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Concept of Amalgamation, Absorption and Reconstruction
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gR=a@d (Amalgamation (Nature of Merger)
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W wfeT §Y Fefies faver TS | (All amalgamated companies are liquidated.)
At FEEfta W Saierf §9 | (New Company must be established)

wftwe gfeamr Fefar A7 s SEwsT © | (At least three companies needed in the
case of amalgamation.)

A Company j
>—~[ C Company -I
B Company

it JEVUEE (Motive for Amalgamation)
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V (AB) >V (A) + V (B)

Tef, V (AB) — BiHeT qveTq a9 Faarge A& (The value of the amalgamated company AB)

V (A) - wfimre qf afmes g ©% w@er A v s HeA (The independent value of the

amalgamating company A before amalgamation)

V (B) — after ‘{:':f afeT ?f Qﬁ’ T3eT B 9~ SOy He (The independent value of the

amalgamating company B before amalgamation.)
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ghaweT wiEqEeE (Advantage of Amalgamation)
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AiAEw®T AETECET (Disadvantage of Amalgamation)
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fas@« (Absorption/Nature of Purchase)
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whiwe ¥ faeaadta fiemr (Difference between Amalgamation and Absorption)
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war faftr (Method of Accounting)
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EXS TE‘-W»* fruftor (Determination of purchase consideration) :
MR FeEier Afr @ (Closing entries in the book of vender Company)
Hdr AT Iy ART@ (Opening entries in the book of purchasing company)

% A& fqUiRuT (Determination of Purchase Consideration)
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e frator 7 fafige (Methods of Calculating Purchase Consideration):
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%) WWW%&T(Lump sum method)

@) @E YHH fafr (Net payment method)

M) Q?WﬁfﬁﬁI(th assets method)

W) g gurd qd faftr (Value of share method (Intrinsic value methods)
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Net payment method

Particulars | Amount
EQUity SNares Of PUTCh@SING COMPANY...ocuusiesssssssessssssessssss oo e 0000 XXX
Preference Shares of Purchasing Company ... L e U S R SR f XXX
Debentures Of PUTChASING COMPANY ......cccwsmmmsmseersessssissssssssissssssssssssssmssssss st s Lo
Cash.. it s : IR | e 00K

Purchase Consideration ....... I i B e s R PR b o
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X Ltd. agrees to acquire the business of Y Ltd., on che following terms:
) The shareholders of Y Ltd. are to be paid Rs.25 per share in cash and are offered four shares of
Rs.10 each in X Lid. for every share in Y Ltd. Y Ltd. has 50,000 equity shares outstanding as

on the date of amalgamation.

b) The debenture holders holding 5,000 debentures of Rs.100 each are to be redeemed ar a .

premium of 10%,

c)  Cost of liquidation amounting to Rs.25,000 are to borne by X Lud.
Required: Calculate the value of purchase consideration

Solution:
Amount payable to Shareholders of Y Ltd. Amount (Rs.)
Cash payment (Rs.25 x 50,000) 12,50,000
Shares issued (50,000 x 4 x 10) 20,00,000
Total purchase consideration 32,50,000

m uZ gwfa fafir (Net Assets Method): a& fafrar=mfa fasbar swer suger o gwfy
wmmmm.mmmmwmrm
mﬁﬁwaﬁmﬁﬁwﬁwmﬁrﬁﬁrﬁlwﬁmwm

frafeor e wnfr ey R sroaeT ofes |
Net asset method: Purchase Consideration

Particulars [ Amount

Assels taken over by purchasing COMPANY.......c.cwevusressresmsmrmeesmresmeerrseeeeeresseesseosoeon ooeoeese oo [ xxx

Less: Liabilities taken over by purchasing company l XXX

Net assets XXX

Add: Payment for goodwill XXX

L T e R S N S e T XXX

Modes of Payment

Equity shares of purchasing company [oxxx

Preference shares of purchasing company XXX

Debentures of Purchasing Company XXX

Cash XXX

L ORI R T e TN - S P | xoxx

llustration -2 |
The balance sheet of Ranjan Led. on 31* March, 2009 was as under:

Liabilities Rs. Assets Rs.
Share Capital: Land and Buildings 4,00,000
75,000 Equity shares of Rs.20 each fully paid.... | 1,50,000|Plant and Machinery =2 el S i 2,56,000
10% Debentures 4,00,000 [ SUNAry DEDLOFS ....vvvvvvmmeesvesssveenmerneeneeeseseeesesssseees 1,60,000
Outstanding interest on debentures ................... 40,000 | Debenture fund investments..............ccocoomm....... 80,000
Sundry Creditors 1:20,000) Cashi s B i g i h el sl 4,000
General Reserve 80,000 Preliminary Expenses 20,000

Debenture Redemption Fund (Sinking fund)....... 80,000

Profit and Loss Account SUIUDIRE v che gl LD e gon ] LI GNYT -
9,20,000 9,20,000

Sumant Ltd. absorbs Ranjan Ltd. on the following terms:

a)  Sumant Ld. to take over sundry creditors.

b) Ir will also rake over land and buildings, Plant and Machinery and investments at 120% of
book values, sundry debrors at 90% of book values and goodwill at Rs.70,800.
c)  Liability to debentures including interest to be met by issue of Rs.5,00,000, 15% debentures

by Sumant Lid.
Required: Calculate purchase consideration
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Solution:
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Calculation of Purchase Consideration- :
Particulars Amount |
Agreed value of Assets taken over
Land and Building 4,80,000
Plant and Machinery 3,07,200
Sundry Debtors 1,44,000
Debentures Fund Investments 96,000
Goodwill 70,800
10,98,000
Less:Agreed value of Liabilities taken over:
Sundry Creditors 1,20,000
10% debentures 4,00,000
Debenture interest 40,000 5,60,000
Purchase consideration|  5,38,000

W AaeEr g4 9= fafwr (Value of share method (Intrinsic value method): [T e g

faftr srar %9 e frafor wef ot o da aad g
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QL) T HT T 9l gD |
Intrinsic method
S Net assets
Intrinsic value per share =

No. of equity shares

Where, Net assets = Total assets — Outsider’s liabilities
Purchase consideration = No. of shares of vendor company x Exchange ratio x Paid up value of purchasing company.
Amount payable to vendor company

No. of shares issued by purchasing Company=jyisnic value per share of purchasing co.

No. of shares issued by purchasing company

Exchange ratio =

No. of shares of vendor company

X Company Ltd. is absorbed by Y Company Ltd. given below are the balance sheets of the two

companies, taken after revaluation of their assets on uniform basis:

X Company Limited

Liabilities Amount Assets Amount
Authorized Capital: Sundry Assets......... 33,70,000
9,000 shares of Rs.300 €ach..........cusuceminrcrinses 27.00,000 | CaSh ......ccesusessssnrssmnsasasssssasssessssassssasasssssasssanssess 7,000
Paid up Capital:
9,000 shares of Rs.270 €aCh............cccseiserrnrenne 24,30,000
Creditors 1,10,000
Reserve Fund 8,07,000
Profit and Loss 30,000
33,77,000 33,77,000
Y Company Limited
Liabilities Amount Assets Amount
Authorized Capital: U ASS a8 o st e chesistramedassinastisios 87,15,000
40,000 Shares of Rs.180 each........ccoeervuurernennne 72.00.000 | Cash i e St i o setesisassessesassensisspiss 55,000
Pald up Capital:
40,000 shares of Rs.150 each..........cecevvivcuunine 60,000
Creditors 1,30,000
Reserve Fund 25,70,000
Profit and Loss 70,000
87,70,000 87,77,000




‘iYYmﬁ&amw

The holders of every three shares in X Company Ltd. were to receive five shares in the Y Company
+ Plus as much cash as is necessary to adjust the rights of shareholders of both the companies in
accordance with the intrinsic values of the shares as per their respective balances.

Required: Calculate purchase consideration

Solution: Calculation of intrinsic value of X Company
Particulars R Amount | .
Assets, including cash 33,77,000
EO8 CTOAMONS . uechisanssositbnsorsnssssssssssniissssssmsmssnsssnsssnesassssstssssssssissesesstisssssemansesssnemmnssosssmstossomeesscossss 110,000
Net Assets 32,67,000_
Intrinsic value of share = 9.000 ~ Rs.363
Calculation of intrinsic value of Y Company
Particulars Amount
RSSOt I Cas e R e R Al e g = 5 i 87,70,000
L Uil e e S e e P 1,30,000
Net Assets| 86,40,000
Intrinsic value of share = 40,000 - Rs.216
Adjustment of the rights of the shareholders according to the intrinsic value of the shares of two
Companies:
Intrinsic value of three shares in X Co. (Rs.363 x 3) Rs.1,089
Less: Intrinsic value of five shares in Y Co. (Rs.216 x 5) Rs.1,080
This is payable in cash 9
For three shares in X Company, the payment = Rs.9
,000
For 9,000 shares in X Company will get = ‘9'OTX2 = Rs.27,000
Purchase Price:
> 5 ,000
Discharge in Shares = 9*3)‘2 = 15,000 shares x Rs.150  22,50,000
Discharge by Cash 27,000

22,77,000

) fezhar F¥etaT @M (Accounting Treatment in the books of Vendor/Seller Company)
HAT FEA foshar wriRr gy qar afre wfte TRes g Rear s st
TARE < TS | Hal FAA FEAT 59 i YO 195 | Jaufs HIM: For aies T
FITTAEETS A TS | fr wHeE (o wgEsuls Rebar s @ a= Tt A
TN FF WAEE 9 T{I1 g9 | T8¢ faar Ferfer @rar @ 1ef Liquidator 3T figes M
a1 AE HAT FEA T AT T | fbar FEEE @ a= T A s woes
AT TGS :
Step—I: Transfer all assets and (excluding fictitious assets) to realization account;
Journal Entry:

For transferring different assets to Realization Account
a) Realization A/c Dr. (with toral)
To Sundry assets (individually) (with their individual values)
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Points to be noted:

a) Fictitious assets, such as preliminary expenses, discount on issue of shares and
debentures, debit balance of P/L A/¢ etc; are not ffansferred to Realization Account.

b) Intangible assers such as goodwill, patcnts, tradcmarks ete. are also transferred 0
realization Account.

) The cash and bank balances should not be transferred to Realization Account if those
are not taken over by the purchasing company.

d)  An asset against which a provision or reserve has been created should be transferred at
its gross figure and not at its net figure e,g. debtors. ; N

Step-II: For transferring different liabilities to Realization Account:

Sundry Liabilities Dr. [with their individual book values]
To Realization A/c [with the total]
Points to be noted:

a) Items in the nature 'Provisions' (e.g. Provision for taxation, Employees provident fund,
Pension Fund, Provision for doubtful debts, Provision for Depreciation) should be
transferred to Realization Account.

b) Items in the nature of 'Reserve’ are not to-be transferred to Realization Account. These
are directly transferred to sundry shareholders account (e.g. workmen compensation
fund, credit balance of profit and loss account.)

o) A liability against which a provision or reserve has been created should be transferred at
its gross figure e.g. creditors.
Step—I1I: For realizing assets which have not been taken over by the purchasing company.
Cash or Bank Account Dr. (with the amount realized)
To Realization Account
Step-IV: For discharging liabilities which have not been taken over by the purchasing company.
Realization A/c Dr. (with the amount paid)
To Cash
Step—V: To record liquidation expenses

a) ltthese expenses are bome by the Vendor company Journal Entry )
Realization Account 3 Dr.
— ToBank e A
b) If these expenses are pa|d by the pumhasmg No Entry
companies directly
c) lItthese expenses are first pa|d by the Vendor Co. and Reahzahon Ac - Dr.
later reimbursed by the Purchasing company To Bank
i) On Paymentby the Vendor company \(Note: Here realization expenses (o be included in
i) On reimbursement purchase consideration)
Step-VI: For Receiving Purchase Consideration
Cash/Bank Account Dr. With cash received.
Preference Shages in Purchasing Company Dr. ‘With issue price of preference shares
Equity shares in Purchasing Company Dr. 'With issue price of equity shares
To Purchasing Company With the total
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Step—VIII: Discharge the claims of Debenture holders and transfer the difference between the

Step-X: Transfer Equity share capital, Accumulated profits and Reserves shown in the Balance

Step-VIL: Discharge the claims of preference sharehbldcrs and transfer the difference between the
amount actually payable and the book figure to Realization Account.
If Preference shareholders are discharged at par 5]

Preference Share Capital Account Dr. With book value of preference share
To Preference shareholders Account i
If preference shareholders are discharged at a premium 3 =
Preference share capital Account Dr. With book value of preference share capital
Realization Account Dr. 'With premium payable to preference shareholders
ToPreference shareholders Account ~~~~ With total
If preference shareholders are discharged at a discount A
Preference Share Capital Account : Dr. With book value of preference share
To Realization Account ‘With discount

To Preference Shareholders Account

For making payment to preference Shareholders
Preference Shareholders Account Dr.
To Cash/Bank Account With cash paid
To Preference shares in Purchasing Company Wit ssue price of preference shares given to preference shareholders

amount actually payable and the book figure to Realization Account.

If Debenture holders are discharged at par -
Debentures Alc ; Dr. With book value

To Debenture holders Account ‘With book value
If Debenture holders are discharge at premium
Debenture Account Dr. With book value of debenture
Realization Account Dr. ‘With premium payable to debenture holders
To Debenture holders Account ~_ Withtotal
If Debenture holders are discharged at discount
Debentures Alc Dr. ‘With book value of preference share
To Realization Account With discount
To Debenture holders Account Book value - Discount
For making payment to Debenture holders
Debenture holders Account Dr.
To Cash/Bank Account OR, With cash paid
To Debentures in Purchasing Company With issue price of Debentures given to Debentures shareholders
Step—IX: Ascertain the profit/loss on realization and transfer the same to equity shareholders A/c
In case of Profit Realization Account (with profit)
To Equity Shareholders Account
In case of loss 3 Equity Shareholders Account

To Realization Account (with loss)

Sheet (just before date of amalgamation) to Equity Shareholders Account

Equity Share Capital Account Dr.  With paid up value of share capital

Profit and Loss Account Dr.  With credit balance of profit and loss Account
General Reserve Account : Dr. Ifany

Workmen Compensation Fund Account Dr. Ifany

Capital Reserve Account Dr. Ifany

Dividend Equalization Fund Account Dr. Ifany .

Securities Premium Account Dr. Ifany '

Debenture Redemption Reserve Account Dr. Ifany

Capital Redemption Reserve Account Dr. Ifany

To Equity Shareholders Account With total
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Step—XI: Transfer Accumulated losses (shown on debit side of Balance Shect just before
amalgamation . 7
Equity Shareholders Account oo By |
To Profit and Loss Account Debit balance
To Preliminary Expenses Account If any
To Discount on issue of shares/debentures ‘:lf any
To Deferred Revenue Expenditure Account If any
Step—XII: Make the final payment to equity shareholders Shs
Equity Shareholders Account Dr.  ‘With total
To Equity Shares in Purchasing Company’s Alc No. of shares issued X issue price per shares
To Cash/Bank Account With cash paid

Note: (i) After passing the above mentioned entries in books of Vendor Company, all the
accounts will be closed and not a single account will show any balance.
(ii) The ner amount payable to equity shareholders must be equal to the amount of
shares in Purchasing Company and cash and bank balance left after the discharge
of all outsiders liabilities and claims of preference shareholders.

