in advance @6% per annum and charges
interest on call-in-arrears @ 12% p.a. After the allotment the calls are made

at a interval of 2 months. Make necessary journal entries in the books of the

ANSWERS TO INTEXT QUESTIONS
(1) Denominated (i1) Vendors
(ii1) Instalments (iv) Applicants
(1) Over subscription  (ii) Share 1st call
(iii) Called up (iv) Cannot
(1) gain (1) 3
(iii) Securities premium (iv) X 100 per share
(1) loss (i) ¥ 90 (iii) X 100 per shares
(1) Calls in arrears (i1) Calls in advance

(ii1) Interest on calls in arrears A/c

(iv) Interest on call in advance A/c
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FORFEITURE OF SHARES

In the previous lesson you have learnt about the shares and their issue by a Joint Stock
Company. You have also learnt that generally the issue price of shares is payable in
instalments i.e. on application, on allotment and on calls made from time to time by
the Board of Directors of the Company. Sometimes some shareholders fail to pay
the called up amount in full i.e., they do not pay on one or more instalments after
the allotment of the shares to them. In such a case either the company can go to the
court and file a suit against the defaulting shareholders for recovery of the due amount
or can cancel the membership of the defaulting shareholders. In case the membership
is cancelled, the amount paid by the defaulting members towards share capital stands
forfeited. It is called ‘Forfeiture of Shares.’

In this lesson you will learn about different situations in which shares can be forfeited

and accounting treatment thereof.

‘
@ OBJECTIVES

After studying this lesson you will be able to:
e explain the meaning of forfeiture of Shares:
® explain the situations in which shares can be forfeited;

® explain accounting treatment for forfeiture of shares issued at par, at discount

and at premium and

® prepare relevant accounts.
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28.1 MEANING AND PROCEDURE

If a shareholder fails to pay the due amount of allotment or any call on shares issued
by the company, the Board of directors may decide to cancel
his/her membership of the company. With the cancellation, the defaulting shareholder
also loses the amount paid by him/her on such shares. Thus, when a shareholder is
deprived of his/her membership due to non payment of calls, it is known as forfeiture

of shares. The result of forfeiture of shares is :

Cancellation of membership of the shareholder.

Reduction of issued share Capital of the company.

Let us take an example to make it more clear. S.K. Ltd. issued 100000 shares of
% 10 each payable as X 2 on application, X 2 on allotment, X 3 on first call and
% 3 on second and final call. Mr. Harish, the allottee of 100 shares, fails to pay the
second and final call money made by the company. In this case if the Board of
Directors decide to forfeit his shares, his membership will be cancelled and the amount
of ¥ 700 paid by him (on 100 shares X 2 on application, X 2 on allotment and
% 3 on first call per share) will be forfeited. Now Mr. Harish will no longer be the
member of the company and the issued capital of the company will be reduced by
% 1000.

Procedure of forfeiture of shares

The authority to forfeit shares is given to the Board of Directors in Articles of
Association of the company. The Board of Directors has to give at least fourteen days
notice to the defaulting members calling upon them to pay outstanding amount with
or without interest as the case may be before the specified date. The notice must
also state that if the shareholders fail to remit the amount mentioned therein within
the stipulated period, their shares will be forfeited. If they still fail to pay the amount
within the specified period of time, the Board of Directors of the company may decide
to forfeit such shares by passing a resolution. The decision regarding the forfeiture
of shares should be communicated to the concerned allottees and should be asked
to return the allotment letters and share certificates of the forfeited shares to the

company.
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\®_ (| INTEXT QUESTIONS 28.1

Fill in the blanks with an appropriate word/ words :

(1) Ifashareholder fails to pay the due amount on shares, the board of directors

may decide to .............oeneae shares.

(i) Forfeiture of shares means

(A) ettt

@) The authority to forfeit shares is given by company’s .....................

@iv) The Board of Directors has to give at least ................. days notice to the

defaulting members.

28.2 ACCOUNTING TREATMENT

You have learnt that shares can be issued at par, at discount and at premium.

Accounting treatment for forfeiture of shares in these three situations can be explained

as under :
1. Forfeiture of Shares Issued at Par

When shares issued at par are forfeited the accounting treatment will be as follows:

(i) Debit Share Capital Account with amount called up (whether received or not)

per share up to the time of forfeiture.
(@) Credit Share Forfeited A/c. with the amount received up to the time of forfeiture.

@) Credit ‘Unpaid Calls A/c’ with the amount due on forfeited shares. This cancels

the effect of debit to such calls which take place when the amount is made due.

The journal entry is :
Share capital A/c Dr.
(Amount called up)
To share forfeited A/c
(Amount paid)
To unpaid calls A/c
(Amount called but not paid)
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Note : (1) Amount called up = No. of shares x called up per share

(i) Amount paid = No. of shares x Amount paid per share

(1) Amount called but not paid =

No. of shares x Amount called but not paid per share

Illustration 1

Notes X, a shareholder, holding 100 shares of X 10 each has paid application money of

R 2 per share and allotment money of X 3 per share, but has failed to pay the first
call of X 2 per share and second call of X 3 per share. His shares were forfeited.

Make the journal entry to record the forfeiture of shares.

Solution :
Journal Entry
Date | Particulars L.F. Dr. Cr.
I 4
Share Capital A/c (100 x X 10) Dr. 1,000
To Share forfeited A/c (100 x X 5) 500
To Share First Call A/c (100 x X 2) 200
To Share Second and Final Call A/c (100 x X 3) 300
(forfeiture of 100 shares)

Illustration 2
Alpha Ltd. issued 10000 shares of X 100 each payable as :
X 25 on application.
% 25 on allotment
% 20 on First call and
% 30 on second and final call.

9000 shares were applied for and allotted. All the payments were received with the
exception of allotment money, first call and second and final call money on 300 shares
allotted to Ganesh. The Board of Directors decided to forfeit these shares. Make

journal entry to record transaction relating to forfeiture of shares.

428 Accountancy



Forfeiture of Shares

Solution :
Journal Entry
Date | Particulars L.F. Dr. Cr.
(4 (4
Share Capital A/c (300 x X 100) Dr. 30,000
To Share forfeited A/c (300 x X 25) 7,500
To Share allotment A/c (300 x X 25) 7,500
To Share first call A/c (300 x X 20) 6,000
To Share second call A/c (300 x X 30) 9,000
(300 shares of ¥ 100 each forfeited due to non
payment of allotment money and calls money)

Forfeiture of Shares Allotted on Pro-rata Basis

In case the shares being over subscribed one of the scheme of allotment of shares
to applicants is to allot in the ratio of shares for which applications are entertained
by the company for allotment and the number of shares company has offered for
subscription. This is called allotment of shares on pro-rata basis. In case of pro-rata
allotment the excess money received on applications is transferred to Share Allotment
A/c from Share Application A/c. In case a shareholder fails to make payment on
allotment and call money of shares held by him/her, the unpaid amount will be

calculated as under:

(1) Number of shares applied for allotment

Total No. of Shares Applied x Shares Alloted to Defaulter
a Total Share Allotted

(i) Excess Applications Received =
Number of shares applied for (as per step) — number of shares allotted

@ii) Excess application money received = Excess number of applied shares x money
called per share on application.

(iv) Amount unpaid on allotment = Amount due on allotment — Excess application
money adjusted towards allotment

Illustration 3

A company has offered for subscription to the public 10000 shares of X 10 each.
It has received applications for 15000 shares. Company has decided to allot shares
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on prorata basis. Gunakshi holding 200 shares failed to pay allotment money and first
call money. Her shares were forfeited :

Amount payable was as under :
< 2 per share on application.
3 3 per share on allotment.
< 5 per share on call.

Make journal entries and prepare relevant account in the books of the company.

Solution:

Working Notes

_ ) 15,000 200
Number of Shares Applied by Gunakshi = —10,000
= 300
Excess Applications Received = 300 - 200 = 100
Excess ApplicationsAmount Received = 100 x 2 =¥ 200
Amount Due on Allotment = 200 x 3 =% 600
Excess Application Money Adjusted = 200

% 600 — X 200 = ¥ 400

Net Unpaid Amount on Allotment

Journal Entries

Date | Particulars L.F. Dr. Cr.
I I

1. Bank A/c Dr. 30,000
To Share Application A/c 30,000

(Share application money received
for 15000 shares @ X 2 per share)

2. Share Application A/c Dr. 30,000
To Share capital A/c 20,000
To Share Allotment A/c. 10,000

(Share application money for 10000 shares
transferred to share capital A/c on their
allotment and application money for 500
shares transferred to share allotment A/c.)
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3.

Share Allotment A/c Dr
To Share Capital A/c

(Allotment money due on 10000 Shares

@ X 3 per share)

Bank A/c Dr
To Share Allotment A/c
(Allotment money received on 9800 shares)

Share First & Final call A/c Dr
To Share Capital A/c.

(Call money made due on 10000 Shares

@ X 5 per share)

Bank A/c Dr
To Share First & Final Call A/c

(Call Money received on 9800 shares

@ X 5 per share)

Share capital A/c Dr

To Share forfeited A/c

To Share Allotment A/c

To Share First & Final call A/c
(200 shares forfeited for non payment of
allotment & call money)

30,000

19,600

50,000

49,000

2,000

30,000

19,600

50,000

49,000

600
400
1,000

MODULE - 5

Company Accounts

Working Note

15,000
10,000

300 x 2 = % 600
200 x 2 = - X400

Advance = 3 200

X200 =300 Shares were applied.