Altermative Method:
Step-I: While transferring sundry assets into realization A/c

Realization Alc Dr.
To Sundry Assets
(Being assets taken over by purchasing company transfer to realization Alc)
Step-II: While transferring sundxy liabilities into realization A/c bl
Sundry liabilities A/c Dr.

To Realization Alc
(Being liabilities assumed by purchasing company transfer to realization Alc)

Step-III: While fixing purchasing consideration

Purchasing Company Alc
To Realization Alc
(Being purchasing consideration fixed)

Dr. j

Step-IV: While paying liquidation expenses (if borne by vendor Company)

Realization Alc
To Bank Alc
(Being liquidation expenses paid borne by vendor Company)

Dr

Step—V: While transferring debenture premium/preference share premium
a) For debenture premium

Realization Alc
To Debenture holder Alc
(Being debenture premium fransferred to realization Alc)

Dr.

b) For preference premium

»

Realization Alc
To Preference shareholder Alc .
(Being preference premium transferred to realization Alc)

Step-VI: While transferring debenture discount/preference share discount
a) For debenture discount

Debenture holder Alc
To Realization Alc
(Being debenture discount transferred to realization Alc)

e

Dr.
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b) For preference discount

To Realization Alc
(Being preference discount transferred to realization A/c)

Preference shareholder Alc Dr.

Step—VII: For sale of assets not taken over by purchasing company
a) Ifassets are sold at their book value

To Assets Alc
(Being sale of assets not taken over by purchasing Co. at book value)

Bank Alc ! Dr.

b) Ifassets are sold more than their book value (at profit) N

To Assets Alc
To Realization Alc :
(Being sale of assets not taken over by purchasing company at a profit of.....)

Bank Alc X Dr.

c) _ Ifassets are sold less than their book value (at loss)

(Being sale of assets not taken over by purchasing company at a loss of... 9,

Bank Alc A Dr.
Realization Alc Dr.
To Assets Alc

Step~VIII: For payment of liabilities not assumed by purchasing oompany
a) _ Ifliabilities are discharged at their book value

To Bank Alc
(Being payment made to liabilities not assumed by purchasing company at book value)

Liabilities Alc Dr.

b)  Ifliabilities are discharged less than their book value (at discount/profit)

Liabilities Alc Dr.
To Bank Alc
To Realization Alc

(Being payment make to liabilities not assumed by purchasing company at discount of..... )

c) _ Ifliabilities are discharged more than their book value (at loss)

Liabilities Alc Dr.
Realization Alc Dr.
To Bank Alc

Step-IX: While transferring profit/loss from realization A/c
a)  Ifthere is loss on realization A/c

Equity shareholder Alc Dr.
To Realization A/c
Being loss on realization account transferred to equity shareholder Alc)

b) If there is profit on realization A/c

Realization Alc Dr.
To Equity shareholder Alc
{(Being profit on realization A/c transferred to equity shareholder Alc)

Stcp—X. While receiving purchase consideration

Equity share capital in purchasing company Alc Dr.

Preference share capital in purchasing company Alc Dr.

Debenture in purchasing company Alc SDr

Bank Alc Dr.
To Purchasing Company Alc

(Being purchase consideration received)
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Step-XI: While satisfying debenture holder
a) Transfer entry :
Debenture Alc ; Dr.
 To Debenture holder Alc '
(Being debenture transferred to debenture holder Alc)
b) Satisfied entry
Debenture holder Alc Dr.
To Debenture in purchasing Company/Bank Alc
(Being debenture holder satisfied)

Step—XII: While satisfying preference shareholder

el

a)  Transfer entry
" |Preference share capital Alc Dr.
To Preference shareholder Alc

(Being preference share capital transferred to preference shareholder A/c)

b) Satisfied entry

[Preference shareholder Alc Dr.
To Preference shareholder Alc

(Being preference share capital transferred to preference shareholder A/c)

Step—XIII: While transferring fictitious assets/deferred expenditure ;

[Equity shareholder Alc Dr.

To Preliminary expenses Alc

_To Discount on issue of share and debenture Alc -

To Underwriting commission Alc

To Debit balance of profit and loss Alc

To Special advertisement Alc

|(Being fictitious assets transferred to equity shareholder Alc)

Step—XIV: While transferring shareholders cqulty

{Equity share capital Alc Dr.
|Retained eaming Alc Dr.
'General reserve Alc Dr.
tConlmgency reserve Alc Dr.
'Dividend equalization fund Alc g Dr.
!Workmen compensation fund A/c Dr.
IAccumuIated/undistributed profit : Dr.
i To Equity shareholder Alc

|(Being shareholders equity transferred to equity shareholder Alc)
Step—XV: While satisfying equity shareholder
[Equity shareholder Alc Dr.
! To Equity share in purchasing Company Alc
| ToPreference share in purchasing Company A/c
‘ To Bank Alc
|(Being equity shareholder satisfied as an aareement)

Wit @TAT (Realization Account)

F1 FEH WRE Tt Ferarrar fafFr AIer a1 e w6 qmeT aiid @rdrd a4
TR | A HAT FEAS TR IS I T G411 ret FEhy, qfae, AT T A Sar
M | A WA TR TR DA FEAS AT TR il e artas @
TITT TR |
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gifter @raTsr "l'TﬂﬂT{ ﬁfcﬂ'ﬂ'{ﬂ'( TETRCH T : (The format of realization account is as follows):

Dr. Realization Account Cr.
Particulars Amount Particulars Amount

To Tangible assets A/c (Taken OVer) .........c.nnnen: X |By Extemal liabilities A/c (taken over).................. 00X

To Intangible assets A/c (COMPUISONY) ....v..cuuvevssessnees xxx By Purchasing company's Alc (Total purchase price).

To Bank Alc (Liquidation expenses paid by vendor By Bank Alc (Profit on sale of assets)..................... XXX

Company) xxx  |By Liabilities A/c (Profit on discharge) ...................... XXX

To Assets Alc (Loss on sale) xx By Debentures Alc (Discount on redemption) ......... XXX

To Bank Alc (loss on discharge of liabilities).............. xxx  (By Preference share capital A/c (Discount on XX

To Debenture holders' A/c (Premium on redemption) redemption)

To Preference shareholders' Alc (Premium on xxx  (By Equity shareholders' A/c (Loss: Balancing figure) XXX

redemption) XXX

To Equity shareholders' A/c (Profit: BIF) ................... X XXX

XXX XX

While calculating purchase consideration under net assets method, the following points

should be considered:

Point to be considered in respect of assets of Vendor Company

a)

b)
o)
d)

¢)
f)

Fictitious assets like preliminary expenses, discount on shares, underwriting commission,
Discount or cost on issue of debentures, debit balance of profit and loss account etc should
not be included in assets taken over.

Intangible assets such as patent, trademark, copyright etc. should be included in assets taken over.
The word "all assets" include cash in hand and balance at bank also.

If any asset is not taken over by purchasing company that should not be considered for
Yy y P g pany
purchase consideration.

The word "business" will always mean assets and external liabilities.
While computing purchase consideration, current market price of assets should be considered.

Points to be considered in respect of liabilities of Vendor Company

a)
b)
<)
d)

Liabilities taken over means only external liabilities.

Trade liabilities include creditors, bills payable and account payable only.
Liabilities taken over do not include accumulated profit and reserve.

Any fund or reserve created out of salary of staff is treated as external liabilities.

==

1%

Liabilities creditors, account payable, bills payable, outstanding expenses, workmen's
profit sharing fund, staff provident fund, bank overdraft, tax payable,

unclaimed dividend, loan, debentures etc.

2. Trade liabilities |creditors, bills payable, account payable

" Fictitious' Preliminary expenses, discount on issue of shares and debentures,
assets underwriting commission, profit and loss account (Dr. balance) etc.
Accumulated  [Profit and loss account, general reserve, reserve fund, workmen accident fund,
profit and workmen compensation fund, sinking fund, capital reserve, capital
reserve - redemption reserve, share premium, share forfeited account, Bonus

equalization fund, dividend equalization fund etc.

3) Zhal HFOHIGT GIAT Wil (Opening entries in the book of purchasing company)

Wwﬁﬂm@maﬁrmwﬁﬁ@mnmegwmwmqm

AT TIR T IES | THSATS AT Faagan Tuse B
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a) kg wer fafRor W (While fixing purchase consideration) S
Business Purchase Alc : Dr.
To Liquidator of Vendor Company
(Being purchase consideration payable)
b) w@afk q=r e TR (While paying purchase consideration) e
[Liquidator of vendor Company Alc : Dﬂ
To Equity share in purchasing Company Alc
To Debenture in purchasing Company Alc
To Preference share in purchasing Company Alc
To Bank Alc
|(Being purchase consideration paid)
d Y afwera TR T&f (While making opening entries)
Sundry assets Alc Dr.
{Goodwill (if Cr. is greater than Dr.) Dr.
!I To Business purchase Alc
i‘ To Sundry liabilities Alc
; To Capital reserve (If Dr. is greater than Cr.)
|(Being opening entry made and balancing transferred to goodwill/ Capital reserve)
d) fafrdaw ax® gt Tl (While paying Jiquidation expenses (borne by purchasing Company)
© [Goodwill Alc or. |
| To Bank Alc
‘;(Being liquidation expenses paid borne by vendor Company)
o) e I e (When goodwill written off )
ECTpilal reserve/Share premium Alc Dr.a\
i To Goodwill Alc
(Being goodwill written off)
f e TR qEE Al et et (Expenses of purchasing Company)
|Preliminary expenses Alc Dr
;To Bank A/c :
|(Being expenses paid by purchasing Company)
3.9 Zhdl SRl TEETAET AN (Preparation of Balance sheet by Purchasing Company
after incorporating the assets and liabilities purchased):
Opening Balance sheet
PSS D NS A B S AR O e T
__ Liabilities Amount | Assets G Amo‘uﬂ
{Share Capital ‘ XXX | GOOAWIll...crvvieensssenssses B s ! XXX
Share premium xxx|Fixed assets .. ] XXX
Capital reserve \ xxx‘Other INtANGIbI@ @SSELS covcssscsisssssssssssnessisisenees XXX
Debentures woxx| Discount on issue of shares/Debentures.... XXX
LONG-terT [i@DIIHES ..vvvverreessssssrsssssnsnssnsssssesene I xxx|Current assets . XXX
Current liabilities .| xx(Cash and bank balance... XXX
| _|Other Fictitious assels....... | R
Total| _ X xx»_’ XXX

e U Rua! Je@aty (Accounting treatment for internal reconstruction)

WWWWWWWWWWﬁmlw
mmwmwﬁawmmﬁmmgmmn
s Fre AR I D |
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/ ) For replacement of share of one denomination by the share of another denomination
Share Capital (Old denomination) Account Dr. [Paid-up value of old shares]
To Share Capital (New denomination) Account [Paid-up value of new shares]
To Capital Reduction/Reconstruction Account [Difference]
b)  For reducing called-up Share Capital (without changing denomination)
Share Capital Account D [Amount reduced]
To Capital Reduction/Reconstruction Account
)  For Surplus on revaluation of fixed assets
Individual Fixed Asset Account Dr. [Amount of appreciation)

To Capital Reduction/Reconstruction Account

d)  For waiver of preference dividend arrears by an issue of shares/debentures
Capital Reduction/Reconstruction Account Dr.

To Share Capital Account

To Debentures Account

¢)  For issue of shares/debenture against accrued interest already provided in the Balance Sheet
Accrued Interest Account Dr.

To Share Capital Account

To Debentures Account

To Capital Reduction/Reconstruction Account -

f)  For transfer of favourable balance on reserve accounts
Individual Reserve Account Dr.
To Capital Reduction/Reconstruction Account

8  For expenses incurred on reconstruction
(Capital Reduction/Reconstruction Account Dr.
To Bank Account !

h)  For writing-off the fictitious assets and other assets
Capital Reduction/Reconstruction Account i Dr.
l To Profit and Loss Account

l To Goodwill Account
l

To Plant and Machinery Account
To Patents Account
[ To Stock Account
i) For capitalization of surplus on Capital Reduction Account
" Capital Reduction/Reconstruction Account Dr.
|___To Capital Reserve Account.

Internal reconstruction - ;
Dr. Capital Reduction Account

| Particulars | Amount Particulars

To Preliminary expenses A/c (written (0} o o f xxx By Share capital A/c (reduction................

{To Profit and loss Alc (loss) (written off)................. | xxx [ByFixed assets Alc (appreciation)...

To Underwriter's commission Alc (written off) ........ i’ xxx By Liabilities Alc (reduction).............

{To Goodviill Al (Wrilten off)..........ccvvrerooo ! Xxx By Reserve fund Alc (transferred).....................

fTo Other assets Alc (reduction).................oo..... [0

{To Bank Alc (Reconstruction €XPenses) ............... XXX

{To Capital reserve Alc (Balancing figure)............... | xxx BN |

| oo XXX
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A Public limited company passed the necessary resolution and received sanction of the coiire for the
reduction of its share capital by Rs.5,00,000 for the purpose enumerated hereunder: (a) To write-

- off the debit balance of profit and loss A/c of Rs.2,10,000; (b) To reduce the value of plant and
machinery by Rs.90,000 and of goodwill by Rs.40,000; (c) reduce the value of investment to
market by writing off Rs.80,000.

- The reduction was made by converting 50,000 preference share of Rs.20 each fully paid to the

' same number of preference shares of Rs.15 each fully paid and by converting 50,000 ordinary

shares of Rs.20 each, Rs.15 paid-up into 50,000 ordinary share of Rs.10 each fully paid. Give
journal entries necessary in relation of the reduction of share capital and show how you would deal

4 with the balance sheer of the reduction of share capital account.
Solution: Joumal entries In the books of Public Company
Particulars LIF | Debit (Rs) ‘i,';"s‘f)“
i) Preferences share capital of Rs.20. (50,000 x 20) Dr. 10,00,000
To Preference share capital of Rs.15 (50,000 x 15) 7,50,000
r To Capital reduction 2,50,000
E (Being preferences share of Rs.20 is reduced to Rs.15 as per intemal reconstruction)
ii) Equity share capital of Rs.20, Rs.15 paid (50,000 x 15) Dr. 7,50,000
To Equity share capital of Rs.10 (50,000 x 10) 5,00,000
To Capital reduction j 2,50,000
(Being equity share capital of Rs.15 is reduced to Rs.10 as per intemal re-construction scheme) '
p iii) Capital reduction Alc Dr 5,00,000
g To Profit and Loss Alc ~ | 2,10,000
To Plant and Machinery Alc ' 90,000
To Goodwill ! 40,000
To Investment ‘ 80,000
v To Capital reserve (Balance figure) | 80,000
(Being various fictitious assets including tangible assets reduced and balancing figure ,
Itransferred to capital reduction Alc) o

LerdiEicas GaR{ae (Re-arrangement of Share Capital)
=R (e T defier qaffarT T wfy T afe | e qifer sy At s S
T, qaifas Sterers qraer Sy aRerg T o afeen @¢r stw oo siftrarens w9 W stw
feraor T s FfEE T W, sEr e e i
r . At FAC S T S TRy
' R, Ufeamdl 7 FIT G@EH T 9 ¢St wgmeT T
- 3. U T Yo T WA GEEAT 93T

W TP BRagwa! JE@EIHAE (Accounting Records for Alteration of Share Capital)
a) When old share capital is sub-divided into shares

- o
; Old share capital Alc (Rs. 100) Dr. ' Xxx|
> | To New share capital A/c (Rs.10) ' ! XXX
¥ i (Being .......c.o.v.ce. shares of Rs. ... each sub-divided into shares of Rs. ............... each) |
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b) When old share capital is consolidated into shares of larger par value

Old share capital Alc (Rs.10) Dr. YK
To New share capital Alc (Rs.100) ¢ XXX
(Being .......cc.ceo.. ShAMES OF RS. ..o each converted into shares of Rs. ............. each
¢) When fresh shares are issued for cash
Bank Alc Dr. XXX
To Share capital Alc XXX
(Boing it shares of RS. ......c.oeeruee each issued at par, premium or discount)
d) When shares of fully paid up are converted into share stock
Share capital Alc Dr. XXX
To Share stock Alc XXX
(Bolngi- s shares of Rs. .....c.cevecuneee each converted into share stock)
llustration -5 | _
Nishchal Company has 20,000 shares of Rs.100 each. The company decides to consolidate shares
of Rs.10 each.
Required: Journal entry
Solution: Journal Entry
Date Particulars : ' I(J::i)t (i;e:)it
Share capital A/c (20,000 x Rs.100) Dr. |- [20,00,000
To Share capital Alc (2,00,000 x Rs.10) 20,00,000
| (Being consolidation of 20,000 shares of Rs.100 each into 2,00,000 shares of Rs.10 each)
lllustration - 6
Janakpur Company has 50,000 shares of Rs.100 each, Rs.80 called-up and p11d up.
Required: Journal entry in the following conditions:
a) The company resolves to consolidate the shares into 500,000 shares of Rs.10 each,
Rs.8 called up and paid up.
b) It decides to convert its 50,000 shares of Rs.100 each into Rs.50,00,000 common
stocks. Assume that the shares are fully paid-up.
c) The company decides to convert Rs.100,000 equity stock into 1,000 equity shares
of Rs.100 each.
Solution: Joumnal Entries
Date Particulars ?;:'; (i:sd)“
a) |Share capital A/c (50,000 x Rs.80) Dr. 40,00,000
To Share capital A/c (5,00,000 x Rs.8) 40,00,000
(Being censolidation of 50,000 shares of Rs.100 each, Rs. 80 called up and paid up
into 5,00,000 shares of Rs.10 each, Rs.8 called up)
b) |Share capital A/c (50,000 x Rs.100) Dr. 50,00,000
To Equity share stock Alc 50,00,000
(Being conversion of 5,000 shares of Rs.100 each into equity stock Account)
c) |[Equity stock Alc Dr. 1,00,000
To Equity share capital A/c (1,000 x Rs.100) 1,00,000
(Being conversion of Rs.1,00,000 equity stocks into 1,000 equity shares of Rs.100 each)
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The assets of X Co. Ltd. are purchased by Y Co. Ltd., the consideration for the absorption is:
a) Y Ltd. is to assume all assets except investment.
b) Y Led. is to discharge the debentures of X Led. at a premium of 10% by issuing 10%

debentures in Y Ltd.

©)  Holders of every 3 shares of X Ltd. was to receive 2 shares of Y Ltd. of Rs.100 each at a

market value of Rs.150 per share.

The balance sheet of X. Ltd. as on 31%, Chaitra, last year stood as follows:

Liabilities Amount Assets Amount

Equity share capital of Rs.100 each.............c...c.. 10:00,000| GOOAWII it s mivissismssrmivaraisissmssosmpessiidionss 50,000
Accident compensation fund .| 1,00,000|Land and building 7,00,000
Profit and loss Alc 1,50,000{Plant and machinery 3,00,000
9% Debentures 500,000 /INVESHMIBNE it isreisesresserssmsesiiisssttersisessisssssdhossisent 5,00,000
Provision for tax 50.0001 InVONlONes tisimmi iortosissoms g atiosrbstssostersrs 3,00,000
Accounts payable 3,00,000|Accounts receivable.........cc.ueeserressmsssrssssssansaee 2,00,000
Cash At BanK. e s A e csisemprssisns 40,000

. |Preliminary expenses 10,000

2,100,000 2,100,000

Investment realized Rs.7,00,000 and accounts payable were paid at a discount of Rs.50,000. The
tax liability was discharged at Rs.60,000. The cost of liquidation amounted to Rs.10,000.

Required: (a) Calculation of purchase consideration
(b) Realization account in the books of X. Ltd.
(c) Shareholders' account in the books of X Ltd.
(d) Journal entries in the books of Y Ltd.

(a) Calculation of Purchase Consideration
Particulars Amount
10% Debentures of Y Ltd. for discharge of 9% debentures of X Ltd. (5,00,000 X 110/100) ........ccoevvvrumrmerrrnesernens 5,50,000
Equity share in Y Ltd. for every 3 shares of X Ltd. is receive 2 shares in Y Ltd. (10,000 x 2/3 X 150).........c..00000n. 10,00,000
Amount of Purchase Consideration 15,50,000
Dr. (b) Realization Alc Cr.
[ Particulars | Amount Particulars Amount
i.% Goodwill Alc...... 50,000(By Y Co. Ltd. Alc (Purchase consideration) ....... 15,50,000
To Land and building Alc 7,00,000(By Account payable Alc (Discount)...........ccccuvee.. 50,000
To Plant and machinery Alc 3,00,000(By Bank Alc (Profit on sale of investment) ........ 2,00,000
To Inventory Alc 3,00,000
{To Accounts receivable Alc 2,00,000
To Bank Alc 40,000
To Bank A/c (Liquidation COSt) ...........verreererrecssneenen 10,000
To Provision for tax Alc (Additional) 10,000
To Debenture holder's Alc 50,000 ¢
|To Equity shareholder's A/c (Profit-balancing figure).., 1,40,000 :
1 18,00,000 18,00,000
Dr. (c)Equity ShareholdersAe ~~~~~~~~ Cc
[ Particulars Amount Particulars Amount
i‘To Preliminary expenses Alc 10,000{By Equity share capital A/C............coeeummemuierinsninnnd 10,00,000
{To:SharaliniYaltd  Ale .l sl ries 10,00,000|By Accident compensation fund A/C............ccuner.s | 1,00,000
{To Bank A/c (7,00,000 - 2,50,000 — 60,000 - 10,000) | 3,80,000(By Profit and [0S A/C .....eeurvvessessenessssssssssssasssssen 1,50,000
i By Realization Alc (Profit on realization)........... 1,40,000
! 13,90,000 -113,90,000
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————____(d) Journal entries in the books of Y Ltd.

Debit | Credit
Business purchase Alc Dr. 15,50,000
To Liquidator of X Ltd. Alc 15,50,000
(Being Purchase consideration due for payment) ! ;
Land and building Alc 3 Dr. 7,00,000
Plant and machinery Alc Dr. 3,00,000
Inventories Alc Dr. 3,00,000
Accounts receivable Alc Dr. 2,00,000
Bank Alc Dr. 40,000
Goodwill Alc (Balancing figure) Dr. 10,000
To Business purchase Alc 15,50,000
(Being assets of X Ltd. purchased)
Liquidator of X Ltd. A/lc Dr. 15,50,000
To Equity share capital Alc - 6,66,667
To Share premium Alc 3,33,333
To 10% Debentures Alc 5,50,000
(Being purchase consideration paid off as per agreement)
Share premium Alc Dr. 10,000
To Goodwill Alc 10,000
|(Being Goodwill written off)

Strong Ltd. agreed to acquire the business of Weak Ltd. on 31* Chaitra, last year, on which date
the Balance Sheet of Weak Ltd. was as under:

Liabilities Amount Assets Amount
10% Preference share capital of Rs.100 each ....| 500,000/Land and DU o s o e 800,000
Equity share capital of Rs.100 each.................... 10,00,000{Plant and machinery 200,000
Share forfeited Account 10,000 NVeNtONIES it et o 200,000
General reserve 40,000 |Accounts receivable 350,000
Accounts payable 1,20,000(Profit and LOSS A/C...u.cvovmeereereersnerseessssosssssssssens 150,000
Bank overdraft 30,000
17,00,000 1,700,000

The cost of liquidation amounted to Rs.15,000
The consideration payable by Strong Ltd. was agreed as under:
a)  The preference Sharcholders of Weak Ltd. were to be allotted 12% preference share of Res.

5,50,000 in strong Ltd.

b)  Equity Shareholders to be allotted two equity shares of Rs.100 each at a premium of 20%
against every three shares held.

)  The balance in cash after adjusting the value of assets in following way:
Land and building @ 120% of book value.
Plant and machinery @ 90% of book value.
Inventories @ 80% of book value.
Accounts receivable @ 100% of book value.
Required: (a) Calculation of purchase consideration
(b) Journal entries to close the books of Weak Ltd.
(c) Realization Account in the books of Weak Ltd.
(d) Sharcholder's Account in the books of Weak Ltd.

2.
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(a) Calculation of purchase consideration
Net Assets Method
Particulars Amount
Assets taken over: Land and building 9,60,000
Plant and machinery 1,80,000
Inventories 1,60,000
Accounts receivable 3,50,000
; Total assets taken over| 16,50,000
Less: Liabilities taken over: Accounts payable 1,20,000
Bank overdraft 30,000
: Purchases consideration (Net assets)| 15,00,000
Mode of Payment
Particulars Amount
12% Preference share in strong Ltd. 5,50,000
Equity share in strong Ltd (10,000 x 120 x 2/3) 8,00,000
Cash payment (Balancing figure) ..........cooccvvuuerersvvvscsnsssneesssen 1,50,000
S ' Purchase consideration 15,00,000
(b) Journal Entries in the Book of Weak Ltd.
Date Particulars ¥ UF [();:i)t (z;e:)'t
Realization Alc Dr. 15,50,000
To Land of building Alc 800,000
To Plant of machinery Alc 200,000
To Inventories Alc 200,000
To Accounts receivable A/c 350,000
(Being assets taken over transferred to realization A/c)
Account payable Alc Dr. 120,000
Bank overdraft Alc Dr. 30,000
To Realization Alc 150,000
(Being liabilities taken over transferred to realization A/c) .
Strong Ltd. Alc Dr. 15,00,000
To Realization Alc 1500,000
(Being purchase consideration due) ;
12% Preference shares in Strong Ltd. Alc Dr. 550,000
Equity shares in Strong Ltd. Alc Dr. 800,000
Bank Alc Dr. 150,000
To Strong Ltd. Alc 1500,000
(Being purchase consideration received)
Realization Alc Dr. 15,000
To Bank Alc 15,000
(Being liquidation exp. paid)
10% Preference share capital Alc Dr. 500,000
Realization Alc Dr. 50,000
To 10% Preference shareholder's Alc 550,000
(Being transfer of 10% preference share capital to shareholder's Alc)
10% preference shareholder's A/c Dr. 550,000
To 12% preference shares in Strong Ltd. Alc 550,000
(Being preference shareholder’s satisfied as per agreement) ;
Realization Alc : Dr. 35,000
To Equity shareholder's Alc 35,000
(Being gain an realization transferred to equity shareholder's A/c)
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Equity share capital Alc Dr. 10,00,000
Share forfeited Alc Dr. 10,000
General reserve Alc Dr. 40,000
To Equity shareholder's Alc 1050,000
(Being share capital and accumulated profit transferred to equity shareholder)
Equity shareholder's Alc Dr. 150,000
To Profit and loss Alc 150,000
(Being Profit and loss Alc transferred to equity shareholder's Alc) _
Equity shareholder's Alc Dr. 935,000
To Equity shares in strong Ltd Alc. 800,000
To Bank A/c (150,000 — 15,000) 135,000
(Being payment made to equity shareholder’s)
Dr. ' (c) Realization Alc Cr.
Particulars Amount Particulars Amount
To Land and building A/C........cccceveereienrrrereerecirnens 800,000|By Accounts payable A/C........ccc.vvermrenrrenrsnsens 120,000
To Plant and machinery A/C........cc.covcmrnrnersnnsnnae 200,000(By Bank overdraft Alc 30,000
To Inventories Alc 200,000(By Strong Ltd. Alc 1500,000
To Accounts receivable A/ ............uerrvvnseseesenne 350,000 2
To Bank Alc (liquidation expenses) 15,000
To 10% Preference shareholder's Alc................. 50,000
To Equity shareholder A/c (Gain on realization)..| 35,000
16,50,000 16,50,000
Dr. (d) Equity Shareholder's Account in the books of Weak Ltd Cr.
Particulars Amount Particulars Amount
To Profit and loss Alc 1,50,000|By Realization A/c (Gain on realization)............... 35,000
To Equity shares in Strong Ltd. A/ ... 8,00,000|By Equity share capital AlC............ccouvn.. ... 10,00,000
To Bank Alc 135,000(By Share forfeiture A/C..........cuvrrrrenrerremrivenseensees 10,000
By General reserve AlC........ouvceereveessenmssssessransa 40,000
10,85,000 10,85,000
The Balance Sheet of X Company Ltd. as on 31" Chaitra, last year was as follows:
Liabilities Amount Assets Amount
18,000 share of Rs.100 each........ S ORI L 18,00,000|Land and building 15,00,000
10% Debentures of Rs.100 each...........cccovuevrnnee 8,00,000{Fumiture...... 4,00,000
Creditors 1,00,000{Inventory 3,00,000
Debtors......... 2,00,000
Cash 60,000
L 116 M Y T e B e e 2,40,000
27,00,000 27,00,000

Y Company Ltd. is formed to take over the assets of X Company Ltd. but not the liabilities. The

company adopted the following scheme:

i) A payment in cash at Rs.90 each for every debenture in X. Company.
ii) A further payment of cash at the rate of Rs.10 for every share in X. Company
iii) The holders of every five shares of X Company will be allotted two shares of Rs.100 each in Y

Company Ltd.