Adjusted on Allotment
Total Requirement < 30,000
(-) Advance < 10,000

% 20,000

(-) Arrear X 400

% 19,600

(200 x 3 = 600 - 200 adv) = X 400

Accountancy
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Ledger
Bank A/c
Dr. Cr
Date | Particulars J.F. | Amount | Date | Particulars J.E. | Amount
¢ ¢
Share Application A/c 30,000 Balance c/d 98,600
Share Allotment A/c 19,600
Not Share First and Final
otes call Alc 49,000
98,600 98,600
Balance b/d 98,600
Share Applicaiton A/c
Dr. Cr
Date | Particulars J.F. | Amount | Date | Particulars J.E. | Amount
¢ ¢
Share Capital A/c 20,000 Bank A/c 30,000
Share Allotment A/c 10,000
30,000 30,000
Share Capital A/c
Dr. Cr
Date | Particulars J.F. | Amount | Date | Particulars J.E. | Amount
¢ ¢
Share Forfeited A/c 600 Share Application A/c 20,000
Share Allotment A/c 400 Share Allotment A/c 30,000
Share First and Final Share First and
call A/c 1,000 Final call A/c 50,000
Balance cld 98,000
1,00,000 1,00,000
Balance b/d 98,000
Share Allotment A/c
Dr. Cr
Date | Particulars J.F. | Amount | Date | Particulars J.E. | Amount
¢ ¢
Share Capital A/c 30,000 Bank A/c 19,600
Share Application Ac 10,000
Share Capital A/c 400
30,000 30,000
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Share First and Final Call A/c

Dr. Cr.
Date | Particulars J.E. | Amount | Date | Particulars J.E. | Amount
4 4
Share Capital A/c 50,000 Bank A/c 49,000
Share Capital A/c 1,000
50,000 | 50000
Share Forfeited A/c Notes
Dr. Cr.
Date | Particulars J.E. | Amount | Date | Particulars J.E. | Amount
3 3
Balance cld 600 Share Capital A/c 600
600 60
Balance b/d 600
Balance Sheet of ................... Co. Ltd
V- NI | SO
Particulars Note No. 3

I. Equity and Liabilities

1. Shareholders’ Funds

(a) Share Capital 1 98,600

Note 1 :

Share Capital

Authorised Capital
................. Equity Share of X 10 each

Issued Capital

10,000 Equity Shares of X 10 each 1,00,000
Subscribed
Subscribed & Fully Paid up
9,800 Equity shares of ¥ 10 each 98,000
Add : Share Forfeiture A/c 600
98,600
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Ve1
\®_ (| INTEXT QUESTIONS 28.2

i. 200 shares of X 100 each were forfeited for non payment of first call of Y20
per share and find call of T30 per share. Write the amount against each account

in the journal entry for forfeiture of shares :

4 4
Notes
Share Capital A/c Dr. (@) ...couunn.
To Share Forfeited A/c (o) I
To Share First Call A/c (o)
To Share Final Call A/c (<)

(Forfeitures of 200 shares of X 100 each

for non payment of first call and final call)

ii. A Joint Stock Company has offered for subscription 50000 shares of X 100
each on which it has demanded X 30 on application, X 40 on allotment and
balance as and when required. Applications were received for 60000 shares.
Allotment to the applicants was made on prorata basis. Rakesh who was allotted
200 shares did not pay the allotment money. Ascertain the following amounts
of Rakesh’s shares.

(a) Excessapplication amountreceived X ...............
(b) Amount due on allotment T

(c) Netunpaid amount on allotment T

28.3FORFEITURE OF SHARES ISSUED AT PREMIUM
AND AT DISCOUNT

Forfeiture of Shares Issued at Premium

In case shares are issued at premium and thereafter forfeited there can be two
situations :

® Premium on shares has been received prior to the forfeiture.
®  Amount of premium on shares has not been received and it still stands credited

to the Securities Premium A/c.

1. Premium Money has been Received Prior to the Forfeiture : If the amount
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of premium on shares forfeited has been received by the company prior to the
forfeiture, securities Premium A/c will not get affected. In this case the journal
entry of forfeiture of shares will be similar to the entry made as if the shares had
been issued at par.

The journal entry will be :
Share Capital A/c Dr.
To Share forfeited A/c
To Unpaid Calls A/c./Calls in arrears A/c
(forfeiture of share issued at premium)

Tllustration 4

M.B. Software Ltd. issued X 500000 capital divided into equity shares of X 10 each.
The shares were issued at a premium of X 4 per share and were payable as : X 3
per share on application, X 7 (including premium) per share on allotment and the
balance on call.

All the shares applied for and were duly allotted. All the money was duly received
except on 500 shares on which the call money was not received. Company decided
to forfeit these shares. Make journal entry to record the forfeiture of 500 shares.

Solution :
Journal Entry
Date |Particulars L.F. Dr. Cr.
I <
Share Capital A/c Dr. 5,000
To Share Forfeited A/c 3,000
To Share First & Final Call A/c 2,000
(Forfeiture of 500 shares of ¥ 10 each due to
on non payment of call money of X 4 per share)

2. Premium on shares has not been received and stands credited to
Securities Premium A/c as due but not paid : When a share is forfeited on
which the amount of premium has been made due but has not been received,
either wholly or partially, the Securities Premium A/c will be cancelled. At the
time of making due, Securities Premium A/c will be credited. The journal entry
will be as follows:
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Share Capital A/c Dr
Securities Premium A/c Dr
To Share Forfeited A/c
To Unpaid call A/c.
(Forfeiture of shares originally issued at

premium due to non payment of dues)

Notes Ilustration 5

The Latest Technology Company Ltd. offered to public for subscription of 50,000

shares of X 20 each at a premium of X 5 per share. The amount was payable as

under :

On application X 5 per share

On allotment % 12 per share (Including premium of X 5 per share)
On first call % 4 per share

On Second and Final call % 4 per share

Applications were received for all the shares. Allotment was made to all the applicants
in full. Ashima failed to pay allotment and call money on 200 shares held by her.
Reshma was allotted 300 shares. She did not pay the call money. Their shares were

forfeited. Make necessary journal entry for the forfeiture only.

Solution :
Journal Entries
Date | Particulars L.F. Dr. Cr.
(4 4
@) Share Capital A/c (3200 x 20) Dr. 4,000
Securities Premium A/c (3200 x 5) Dr. 1,000
To Share Forfeited A/c (200 x 5) 1,000
To Share Allotment A/c (3200 x 12) 2,400
To Share First Call A/c (3200 x 4) 800
To Share Second and Final call A/c (3200 x 4) 800
(Forfeiture of 200 shares held by Ashima
who did not pay allotment and call money)
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@) |Share Capital A/c (X300 x 20) Dr. 6,000
To Shares forfeited A/c (300 x 12) 3,600
To Share First Call A/c (X300 x 4) 1,200
To Share Second Call A/c (3300 x 4) 1,200
(Forfeiture of 300 shares held by Reshma)

Combined entry of the above will be as :

Date | Particulars L.F. Dr. Cr.
¢ 4
Share Capital A/c Dr. 10,000
Securities premium A/c Dr. 1,000
To Share forfeited A/c 4,600
To Share Allotment A/c 2,400
To Share First Call A/c 2,000
To Share Second and Final Call A/c 2,000
(Forfeiture of 200 shares held by Ashima,
who did not pay allotment and call and 300
share of Reshma who did not pay call money)

Forfeiture of Shares Issued at Discount

Discount on issue of shares is a loss to the company. When shares issued at a discount
are forfeited for non payment of dues, the discount allowed on such shares is written
back. At the time of issue of shares, Discount on issue of Shares A/c is debited and
when forfeited, this account is credited to cancel the discount allowed on such shares.
In this case the following journal entry is made :
Share Capital A/c Dr.
To Share Forfeited A/c
To Discount on Issue of Shares A/c
To Unpaid call A/c
(Forfeiture of shares originally issued at discount for non payment of dues).

Illustration 6

The Evergrowing Ltd. invited applications for 20000 shares of X 50 each at a discount
of 10% payable as follows:

On application % 10 per share
On allotment % 20 per share
On call X 15 per share
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Whole of the issue was subscribed and paid for except the calls money on 200 shares
which were forfeited by the company.

Make journal entry for forfeiture of shares.

Solution :
Date |Particulars L.F. Dr. Cr.
¢ ¢
Share Capital A/c (3200 x 50) Dr. 10,000
To Share forfeited A/c (200 x 30) 6,000
To Discount on Issue of Shares A/c (3200 x 5) 1,000
To Share First and Final call A/c (3200 x 15) 3,000
(Forfeiture of 200 shares of I 50 each issued at
discount of 10% on non payment of call money)

Ilustration 7

M/s Herbal Tea Plantations Ltd. was registered with a capital of ¥ 1 crore divided
into equity shares of ¥ 100 each. The company offered to public 50000 shares at
a premium of ¥ 20 per share. The amount on shares was payable as :

< 25 on application

% 50 (including ¥ 20 premium) on allotment

% 20 on first call and

< 25 on final call.

Applications were received for 75000 shares. Shares were alloted to the applicants
on prorata basis. Kanti Bhai who was allotted 500 shares did not pay the allotment
money. He also failed to pay the first call. His shares were forfeited. Sheetal was
holding 200 shares did not pay the first call. Final call was not made.

Make journal entries in the books of the company.

Solution:
M/s Herbal Tea Plantations Ltd
Journal Entries
Date |Particulars L.F Dr. Cr.
< <
1. Bank A/c Dr. 18,75,000
To Share Application A/c 18,75,000
(Application money received)
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2.

Share Application A/c Dr.
To Equity Share Capital A/c
To Share Allotment A/c
(Application money of 50000 share
transferred to share Capital A/c
on their allotment and remaining
adjusted towards shares allotment)

Share Allotment A/c Dr.
To Equity Share Capital A/c
To Securities Premium A/c

(Allotment money due including premium)

Bank Alc Dr.
To Share Allotment A/c
(Allotment money received)

Share First Call Alc Dr.
To Equity Share Capital A/c
(First call money due)

Bank A/c Dr.

Call-in-arrears Alc Dr.
To Share First Call A/c

(First call money received of 49300

shares of 200 share debited to

calls-in-arrears A/c)

Share Capital A/c Dr.
Securities Premium A/c Dr.
To Share Forfeited A/c
To Share Allotment A/c
To share First Call A/c
(Forfeiture of 500 shares on non payment
of allotment and call money)

18,75,000

25,00,000

18,56,250

10,00,000

9,86,000
4000

37,500
10,000

12,50,000
6,25,000

15,00,000
10,00,000

18,56,250

10,00,000

9,90,000

18,750
18,750
10,000
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Shares applied for 75,000
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Share Allotted 50000

Ratio=3:2

Number of shares holded by Kanti Bhai = 500

Number of shares applied SOOXS =750

Excess application money received = 250 x 25 =X 6250

Share allotment money due = 500 x Zs 50 = X 25000

Net Amount due after adjustment of excess applicaiton money
=X 25000 — X 6250 = X 18750

Total allotment money due = 2500000

Less excess application money adjusted X 625000

Less Kanti Bhai’s amount due on allotment ¥ 18750

Net Amount Received T 1856250

Veﬂ
\®_ (|INTEXT QUESTIONS 28.3

In the following cases write whether the account given is to be debited or
credited and the amount by which it is debited or credited.

(i) Forfeiture of 100 shares of X 10 each fully paid issued at par on which final

call of X 3 per share is not received.
Shares forfeited A/c.

(i) 250 shares of ¥ 10 each issued at a premium of X 4 per share forfeited for non

payment of call money, of X 2 per share premium as called with allotment is paid.
Shares forfeited A/c

(iii) 100 shares of X 10 each issued as fully paid at a premium of X 2 per share

forfeited on which only application money @ X 2 per share is received.
Securities Premium A/c

(@iv) 200 shares of X 20 each issued at a discount of X 2, X 15 called are forfeited

for non payment of final call of ¥ 5 per share.

Discount on issue of shares A/c
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fi| WHAT YOU HAVE LEARNT

Forfeiture of shares means cancellation of membership of a shareholder due to

non payment of calls made by the company. Forfeiture of shares amount to
M Cancellation of the membership of the defaulting shareholder and
M Reduction of share capital of the company.

Power to forfeit shares is given in the Articles of Association of the company.
The Board of Directors have to give a fourteen days notice to the defaulting

shareholder
There are three situations when shares can be forfeited:
(i) Shares issued at par
() Sharesissued at premium
(a) Premium received in full
(b) Premium due but not yet received
(i) Shares issued at discount
In all cases share capital is debited by the called up amount on forfeited shares

Shares forfeited A/c is credited by the amount received (excluding the amount

of premium) on forfeited shares.

Securities premium A/c will not get affected if premium on forfeited shares has

been received but it will be debited if it is due but not received.

Shares issued at a discount when forfeited discount on issue of shares will always

be credited by the amount of discount allowed on forfeited shares:

TERMINAL EXERCISE

State the meaning of forfeiture of shares. When can shares be forfeited?

What accounting treatment is given to Securities Premium A/c on forfeiture of

shares when:
(i) Amount of premium has been received

(i) Amount of premium has not been received on such forfeited shares.
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I Forfeiture of Shares

X Ltd. forfeited 500 shares of I 100 each on which final call of
% 30 per share has not been received. Other calls have been duly received. Make
journal entry to record the forfeiture of shares.

All Time Entertainment Ltd. issued 50000 shares of ¥ 10 each at a premium
0f I 4 per share payable as<. 3 per share on application X 7 (including premium)
on allotment and the balance on call. Akbar who was allotted 300 shares failed
to pay the allotment amount and on his subsequent failure to pay the call money
his shares were forfeited. Make the journal entry for the forfeiture of 300 shares.

Exe Ltd issued 10000 shares of ¥ 50 each at a discount of ¥ 5 per share payable
as %10 per share on application, ¥ 20 per share on allotment and the balance
on call. All money was duly received except of 400 shares on which allotment
and call money was not received. These shares were forfeited. Make journal
entries in the books of the company and prepare ledger accounts also.

The Multi Media Ltd. invited applications for issuing 50000 shares 0of ¥ 100 each
at a premium of I 20 per share. The amount was payable as follows:

On Application < 30 per share

OnAllotment < 60 per share (including premium)

On Firstand Final call ¥ 30 per share

Applications were received for 1 lakh shares. Applications for 20000 shares
were totally rejected and money was returned. Remaining applicants were
allotted on prorata basis. Sukhbhinder who was allotted 400 shares did not pay
the allotment money. On his subsequent failure to pay the call money, his shares
were forfeited. Rajender who had applied for 400 shares failed to pay the call

money. His shares were also forfeited after final call. Make journal entries in the
books of the company and prepare necessary ledger accounts.

Aggarwal constructions Ltd. offered to public for subscription 40000 shares of
%50 each ata premium of ¥ 10 per share. The amount of these shares is payable
as:

< 20 per share on application
< 30 per share on allotment (including ¥ 10 of premium)

and the balance of First and Final call
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Applications were received for 75000 shares. Applicants of 15000 were sent
letters of regret and their application money was returned. Remaining applicants
were allotted shares on prorata basis. Sudhir holding 400 shares did not pay

the allotment money. His shares were forfeited and call was made. Make journal

entries.

28.1

28.3

ANSWERS TO INTEXT QUESTIONS
Q) forfeit

() (a)cancellation of membership of the company

(b) reduction of issued capital
(i) Articles of Association

@iv) Fourteen
i (a) ¥ 20000 (b) X 10000 (c) X 4000  (d) X 6000

i. (a)40x30=%120 (b) 200 x 40 =X 800
(c) X 800 — X 120 =X 680

(i) Credited by ¥ 700 (i) Credited by X 2000
(iii) Debited by X 200 (iv) Credited by X 400
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REISSUE OF FORFEITED SHARES

You have learnt that a company may call share money in instalments. You have also
learnt that if a shareholder fails to pay the allotment and/or call money, the company
may forfeit such shares. If shares are forfeited the membership of the shareholder
stands cancelled and the shares become the property of the company. Thereafter,
the company has an option of selling such forfeited shares. The sale of forfeited shares
is called ‘reissue of shares’.

In this lesson you will learn the meaning of ‘reissue of shares’ and its accounting
treatment in the books of the company.

‘
@ OBJECTIVES

After studying this lesson you will be able to:
® state the meaning of reissue of shares;
® state the minimum price at which a company can reissue its forfeited shares and

® give accounting treatment of reissue of shares in different situations.

29.1 REISSUE OF SHARES : MEANING AND ISSUE PRICE

Shares are forfeited because only a part of the due amount of such shares is received
and the balance remains unpaid. On forfeiture the membership of the original allottee
is cancelled. He/she cannot be asked to make payment of the remaining amount. Such
shares become the property of the company. Therefore company may sell these
shares. Such sale of shares is called ‘reissue of shares’. Thus reissue of shares means
issue of forfeited shares.
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Once the Board of directors has forfeited the shares, the defaulting share holder is
asked to return the share certificate which is cancelled thereafter. The board of
directors passes a resolution allotting the forfeited shares to the new purchaser/
purchasers of such shares.

In case of reissue of shares neither a prospectus is issued nor any offer is otherwise
made to the general public. Though the amount of such shares may be called in more
than one instalment but usually the entire amount is called in one instalment i.e.
lumpsum.

The board of directors of the company while reissuing the shares decide the price
of reissue. These shares can be reissued at par, at premium or at discount. Generally,
these shares are reissued at a discount i.e. at a price which is less than its nominal
value. The amount of discount allowed at the time of reissue in no case should be
more than the amount forfeited on such shares.

Question arises at what price the forfeited shares can be reissued? There is no limit
of the price at which it can be reissued if price charged is more than the price of
issue at the time of their forfeiture. But then there is a limit below which price cannot
be charged or we can say that there is a minimum price below which the company
cannot reissue its forfeited shares. We can look at it from another angle i.e. the
company cannot give discount more than a particular amount while reissuing the
forfeited shares.

The maximum permissible discount at the time of reissue of forfeited shares is
ascertained in different situations in the following manner:

(i) Shares Originally Issued at Par : When the shares are originally issued at
par, the maximum permissible discount for reissue of shares is equal to the amount
forfeited on such shares

(ii) Shares Originally Issued at Premium : In case of shares originally issued at
premium, there can be two situations : (a) premium has not been received on
the forfeited shares, and (b) premium has been received on such shares. The
amount forfeited is the amount that has been received including the amount of
premium if it has been received and the maximum discount that can be allowed
on reissue of such shares is the amount so forfeited.

(iii) Shares Originally Issued at Discount : In this case the actual amount received
becomes the forfeited amount. But the maximum permissible discount on reissue of
shares will be equal to the amount forfeited plus the amount of discount initially allowed
on these shares at the time of their original issue.
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Ve1
\®_ (| INTEXT QUESTIONS 29.1

Fill in the blanks with suitable word/words :

(1)  On forfeiture of shares the membership of the ............. allottee is cancelled.
@) Forfeited shares are the property of the ..................

@) When the shares are originally issued at par, the maximum permissible discount

for reissue of shares is equal to the amount .................. on such shares.

(@iv) Incase shares are originally issued at premium the amount forfeited is the amount
that has been received including the amount of .................. that has been
received.

(v) On reissue of forfeited shares which were originally issued at discount, the
permissible discount will be the amount forfeited plus the amount of . ..................
originally allowed.

29.2 RECORDING OF REISSUE OF SHARES

Reissue of Forfeited Shares at a Discount

When the shares forfeited are reissued at discount, Bank account is debited by the
amount received and Share capital account is credited by the paid up amount. The
amount of discount allowed is debited to Share Forfeited Account. This is for adjusting
the amount of discount so allowed from the amount forfeited at the time of forfeiture.

The journal entry for the above will be as follows:
Bank A/c (the amount received on reissue) Dr.
Share Forfeited A/c (the amount allowed as discount) Dr.
To Share Capital A/c (paid up amount)

As stated earlier the amount of discount allowed on reissue of shares at the most
can be equal to the forfeited amount on such shares. In that case the share forfeited
account after reissue will show a zero balance. But in case, this amount of discount
is less than the amount forfeited, the remaining forfeited amount will be profit for
the company. This profit is a capital gain to the company and is transferred to Capital
Reserve account. Journal entry of the same will be as follows :

Share Forfeited A/c Dr

To Capital Reserve A/c
(Transfer of surplus share forfeited amount to capital reserve A/c)
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If all the forfeited shares are reissued, the Share Forfeited A/c will show a zero balance
because whole of the amount of this account after adjusting the amount of discount
allowed on reissue will be transferred to capital reserve account. But in case, only
a part of the forfeited shares are reissued and others remain cancelled, the amount
forfeited on forfeited shares not reissued will remain in the Shares Forfeited Account.
For adjustment of forfeited amount on share reissued will be calculated as :

Amount to be Adjusted =

Total Forfeited Amount
Total No. of Shares Forfeited

X Number of Shares Reissued

rew
\®_ (|INTEXT QUESTIONS 29.2

Given below are certain statements. Write (C) against the correct statements
and (I) against the incorrect statements:

(1) Share forfeited account can show a zero balance.

@) Discount allowed on reissue of forfeited shares will be debited to discount on
issue of shares account.

@iii)) Balance amount of share forfeited account after adjusting discount allowed on
reissue of these share remains in the same account

29.3 ACCOUNTING TREATMENT OF REISSUE OF

FORFEITED SHARES

There can be four situations of reissue of forfeited shares. These are:
(1) Reissue of forfeited shares at discount originally issued at par
(i) Reissue of shares at par or at premium, originally issued at par

@) Reissue of forfeited shares at par, at discount and at premium originally issued
at premium.

(@iv) Reissue of forfeited shares at par, at discount and at premium, originally issued
at discount.

Accounting treatment in each of the above cases is discussed hereafter :
1. Reissue of forfeited shares issued at discount, originally issued at par

In this case the maximum discount that can be given on reissue of forfeited shares
is the amount that has been received on these shares and is debited to share forfeited

account.
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X company Ltd. forfeited 200 shares of I 10 each, fully called up on whichX 7
have been received and final call of I 3 per share remains unpaid. These shares were
later on reissued for X 8 per share fully paid up. Make journal entry for recording
the forfeiture and reissue of shares.

Ilustration 1

Solution
Journal Entries

Date | Particulars L.F Dr. Cr.

(0] Share Capital A/c Dr. 2,000
To Share Forfeited A/c 1,400
To Share Final call Alc 600

(Forfeiture of 200 shares of I 10 each

due to non payment of final call of ¥ 3

per share)

(i) | BankAlc Dr. 1,600
Share Forfeited A/c Dr. 400

To Share capital A/c 2,000
(Reissue of 200 forfeited shares of I 10
each for X 8 per share as fully paid up)

(i) | Share forfeited A/c Dr. 1,000

To Capital Reserve A/c 1000
(The Balance amount in Share Forfeited
Alc transferred to Capital Reserve A/c)

2. Reissue of forfeited shares at premium and at par, originally issued at par

In this case the whole of the amount that has been credited to Shares Forfeited A/
c is transferred to Capital Reserve A/c on the reissue of such shares.