iv) The creditors agreed to receive Rs.80,000 in full satisfaction of their claim.
v)  The cost of liquidation Rs.10,000 is paid by X. Company Ltd.
Required: (a) Purchase consideration amount
(b) Journal entries to close the books of X. Company Ltd.
(c) Realization account in the books of X Company Ltd.
(d) Shareholder’s account in the books of X Company Ltd.
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Solution: (a) Calculation of Purchase Conslideration
Particulars Amount
Cash payment:
’ Cash for debentures (8,000 x 90) 7,20,000
Cash for share (18,000 x 10) 1,80,000
Total Cash| 9,00,000
Shares in Y Ltd. (18,000 x 2/5 = 7,200 shares of @ Rs.100) 7,20,000
200G : Purchase consideration| 16,20,000
(b) Journal Entries In the books of X Company Ltd.
Debit | Credit
Date Particulars LF (Rs) | (Rs)
Realization Alc Dr. 24,60,000
To Land and buildings Alc 15,00,000
To Fumiture's Alc 4,00,000
To Inventory Alc 3,00,000
To Debtors Alc 2,00,000
To Cash Alc 60,000
(Being assets taken over transferred to realization Alc) 2
Y Company Ltd. Alc Dr. | [16,20,000
To realization Alc 16,20,000
(Being purchase consideration fixed) :
Bank Alc Dr. 9,00,000
Share in Y Company Ltd. Alc Dr. 7,20,000
To Y Company Ltd. Alc 16,20,000
(Being collection of purchase consideration)
Realization A/c Dr. 10,000
To Bank Alc 10,000
(Being liquidation expenses paid)
Creditors Alc Dr. 1,00,000
To Bank Alc 80,000
To Realization Alc 20,000
(Being payment of creditors)
10% Debentures Alc Dr. 8,00,000
To Realization Alc 80,000
To 10% Debenture holder's Alc 7,20,000
(Being debentures Alc transferred to debenture holder's Alc)
10% Debenture holders Alc Dr. 7,20,000
To Bank Alc ’ : 7,20,000
(Being payment made to debenture holders) o
Shareholders Alc Dr. 7,50,000
To Realization Alc 7,50,000
(Being loss on realization transferred to shareholders Alc) ,
Share capital Alc Dr. 18,00,000
To Shareholders Alc 18,00,000
(Being shareholders equity transferred to shareholders A/c)
Shareholders Alc Dr. 2,40,000
To Profit and loss Alc 2,40,000
(Being accumulated loss transferred to shareholders Alc)
Shareholders Alc Dr. 8,10,000
To Shares in Y Company Ltd. Alc 7,20,000
To Bank Alc 90,000
(Being payment made to equity shareholders A/c)
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(c) Realization Alc in the books of X Company Ltd. Cr.
Particulars Amount Particulars Amount
To Land and building A/C.........cceermrsessssvesnnens 15,00,000{By Y Company Ltd. Alc 16,20,000
To Fumiture Alc 4,00,000{By Creditors Alc 20,000
To Inventory Alc 3,00,000(By 10% Debentures Alc 80,000
To Debtors Alc 2,00,000(By Shareholders A/c (Loss on realization) ........... 7,50,000
To Cash Alc 60,000
To Bank Alc (Liquidation expense.)...........cco..... 10,000
24,70,000 24,70,000
Dr. (d) Shareholders Alc in the books of X Company Ltd. Cr.
Particulars Amount Particulars Amount
To Profit and loss Alc 2,40,000|By Share capital Alc 18,00,000
To Realization Alc 7,50,000
ToShareinY Co. Ltd. A/C.......covevrrecrierirrnenes 7,20,000
To Bank Alc 90,000
18,00,000 18,00,000

lllustration - 10

< / The business of A Company Ltd, is absorbed by B Company Ltd. The terms of absorption are as

follows:

a)  The holders of 10% preference shares will be allotted four, 12% preferences shares of Rs.100
cach for every five preference shares held in A Company Ltd.

b) The 10% debéntures will be paid off by the issue of equal number of 12% debentures of
Rs.100 each in B Company Ltd., at a discount of 10%.
)  The equity shareholders will be allotted 6 shares of Rs.100 each for every 5 shares hold by
them at a premium of Rs.20.
The balance sheet of A Co. Ltd., at the date of absorption is as under.

Solution:

Liabilities Amount Assets Amount
7,000 equity share of Rs.100 each..... 7,00,000|Goodwill 50,000
10% Preference share of Rs.100 each... ....| - 4,00,000{Plant and machinery 11,00,000
10% debentures of Rs.100 €aCh ........c..cccnveuvennne ~3,00,000{Stock 1,00,000
Sundry creditors 1,50,000{Sundry debtors 70,000
Cash at bank 50,000
Discount on issue of shares 10,000
Profit and loss account 1,70,000
. 15,50,000 15,50,000
Required: (a) Calculate purchase consideration
(b) Entries to close the books of A Company Led.
(c) Realization account
(d) Equity shareholders' account
(a) Calculation of Purchase Consideration
Particulars Amount
12% Preference share in B Co. Ltd/.ﬁfooo x 4/5 = 3,200 shares @ Rs.100 each) 3,20,000
12% Debentures in B Co. L.td.(3;00,000 - 30,000) 2,70,000
Equiy share in B Co. LId: (7,000 X 6/5 = 8 400 shares @ RS.120 €8Ch)..........cccvuruverenmmscsens -....| 10,08,000
RN, Purchase Consideration 15,98,000
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Debit | Credit |
e Pl ®s) | s
Realization Alc Dr. 13,70,000,
To Goodwill Alc - { 50,600
To Plant and machinery Alc { 1,00,000
To Stock Alc *1,00,000
To Sundry debtors Alc ! 70,000
To Bank Alc ' 50,000
(Being various assets taken over transferred to realization account) |
Sundry creditors Alc Dr. 1,50,000
To Realization Alc i 1,50,000
(Being liabilities assumed transferred to realization A/c) § |
B. Company Ltd. Alc . Dr 15,9600
To Realization Alc 115,98,000
(Being purchases consideration fixed) 1 ; ;
Equity share in B Company Ltd. Alc ' Dr. 10,0€,000,
12% Preference share in B. Company Ltd. Alc Dr. i 3,20,000;
12% Debentures in B Company Ltd. Alc Dr. 1 2,70,600,
To B. Company Ltd. Alc i 115,986,000
(Being purchase consideration received) |
10% Debentures Alc Dr. i | 3,00,000!
To Realization Alc ! | 20,000
To 10% Debenture holder's Alc i | 2.70,000
(Being 10% debentures transferred to debenture holder's Alc) : !
10% Debenture holder's Alc Dr. | 2,70,000; -
To 12% Debentures in B Company Ltd. Alc ' 2,70,000
(Being debenture holder satisfied as per agreement) ; | 1
10% Preference share capital Alc ; Dr. | 4,00,000
To 10% Preference shareholder's Alc . | 3,20,000
To Realization Alc | {80,000
(Being amount of preference share capital transferred to preference shareholder's Alc) \ -
10% Preference shareholder's Alc Dr.| | 320,000
To 12% Preference shares in B Company Ltd. Alc ! 3,20,000
(Being 10% preference shareholders satisfied as per agreement) ! |
Realization Alc Dr. | | 488,000
To Equity shareholder's Alc | 4,88,000
(Being profit on realization transferred to equity shareholder’s Alc) ’
Equity share capital Alc Dr. 7,00,000
To Equity shareholder's Alc 7,00,000
(Being equity share capital transferred to equity shareholder account)
Equity shareholder's Alc Dr. 1,80,000
To Discount on issue of shares Alc 10,000
To Profit and loss Alc 1,70,000
(Being fictiious assets transferred to equity shareholder's account)
Equity shareholder's Alc Dr. 110,08,000
To Equity shares in B Co. Ltd. Alc ! 10,08,000
(Being equity shareholders satisfied as per agreement) |
Dr. (c) Realization Account ey L ENCH:
- Particulars Amount Particulars Amount
To Goodwill Alc 50,000|By Sundry Creditors A/C .............euemmveseessessansnens 1,50,000
To Plant and machinery AlC.......cccccuuncnnes =2, | 11,00,000{By B Company Ltd. AlC........ccccovnnnes .., 15,98,000
To Stock Alc T71,00,000 By 10% Debentures A/C............ccoowuve: .| 30,000
To Sundry debtors Alc 70,000(By 10% Preference share capital A/C............ccoouees 80,000
To Bank Alc 50,000
To Equity shareholders Alc (Profit- Bal figure)... | 4,88,000 s B
TR \ 18,58,000 18,58,000
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Dr. (d) Equity Shareholder's Account Cr.
Particulars Amount Particulars Amount
To Discount on issue of shares Alc .............o.o.... 10,000 By Realization A/c 4,88,.000
To Profit and loss acCOunt A/C ....eveereecesessoreree 1,70,000|By Equity share capital A/C..........eerrronrrvrssssn, 7,00,000
To Equity share in B Company Ltd. ALC.............. 10,08,000 §
11,88,000 11,88,000
llustration - 11 | :

The Balance Sheet of X Co. Ltd. and Y Company Ltd. as at 31%° December 20XX are as under:
Liabilities XLtd. (Rs.) | Y Ltd. (Rs.) Assets XLtd. (Rs.)| Y Ltd. (Rs)
10% Preference share capital of Plant and machinery...........co......... 2,550,000 3,00,000
BR800 each s o o s 3,00,000! - Land and building.............occceerese. 8,00,000]  5,20,000
Equity share capital of Rs.100 each . Fumiture 1,00,000 60,000
Bank overdraft..........coouummressnrscsenes 7,00,000{  10,00,000{Stock 70,000 80,000
Accounts payable 2,00,000 - Accounts receivable..............ccornn. 1,30,000{  1,20,000
Bills payable ........c.coun. 2,00,000{  1,10,000|Cash and bank........ 50,000 40,000

Profit and loss Alc 1,00,000 - Profitand loss A%c ... 1,00,000 -
= 90,000 Preliminary expenses .. - 40,000
Discount on shares issued .............. - 40,000
15,00,000/  12,00,000 15,00,000] 12,00,000

A new Z Company Ltd. will be formed to take over the assets an
The authorized capital of Z Company Led. will be Rs.20,00,000
shares of Rs.100 each and 15,000 Equity shares of Rs.100 cac

been met terms of acquisition will be as under:

a)  The holder of 10% Preference shares of X Company Ltd. would be allotted 2, 12%

shares of Rs.100 each in Z Company Ltd for every three shares in X Company Ltd.

b)  The holders of every 5 equi

equity shares in Z Company.
¢) Z Company Ltd. would pay the liquidation expenses of Rs.20,000 and Rs.10,000 for X
Company and Y Company respectively.
Required: (a) Calculate purchase consideration
(b) Journal entries in the books of Z Co. Ltd.
(c) Balance sheet of Z Company Ltd!

d liabilities of the both companies.
divided in 5,000; 12% Preference
h. The conditions of merger have

Preference

ty shares in X Company and Y Company would be allotted 4

Solution: (a) Calculation of Purchase Consideration
[ /i Particulars For X Co. | ForY Co.
12% Preference share in Z Company Ltd. for X Ltd. (3,000 x 2/3 = 2,000 shares @ Rs.100 each) | 2,00,000
Equity share in Z Company Ltd............ For X Ltd.: 7,000 x 4/5 = 5,600 shares @ Rs.100 each 5,60,000
For Y Ltd.: 10,000 x 4/5 = 8,000 shares @ Rs.100 each.................. 8,00,000
Purchase consideration 7,60,000, 8,00,000
~_(b) Jounal Entries in the book of Z Company Ltd.
Debit | Credit
Date Particulars Yl Rs) | (Rs)
Business purchase Alc Dr. 15,60,000
To Liquidator of X Ltd Alc 7,60,000
To Liquidator of Y Ltd Alc 8,00,000
(Being purchase consideration due for purchase of business)
Plant and machinery Alc Dr. 5,50,000
. Land and building Alc Dr. 13,20,000
Fumiture Alc Dr. 1,60,000
Stock Alc Dr. 1,50,000
Accounts receivable A/c Dr. 2,50,000
Bank Alc Pr. 90,000




‘ .

Ty

)

N

afyaroa, Roem 2 ga: dewar  1%3

To Bank overdraft Alc ‘ | 2,00,000
To Accounts payable Alc | 3,10,000
To Bills payable Alc | 1,00,000
To Business purchase Alc 115.60,000
To Capital reserve Alc (Balancing figure) 1 3,50,000
(Being assets and liabilities taken over) |
Liquidator of X Company Ltd Alc Dr. 7,60,000;
To Equity share capital Alc { 5,60,000
To 12% Preference share capital Alc | 2,00,000
(Being purchase consideration paid as per agreement) !
Liquidator of Y Company Ltd. A/c Dr. 8,00,000i
To Equity share capital Alc i 8,00,000
(Being purchase consideration paid as per agreement) '
Capital reserve Alc or.| | 30,000|
To Bank Alc ’ 30,000
(Being liquidation expenses paid) ‘
(c) Balance Sheet of Z. Company Ltd o S 0
Liabilities Amount Assets Amount
Authorized capital: Plant and machinery " 550,000
5000, 12% Preference share of Rs.100 each..5,00,000 Land and building , 13,20,000
15,000 Equity share of Rs.100 €ach ... 15,00,000| 20,00,000|Fumiture | 1,680,000
Issued and subscription capital: Stock 1,50,000
2000, 12% Preference share capital of Rs.100 each 2,00,000{Accounts receivable .| 2,50,000
13,600 Equity capital of Rs. 100 each 13,60,000|Cash and bank (50,000 + 40,000 — 20,000 ~ 10,000) . 60,000
Capital reserve (350,000 ~ 30,000) ......oveusssursssssns 3,20,000
Bank overdraft 2,00,000 ‘
Accounts payable 3,10,000 !
Bills payable 1,00,000
24,90,000 24,90,000
The following is the Balance Sheet of Weak Company Ltd., as on 3 1** December, 20XX
Liabilities Amount Assets Amount
10,000 Shares of Rs.100 €ach ........ccceuveveciiunne 10,00,000 |FiXed @SSEIS...ucurrrmmnrimrrrrsssersssmsnsessiasssiasssssnssnsses 14,50,000
10% Debentures of Rs.100 €ach ........cceuvmeernenee 7,00,000|Investment 25,000
Reserve fund 1,25,000|Patent rights 70,000
Sundry creditors 1,15,000{Stock 1,00,000
Profit and loss Alc 10,000 {Sundry debtors 2,80,000
Cash at bank 25,000]
19,50,000 19,50,000

The business of the Weak Company is taken over by Strong Company Ltd. as on that date on the

following terms:

a) Strong Company Ltd. to take over all assets and liabilities.

b) The shareholders were to be discharged by paying Rs.20 per share and the exchange of four
Rs.100 shares in Strong Company Ltd. at an agreed market value of Rs.150 each for every
shares in Weak Company Ltd.

¢) Strong Company Lid. is to make a fu

Weak Company Ltd.

rther payment in cash of Rs.110 for every debenture in

chuired: (a)

Calculate Purchase Consideration

(b) Entries to close the books of Weak Company Ltd.

(¢) Realization Account
(d) Shareholder's Account.
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Solution: (a) Calcuiation of Purchase Consideration s A P
Particulars 2 e Amount
(i) Cash payment:
10,000 shares @ Rs.20 per share ‘1 2,00,000
7,000 10%, Debentures @ Rs.110 each | 7,70,000
Total Cash| 9,70,000
((ii) _Shares in strong Company Ltd.: 10,000 x 4 = 40,000 shares @ Rs.150 each 60,00,000
‘ : Purchase consideration|69,70,000
(b) Entries to close the books of Weak Company Ltd.
| Date 2 Particulars LJF | Debit (Rs.) [ Credit (Rs.)
| Realization Alc Dr. 19,50,000
! To Fixed assets Alc 14,50,000
To Investment Alc 25,000
To Patent right Alc s ; 70,000
To Stock Alc 1,00,000
; To Sundry debtors Alc | 2,80,000
| To Bank Alc ; 25,000
(Being various assets taken over transferred to realization Alc)
‘ Sundry creditors Alc Dr. 1,15,000
To Realization Alc 1,15,000
(Being sundry liabilities taken over transferred to realization Alc)
|Strong Company Ltd. Alc : Dr. 69,70,000
; To Realization Alc : 69,70,000
{(Being purchase consideration fixed)
‘ Shares in strong Company Ltd. Alc Dr. 60,00,000
E Bank Alc Dr.y | 970,000
f To Strong Company Ltd. Alc 69,70,000
(Being purchase consideration collected) %
! 110% Debentures Alc : Dr. 7,00,000
i ‘Realization Alc Dr. 70,000
; | ToDebenture holder's Alc 7,70,000
i |(Being 10% debentures transferred to debenture holder's Alc) ;
l |Debenture holder's Alc Dr. 7,70,000
' i To Bank Alc 7,70,000
| !(Being debenture holders satisfied as per agreement)
1 |Realization Alc 25D 50,65,000
f | ToShareholders Alc ; 50,65,000
| i(Being profit on realization transferred to shareholders account)
! 'Share capital Alc Dr.| | 1000000
' Reserve fund Alc Dr. 1,25,000
! Profit and loss Alc ot 10,000
I To Shareholder's Alc p 11,35,000
i (Being shareholder fund transferred to shareholders’ Alc) 3
! Shareholders' Alc Dr. 62,00,000
| l To Bank A/c (9,70,000 - 7,70,000) , " 2,00,000
{ | To Share in Strong Company Ltd. Alc 60,00,000
| [(Being shareholders satisfied as per agreement) !