Ilustration 2

Y Ltd. forfeited 400 shares of ¥ 20 each, on which ¥ 15 per share have been received
and balance remains due but not paid. These shares were reissued

(@) at the rate of ¥ 20 per share i.e. at par

(b) at the rate of ¥ 24 per share i.e. at premium

Make necessary journal entries for reissue of the shares
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Solution :
Journal Entries
Date| Particulars L.F. Dr. Cr.
4 4
Case (a)
@) Bank A/c Dr. 8,000
To Share Capital A/c 8,000
(Reissue of 400 share at the rate
of X 20 per share)
(i1) Shares Forfeited A/c Dr. 6,000
To Capital Reserve A/c 6,000
(Balance amount of Share Forfeited A/c
is transferred to Capital Reserve A/c)
Case (b)
@) Bank A/c Dr. 9,600
To Share Capital A/c 8,000
To Securities Premium Reserve A/c 1,600
(Reissue of forfeited shares at premium)
@) | Share Forfeited A/c Dr. 6,000
To Capital Reserve A/c 6,000
(Balance amount of Shares Forfeited A/c is
transferred to Capital Reserve A/c)

In the above two illustrated cases, total amount forfeited on shares reissued is
transferred to capital reserve because no discount has been given on reissue of these
shares. Therefore, the whole of the amount forfeited is a gain for the company.

3. Reissue of forfeited shares at par, at discount and at premium, originally
issued at premium :

If the shares were originally issued at premium, it is not necessary that their reissue
after forfeiture is to be at premium. Such shares can be reissued at par, at discount
or at premium.

If such shares are reissued at premium the premium received should be credited to
Securities Premium A/c. Journal entry will be
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Bank A/c Dr.

(Number of shares x amount received per share)
To Share Capital A/c
(Number of shares x amount paid up per share)
To Securities Premium Reserve A/c

(Number of shares x amount of premium per share)

Notes
If such shares are reissued at par the amount that has been received and has been

credited to share forfeited A/c will be credited to capital reserve A/c

If such shares are reissued at discount, the amount of discount allowed will be adjusted
towards the amount credited to share forfeited A/c the balance amount of Share

Forfeited A/c will be transferred to Capital Reserve A/c
Illustration 3

AZ 1td. forfeited 200 shares of X 10 each originally issued at a premium of ¥4 per
share, the holder of which paid X 3 per share on application but did not pay the
allotment money of X 7 per share (including premium) and call of ¥ 4 per share. Make
necessary journal entries for the forfeiture and for reissue of these shares if :

I.  Reissued at X 10 per share i.e. at par

II. Reissued at X 8 per share i.e. at discount

III. Reissued at X 12 per share i.e. at premium

Solution :
Journal Entries
Particulars L.F. Dr. Cr.
4 4
@) Share Capital A/c (200 x X 10) Dr. 2,000
Securities Premium Reserve A/c (200 x X 4) Dr. 800
To Share Forfeited A/c (200 x X 3) 600
To Share Allotment A/c (200 x X 7) 1,400
To Share First & Final Call A/c (200 x X 4) 800
(Forfeiture of 200 shares for non-payment of dues)
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Case |
Particulars L.F. Dr. Cr.
¢ ¢
0] Bank A/c Dr. 2,000
To Share Capital A/c 2,000
(Reissue of 200 forfeited shares reissued at par)
(@) |Share Forfeited A/c Dr. 600
To Capital Reserve Alc 600
(Share Forfeited A/c balance is transferred to
Capital Reserve A/c)

As the forfeited shares have been reissued at par therefore no discount is allowed
on these shares at the time of their reissue. Therefore the full forfeited
amount of ¥ 600 is a gain for the caompany which is transferred to Capital

Reserve A/c
Case Il
Particulars L.F. Dr. Cr.
¢ ¢
0] Bank A/c Dr. 1,600
Share Forfeited A/c Dr. 400
To Share Capital 2,000
(Reissue of 200 forfeited shares reissued
at discount)
(@) |Share Forfeited A/c Dr. 200
To Capital Reserve Alc 200
(Balance amount of Shares Forfeited A/c is
transferred to Capital Reserve A/c)

At the time of reissue of forfeited shares a discount of ¥ 2 per share is allowed so
the total amount of discount of ¥ 400 is adjusted from the forfeited amount of I 600
and the balance amount of ¥ 200 is transferred to Capital Reserve A/c being a capital

gain.
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Case 111
Particulars L.F. Dr. Cr.
4 4
@) Bank A/c Dr. 2,400
To Share Capital A/c 2,000
To Securities Premium Reserve A/c 400
(200 forfeited shares reissued at premium)
@) |Share Forfeited A/c Dr. 600
To Capital Reserve A/c 600
(Balance amout of Share Forfeited A/c
transferred to Capital Reserve)

As the forfeited shares have been issued at a premium so no amount of discount is
there to be adjusted from the forfeited amount hence the total forfeited amount of

% 600 is transferred to capital Reserve A/c as capital gain of the company.

4. Reissue of forfeited shares at par, premium and discount, originally

issued at discount

When the forfeited shares originally issued at discount are reissued, the discount
allowed at the time of original issue of such shares which was written back at the
time of their forfeiture is again allowed. Thus on forfeiture shares Discount A/c is
credited by the amount of discount allowed at the time of issue because its effect
1s to be cancelled out when shares were forfeited. When the same shares are reissued,

discount on issue of shares A/c is again debited by the original amount of discount.
Illustration 4

India infrastructure Ltd. has issued its shares of X 20 each at a discount of X2 per
share. Mahima holding 100 shares did not pay final call of X 5 per share. Her shares
were forfeited. Later on the company reissued these forfeited shares at (I) X 15 per
share (II) X 20 per share, and (III) X 25 per share

Make journal entries for the forfeiture and reissue of the shares in the books of

company.

452 Accountancy



Reissue of Forfeiture Shares

Solution ;
Journal Entries

Particulars

L.F

Dr.

Cr.

Share Capital A/c

To Share Forfeited A/c

To Discount on Issue of Shares A/c

To Share Final Call A/c
(Forfeiture of 100 shares issued at discount
for non payment of final call)

Dr.

2,000

MODULE - 5
Company Accounts

1,300
200
500

Reissue of shares: Reissued at ¥ 15 per share

Particulars

L.F.

Dr.

Cr.

l. (i) BankAlc
Discount on Issue of Shares A/c
Share Forfeited A/c
To Share Capital A/c
(100 shares reissued at I 15 per share)

Dr.
Dr.
Dr.

(i) Share Forfeited A/c
To Capital Reserve Alc
(Balance in share Forfeited A/c of
100 shares reissued transferred to
Capital Reserve A/c)

Dr.

1500
200
300

1,000

2,000

1,000

. |BankAlc
To Share Capital A/c
(100 shares reissued at X 20 per share)

Dr.

Share Forfeited A/c
To Capital Reserve Alc
(Balance in shares forfeited A/c transferred

to Capital Reserve A/c)

Dr.

2,000

1,300

2,000

1,300
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Reissued at X 25 per share

Bank A/c Dr.
To Share Capital A/c
To Securities Premium Reserve A/c

(Reissue of discounted shares at X 25 per share)

Shares Forfeited A/c Dr.
To Capital Reserve
(Balance in shares forfeited A/c transferred to

capital Reserve A/c)

2,500

1,300

2,000
500

1,300

Reissue of a Part of the Forfeited Shares

Illustration 5

for forfeiture and Reissue of forfeited shares.

Sometimes all the forfeited shares are not reissued but a part of them are reissued.
The accounting treatment is explained by the following illustration.

A company forfeited 40 shares of ¥ 50 each on which only application money of
% 10 per share and X 20 on allotment were received. Final call of the ¥ 20 per share
is not received 30 of these shares are reissued at X 40 per share. Make journal entries

Solution :
Journal Entries
Particulars L.F. Dr. Cr.
I I
Share Capital A/c Dr. 2,000
To Share Forfeited A/c 1,200
To Share First and Final Call A/c 800
(40 shares forfeited for non payment of call)
Bank A/c Dr. 1,200
Share Forfeited A/c Dr. 300
To Share Capital A/c 1,500
(30 of the forfeited shares are reissued)
Share forfeited A/c Dr. 600
To Capital Reserve A/c 600
(Balance of forfeited A/c of 30 shares
transferred to capital Reserve A/c)
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\®_ (| INTEXT QUESTIONS 29.3

How much amount will be credited to Capital Reserve A/c in the following

cases .

(i) 100 shares of X 10 each forfeited for non payment of call of X 3 per share reissued
at X 7 per share.

MODULE - 5

Company Accounts

(i) 200 shares of X 10 each forfeited on which X 8 per share have been called and
only X 2 per share have been paid are reissued at X 9 per share fully paid up.

@iii) 100 shares of ¥ 20 each issued at a discount of X 2 per share have been forfeited
for non payment of first call of X 4 and final call of X5 per share. These shares
are reissued at X 15 per share fully paid up.

fi| WHAT YOU HAVE LEARNT

® Reissue of shares means sale of shares which were issued earlier but had been
forfeited for non payment of called up amount.

® Shares are reissued to realise at least the amount called but remained unpaid
on forfeited shares

® The amount of shares reissued is generally called in one instalment
® Shares can be reissued at par, at discount and at premium

® The maximum permissible discount for reissue of shares is equal to the amount
forfeited on these shares

® The forfeited amount is utilised to adjust the amount of discount allowed on
reissue of shares

® The balance amount of share forfeited account is a capital gain of the company
and is transferred to Capital Reserve A/c

TERMINAL EXERCISE

1. Give the meaning of ‘reissue of shares’.

2. Whatis the maximum permissible discount at the time of reissue of forfeited
shares when the forfeited shares originally issued are (a) at par (b) at premium
(c) at discount?
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What amount is transferred to Capital Reserve A/c after reissue of forfeited

shares? Why is this account transferred to capital reserve A/c?

Make journal entries for forfeiture and reissue of shares in the following cases:

(@)

(b)

(©

The directors of X Ltd. forfeited 400 shares of ¥ 10 each fully called up
on which ¥ 2400 have been received. 300 of these shares were reissued

upon payment of I 2500
Real Estate Developers Ltd. forfeited 500 shares of X 10 each held by

Amarjeet Singh which were issued at a premium of X 3 per share to be
paid along with allotment money. He paid only application money of X 3

per share. 200 of these shares were reissued at ¥ 10 per shares

Royal Enterprises Ltd. forfeited 200 shares of X 10 each issued at a discount
of 10%, on which only ¥ 4 per share have been paid. Out of these 100

shares have been reissued at X 7 per share.

Make journal entries

(@)

(b)

P Ltd. issued 400 shares of X 10 each to Suresh on which he has paid
% 3 per share on application but failed to pay allotment money of X3 per
share and first call money of X 2 per share. His shares were forfeited before
making the fianl call. These shares were later on reissued at X 8 per share

fully paid up.
A company issued 10000 shares of X 100 each at a premium of I20 per

share, payable as 20 on application, X 60 including premium on allotment,
%20 each on two calls. Final call was not made. Pinky holding 200 shares
did not pay allotment money and on her non payment of first call, her shares
were forfeited by the board of the directors of the company. 150 of these

shares were reissued at X 120 per share fully paid up.

Joy Entertain Ltd. issued 100000 shares of X 10 each at a premium of X2 per

share. The amount was payable as :

% 3 per share on application
X 5 (including premium) on allotment
% 2 per share on first call and

% 2 per share on final call

Accountancy



Reissue of Forfeiture Shares

Application were received for 150000 shares. All applications were accepted
and allotment was made on prorata basis Sushil who was allotted 1000 shares
failed to pay allotment money. On his subsequent failure of first call his shares
were forfeited.

Gomang who had applied for 750 shares failed to pay the two calls. His shares
were also forfeited. All the shares of Sushil and 200 shares of Gomang were
reissued at a discount of X 2 per share. Make journal entries in the books of

the company and open necessary ledger accounts.

21st Century Cotton Mills Ltd was registered with a capital of X 10,00,000
divided into 1 lakh shares of ¥ 10 each. 50000 shares were offered to public
for subscription at a discount of X 1 per share. The amount was payable as X
5 per share on application and allotment and X 4 per share on call.

Applications were received for 48000 shares. Call was made and money was

duly received except on 1000 shares. These shares were forfeited.
800 of forfeited shares were reissued a X 12 per share.

Make journal entries in the books of the company. Prepare the Balance sheet
also.

@ ANSWERS TO INTEXT QUESTIONS

(1) original ~ (ii)company (iii) forfeited  (iv) premium  (v) discount
(1) C (1) C (i) I
(1) 400 (ii) X 200 (iii) 300

@ ANSWERS TO TERMINAL EXERCISE

(a) Capital Reserve X 1,300 (b) Capital Reserve X 600
(c) Capital Reserve X 200

(a) Capital Reserve X 400 (b) Capital Reserve X 3,000
Capital Reserve X 3,300

Capital Reserve X 4,000
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ISSUE OF DEBENTURES

You have learnt that share capital is the main source of finance of a joint stock
company. Such capital is raised by issuing shares. Those who hold the shares of the
company are called the shareholders and are owners of the company. Company may
need additional amount of money for a long period. It cannot issue shares every time.
It can raise loan from the public. The amount of loan can be divided into units of
small denominations and the company can offer the same for subscription to the
public. Each unit is called a ‘debenture’ and holder of such units is called Debenture
holder. The amount so raised is loan for the company. In this lesson we shall learn

about issue of debentures and its accounting treatment.

‘
@ OBJECTIVES

After studying this lesson you will be able to :

® state the meaning and types of debentures;

® explain the procedure of issue of debentures and its accounting treatment;
® cxplainissue of debentures as collateral security;

® explain ‘writing off 'discount' and 'loss' on issue debentures and their accounting

treatment in the books of the company and

® calculate interest on debentures.
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30.1 DEBENTURE AND ITS TYPES

A Debenture is a unit of loan amount. When a company intends to raise the loan
amount from the public it issues debentures. A person holding debenture or debentures
is called a debenture holder. A debenture is a document issued under the seal of the
company. It is an acknowledgment of the loan received by the company equal to the
nominal value of the debenture. It bears the date of redemption and rate and mode
of payment of interest. A debenture holder is the creditor of the company.

As per section 2(12) of Companies Act 1956, “Debenture includes debenture stock,
bond and any other securities of the company whether constituting a charge on the
company’s assets or not”.

Types of Debentures

Debenture can be classified as under :

Types of Debentures

On the Basis of
Security Redemption Records Convertibility  Priority

1]

Secured/Mortgage Unsecured Redeemable  Non-redeemable

— —

First Second Registered Bearer
Mortgage Mortgage

Convertible  Non-convertible

I

First Second
1. From Security Point of View Debentures Debentures

(i) Secured or Mortgage Debentures : These are the debentures that are secured
by a charge on the assets of the company. These are also called mortgage
debentures. The holders of secured debentures have the right to recover their
principal amount with the unpaid amount of interest on such debentures out of
the assets mortgaged by the company. In India, debentures must be secured.
Secured debentures can be of two types :
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(ii)

Issue of Debentures

(a) First Mortgage Debentures : The holders of such debentures have a first
claim on the assets charged.

(b) Second Mortgage Debentures : The holders of such debentures have a
second claim on the assets charged.

Unsecured Debentures : Debentures which do not carry any security with
regard to the principal amount or unpaid interest are called unsecured debentures.
These are called simple debentures. Such debentures do not have any charge
on the assets of the company.

2. On the Basis of Redemption

@

(ii)

Redeemable Debentures : These are the debentures which are issued for a
fixed period. The principal amount of such debentures is paid off to the debenture
holders on the expiry of such period. These can be redeemed by annual drawings
or by purchasing from the open market.

Non-redeemable Debentures : These are the debentures which are not
redeemed in the life time of the company. Such debentures are paid back only
when the company goes into liquidation.

3. On the Basis of Records

@®

(ii)

Registered Debentures : These are the debentures that are registered with
the company. The amount of such debentures is payable only to those debenture
holders whose name appears in the register of the company.

Bearer Debentures : These are the debentures which are not recorded in a
register of the company. Such debentures are transferrable merely by delivery.
Holder of these debentures is entitled to get the interest.

4. On the Basis of Convertibility

@®

(ii)

Convertible Debentures : These are the debentures that can be converted into
shares of the company on the expiry of predecided period. The term and
conditions of conversion are generally announced at the time of issue of
debentures.

Non-convertible Debentures : The debenture holders of such debentures
cannot convert their debentures into shares of the company.

5. On the Basis of Priority

@®
(ii)

First Debentures : These debentures are redeemed before other debentures.

Second Debentures : These debentures are redeemed after the redemption
of first debentures.
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\®_ (| INTEXT QUESTIONS 30.1

Name the type of debentures against each of the following :

(1) Debentures that are redeemed before other debentures.
@) Debentures the holders of which have a first claim on the assets charged.
@) Debentures that are transferable merely by delivery.

(@iv) Debentures that are paid back only when the company goes into liquidation.

30.2 ISSUE OF DEBENTURES

By issuing debentures means issue of a certificate by the company under its seal which

is an acknowledgment of debt taken by the company.

The procedure of issue of debentures by a company is similar to that of the issue
of shares. A Prospectus is issued, applications are invited, and letters of allotment
are issued. On rejection of applications, application money is refunded. In case of

partial allotment, excess application money may be adjusted towards subsequent calls.

Issue of Debenture takes various forms which are as under :
1. Debentures issued for cash
2. Debentures issued for consideration other than cash

3. Debentures issued as collateral security.

Further, debentures may be issued

(1) at par, (i1) at premium, and (ii1) at discount
Accounting treatment of issue of debentures for cash

1. Debentures Issued for Cash at Par :

Following journal entries will be made :

(i) Application money is received
Bank A/c Dr.
To Debentures Application A/c

(Application money received for Debentures)

(ii) Transfer of debentures application money to debentures account on

allotment of debentures
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Debentures Application A/c Dr.

To Debentures A/c
(Application money transferred to debenture

account on allotment)

(iii) Money due on allotment
Debentures Allotment A/c Dr.

Notes To Debentures A/c

(Allotment money made due)

(iv) Money due on allotment is received
Bank A/c Dr.
To Debentures Allotment A/c

(Receipt of Debenture allotment money)

(v) First and final call is made
Debentures First and Final call A/c Dr.
To Debentures A/c

(First and Final call money made due on ............... debentures)

(vi) Debentures First and Final call money is received
Bank A/c Dr.
To Debentures First and Final call A/c

(Receipt of Amount due on call)

Note : Two calls i.e. first call and second call may be made

Journal entries will be made on the lines made for first and final call.
Ilustration 1
Shining India Ltd. issued 5000, 8% Debentures of ¥ 100 each payable as follows
% 20 on Application
% 30 on Allotment
X 50 on First and Final call

All the debentures were applied for and allotted. All the calls were duly received.

Make necessary journal entries in the books of the company.
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Solution :
Shining India Ltd.

S.No. | Particulars L.F. Dr. Cr.

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

MODULE - 5
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(Application money received for
5000 debentures)

2. 8% Debentures Application A/c Dr. 1,00,000
To 8% Debentures A/c 1,00,000
(Application money transferred to

Debentures A/c on allotment)

3. 8% Debentures Allotment a/c Dr. 1,50,000
To 8% Debentures A/c 1,50,000

(Allotment money due on 5000

debentures @ X 30 per debenture)

4. Bank A/c Dr. 1,50,000
To 8% Debentures Allotment A/c 1,50,000

(Allotment money received)

5. 8% Debentures First and Final call A/c Dr. 2,50,000
To 8% Debentures A/c 2,50,000

(Debentures first and final call money

made due @ X 50 per debenture)

6. Bank A/c Dr. 2,50,000
To Debentures First and Final call A/c 2,50,000
(Receipt of 8% Debentures first and final

call money)

Over Subscription

If the company receives applications for number of debentures that exceed the number
of debentures offered for subscription, it is called over subscription. The excess

application money received can be treated as follows :
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(a) The total amount of excess number of applications is refunded in case the

applications are totally rejected.

(b) The amount of excess application money is totally adjusted towards amount due
on allotment and calls
® incase partial allotment is made,
® the excess amount is adjusted towards sums due on allotment and rest of

the amount is refunded.
Journal entries in the above cases will be as follows :

For refund of money if the applications are rejected
Debentures Application A/c Dr.
To Bank A/c

(Refund of money on rejected applications)

For adjustment of excess application money adjusted towards sum due on allotment
Debentures Application A/c Dr.
To Debentures Allotment A/c

(Excess application money adjusted)
Illustration 2

ABC Ltd issued 5000 10% Debentures of X 100 each payable as X 40 on application
and X 60 on allotment. Applications were received for 6000 debentures. Applicants
for 500 debentures were sent letter of regret and money was returned. Allotment was
made proportionately to the remaining applicants. Over subscription was applied to

the amount due on allotment. Remaining amount was duly received.

Make journal entries for the above transactions in the books of the company.

Solution :
Journal Entries
S.No. | Particulars L.F. Dr. Cr.
4 4
1. Bank A/c Dr 2,40,000
To 10% Debentures Application A/c 2,40,000
(Application money received for 6000
10% debentures @ X 40 per debenture)
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2. 10% Debentures Application A/c Dr 2,40,000
To 10% Debentures A/c 2,00,000
To Bank A/c 20,000
To 10% Debentures Allotment A/c 20,000

(Debenture application money of 5000
debentures transferred to debenture A/c
on their allotment of 500 debentures
returned and balance of 500 adjusted
towards allotment)

3. 10% Debentures Allotment A/c Dr 3,00,000
To 10% Debentures A/c 3,00,000

(Allotment money due on 5000 debentures
@ X 60 per debenture)

4. Bank A/c Dr 2,80,000
To 10% Debentures Allotment A/c 2,880,000
(Allotment money received)

VG‘
\®_ (| INTEXT QUESTIONS 30.2

1. List the various forms in which debentures can be issued
a)
b)

ii. A company issued 10000 10% debentures of X 100 each. X 30 per debenture
was to be paid along with application. Applications were received for 12000

debentures. What can the company do with the excess application money i.e.
% 60000 (2000 x X 30)

30.3 ISSUE OF DEBENTURES AT PREMIUM AND AT
DISCOUNT

Debentures are said to be issued at premium when these are issued at a value which
is more than their nominal value. For example, a debenture of X 100 is issued at X
110. This excess amount of X 10 is the amount of premium. The premium on the
issue of debentures is credited to the Securities Premium A/c as per section 78 of
the Companies Act, 1956.
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Debentures Allotment A/c Dr.