O (c) Realization Account I, e _Cr.
e Particulars Amount Particulars ["Amount
To Fixed assets Alc 14,50,000|By Sundry creditors Alc ' 1,15,000
{To Investment Alc 25,000/By Strong Company Ltd. A/C ......ovvvvvvvoooiioo 69,70,000

ITo Patent right Alc 70,000
|To Stock Alc 1,00,000
{To:SUndry deblors AV/C........iciivcieummesssmssseisonisn 2,80,000
{To Bank Alc 25,000
|To Debenture holder's Alc.......... 70,000
{To Shareholders Alc (Profit-Balanci ) 0 B SO O . 1505 Al
AT 1 70,85,000 170,85,000

RSN =N
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Dr. (d) Shareholder's Account Cr.
Particulars Amount Particulars | Amount

ToBank Alc 2,00,000{By Realization Alc 50,65,000

* |To Share in Strong Company Ltd. Alc............... 60,00,000By Share capital Alc 10,00,000
By Reserve fund Alc 1,25,000

_ By Profit and loss Alc g 10,000

62,00,000 162,00,000

llustration - 13

The Balance Sheet of Clux Company is as follows:

Equities Amount Assets | Amount
Equity shares of Rs.100 each ..........ccc..coourvveece. 6,00,000{Go0dWill .......ccrvvvervnenns 5 80,000
Share premium 60,000{Land and building ...... 5,00,000
8% Debentures of Rs.50 each..........ce...eoerevennee 4,00,000|Plant and machinery .| 5,80,000
General reserve .| 80,000{Inventory 1,20,000
Workmen bonus fund 1,50,000 |Accounts receiVable ..........eeveserssserssnsassssssasseansenns 1,30,000
Profit and loss account 90,000{Cash at bank 40,000
Accounts payable 75,000 Preliminary EXPENSES ...........coo.veeruerveesssnssansenes 50,000
Bills payable..... 1 L L SRR RS S e 22T
15,00,000| 115,00,000

Quick company acquired the business of Clux Company on the following terms and conditions:

a)  Quick company issued 10% debentures of Rs.100 each to discharge the claims of 8%
debentures of Clux Company at 10% premium.
b) A cash payment of Rs.10 cash was made to equity sharcholders.
¢) A further payment was made in cash to discharge bills payable amount.
d)  Quick company issued three shares of Rs.100 each for every two shares of Clux Company at a
market value of Rs. 105 each.
¢)  The realization expenses amounting to Rs.25,000 were paid by Clux Company.
Required: (a) Closing entries in the book of Clux Company
(b) Realization account (c) Quick company's opening eniries
Solugg_q_g_ AR N Calculation of Account =0
{ i Particulars | Amount
(i) Cash payment: i
! H
i For 6,000 equity shares @ Rs.10 each | 60,000
| ForBills payable | 45,000
' Total cash payment| 1,05,000
(ii) 1ssued 10% debentures of Quick Co. (4,00,000 + 40,000) | 4,40,000
(i) Equity shares of Quick Co.: (6,000 x 3/2 = 9,000 shares @ Rs.105 each) A | 9,45,000
Purchase consideration|14,90,000
L 3 (a) Closing entries in the books of Clux Company (VendorCo)
| z B Debit | Credit
Fawe ot YF| Rs) | Re)
{ {Realization Alc Dr.!  [14,50,000!
{ f To Goodwill Alc : | . 80,000
| | To Land and building Alc I ; + 5,00,000
! | ToPlantand machinery Alc ; | 5,80,000
' | Tolnventory Alc PRy | 1,20,000
' l To Accounts receivables Alc L] | 1,30,000
| " ToBankAl o 40,000

!(Being sundry assets taken over transferred to realization Alc) s
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Workmen bonus fund Alc Dr. 1,50,000
Accounts payable Alc Dr. 75,000
To Realization Alc 225,000
(Being sundry liabilities taken over transferred to realization A/c)
Quick Co. Alc Dr. 14,90,000
To Realization A/c 14,90,000
{(Being purchase consideration fixed)
110% Debentures in Quick Co. Alc Dr. 4,40,000
Bank Alc Dr. 1,05,000
Equity share in Quick Co. Alc Dr. 9,45,000
To Quick Co. Alc 14,90,000
(Being purchases consideration received)
Realization Alc Dr. 25,000
To Bank Alc 25,000
(Being realization expenses paid) :
{Bills payable Alc Dr. 45,000
i To Bank Alc 45,000
(Being paid to Bills payable)
8% Debentures Alc Dr. 4,00,000
|Realization Alc Dr. 40,000
i i ToDebenture holder's Alc 4,40,000
|(Being 8% debentures transferred to debenture holder's Alc)
{Debenture holder's Alc Dr. 4,40,000
| | To 10% Debentures in Quick Co. Alc 4,40,000
| |(Being 8% debenture hclders salisfied as per agreement)
Realization Alc Dr. 2,00,000
i To Equity shareholder's Alc 2,00,000
|(Being profit on realization transferred to shareholders' A/c)
;Equity share capital Alc Dr. 6,00,000
{Share premium A/c Dr. 60,000
|General reserve Alc Dr. 80,000
|Profit and loss Alc Dr. 90,000
; To Equity shareholder's Alc 830,000
|(Being shareholders' equities transferred to shareholder's Alc)
|Equity shareholder's A/c Dr. 50,000
| To Preliminary expenses Alc 50,000
' |(Being preliminary expenses transferred to shareholder's Alc)
| {Equity shareholder's Alc Dr. 9,80,000
b ! To Equity share in Quick Company Alc 9,45,000
‘ To Bank Alc (1,05,000 - 25,000 - 45,000) 35,000
!(Being equity shareholder's satisfied as per agreement)
Dr. (b) Realization Alc Cr.
Particulars [ Amount Particulars Amount
To Goodwill Alc | 80,000(By workman bonus fund A/C ..............ccovvevverenee. 1,50,000
To Land and building A/C........cocverruverruenrirrnnnins | 5,00,000/By Accounts payable AlC............wwwwrvrsrresrsrrens 75,000
To Plant and machinery AC.............ocueervcnernrens ‘ 5,80,000{By Quick Company Alc 14,90,000
To Inventory Alc 1,20,000/
To Accounts receivable A/C .........e.crceeerrocersns l 130,000,
[To Bank Alc ; | 40,000
|To Debenture holders AlC .........ooummerrerrsrrerrinens {40,000
'To Bank Alc | 25,000
ITo Equity shareholder's Alc (Profit: Bal. figure)...: 2,00,000
1 17,15,000 17,15,000
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Dr. Equity Shareholder Alc Cr.
Particulars Amount Particulars Amount
To Preliminary expenses AlC.............. e 50,000 /By Realization Alc 2,00,000
To Equity share in Quick Company Alc................ 9,45,000{By Equity share capital AlC...........couwemuussrissrasenns 6,00,000
To Bank Alc 35,000|By Share premium A/c 60,000
By General reserve Alc 80,000
By Profit and loss Alc 90,000
10,30,000 10,30,000
(c) Quick Company's Opening Entries
Debit | Credit
Date Particulars LF Rs.) [Rs)
Business purchase Alc i Dr. 14,90,000
To Liquidator of Clux Company Alc 14,90,000
(Being purchase consideration payable for the purchase of business)
Goodwill Alc (Balancing figure) Dr. 3,45,000
Land and building Alc Dr. 5,00,000
Plant and machinery Alc Dr. 5,80,000
Inventory Alc Dr. 1,20,000
Accounts receivable Alc Dr. 1,30,000
Bank Alc Dr. 40,000
To Workmen bonus fund Alc 1,50,000
To Accounts payable Alc 75,000
To Business purchase Alc 14,90,000
(Being assets and liabilities taken over)
Liquidator of Clux Company Alc Dr. 14,90,000
To Equity share capital Alc 9,45,000
To 10% Debentures Alc 4,40,000
To Bank Alc 1,05,000
(Being purchase consideration paid as per agreement)
Illustration — 14
The Balance Sheer of Silk Company as on Chaitra 31, 2065 is as follows.
Equities Amount Assets Amount
20,000 Equity shares of Rs.100 each............c..... 20,00,000(Fixed assets 20,30,000
General reserve 2,00,000{Investment 1,50,000
Profit and Loss A/C 1,50,000|{Stock 1,20,000
Creditors... 50,000{Debtors 1,20,000
Employees provident fund ..........ccccecusecseserivinnnnens 1,00,000{Cash at bank 80,000
25,00,000 25,00,000

The Cotton Company purchased silk company on Chaitra 31, 2065 on the following terms:

a)  Fixed assets were taken at a value of Rs.24,00,000 and investment at a value of Rs.80,000.
b) The remaining assets were taken at bock value.
¢) Provide sufficient cash to meet cash payment for creditor of silk company and liquidation

expenses of Rs.25,000.

~d) Issue sufficient number of equity share of Rs.100 each at par.
Required: (a) Closing entries in the book of Silk Company

(b) Realization account

(c) Opening entries in the book of the Cotton Company



%5 wrast deaiofr

Solution: (b) Calculation of Purchases Consideration
i Particulars Amount
Assets taken over: .
Fixed Assets 24,00,000
Investment 80,000
Stock 1,20,000
Debtors 1,20,000
Cash at bank 80,000
28,00,000
Less: Liabllities taken over: Employees provident fund : 1,00,000
Net assets (Purchases consideration)| 27,00,000
+Mode of Payment
Particulars - Amount
Cash payment: (50,000 + 25,000) 75,000
Equity Shares in Cotton Company: (26,250 shares of Rs.100 each) (Balancing figure) 26,25,000
27,00,000
K0S (a)_Closing entries In the book of Silk Company i e
[ : iy =1 Debit | Credit
Date J' ; Particulars i LIF| (Rs) | (Rs)
{Realization Alc Dr.|  [25,00,000
f To Fixed assets A/c i 20,30,000
; To Investment A/c ke 1,50,000
i To Stock Alc b { 1,20,000
i | To Debtors Alc ! 1,20,000
‘ | ToCashatbank Alc ! 80,000
! i(Being sundry assets taken over transferred to realization Alc) ’
i {Employees’ provident fund Alc Dr. f 1,00,000
§ . To Realization Alc 1,00,000
!(Being sundry liabilities taken over transferred to realization Alc) ’
; Cotton company Alc Dr{  127,00,000
j To Realization Alc b 27,00,000
; ;(Being purchase consideration due for collection) | i
| {Bank Alc Dr. ! 75,000
i {Equity share in Cotton Company Alc Dr.|  (26,25,000
i 1 To Cotton company Alc 5 27,00,000
| |(Being purchase consideration received) !
: {Realization Alc Dr. 25,000
i x To Bank Alc 25,000
‘ \(Being liquidation expenses paid) !
|Creditors' Alc Dr. ! 50,000
| . ToBankAlc 50,000
|(Being paid to creditors)
’;‘Realizab'on Alc Dr. 2,75,000
| To Equity shareholder's A/c 2,75,000
g(Being profit on realization transferred to equity shareholder's Alc)
|Equity share capital Alc Dr.| 120,00,000
; |General reserve Alc Dr.i | 2,00,000
| {Profit and loss Alc Dr.| 1,50,000
| | To Equity shareholders' Alc ; 123,50,000
; /(Being amount of shareholder's equities transferred to equity shareholder's A/c) | i
| 'Shareholders' Alc Dr.|  126,25,000
' ' To Equity share in Cotton company Alc : 5 26,25,000

|(Being paid to equity shareholders)

}

]
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(b) Realization Alc

Particulars I Amount Particulars | Amount
To Fixed assets Alc 20,30,000|By Employees' Provident Fund A/G ........ccccvvuvnnens 1,00,000
To Investment Alc 1,50,000 {By Cotton company A/C .........c.ccummmmmnssmesssrssenns 27,00,000
To Stock Alc 1,20,000
E -1To Debtors Alc 1,20,000
To Bank Alc 80,000
To Bank Alc (Liquidation expenses)...........ce...... 25,000
To Equity shareholder's A/c (Profit- Balancing 2,75,000
3 figure)
28,00,000 28,00,000
(c) Opening entries in the books of Cotton Company )
: Debit | Credit
’ Date Particulars LF (Rs.) (Rs.)
Business purchase Alc Dr. 27,00,000
) To Liquidator of Silk Company Alc * |27,00,000
(Being purchase consideration payable for the purchase of business)
' ' Fixed assets Alc Dr.| |24,00,000
Investment Alc Dr. | 80,000
| Stock Alc 3 Dr. | 1,20,000
z i Debtors Alc Dr. 1,20,000,
{ Bank Alc Dr. | 80,000
1 To Employees' provident fund Alc 1,00,000
| To Business purchase Alc 127,00,000
(Being assets and liabilities taken over) ‘
1 Liquidator of Silk Company Alc Dr. 27,00,000!
| To Bank Alc [ 75,000
‘_ To Equity share capital Alc 126,25,000
i (Being purchase consideration paid) ; i

" [Hlustration - 15|

The following is the Balance Sheet of Y Ltd, as on 31" December 2009.

=. Liabilities Amount | Assets Amount
:8% Preference shares of Rs.100 each................. 300,000/Plant and machinery 800,000
{Equity share capital of Rs.100 each ................... .| 500,000{Stock e | 60,000
17% Debentures 200,000|Debtors 50,000
Creditors 90,000/Bank 40,000
‘1 [Profit and loss 140,000
B 1,090,000/ 1,090,000
The business of Y Ltd. is absorbed by X Ltd. on the following terms:
d a) X Lud. is to assume all assets and liabilities.

b) The debentures would be paid off by the issue of an equal number of debentures in X Ltd. at
a discount of 10%. '

. ¢) The holder of 8% preference shares would be allotted four 10% preference shares of Rs.100
cach in X Ltd. for every five shares in Y Led.

d) The equity sharcholders would be allotted sufficient shares in X Ltd. to cover the balance on

E their account after adjusting assets value by reducing plant and machinery by 10% and
providing 5% provision for doubtful debt on sundry debrors.
¢) The expenses of liquidation Rs.10,000 paid by X Ltd.
- Required: (a) Calculate purchase consideration
» (b) Entries to close books of Y Ltd.

(¢) Realization Account

o
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Solution: (a) Calculation of Purchase Conslideration
Particulars Amount
7% Debentures in X Ltd. (200,000 — 20,000) 1,80,000
10% Preference share in X Ltd. i.e. 3000 x 4/5 = 2400 shares @ Rs.100 each 2,40,000
Equity share in X Ltd i.e. 3575 shares of @ Rs.100 each (Balancing figure of Nt @Sets) ............iweusersevessse 3,57,500
Total purchase consideration| 7,77,500
Calculation of Net Assets
Particulars Amount
Assets taken over:
Plant and machinery (800,000 x 90/100) 7,20,000
Stock 60,000
Debtors (50,000 - 2,500) 47,500
Bank 40,000
Total assets acquired; 8,67,500
Less:Liabilities taken over: Creditors 90,000
Purchase consideration (Net assets)| 7,77,500
: (b) Entries to Close the Books Of Y Ltd.
Date | Particulars LIF ?;:‘; c(:; d)“
Realization Alc Dr. 9,50,000
To Plant and machinery Alc 8,00,000
To Stock Alc 60,000
To Debtors Alc 50,000
To Bank Alc 40,000
(Being sundry assets taken over by X Ltd. transferred to realization Alc) 5
Creditors Alc Dr. 90,000
To Realization Alc 90,000
|(Being sundry Liabilities taken over by X Ltd. transferred to realization A/c)
X Ltd. Alc Dr| | 7.77.500
To Realization Alc 7,717,500
Being purchases consideration fixed)
17% Debentures in X Ltd. Alc ¢ Dr. 1,80,000
10% Preference share in X Ltd. Alc Dr. 2,40,000
Equity share in X Ltd. Alc Dr. 3,57,500
To X Ltd. Alc 7,77,500
Being purchase consideration received)
7% Debentures Alc Dr. 2,00,000
To Debenture holder's Alc 1,80,000
To Realization Alc ; 20,000
(Being amount of debentures transferred to debenture holders Alc) -
Debenture holder's Alc Dr. 1,80,000
To 7% Debentures in X Ltd. Alc 1,80,000
(Being debenture holder's satisfied as per agreement)
8% Preference share capital Alc Dr. 3,00,000
To Preference shareholder's Alc 2,40,000
To Realization Alc 60,000
(Being amount of preference share transferred to preference shareholder's Alc)

aalin
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Preference shareholder's Alc Dr. 2/40,000f .
To 10% Preference share in X Ltd. Alc 2,40,000
(Being preference shareholders satisfied as per agreement))
Equity shareholder's Alc Dr. 2,500
To Realization Alc 2,500
(Being loss on realization transferred to equity shareholder's A/c)
Equity share capital Alc Dr. 5,00,000
To Equity shareholder's Alc 5,00,000
(Being amount of equity capital transferred to equity shareholder's Alc)
Equity shareholder's Alc Dr. 1,40,000
To Profit and loss Alc 1,40,000
(Being profitand loss Al transferred to equity shareholder's Alc)
Equity shareholder's Alc Dr. 3,57,500
To Equity share in X Ltd. 3,57,500
(Being paid to equity shareholder's Alc)
. (c) Realization Alc
Particulars Amount Particulars Amount
To Plant and machinery AlC........eewwweeecsusssensussinns 8,00,000{By Creditors Alc 90,000
To Stock Al 60,000(By X Ltd. Alc 7,77,500
:To Debtors Alc 50,000|By 7% Debentures Alc 20,000
‘To Bank Alc 40,000|By 8% Preference share capital AlC ........rewuweees 60,000
| By Equity shareholder's A/c (Loss— Bal. figure)..... 2,500
P 9,50,000 9,50,000
The following is the Balance Sheet of Vendor Co. Ltd., as on 31* December, last year.
'T Liabilities Amount Assets | Amount
W.OOO Shares of Rs.100 aCh .....cccoveruvnseusseinens 10,00,000{Land and building .......c.cceseermeessssssesnisnenes ..111,00,000
General reserve 5,00,000{Plant and machinery 6,00,000
Profit and loss account 2,00,000Furniture 65,000
12% Debentures 2,00,000{Inventories ....... 1,560,000
I;Accounts payable 50,000|Accounts receivable 60,000
|Dividend equalization fund.........c.uuwressessees 50,000{Cash in hand 10,000
| Cash at bank 15,000
l 20,00,000 20,00,000

The company is absorbed by Purchasing Com
Company Ltd. decided to acquire currentasscts at

Land and building
Plant and machinery
Furniture

Goodwill

The Purchasing Company Ltd. also decided to acquire th
company also agreed to pay 15,000 equity shares of Rs.10
cash. The cost of liquidation was Rs.30,000.

Rs.1,500,000

Rs.700,000
Rs.50,000
Rs.150,000

Required: (a) Closing entries in the books‘of Vendor Company Ltd.

(b) Realization Account

(c) Opening entries in the books of Purchasing Co. Led.

pany Ltd. on the above date. The Purchasing
book value and fixed at the following value:

¢ creditors of Vendor Company Ltd. The
0 cach at Rs.120 per share and balance in



SR wvoaft damfaf

Solution: Calculation of Purchases Consideration T
| Particulars Amount
Assets taken over: ‘
Land and building 15,00,000
Plant and machinery 7,00,000
Fumiture 50,000
Goodwill 150,000
Inventories ..., 150,000
Accounts receivable 60,000
Cash in hand 10,000
Cash at bank 15,000
Total assets acquired| 26,35,000
Less: Liabilities taken over: Accounts payable (Creditors) : 50,000
Net assets acquired (Purchase consideration)| 25,85,000
2 Mode of Payment
3 Particulars Amount
Equity share in Purchasing Company Ltd. (15,000 shares@ Rs.120)....... . 18,00,000
‘Cash payment (Balancing figure of net assets)....... 7,85,000
! Total purchase consideration| 25,85,000
e _(aLcl_eiinss,nt{i,e.an!hg.bqoKzgt\iegciqz‘amp_am}i B T v e
5} ' 4 Debit | Credit
! Date Particulars S !ILIF | Rs) | (Rs)
|Realization Alc Dr. ' 1 20,00,000|
F { To Land and building Alc ey | 11,00,000
| | To Plant and machinery Alc i | 6,00,000
; To Fumiture Alc ; [ 65,000
§ To Inventory Alc ! | 150,000
To Accounts receivable Alc A { 60,000
To cash Alc {10,000
{ To Bank Alc , 15,000
{(Being sundry assets taken over by Purchasing Company Ltd. transferred to realization A/c) i
‘ {Accounts payable Alc Dr.| A_? 50,000
| f To Realization A/c ‘ 50,000
1 |(Being sundy liabiliies assumed by Purchasing Co. Ltd. transferred to realization Alc) ’
|Purchasing Company Ltd Alc Dr.' 25.85,000‘
To Realization Alc it 25,85,000
'(Being purchaser consideration fixed) | 4 |
l Equity Share in Purchasing Company Ltd. Alc Dr.lr_ 18,00,000
| |BankAl | ‘ 785,000
| ’ To Purchasing Company Ltd. Alc ! 25,85,000
| |(Being purchase consideration received as per agreement) S
'Realization Alc Dr, 30,000
| To Bank Alc 30,000
|(Being liquidation expenses paid)
|12% Debentures Alc Dr. 2,00,000
| To Debenture holder's Alc 2,00,000
‘ |(Being transfer of debentures A/c to debenture holder's Alc) 2]
lo ' Debenture holder's Alc Dr. 2,00,000 ;[ 2,00,000
, ; To Bank Alc |
i |(Being debenture holder's satisfied by cash) REER
! Realization Alc Dr. 6,05,000
| To Equity shareholder's Alc 6,05,000
1 |(Being profit on realization transferred to equity shareholder's A/c) L
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lEquity share capital Alc Dr.]  ]10,00,000
General reserve Alc Dr. 5,00,000
|Profit and loss Alc Dr. 2,00,000
Dividend equalization fund Alc Dr. 50,000
} To Equity shareholder's Alc 17,50,000
|(Being amount of shareholder's equity transferred to equity shareholder's Alc) el
Equity shareholder's Alc Dr. 23,55,000
To Equity share in Purchasing Company Ltd. Alc 18,00,000
To Bank Alc (7,85,000 - 30,000 — 200,000) 5,565,000
|(Being paid to equity shareholder’s)
Dr. (b) Realization Alc Cr.
Particulars Amount Particulars Amount
To Land and building Alc........ ... { 11,00,000|By Accounts payable Alc.......... 50,000
To Plant and machinery Alc 6,00,000{By Purchasing Company Ltd. Alc 25,85,000
To Fumiture Alc 65,000
To Inventory Alc 1,50,000
To Accounts receivable A/C ..........c.ocveerernereenee 60,000
To Cash Alc 10,000
To Bank Alc 15,000
To Bank Alc (Liquidation expenses).........cc....... 30,000
To Equity shareholder's A/c (Profit- Bal. figure). | 6,05,000
26,35,000 26,35,000
__ [c)Opening entries in the book of Purchasing CompanyLtd.
! : Debit | Credit
Date ‘ Particulars £ LIF (Rs.) (Rs)
{Business purchase Alc Dr. 25,85,000
To Liquidator of Vendor Company Ltd. Alc 25,85,000
|(Being purchase consideration payable for purchase of business) ' |
{Goodwill Alc (Bal. Fig.) Dr. 150,000/
Land and building Alc Dr. 15,00,000
{Plant and machinery Alc ‘Dr.| | 7,00,000
{Fumiture Alc Dr.| | 50,000
{Inventory Alc Dr.| | 150,000
|Accounts receivable Alc Dr. 60,000
\Cash Alc Dr. 10,000
\Bank Alc Dr. 15,000
f To Accounts payable Alc , 50,000
; To Business purchase Alc : S| 25,85,000
{(Being assets and liabilities taken over)
\Liquidator of Vendor Company Ltd. Alc Dr. 25,85,000
j To Equity share capital Alc 18,00,000
i ToBankAlc - 31 785,000
[ {(Being purchase consideration paid as per agreement) |

lllustration - 17

A Company sells its business to B Company as on 31™ December 2004, on which date its balance
sheet is as under:

Balence SheetiF SHGE BB G il er .- o

Liabilities and Equities Amount - Assets | Amount

Share capital (6,000 shares of Rs.100 each)...... 6,00,000{Goodwill | 80,000
Debentures .1 2,00,000!Premises......... | 3,20,000
Accounts payables 1,00,000|Plant : 2,00,000
Accident fund 4100 000 INVONTONES kit sestbiestaaneessasusssssnssssssrnsrssnssiisssstos { 1,50,000
Profit and Loss Alc 50,000{Accounts receivable...........currimmmneesssessisininn: | 2,80,000
b (cashatbank e 20,000

£ 10,50,000 110,50,000
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B Company agreed to take over the assets except cash and goodwill at 90% of book value. B
Company paid Rs.100,000 for goodwill and also took over the accounts payable.

The purchase consideration was to be discharged by allotment of 3,000 shares of Rs.100 each at a
premium of Rs.10 per share and balance in cash. The cost of liquidation amounted to Rs.20,000.

Required: (a) Purchase consideration
(b) Journal entries in the book of A Company
(c) Realization account
(d) Shareholder's account.

Solution: (a) Calculation of Purchases Consideration
Particulars Amount
Assets taken over:
Goodwill : 1,00,000
Premises (320,000 x 90%) 4 2,88,000
Plant (200,000 x 90%) 1,80,000
Inventories (150,000 x 90%) ; 1,35,000
ACCOUNIS TRCBIVADIS (2801000 XI00%) 1. e s i bar ioosas o el e B s e s 2,52,000
Total assets acquired| 9,55,000
Less: Liabilities taken over: Accounts payable 1,00,000
Net assets acquired| 8,55,000
Mode of Payment
Particulars Amount
Share capital in B Company i.e. 3,000 shares @ Rs.110 3,30,000
Cash payment (Balancing figure of net asset acquired) 5,25,000
g Total purchase consideration| 8,55,000
(b) Journal entries in the books of A company
: Debit | Credit
Date Particulars LF (Rs.) (Rs.)
Realization Alc Dr. 1,030,000
To Goodwill Alc 80,000
To Premises Alc 320,000
To Plant Alc 1 200,000
To Inventories Alc 150,000
To Accounts receivable Alc 280,000
(Being sundry assets taken over by B Co. transferred to realization A/c)
Accounts payable Alc Dr. 100,000
To Realization Alc 100,000
(Being sundry liabilities taken over by B Co. transferred to realization Alc)
B Company Alc ; Dr. 855,000
To Realization Alc 855,000
(Being purchases consideration fixed) Wy
Sharein B Company Alc : Dr. 330,000
Bank Alc Dr. 525,000
To B Company Alc 855,000
(Being purchases consideration received)
Realization Alc Dr. 20,000
To Bank Alc * 20,000
(Being liquidation expenses paid) ,
Debentures Alc Dr. 200,000
To Debenture holder's Alc 200,000
(Being conversation of debentures A/c to debenture holder's Alc)
Debenture holder's Alc Dr. 200,000
To Bank Alc 200,000
(Being debenture holder’s satisfied for cash)
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Shareholder's Alc Dr. 95,000
To Realization Alc 95,000
(Being loss on realization transferred to shareholder's Alc) :
Share capital Alc Dr. 6,00,000
Accident fund Alc Dr. 100,000
Profit and loss Alc Dr. 50,000
To Shareholders' Alc 750,000
(Being shareholder’s equity transferred to shareholder's A/c)
Shareholder's Alc Dr. 655,000
To Share in B Company Alc 330,000
To Bank Alc (20,000 + 525,000 - 20,000 - 200,000) ; 325,000
(Being shareholder satisfied as per agreement)
Dr. ¢) Realization Alc Cr.
Particulars Amount Particulars Amount
To Goodwill Alc 80,000{By Accounts payable Alc 1,00,000
To Premises Alc 3,20,000|By B Company Alc 8,55,000
To Plant Alc 2,00,000{By Shareholder's A/c (Loss — Balancing figure) ....| 95,000
To Inventories Alc 1,50,000
To Accounts receivable A/C.......cocuueererrniseninens 2,80,000
To Bank A/c (Liquidation eXpenses) ..........eueees 20,000
10,50,000 10,50,000
Dr. (d) Shareholder's Alc Cr.
Particulars Amount Particulars Amount
To Realization Alc (Loss of realization) ............... 95,000|By Share capital A/C .......cccccmvimcrriminerismnsisennnnns 6,00,000
To Share in B Company AlC .......ccciuinirnsrsennnns 3,30,000|By Accident fund A/C........c.cevuuinscmecmncsnnnsninnssnsnns 1,00,000
To Bank Alc .| 3,25,000{By Profit and loss Alc 50,000
7,50,000 7,50,000

lllustration - 18
On 1% Baisakh this year, D Company Ltd. is absorbed by A Company Ltd. The terms of
absorption are as follows:

a) A Company Lid. will take over all assets except cash and investment.
b) A Company Lid. will issue 10% debentures to discharge 80% debentures at a premium of 6%.
¢) D Company Ltd. will get on share of Rs.100 each at Rs.180 from A Company Ltd. for every
two shares in D Company Ltd.
d) A Cash payment of Rs.40 per share in D Company Ltd.
D Company Ltd. sold the investment at a profit of 40% and paid off the creditors at a

discount of 25%. The tax liability was determined at Rs.88,000. The cost of absorption amounted
to Rs.11,200.