Journal entry will be as follows :

To Debentures Account
To Securities Premium A/c

(Amount due on allotment alongwith premium of X ....)
Illustration 3

A company issued 5000 10% Debentures of X 100 each at a premium of 20% payable

as ¥ 60 on application X 60 on allotment (including premium).

All the debentures were subscribed for and money was duly received. Make journal

entries.

Solution :

Journal Entries

S.No. | Particulars L.F. Dr. Cr.
4 (4

1. Bank A/c Dr. 3,00,000
To Debentures Application A/c 3,00,000

(Application money received)

2. 10% Debentures Application A/c Dr. 3,00,000

To 10% Debentures A/c 3,00,000
(Application money transferred to
Debenture A/c)

3. Debentures Allotment A/c 3,00,000
To 10% Debentures A/c 2,00,000
To Securities Premium A/c 1,00,000
(Amount due on allotment along

with premium)

4. Bank A/c Dr. 3,00,000
To 10% Debentures Allotment A/c 3,00,000

(Allotment money received)
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Issue of Debentures at Discount

When debentures are issued at less than their nominal value they are said to be issued
at discount. For example, debenture of I 100 each is issued at X 90 per debenture.
Companies Act, 1956 has not laid down any conditions for the issue of debentures
at a discount as have been laid down in case of issue of shares at discount. However,
there should be provision for issue of such debentures in the Articles of Association

of the Company.

Journal entry for issue of debentures at discount (at the time of allotment)

Debentures Allotment A/c Dr.
Discount on issue of debentures A/c Dr.
To Debentures A/c

(Allotment money due. The amount of discount is @ X .... per debenture)
Illustration 4

A company has issued 2000 9% debentures of X 100 each at a discount of 10%
payable as
% 40 on application

T 50 on allotment

Make necessary journal entries.

Solution :
Journal Entries
S.No. | Particulars L.F. Dr. Cr.
4 4
1. Bank A/c Dr. 80,000
To 9% Debentures Application A/c 80,000
(Application money received)
2. 9% Debentures Application A/c Dr. 80,000
To 9% Debentures A/c 80,000
(Application money transferred to
debenture A/c)
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9% Debentures Allotment A/c Dr.
Debentures Discount A/c Dr.
To 9% Debenture A/c

(Amount due on allotment, along with
discount amount X 10 per debenture)

Bank A/c Dr.

To 9% Debentures Allotment
(Receipt of allotment money)

1,00,000
20,000
1,20,000

1,00,000
1,00,000

468
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Accounting Treatment :

Purchase of Assets
Sundry Assets A/c (Individually)

To Vendors A/c

(Purchase of assets)
Allotment of debentures

(i) Atpar

Vendors' A/c
To Debentures A/c
(issue of debentures at par to vendors)

(ii) Atdiscount

Vendors' A/c Dr.
Debentures Discount A/c Dr.
To Debentures A/c

(Issue of debentures to vendors at a discount of

X ... per debenture)

(iii) Atpremium

Vendors’ A/c Dr
To Debentures A/c
To Securities Premium Reserve A/c

(Issue of debentures to vendors at a premium of I

Issue of Debentures for Consideration Other than Cash

When a company purchases some assets and issues debentures as a payment for
the purchase, to the vendors it is known as issue of debentures for consideration other
than cash. Debentures can be issued to vendors at par, at premium and at discount

Dr.

Dr.

.... per debenture)
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Illustration 5

M.B. Electronics Ltd. purchased machinery for X 1,98,000 and issued 9% debentures
of ¥ 100 each to the vendors. Make journal entries if the debentures were issued
(a) at par

(b) at a premium of X 10

(c) at a discount of I 10

Solution :
S.No. | Particulars L.F. Dr. Cr.
T I
Machinary A/c Dr. 1,98,000
To Vendors A/c 1,98,000
(Machine purchased)
(a) Vendors A/c Dr. 1,98,000
To 9% Debentures A/c 1,98,000
(1980 debentures of X 100 each issued
to vendors)
(b) Vendors A/c Dr. 1,98,000
To 9% Debentures A/c 1,80,000
To Securities Premium Reserve A/c 18,000
(1800 debentures issued at a premium of
% 10 per debenture)
(c) Vendors A/c Dr. 1,98,000
Discount on Issue of Debentures A/c Dr. 22,000
To 9% Debentures A/c 2,20,000
(Issue of 2200 9% debentures of ¥ 100
each at a discount of X 10 per debenture)

Working Notes
Amount due =3 198000

Value of debenture including X 10 for premium =X 110

) %1,98,000
No. of debentures to be issued = ?10 =3 1,800
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Debenture amount (Nominal value) = 1800 x 100 =X 1,80,000
Securities Premium Amount = 1800 x % 10 =3 18,000
Working Notes
Amount due to vendor =X 1,98,000

Value of one debenture at a discount of ¥ 10 =3 90

Notes No. of debentures to be issued= I 1,98,000 ~ T 90 = X 2,200
Debentures amount (Nominal value) = 2200 x ¥ 100 =% 2,20,000
Discount on issue of Debentures = 2200 x ¥ 10 =3 22,000

Issue of Debentures with conditions Stipulated to their Redemption (Journal

entry)

Issued at par redeemable at par

(1) BankA/c Dr.
To Debentures Application Account

(Issue of debentures of X .... at par)

@ii) Debentures Application Dr.
To Debentures A/c

(Debentures application amount transferred to debentures account)
Issued at discount and redeemable at par

(i) BankA/c Dr.
To Debentures A/c

(Issue of debentures of X ... at a discount of X ....)

(i) Debentures A/c Dr.
Discount on issue of Debentures A/c Dr.
To Debentures Account

(Debentures application amount transferred to debentures account)
Issued at premium redeemable at par

(1) BankA/c Dr.
To Debentures Application A/c

(Issue of ... debentures of X .... at a premium of X ....)
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(i) Debentures Application Dr.
To Debentures A/c
To Securities Premium A/c
(Debenture Application amount transferred to debenture account)

Issue at par, redeemable at premium
(1) BankA/c Dr
To Debentures A/c

(Issue of ... debentures of X ... a redeemable at a premium of X ...)

(i) Debentures Application A/c Dr
Loss on issue of Debentures A/c Dr
To Debentures A/c
To Premium on Redemption of Debentures
(Debenture application amount transferred to debenture A/c &
recognised loss on issue)

Issued at discount and redeemable at premium
(1) BankA/c Dr
To Debentures Application A/c
(issue of ... debentures of X ... at a discount of

X ... redeemable at a premium of X ....)

(i) Debentures Application A/c Dr

Discount on issue of Debenture A/c Dr
Loss on issue of Debentures Dr
To Debentures A/c

To Premium on Redemption of Debentures
(Transferred debentures approving to Debentures A/c & recognised loan on
issue of debentures)

Tllustration 6

Make journal entries if 200, 9% debentures of I 500 each have been issued as :
(i) Issued at I 500, redeemable at I 500

(i) Issue at X 450; redeemable at ¥ 500

(i) Issued at I 550; redeemable at I 500

@iv) issued at I 500; redeemable at T 550

(v) Issued at I 450; redeemable at I 550
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Solution :

Journal

S.No. | Particulars L.F. Dr. Cr.

@ (a) BankA/c Dr. 1,00,000

Notes To Debenture Application A/c 1,00,000

(Received application for issue of

200, 9% debentures)

(b) Debenture Application A/c 1,00,000
To 9% Debentures A/c 1,00,000

(9% debentures application amount
transferred to 9% debentures a/c on

allotment)

(ii) (a) BankA/c Dr. 90,000
To Debenture application A/c 1,00,000
(Received application for issue of 200

debentures of ¥ 50 each at X 450)

(b) Debentures Application A/c Dr. 90,000
Discount on issue of 9%
Debentures A/c Dr. 10,000

To 9% Debentures A/c 1,00,000
(Transferred 9% Debentures Application
amount to 9% Debentures A/c on

allotment of Debentures)

(iii) (a) BankA/c Dr. 1,10,000
To Debentures Application A/c 1,00,000
To Securities Premium Reserve A/c 10,000

(Received application for 200
debentures of ¥ 500 each at I 550)
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(b)

Debentures Application A/c Dr.
To 9% Debentures A/c
To Securities Premium
(9% Debentures Application amount
transferred to 9% Debentures A/c &
Securities Premium A/c on allotment of
9% Debentures)

1,10,000

1,00,000
10,000
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v) | @

Bank Alc Dr.

To Debentures Application A/c
(Issue of 200 debentures of ¥ 500 each
at ¥ 500 repayable at I 550)

(b)

Debentures Application A/c Dr.
Loss on issue of debenture A/c  Dr.
To 9% debentures A/c
To Premium on redemption of
Debentures Alc
(9% Debentures Application money
transferred to 9% debentures a/c &
accounted for loss on issue of debs.)

1,00,000

1,00,000
10,000

1,00,000

1,00,000

10,000

v @

Bank Alc Dr

To Debentures Application A/c
(Issue of 200 Debentures of ¥ 500
each at I 450 each)

(b)

Debentures Application A/c Dr.
Loss on Issue of Debentures A/c  Dr.

To 9% Debentures A/c

To Premium on Redemption A/c
(9% Debentures Application money
transferred to 9% debentures a/c &
accounted for loss on issue of debs.)

90,000

90,000
20,000

90,000

1,00,000
10,000
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Ve1
\®_ (| INTEXT QUESTIONS 30.3

I. A company purchased a building for ¥ 3,15,000 and issued 10%
debentures of ¥ 100 each at a premium of 5%. Calculate

(1) the number of debentures issued to the vendors
@ii) make journal entry for the issue.
II. Fill in the blanks with appropriate word/words, figure/figures

(i A 10% debenture of nominal value of ¥ 100 has been issued at I 90 is
said to be issued at .....cc.cceeeveureennnenn.

(i) A 9% debenture of a nominal value of ¥ 100 has been issued at X120
debentures are said to be issued at ........ccccvveveeeeennnnn.

(i) 100 8% debentures of ¥ 100 each has been issued to vendors for plant
purchased the debentures are said to be issued ...........cccecueeenneen.

(iv) A company canissue its debentures at a discount if a provision in this regard
has been made in its ........ccceeveeereennne.