Liabilities Amount Assets Amount

Equity share capital of RS.100 .........ccoccouevcrruccurnene 8,00,000{Land and building ............cccuuvecmsssisnsecuissssesnsennes 4,80,000
General reserve 2,40 000 | PIENL..ooivtisisinsivinssoismmisneisibississiibasassnieamsssssasssoves 2,40,000
Profit and Loss Alc 1,60,000{Investment weeeneenne | 5,60,000
8% Debentures 4,80,000Stock 80,000
Provision for taxation ........ 80,000|Debtors 6,40,000
Sundry creditors 4:80/000[Cash: s st I b i ttiines 1,60,000
Preliminary eXPENSES .......c.uewuscsesmsssssssessssssessnes 80,000

22,40,000 22,40,000

Required: a) Ledger accounts in the books of D Company Ltd.
b) Journal entries in the books of A Company Ltd,
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Solution:
Calculation of purchase consideration:
10% debentures in A Company Ltd. (4,80,000 + 6%) .......cccoruvreecrrercerrseerrnrnnnnees Rs.5,08,000
Shares in A Company Ltd. (8,000 x 180 + 1/2 ) ..oceueurivverscscssmmarssonsssssssssssosssssonse Rs.7,20,000
O T L A e A i W Rs.3,20,000
Gl b o e R R e S N M e RN e RS Rs.15,48,800
(a) D Company Ltd.
Dr. Realization Alc Cr.
3 Particulars Amount Particulars Amount
To Land and building Alc 4,80,000{By Provision for taxation A/C ...........ceeevveveervernnennns 80,000
To Plant Alc 2,40,000{By Sundry creditors Alc 1,20,000
To Investment A/c 56,60,000|By A Company Ltd. Alc 15,48,800
To Stock Alc 80,000{By Cash Alc (Realization of investment)............... 7,84,000
To Debtors Alc ...| 6,40,000
To Cash A/c - Liquidator Expenses ....................... 11,200
To Cash Alc - Tax 88,000
To Debenture holders Alc 28,800
To Shareholders Alc 4,04,800
25,32,800 25,32,800
PL 53 R R e g Shareholders Alc Cr.
Particulars Amount Particulars | Amount
To Preliminary EXpenses AlC..........cooovveeveccrsiensnnnns 80,000|By Realization A/c .... 4,04,800
To Shares in A Company 7,20,000(By Equity share capital A/G.............ccoouerrrvvressrvorn, 8,00,000
To Cash Alc 8,04,800{By General reserve Al .. 2,40,000
By Profit and Loss Alc 1,60,000
16,04,800| 16,04,800
gr_._ 3l A _Debentures Account 5 Cr.
Particulars Amggrltj_ Particulars Amount
To 10% debentures in A Company Ltd. Alc............ 5,08,800 By Realization A/c 28,800
By 8% debentures Alc 4,80,000
5,08,800 5,08,800
Dr. g A ¥ D Company Ltd. Alc - 150 Cr.
[ Particulars Amount | Particulars Amount
{To Realization Alc 15,48,800|By 10% Debentures in A Company Ltd. Alc........ 5,08,800
: { {By Shares in A Company Ltd. ..............cooomvro, 7,20,000
b R R e e L o 3,20,000
i 115,48,800; 15,48,8000
D b CasloRocont S BT o
[ Particulars Amount ’T Particulars 7 Amount
‘ To Balance B/d 1.60,000i8y Realization Liq. EXPENSes............coovvvvvrvn 11,200
To Realization Alc 7,84,000 By Realization Alc Tax 88,000
,To A Company AlC. e . e i 1,20,000!By Sundry Creditors A/ ......coeeeeereeeevensesosoo, 3,60,000
- | [BySharchodem AL ] 804800
i 12,64,000/ 12,64,000

P
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(b) Journal Entries in the books of A Company Ltd.
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[ Debit | Credit

Particulars LIF (Rs) ! (Rs) |
Business Purchase Alc Dr. 15,48,800|

To Liquidator of D Company Alc 15,48,800
(Being the purchase consideration payable to D Company) !
Land and Building Alc Dr. 4,80,000
Plant and Machinery Alc Dr. 2,40,000!
Stock Alc Dr. 80.0001
Debtors Alc Dr. 6,40,0001
Goodwill Alc Dr. 1.08.600i

To Business purchase Alc ¢ 115,40,800
(Being the incorporation of assets and liabilities taken over from D Company Ltd.) |
D Company Ltd. Alc Dr. 15,48,800|

To 10% debentures Alc I 5,08,800

To Cash Alc i 3,20,000

To Share capital Alc 1 i 4,00,000

To Share premium Alc | 320,000
(Being settlement of purchase consideration) ;
Share premium Alc Dr. 1,08,300

To Goodwill Alc ' 1,08,800
(Being the goodwill written off) | |

Illustration - 19
The Balance sheet of Sekhar Ltd. as on 31% Chaitra 2069 is given below:
Balance Sheet i

Liabilities Amount | Assets | Amount

15% Preference share capital (5,000 shares of Rs.100 each) Land and bullding z..oisiaiissinesistimressasssossess 9,00,000

Common share capital 60,000 shares of Rs.10 each..... 5,00,000{Plant and MachiNery ........oueuuuerursssnssmsssssnses 3,00,000

Sundry creditors 6,00,000(Stock ...... 1,50,000

10% Debentures 5,00,000{Debtors... . 2,00,000

8,00,000{Bank balance 50,000

Profit and 1088 A/C ...ouuveeneccumnsninssisnsssnsisennies i 6,00,000

Preliminary eXpenses ...l 200,000

24,00,000 124,00,000

The company has been suffering loss from many years. The board of directors passed the

following scheme for internal reconstruction of the company.

a) The preference share capital reduced to Rs.40 per share by changing preference dividend

rate at 20%.
b)  The face value of equity shares was reduced by Rs.6 per share.

¢) Debenture holders agree to sacrifice 50% of their present holding balance.

Thus the amount realized by liabilities reduction be utilized in writing off as:

i)  Plantby 10%

ii) Reserve for bad debts creation at 5%
iii) Stock by Rs.30,000

iv) Fictitious assets wholly.

The balance available after writing off above assets was transferred to capital reserve account.

Required: a) Pass journal entries after reconstruction
b) Capiral reduction account
¢) Reconstructed balance sheet.
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Journal entries In the books of Shekhar Company
¢ Debit | Credit
Date Particulars LF Rs.) (Rs.)
15% Preference share capital A/c (5,000 x Rs.100) Dr. 5,00,000
To Capital reduction Alc (5,000 x Rs.60) 3,00,000
To 20% preference share capital A/c (5,000 x Rs.40) 2,00,000
(Being preference share capital reduced by Rs.60 per share by changing dividend rate)
Equity share capital Alc (60,000 x Rs.10) Dr. 6,00,000
To Capital reduction A/c (60,000 x Rs.6) 3,60,000
To Equity share capital Alc (60,000 x Rs.4) 2,40,000
(Being equity share capital reduced to Rs.4 per share)
10% Debentures A/c (8,00,000 x 50%) Dr. 4,00,000
To Capital reduction Alc 4,00,000
(Being debentures reduced by 50%)
Capital reduction Alc Dr. 8,70,000
To PlantAlc 30,000
To Reserve for bad debts Alc 10,000
To Stock Alc 30,000
To Profit and loss Alc 6,00,000
To Preliminary expenses Alc 2,00,000
(Being various assets written off under intemal reconstruction)
Capital reduction A/c Dr. 1,80,000{
To Capital reserve Alc 1,90,000
(Being balancing figure of capital reduction A/c transferred to capital reserve Alc)
Dr. Capital Reduction Alc Cr.
Liabilities Amount Assets Amount
To Plant Alc 30,000|By 15% Preference share capital Alc................... 3,00,000
To Reserve for bad debts Alc.........ccvevvemrererrrennns 10,000{By Equity share capital Alc............c.coocereerererrrnnns 3,60,000
To Stock Alc 30,000(By 10% Debentures Alc 4,00,000
To Profit and loss Alc 6,00,000
To Preliminary eXpenses A/C.................ccerssresrnn 2,00,000
To Capital reserve Alc (Balancing figure)............... 1,90,000
10,60,000 10,60,000
Reconstructed Balance Sheet
as on 1% Baishakh, 2063
Liabilities Amount Assets Amount
20% Preference share capital (5,000 shares of Land and building 9,00,000
Rs.40 each) 2,00,000{Plant and machinery (3,00,000 - 30,000)............ 2,70,000
Equity share capial (60,000 shares of Rs.4 each).| 2,40,000|Stock (1,50,000  30,000)...............oooooo. 1,20,000
10% Debentures (800,000 ~400,000)...................] 4,00,000|Debtors 2,00,000
Sundry creditors 5,00,000Less: Reserve for bad debls...................... 10,000 1,90,000
Capital reserve 1,90,000|Bank balance 50,000
15,30,000 15,30,000
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A Company and B Company decided to amalgamate and a new Company, C Company is formed
to take over the amalgamated companies with effect from January 1, 2013, when their balance

sheert stood as follows:

e Liabilities (Rs.) ACo. | BCo. Assets (Rs.) | ACo.  BCo.

Equity shares of Rs.100 each.............. 10,00,000{ 5,00,000|Goodwill 1,90,600| 60,000

Reserve Fund 2,90,000{ 1,75,000|Premises 5,00,000{2,40,000

Profit and Loss A/C..........cuuemmmmmrssessnens 1,10,000,  75,000{Machinery 3,00,000| 1,95,000
Accounts payable........ 95,000{ 47,500{Fumiture 85,000 --

Outstanding expenses 5,000  2,500{Inventory 1,30,000{ ©0,000

Accounts Receivables.........c.vcvunineas 2,10,0001 1,75,000

Cash at bank 85,000/ 30,000

Preliminary eXpenses..........ccooeveisnes - | 10,000

15,00,000| 8,00,000 15,00,000/ 8,00,000

C Company issued 5,000 equity shares of Rs.100 each, 10,000, 8% preferénce shares of Rs.10
each and 10% debentures Rs.2,00,000 to the public apart from the issues made to carry out the

business combination.

Required: i) Calculate the amount payable to each company assuming that the purchase
consideration was settled by the following in each of the companies. 40% in equity
shares, 30% in preference shares, 20% in debentures and the rest in cash.

ii) Necessary journal entries in the book of A Company.
iii) Amalgamated balance sheet of New Company.

Solution: (i) Calculation of purchase Consideration -
Particulars ACo. ! BCo.
Assets taken over: |
1 LT e R B o e S TR S T ISt | IR e 5,00,000; 2,40,000
Machinery 3,00,000! 1,95,000
B Te e e b & Kb rs s sbicnsdesnsatossessaibirsinsasossastalissssiasesstsionmiesnssstase 85,000 -
I O Oy e is s ceehs amsasisassssaesighaniiassnssssrsarvesatosnaviobpislesusvainssscanansiiarooss 1,30,000/ 90,000
Accounts receivable 2,10,000| 1,75,000
Cash at bank 85,000/ 30,000
Total Assets taken over (A)| 13,10,000! 7,30,000
Liabilities taken over:
Accounts payable 95,000 47,500
Outstanding expenses - | 5000] 2500
Total Liabilities taken over (B)| 100,000 50,000
Total Purchase Consideration (A-B){ 12,10,000! 6,80,000
Mode of payment
Particulars | ACo. | BCo.

Equity share @ Rs.100 each (40%)
8% Preference share @ Rs.10 each (30%)

4,84,000| 2,72,000
3,63,000| 2,04,000

(Being all liabilities taken over)

10% Debentiirei(20%6) 85 2 uotnl s SR i anenaisisiesstesnes 2,42,000| 1,36,000
Cash (10%) 1,21,000] 68,000
Total Purchase Consideration| 12,10,000/ 6,80,000
(i) Journal entries in the books of Shekhar Co. 3% =
Date Particulars LUF Debit (Rs.)| ‘igsdi’
1. |Realization Alc Dr. 15000000
To All Assets Alc I 15,00,000
(Being all assets taken over) '
2. |Accounts payable Alc Dr. 95.000'
Outstanding expenses Alc Dr. 5,000
To Realization Alc

! | 1,00,000
{ |
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[ 3 |CCompanyAlc Dr. 12,10,000
To Realization Alc 12,10,000
(Being purchase consideration fixed)
4,  |Equity Shareholders Alc Dr. 1,90,000
To Realization Alc 1,90,000
(Being loss on realization transferred to equity holders Alc)
5. |Equity share capital Alc Dr. 10,00,000
[Reserve fund Alc Dr. 2,90,000
Profit and Loss Alc Dr. 1,10,000
To Equity shareholders Alc 14,00,000
(Being equity capital and reserve fund transferred to equity holders Alc)
6.  |Equity shareholders' Alc Dr. 12,10,000
To Share capital in C Company 4,84,000
To 8% Preference share in C Company 3,63,000
To 10% Debenture Alc 2,42,000
To Cash Alc 1,21,000
(Being equity share, preference share, debenture and cash paid to equity share
{ of A Company)
(iii) Opening Balance sheet of C Company
Liabilities Amount Assets Amount
Equity Capital @ 100 €aCh .......cveeeerrvrerrrernrivennrined 12,56,000|Premises 7,40,000
2% Preference share @ 10 each............c..c.connvunnec 6,67,000{Machinery. 4,95,000
10% Debenture 5,78,000{Fumiture 85,000
Accounts payable 1,42,500| Inventory 2,20,000
Outstanding expenses 7,500|Accounts receivable 3,85,000
Cash at Bank 7,26,000
126,51,000 26,51,000

Key Points:

Take over assets means only assets taken not liabilities. In this case, liabilities should be
discharged by bank even if not stated in the problem.

Take over business is assumed to be taken over all assets to liabilities by purchasing company.
Liquidation expenses should not be included in purchase consideration unless otherwise stated
clearly since it is not part of the purchase consideration.

If nothing is clearly stated in the problems as to which company should pay liquidation
expenses, then Vendor Company is supposed to be paid liquidity expenses.

Liabilities and assets not taken over by purchasing company should not transfer to realization
Alc rather liabilities are paid and assets are’sold-in their book value unless discharge price and
selling price are not given in the problem.

Generally, debenture of Vendor Company should not be included in liabilities while
calculating purchasing consideration under net worth basis unless it is stated pointedly.
Workmen/employees saving deposit, pension fund provident fund, security deposit and profit
sharing fund are the liabilities of the vendor company. They should be transferred to
realization A/c, if they are assumed by purchasing company, if not they are paid off by Vendor
Company.

Depreciation fund/ reserve, provision for bad and dividend debt appearing in the balance
sheet of Vendor Company should be transferred to realization A/c.

Insurance fund, contingency fund, reserve, general reserve, capital profit/reserve, dividend
equalization fund, sinking fund, Profir and loss A/c, development resource rebate, capiral
redemption reserve, share forfeiture A/c, investment fluctuation fund, retained earning are the
sharcholder’s equity but not liability. They should be transferred to equity shareholder Alc.
Debentures included in purchase consideration should not be transferred to realization Alc. If
it is not included, then it is transferred to realization A/c.
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W W E® (Theoretical Questions)
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FT A WA F G670 7 BT g frafeor 7 F¥ w@er fafr swr@ TR 1 (Define purchase

consideration? Write any one method of determining purchase consideration.)

I9YH IAEHIT BN fraiwrer fafrgw Ieer@ THEH | (Write in brief the methods of

purchase consideration with suitable example.)

SIEie] QUHTEAT T a9 a0 fy=ar W | (Write the differences between

internal and external reconstruction.)

FftTeTeT SATET THER | JEHT BIEA T AHEIEE Ieor@ T4, | (Define amalgamation and

write its advantages and disadvantages.)
Hitge T faeaT € & & fr=rar 99 7 (What are differences between amalgamation and absorption?)
foeT Iaefas dasHET ERL fraftor =5 ? (Why purchase consideration is determined in

business combination?)