304 ISSUE OF DEBENTURES AS COLLATERAL SECURITY

Collateral security means security given in addition to the principal security. Itis a

subsidiary or secondary security. Whenever a company takes loan from bank or any
financial institution it may issue its debentures as secondary security which is in addition
to the principal security. Such an issue of debentures is known as ‘issue of debentures
as collateral security’. The lender will have a right over such debentures only when
company fails to pay the loan amount and the principal security is exhausted. In case
the need to exercise this right does not arise, debentures will be returned back to
the company. No interest is paid on the debentures issued as collateral security
because company pays interest on loan.

In the accounting books of the company issue of debentures as collateral security
can be credited in two ways.

(i) No journal entry to be made in the books of accounts of the company

Journal entries are not passed in the books, however, debentures issued as collateral
security are shown by way of information in Note to Accounts below Long-term
Borrowings under Non-Current Liabilities if issued for obtaining Long-term Loans
or below Short-term.
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Borrowing under current liabilities if issued for obtaining short-term loans.
Ilustration 7

On 30.9.2014 X Ltd. obtained a bank loan of ¥ 8,00,000 prepayable after 5 years.
For this the company issued 9% debentures as collateral security. Show the loan in
the balance sheet of the company and prepare 'note to acounts'.

MODULE - 5
Company Accounts

Solution:
X Ltd.
Balance Sheet
as at 31.3.2014
Particulars Note No. 4

I. EQUITYANDLIABILITIES

Non-Current Liabilities

Long Term Borrowings 1 8,00,000

Note to Accounts
Long-Term Borrowing
Bank Loan 8,00,000
(Secured by issue of 9% debentures as collateral security)

Illustration 8

On 1.3.2014 Y Ltd. obtained a short term loan for ¥ 10,00,000. The company issued
12,000, 9% debentures of T 100 each as collateral security for the same. Show loan
in the balance sheet of Y Ltd and prepare 'note to account'.

Solution:
Y Ltd.
Balance Sheet
as at 31.3.2014
Particulars Note No. 4

I. EQUITYAND LIABILITIES

Current Liabilities Shot-term Borrowings 1 10,00,000
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Note to Accounts

Short-Term Borrowing
Bank Loan 10,00,000
(Secured by issue of 12,000, 9% debentures

of X 100 each as collateral security)
(ii) Entry to be made in the books of account the company

A journal entry is made on the issue of debentures as a collateral security, Debentures

suspense A/c is debited because no cash is received for such issue.

Following journal entry will be made
Debenture Suspense A/c Dr.
To Debentures A/c

When the loan is paid this entry is cancelled by means of a reverse entry. In the Balance

Sheet, debentures issued as collateral security are distinguished from other debentrues.

Debentures issued as colletral security are related to the loan, therefore, they are
shown in the same 'note to accounts' in which the loan secured by debentures is shown.
For example if the loan is shown as Long-term Borrowings, debentures issued as
collateral securities are also shown as long-term borrowings under Non-Current

Liabilities in the Equity and Liabilities part of the Balance Sheet.
Illustration 9

XY Ltd obtained a term loan of X 8,00,000 from bank on 1.1.1014 and issued X
10,00,000, 9% debentures of X 100 each as collateral security. Pass necessary journal

entries, prepare Balance Sheet and Note to Account.

Solution :
Journal Entries
S.No. | Particulars L.F. Dr. Cr.
I I
Bank A/c Dr. 8,00,000
To Bank Loan A/c 8,00,000
(Obtained loan X 8,00,000 from bank)
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To 9% Debentures A/c
(Issued 9% Debentures as collateral

security for obtaining loan)

Debenture Suspense A/c Dr.

10,00,000

10,00,000

XY Ltd.
Balance Sheet
as at 31.3.2014

MODULE - 5

Company Accounts

Particulars

Note No.

I. EQUITYAND LIABILITIES

Long-Term Borrowings

8,00,000

Note to Accounts
Long-Term Borrowing

Loan from Bank
1,000, 9% Debentures of I 100 each
Issued as collateral Security

(Less Debenture Suspense)

V‘W
\®_ (|INTEXT QUESTIONS 30.4

Answer the following in one word/words :

10,00,000

10,00,000

8,00,000

8,00,000

(i) Name the security which is issued in addition to the principal security.

@) Which account is debited while making a journal entry in the books of the

company on issue of debentures as collateral security.

@ii)) On which side of the balance sheet of a company issuing debentures as collateral

security is written the Debentures Suspense A/c?

(iv) When does a company issue debentures as collateral security ?
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30.5SDISCOUNT ON ISSUE OF DEBENTURES AND LOSS
ON ISSUE OF DEBENTURES

In case company issues debentures on discount the total amount of discount is not
charged to profit and Loss Account of the company in the accounting year in which
this discount is allowed. The amount of such discount is very heavy and to the company

gets benefit from the loan by issuing debentures over a number of years. Hence some

Notes part of the amount of discount is written off every year. Generally it is written off prior

to the redemption of these debentures.

As the amount of discount on issue of debentures is treated as a capital loss, it is
shown on the asset side of the balance sheet of the company under the head

“Miscellaneous Expenditure” until and by the amount it is not written off.
The amount of debenture discount can be written off in two ways :
1. All debentures are to be redeemed after a fixed period

When the debentures are to be redeemed after a fixed period, the amount of discount
will be distributed equally within the number of years spreaded between the issue of
debentures and their redemption. The amount of discount on issue of debentures to

be written off each year is calculated as

Amount of discount to be written off annually =

Amount of discount on issue of debentures

No. of years after which debs. have to be redeemed

Tllustration 10

A company issues 1000 debentures of X 1000 each at a discount of 10% redeemed
after 5 years. Calculate the amount of discount to be written off each year and prepare

discount on issue of debentures account.

Solution :

) (1,000%xX1,000)x10
Amount of discount = 100 =% 1,00,000

%1,00,000

5 =3 20,000

Amount to be written off each year =
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Journal entry to write off discount on debentures will be.

Particulars L.F. Dr. Cr.
3T ¢

Profit and Loss A/c Dr. 20,000
To Discount on Issue of Debentures A/c 20,000

Notes
(Amount of Discount on Issue of Debentures

written off)

Discount on Issue of Debentures Account till the amount of discount is written off,

1s shown as under :

Discount on Issue of Debentures A/c

Dr. Cr.

Date | Particulars Amount | Date Particulars Amount
¢ ¢

1st year 1st year
Jan 1| Debenture A/c 1,00,000 | Dec 31 | Profit & Loss A/c| 20,000
Dec 31 | Balance cld 80,000
1,00,000 1,00,000

2nd year 2nd year
Jan 1| Balance b/d 80,000 | Dec. 31| Profit & Loss A/c | 20,000
Dec.31 | Balance cld 60,000
80,000 80,000

3rd year 3rd year
Jan 1| Balance b/d 60,000 | Dec 31 | Profit & Loss A/c| 20,000
Dec 31 | Balance cld 40,000
60,000 60,000

4th year 4th year
Jan 1| Balance b/d 40,000 | Dec 31 | Profit & Loss A/c | 20,000
Dec 31 | Balance cld 20,000
40,000 40,000
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Sth year Sth year

Jan 1 | Balance b/d 20,000 | Dec 31 | Profit & Loss A/c | 20,000

20,000 20,000

2. Debentures are redeemed in instalments

Debentures may also be redeemed in instalments but over a fixed period. In that case
the amount of debenture discount will be written off each year in proportion to the

amount of debentures outstanding at the end of each year.
Illustration 11

A company has issued 3000 9% debentures of X 1,000 each at a discount of 10%.
If the debentures are to be redeemed in five equal annual instalments, calculate the
amount of Discount on Issue of Debentures to be written off each year and prepare

Discount on Issue of Debentures A/c.
Solution :
Calculation of Amount of Discount on Issue of Debentures Account

Total amount of Discount on Issue of Debentures A/c

10
= ——x3,000x1,000 =
100 % 3,00,000
Year end Outstanding amount Ratio Amount of Discount
of debenture written off
4 3
5
Ist 30,00,000 5 3’OO’OOOXE = 1,00,000
4
2nd 24,00,000 4 3,00,000><E = 80,000
3
3rd 18,00,000 3 3’OO’OOOXE = 60,000
2
4th 12,00,000 2 3’OO’OOOXE = 40,000
1
Sth 6,00,000 1 3,00,000><E = 20,000
15
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Journal Entry
Particulars L.F. Dr. Cr.
T I
Ist year | Profit and Loss A/c Dr. 1,00,000
To Debenture Discount A/c 1,00,000
(Discount on issue of debenture written off)
Notes
Similarly entry will be made every year with the respective amount of discount.
Discount on issue of Debentures Account till the amount of discount is written off
will be shown as under.
Discount on Issue of Debentures A/c
Dr. Cr.
Date | Particulars Amount | Date Particulars Amount
¢ ¢
1st year 1st year
Jan 1| Debentures A/c 3,00,000 | Dec 31 | Profit & Loss A/c | 1,00,000
Dec 31 | Balance cld 2,00,000
3,00,000 3,00,000
2nd year 2nd year
Jan 1| Balance b/d 2,00,000 | Dec. 31| Profit & Loss A/c| 80,000
Dec.31 | Balance cld 1,20,000
2,00,000 2,00,000
3rd year 3rd year
Jan 1| Balance b/d 1,20,000 | Dec 31 | Profit & Loss A/c| 60,000
Dec 31 | Balance cld 60,000
1,20,000 1,20,000
4th year 4th year
Jan 1| Balance b/d 60,000 | Dec 31 | Profit & Loss A/c| 40,000
Dec 31 | Balance cld 20,000
60,000 60,000
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Sth year Sth year
Jan 1| Balance b/d 20,000 | Dec 31 | Profit & Loss A/c| 20,000

20,000 20,000

Notes

Loss on Issue of Debentures

You have learnt that a company may issue debentures with the stipulation that the
repayment of the debentures on maturity will be made at premium. The amount of
the premium payable is debited to Loss on Issue of Debentures Account at the time
of issue of debentures. This amount will also be written off in the same manner as
is done in case of writing off Discount on Issue of Debentures. This is illustrated as

under :
(i) All Debentures are redeemed after fixed period
Journal Entry

Amount of Loss on Issue of Debentures written off each year
Profit and Loss A/c Dr.
To Loss on Issue of Debentures A/c

(Loss on Issue of Debentures written off)

Same journal entry will be made each year till the whole amount of the Loss on issue

of Debentures is written off.

Calculation of the amount to be written off Total Amount of Loss on Issue
of Debentures/No. of years.

Tllustration 12

A company issues 1000 10% Debentures of X 1,000 each on 1st Jan, 2014 payable
at a premium of 10% after 5 years. Make journal entries and open Loss on Issue
of Debentures A/c for the year ending 31st December 2014.

Solution :
) 1000xX1,000x10
Amount of Loss on issue of Debentures = 100 =% 1,00,000
) %1,00,000
Amount to be written off each year = s = % 20,000
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Loss on Issue of Debentures A/c
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Dr. Cr.
Date |Particulars Amount | Date Particulars Amount
4 (4
2014 2014
Jan. 1 [ 10% Debentures A/c | 1,00,000 | Dec. 31| Profit & Loss A/c | 20,000
Dec. 31| Balance cld 80,000
1,00,000 1,00,000
2015
Jan. 1 [Balance b/d 80,000
Journal Entry
Date Particulars L.F. Dr. Cr.
4 4
2014
Dec. 31| Profit and Loss A/c Dr. 20,000
To Loss on Issue of Debentures A/c 20,000
(Loss on Issue of Debentures transferred
to Profit and Loss A/c)

(ii) Debentures are Redeemed in Instalments

The amount of Loss on Issue of Debentures to be written off each year is calculated
in the manner it is calculated in case of Discount on Issue of Debentures and accounting

treatment is also the same.
Illustration 13

Refer Illustration No. 10. A company decides to redeem its debentures in five equal
instalments beginning from the end of first year. Make journal entry for the writing

off and show Loss on Issue of Debentures A/c for first year.

Solution :

1000xX1,000x10

Amount of Loss on Issue of Debentures = 100 =73 1,00,000

Accountancy 483

Notes



MODULE - 5

Company Accounts

Issue of Debentures

Calculation of amount to be written off each year

Notes

484

Year end Amount Qutstanding Ratio Amount of Loss to be
3T written off each year (%)
5
Ist 10,00,000 5 LOO,OOOXE = 33,333
4
2nd 8,00,000 4 LOO,OOOXE = 26,667
3
3rd 6,00,000 3 LOO,OOOXE = 20,000
2
4th 4,00,000 2 LOO,OOOXE = 13,333
1
5th 2,00,000 1 LOO,OOOXE = 6,667
15
Journal Entry
Date Particulars L.F. Dr. Cr.
¢ ¢
2014
Dec 31 | Profit and Loss A/c Dr. 33,333
To Loss on Issue of Debentures A/c 33,333
(Amount of Loss on Issue of Debentures
written off for 2014)
Loss on Issue of Debentures A/c
Dr. Cr.
Date | Particulars Amount | Date Particulars Amount
¢ ¢
2014 2014
Jan 1 | 10% Debentures A/c | 1,00,000 | Dec 31 | Profit & Loss A/c| 33,333
Dec 31 | Balance cld 66,667
1,00,000 1,00,000
2015
Jan 1 | Balance b/d 66,667
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Interest on Debentures

If you have seen an advertisement in newspaper regarding issue of debentures by
a company, you must have noticed that ‘Debenture’ is always prefixed by a certain
percentage say 9% Debentures or 12% Debentures. Have you ever thought what
meaning does this prefix carry. It is the rate of interest per annum that will be paid
to the debenture holders. Companies generally pay interest on its debentures after
every six months. Income Tax on such interest in deducted at source by the company

Journal entries that are made in the books of the company are as follows :

(i) Interest due on Debentures
Debenture Interest A/c Dr.
To Debentures Holder's A/c
To Income Tax Payable A/c

(Interest on ....% Debentures due for six months ending ...@ ....% pa)

(ii) For Payment of Interest

Debentures Holders A/c Dr.
Income Tax Payable Dr.
To Bank

(iii) Transfer of Debenture Interest to Profit and Loss A/c
Profit and Loss A/c Dr.
To Debenture Interest A/c

(Debenture Interest transferred to Profit and Loss A/c)
Hlustration 14

X Ltd has issued 5000 9% Debentures of X 1,000 each, on 1st April, 2013 Interest
is payable after every six months. The ratio of TDS is 10%. Make journal entries

for the interest paid for the first six months after the date of issue.
Solution :

Calculation of Interest payable at six monthly intervals :

Amount of Debentures x 9 E
100 12

Amount of Debentures = 5000 x I 1,000 = % 50,00,000
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Interest on Debentures for six month ending 30th September, 2013
= =< 2,25,000
Journal Entry
Date Particulars L.F. Dr. Cr.
3 4
Notes
2013
Sept. 30| Debentures Interest A/c Dr. 2,25,000
To Debenture Holder's A/c 2,02,500
To Tax Payable 22,500
(Interest on 5000 9% Debentures
@ X 1000 per debenture paid for
6 months ending 30th Sept 2006)
Sept. 30 [ Debenture Holders A/c Dr. 2,02,500
Tax Payable Dr. 22,500
To Bank 2,25,000
(Paid interst to debenture holder's
tax to government)
2014
Mar. 31 | Profit and Loss A/c Dr. 2,25,000
To Debentures Interest A/c 2,25,000
(Debenture Interest transferred
to profit and Loss A/c)
V‘
A\ Y _{|INTEXT QUESTIONS 30.5
Answer the following :
(1) Why is the amount of Discount on Issue of Debentures written in the Balance
sheet ?
@) 1000 10% Debentures are issued at a discount of 10% to be redeemed after
five years. Calculate the amount of Debenture Discount to be written off each
year.
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(i) 5000 10% Debentures of X 100 each were issued by company on 1 Jan. 2014.
Interest is payable on 30 June & 31 Decembers each year. Calculate the amount
of interest paid to debenture holders during 2015.

WHAT YOU HAVE LEARNT

® A Debenture is a unit of loan amount issued to the lenders of the company.
Debenture includes debenture stock, bond and any other security whether

constituting a charge on the company's assets or not.

Debentures can be classified on the basis of :

Types of Debentures

On the Basic of
Security Redemption Records Convertibility  Priority

| L

Secured/Mortgage Unsecured Redeemable  Non-redeemable

— —

First Second Registered Bearer
Mortgage Mortgage

Convertible  Non-convertible

I

First Second
Debentures Debentures

® Issue of debentures : Debentures can be issued for cash at par, for consideration
other than cash, as collateral security debentures are said to be oversubscribed
when the company receives application for number of debentures than the

company has offered for subscription.

Debenture can be issued at premium, at discount and in consideration other than
cash.

Accountancy 487

MODULE - 5

Company Accounts

Notes



MODULE - 5
Company Accounts
Notes
488

: Issue of Debentures

Debentures can be issued with conditions stipulated to their redemption as:
» Issued at par redeemable at par

» Issued at discount redeemable at par

» Issued at premium redeemable at par

» Issued at par redeemable at premium

» Issued at discount redeemable at premium

Issue of debentures as collateral security means issuing debentures to the

lending agency that has given loan as additional/secondary security.

TERMINAL EXERCISE

What do you mean by debenture? State in brief the various types of debentures.

When are debentures said to be over subscribed? What accounting treatment

is given in case debentures are oversubscribed?

What is the accounting treatment in the following cases :
(a) Debentures are issued at premium

(b) Debentures are issued at discount

(c) Debentures are issued in consideration other than cash

What is meant by debentures issued as collateral security? How is it treated in

the books of accounts of the company?

Explain debentures issued at a discount. How is the amount of discount treated

in the books of the company?

MBS Company Ltd has issued 5000 9% debentures of ¥ 100 each at a premium
of X 20 per debenture payable X 60 (including premium) on application and
allotment and the balance on call. Applications were received for 6500
debentures. Applications for 500 debentures were outrightly rejected and

allotment was made on prorata basis to the remaining applicants.

All the money was duly called up. Make journal entries for the issue in the books

of the company.
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7. New Ventures Ltd. purchased plant of the book value of X 4,95,000 from

another firm. The purchase consideration was paid by issuing 10% debentures
of T 100 each. Assume debentures have been issued, (i) at par, (ii) at discount
of 10%, (iii) at premium of 10%.

8.  XYZ Co Ltd. has purchased the business of ABC Ltd. consisting assets of X
4.,50,000 and liabilities of T 1,50,000 for a consideration of ¥ 4,00,000. It issued

10% debentures of X 100 each fully paid in satisfaction of purchase consideration. Notes

Make journal entries.

9. Gasping Furnishing and Decoration Ltd. raised a secured loan of
% 10,00,000 from State Bank of India and issued 1,500 10% debentures of
% 1,000 each as collateral security. Give the treatment of issue of such debentures
in the books of the company.

10. Make journal entries for the issue of 10% debentures of X 100 each in the
following cases :
(a) 4,000 debentures issued at I 100, redeemable at I 120
(b) 2,000 debentures issued at I 120, redeemable at I 100
(¢) 5,000 debentures issue at X 90, redeemable at I 100
(d) 6,000 debentures issued at I 90, redeemable at T 110
(e) 2,000 debentures issued at ¥ 100, redeemable at ¥ 100

I1. On 1st January, 2014 a limited company issued its 1000000 debentures at a
discount of 6%. The debenture were repayable by annual drawings of X 2,00,000
made on 31st December each year. The discount was to be written off each
year with an amount proportionate to debentures outstanding in the year.

Show the discount on issue of Debentures Account in the company ledger till
itis written off.

12. High Rise Builders Ltd. issued 10% debentures of ¥ 100 each valued at X
6,00,000 at discount of 6% repayable at par in equal proportions at the end
of 2nd, 3rd and 5th year. Calculate the amount of discount to be written off at
the end of each year and prepare discount on issue of debentures account.

13. AB Ltd issued 1000 12% debentures of X 1,000 each on 1st January 2014.
Make journal entries for the year ended 31st December 2014 assuming that
interest was payable yearly on 31st December and tax deducted at source is
@10%.
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@ ANSWERS TO INTEXT QUESTIONS

30.1 (i) Redeemable; Non-redeemable  (ii) Registered; Bearer

(ii1) Convertible; Non-convertible  (iv) First; Second

30.2 L (1) Issued for cash (i1) Issued in consideration other than cash

Notes (ii1) Issued as collateral security

II.  (a) Application money is received

(b) Application money is adjusted towards subsequent calls

30.3 L 3,000

Vendors A/c Dr. 3,15,000
To 10% Debentures A/c 3,00,000
To Securities Premium A/c 15,000
II. (i) Discount (i1) Premium

(ii1) for considerations other than cash

(iv) Articles of Association

30.4 (1) Collateral security (i1) Debenture suspense A/c

(ii1) Assets side (iv) When lender demands additional security

30.5 (1) It is treated as a capital loss (i) ¥ 10000 + 5 =% 2000
(iii) X 25,000 on 30 June 2015 & X 25,000 on 31 Dec. 2015

@ ANSWERS TO TERMINAL EXERCISE

7. Number of debentures to be issued (i) 4950, (i1) 5500 (iii) 4500
8. Amount of goodwill X 1,00,000

11. Discount written of 1st year ¥ 20,000, 2nd year X 16,000, 3rd year 12,000,
4th year X 8,000 and 5th year X 4,000

12. Discount written of 1st year and 2nd year X 10,800, 3rd year X 7,200 4th and
Sth year X 3,600.
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column :

ACTIVITY

Procure Balance Sheets of a number of companies which have raised funds by issuing
debentures. Study them and collect information about the type of debentures issued

by each company. Write the name of the company and put \ mark in the appropriate

Name of the Company

Convertible

Type of Debentures

Non-

convertible

Secured

Unsecured

Collateral

security
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