T st q:ET=eT et {Sfrars 9oy 3Eva® §9 | (Why reduction of capital is necessary

in case of internal reconstruction of the company?)
forera swar & B 7 g9 fivaTes Ioor@ e, | (What is absorption? Write its features.)
T Y & B ? IEH fARTaE I ’Fj@'{{ | (What is amalgamation? Write its features.)

5\ TS JREEE (Practical Problems)

*Keshav Limited buys business Ranjan Limited for Rs.1,00,000. At the date of purchase the balance

sheet of business Ranjan Limited Shows the following:

Fixed Assets Rs.30,000 . Current assets Rs.90,000
Current liabilities Rs.65,000 Share capital Rs.55,000
Required: Amount of Goodwill

" Ans.: Goodwili Rs.45,000

Question No. 2

X Company purchases the business of a Sole traders for Rs.1,00,00,000. The purchase
consideration involved is:
a)  The issue of 60,000 ordinary share of Rs.100 each in the company at Rs.120 each.
b) The issue of Rs.5,00,000 debentures at par in the company.
c)  The balance of the purchase price paid in cash.
Required: Amount of Cash to be paid
Ans.: Cash paid to Sole trade Rs.23,00,000

g
A Ltd. Agrees to absorb B Ltd., the consideration being:

a) Theassumption of trade liabilities of R5.50,000

b) The payment of the costs of liquidaton R<.2,000

¢) The redemption of 8% debentures of Rs ¢,00,000 ar a premium of 10% in cash. .

d) The payment of Rs.20 per share in cash and the exchange of two fully paid Rs.10 shares in A

Ltd. for every share of Rs.25 in B Ltd. The share capital of the vendor company consists of
20,000 shares of Rs.25 each fully paid.

Required: Calculate the purchase consideration _
Ans.: Purchase consideration Rs.67,00,000 OR, Rs.68,10,000 if Debenture is included.

» .
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X Ltd. is acquired by Y Ltd., the consideration being the takeover of liabilities; the payment of cost
of acquisition as a part of purchase consideration not exceeding Rs.20,000 (actual cost Rs.17,000);
the payment of the debentures Rs.1,00,000 ar a premium of 10% in 9% debentures issued at par;
and the payment of Rs.16 per share in cash and allotment of one 14% preference share of Rs.10

cach and 6 equity shares of Rs.10 each fully paid for every 4 shares in X Ltd. The number of shares
of the vendor company (X Ltd.) Is 2,00,000 of Rs.10 each fully paid.

3
Required: Calculate purchase consideration Mﬁ
Question No, 5 \Q\{:f‘t

Following is the balance sheet of Prem Limited as on 31st Ashad, 2069 73

Liablilities Amount Assets - | Amount
Equity Share Capital (R.100 per value)................. 500,000|Fixed Assets 5,00,000
12% Preference Shares @ Rs.100 each............... 2,00,000/Current Assets 5,00,000
10% Debentures 1,00,000 T’)
Current Liabilities 50,000 Hyer? o
IReSeIVe aNd SUIPIUS ....... g .|_1550,000 NI

[TA 110,00,000 10,00,000

Rakesh Ltd. acquired the business of Prem Limited on the following terms.

a)  Cash payment of Rs.30 per share of Prem Led.

b)  Three shares of Rs.50 at an agreed value of Rs.70 for every two shares of Prem Ltd.

) Debenture holders of Prem Ltd. agreed to take 10% debentures of Rakesh Led. with 10% premium.

d)  Five 12% preference shares would be allotted for every four 10% preference shares held in Prem Led.
Required: Purchase consideration under net payment method. &

Question'No. 6

Ilfq[lgyving is the balance shect of § Co. Ltd. as on 31st Chaitra, 2069.

<

Ans.: Purchase consideration Rs.10,35,000

o Liabilities i Amount | Assets [ Amount
\Share capital (2,000 shares of Rs.100 each) ........ ! 2,00.000}Planl and Machinery . ...t | 1,00,000
{Profit and loss Account................ 50,000 Fumiture.... | 100,000
{Workmen accident fund o 20,000/ Stock l 75,000
iStaff provident fund ore | 30,000|Propald @XPONSES ..v.ccmerssscessssssrcssmmiisnissnireseonios 25,000
Trade Creditors rvsee | 40,000/DEBHORS vvrvrve | 20,000
\Outstanding expenses 10,000/Cash at bank....... d { 10,000
i Preliminary expenses .... et | 15,000

{Underwriting COMMISSION..........cccccmcerereeserersese |__ 5,000
i 3,50,000  3,50,000

D Company Ltd. adsorbs the business of S Company Ltd. on the following conditions:

a) D Company Ltd. agreed to take over the fixed assets at 90% of the book value and other assets at
book value.

b) D Co. Ltd. does nort take over cash ar bank.
©) D Co. Ltd. agreed to take over the liabilities at book value. Y
d)  Goodwill is valued at Rs.50,000 as per mutual agreement.
¢)  Purchase consideration is to be discharged in the form of 1,500 fully paid equity shares of
Rs.100 each at a premium of Rs.20 per share and balance in cash.
Required: (i) Purchase Consideration (ii) Mode of Payment

\/~ Question'NoY 7

Consider the following information:

Ans.: Purchase consideration Rs.2,70,000

Company A:
Share capital (50,000 shares of Rs.10 each)  Rs.5,00,000
Total assets Rs.13,00,000
Liabilities Rs.1,00,000
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Company B:
“Share capital (30,000 shares of Rs.10 each) ~ Rs.3,00,000
Total assets Rs.3,50,000
Liabilities Rs.1,10,000

A Company took over the business of B Company.
Required: Calculate purchase consideration under intrinsic value of shares method.

Ans.: Purchase consideration Rs.2,40,000
X

Give the journal entries for the following transactions in connection with internal reconstruction.
a) 10,000 equity shares of Rs.10 each fully paid, reduced to shares of Rs.5 each ﬁ}lly/pa’ld.
b) 100, 8% debentures Rs.1,000 each converted into 500, 6% debentures of Rs.100 each.
c) '\ The debit balance of profit and loss account Rs.50,000 and the preliminary expenses of
.10,000 were written off.
d) * The value of plant and machinery & stock were written down by Rs.20,000 and Rs.10,000
respectively.

Keshav Company and Rekha Company decided to amalgamate and a new Company, Shankar
Company is formed to take over the amalgamated companies with cffect from March 1, 2013,
when their balance sheet stood as follows:

Ans.: Capital Reserve Rs.10,000

Keshav | Rekha Keshav 5§ Rekha
Liabilities (Rs.) o’ Co. Assets (Rs.) #hit e Co:
Equity shares of Rs.100 each.............. 5,00,000{ 2,50,000|Goodwill 95,000{ 30,000
|Reserve Fund 1,45,000{  87,500|Premises ...........ouuvveeees 2,50,000{1,20,000
Profit and LosS A/C......cccnnrmnssssnnens 55,000 37,500|Machinery... 1,50,000{ 97,500
- |Accounts payable..... i 47,500] 23,750 |FUMILUTE .......ccuuemnermnmmnsssnsssssssssssssianas 42500 -

\  |Outstanding expenses 2,500 1,250|Inventory 65,000| 45,000
Accounts Receivables 1,05,000{ 87,500
Cash at bank .........evueernee 42,500 15,000
Preliminary eXpenses .....ouusssssssssssse - 5,000
7,50,000{ 4,00,000 7,50,0004,00,000

Shankar Company issued 2,500 equity shares of Rs.100 each, 5,000, 8% preference shares of
Rs.10 each and 10% debentures Rs.1,00,000 to the public apart from the issues made to carry out
the business combination.

Required: i) Calculate the amount payable to each company assuming that the purchase
consideration was settled by the following in each of the companies. 40% in equity
shares, 30% in preferene shares, 20% in debentures and the rest in cash.

ii) Necessary journal entries in the book of Keshav Company.

iii) Amalgamated balance sheet of Shankar Company. .
Ans.: (i) A Co. Rs.6,05,000; B Co. Rs.3,40,000; (iij) Opening Balance sheet Rs.13,25,500

ot @itd

A Company was agreed to be abscrbed by B Company on 31" December, last year. The

consideration of purchase was as follows:

a) B Company to take over all assets and liabilities '

b) The purchase consideration was to'be discharged by paying cash Rs.60 per share and the
exchange of three Rs.100 shares in B Company Ltd. and agreed value of Rs.150 each for five
shares i A Coriipny. y 2 : =

¢) B Company is to dischafge the debentures of A Company at a premium of 5% by issuing
10% debentures in B Company.

-~
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The balance sheet of A Company on 31* December was:

Liabilities Amount Assets Amount

24,000 shares of Rs.100 each............................. 24,00,000(Land and Building 6,12,000
6% Debentures 12,00,000 Plant and MaChinery .............esmsmesessssecssrce 17,60,000
Sundry creditors 1,60,000{Investment 40,000
~yWorkmen profit sharing fund..................... | 80,000|Stock 8,48,000
Accident compensation fund........................] 40,000{Sundry debtors 3,60,000
General reserve Alc 2,56,000{Cash at bank WS Sl 2 Ay R 2,80,000
Profit and Loss Alc 24,000|Patents 40,000
Pattem and Drawing 20,000

Goodwil 2,00,000

41,60,000 41,60,000

" Required: 2) Journal entries in the books of A Company
b) Journal entries in the books of B Company

Ans.: Purchase consideration Rs.48,60,000 (Absorption)
The balance sheet of Bimal Company Ltd. on 31% Chaitra, Last year was:

Liabllities Amount Assets Amount
72,000 Shares of Rs.100 each .....................oooooonn., 7,20,000{Land and building 8,96,000
General reserve 4,80,000!Plant and Machinery 5,60,000
Profit and Loss Alc .| 2,24,000{Fumiture 48,000
110% Debentures ' 1,76,000!Inventories 1,28,000
(Creditors | 32000Deblors..... Syavo..| 578001
Dividend equalization fund 64,000{Cash at bank 6,000
et 116,96,000 16,96,000

' The Company decides to sell its business to Dhimal Company Ltd. Dhimal Company Ltd.
decides to acquire current assets at book values and fixed assets at the following value:
Land and Building Rs.9,60,000 Plant and Machinery Rs.6,40,000
Furniture Rs.32,000 Goodwill §( U 0O 5
The Company also decides to acquire the liabilities of Bimal Company Ltd. The pl?;’cﬁa’syz
price was to be discharged by the allotment to the Bimal Company Ltd. of 14,000 shares of Rs.100

cach at 120 each and the balance in cash. The cost of liquidation of Bimal Company Ltd. came to
Rs.10,000. 2

Required: a) Journal entries in the books of Bimal Company Lid.
b) Journal entries in the books of Dhimal Company Ltd.

Ans.: Purchase consideration Rs.18,88,400 ‘(Absorption)
%% Hulas Steel Company Ltd absorbs the business of Himal Company Ltd. The considerations of
purchase are as follows: S/ B 7Y
a)  Hulas Steel Company Ltd. is to take allfassets of Himal Company Ltd. s ¢
b) Hulas Steel' Company Ltd. is to make paj"meﬁ‘t"ﬁf cash of Rs.90 for every, 5%.debenture of Rs.100
in Himal Ltd. which debentures holders have agreed to accept i full discharge of their debentures.
¢) Hulas Steel Company Ltd. is to make a ﬁmh_e’l!'};)lﬁymerit in cash of Rs.35 per share for every
share in Himal Company Ltd. SR G
d) Hulas Steel Company Ltd. is to allot one share of Rs.20 each at on agreed markert value of
Rs.257¢ach for every share in Himal Company Ltd. ;

V% ‘/
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The balance sheet of Himal Company Ltd. on Chaitra 2069 Stood as:
Liabilities Amount Assets Amount
Share Capital 10,000 shares of Rs.50 each fully paid...| 5,00,000|Goodwill /.| 3,00,000
5% Debenture 100 each 2,00,000|Plant and Machinery ek 2,00,000
Sundry creditors 2,00,000/Stock in trade 2,00,000
Bills payable 1,00,000|Bills receivable 70,000
Sundry debtors 80,000
Cash at Bank 10,000
Profit and Loss Alc. a9 1,40,000
10,00,000 s 10,00,000
Pass necessary entries to close their books of Account.
Ans.: Purchase consideration Rs.7,80,000 (Absorption)
The summarized balance sheet of P Company Ltd. as on 31* December, 2012 was a follows:
Liabilities Amount Assets Amount
20,000 equity shares of Rs.10 each .........cc..ccveeeeee 2,00,000|Goodwill .........ccounnens 20,000
1,000, 5% debentures of Rs.100 each ................. 1,00,000{Stock 35,000
Sundry creditors 30,000{Land and Building...... 70,000
BlllS pAYADIO.....oreiimssmmsscrssssasssatrassassnssonsossasssasapprssis 10,000{Plant and Machinery. 85,000
b Fumiture and fiXIUre..........covecceeesiseenmmsssssisisnsnansnes 8,000
Sundry debtors 40,000
Cash at Bank 2,000
Profit and Loss Alc 80,000
3,40,000 3,40,000

A Scheme of capital reduction was dully approved and adopted. The equity share were reduced to
the same number of shares of each of Rs.5 and 5% debentures converted jnto the same number of
6% debentures of Rs.75 each. The amount thus realized was utilized to write-off the debit balance
of profit and loss A/c and goodwill account, to reduce plant and machinery by Rs.13,000;
Furniture and fixtures by Rs.2,000; Stock by Rs.6,000 and to create a provision for sundry debrors
at 10% show the necessary journal entry to give the effect to the scheme of reconstruction and a
balance sheet after reconstruction.

Question No. 14 ,

Ans.: Balance Sheet Rs.2,15,000

(Intemmal Reconstruction)

The H Co. Ltd. and G Co. Ltd., whose business is of similar nature, decided to amalgamate and a
new company called H-arid G Co. Ltd. is formed to take over their respective assets and liabilities.
The balance sheet of both companies as on 31* December, 20012 are as follows:

Balance Sheet []j e
As on 31% December, 2012
Liabilities H Co. Ltd. | G. Co. Ltd. Assets | H.Co.Ltd. | G.Co.Ltd.
Share capital (Rs.100 each) 7,50,000 4,55,000|GO0AWill ....oorrnerrcnnianirnsarasannse I 3,00,000 2,00,000
Sundry creditors..........couuunens 33,000 20,000(Land and building........c.ocuenne } 1,00,000 -
General reServe ..........o.cuwnes 42,000 - Plant and machinery . ; 1,83,000 1,34,500
Profit and 10SS A/C ........cvveines 8,000 45,000{INVeNtOry .......ccouemmurssrnsnens | 1,60,000 1,15,500
SUNGry deblOrS....oevrereree § 75,000 60,000
CaBN i s s st ist JEa2.516,000]- o 10,000
8,33,000 5,20,000 ! 8,33,000 5,20,000

suming that assets and liabilities are worth at their book values
vired: (a) Purchase consideration (b) Closing entries in the books of both companies

(&) Realization A/c of both companies (d) Shareholder A/c
Ans.: (a) H. Co. Ltd. Rs.8,00,000; G. Company Rs.5,00,000; (c) Nil

7/
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(Amalgamation)

\



Hari Company Ltd. and Krishna Company Ltd. agreed to amalgamate and form a new company
Radha Company Ltd. which will take over all the assets and liabilities of two companies.
~ Inthe case of Hari Company Ltd. assets are taken over at a reduced valuation of 10% with the
"gx exception of building, which is accepted at book value.

Both the companies are to receive 5% of the net valuation of their respective business as
goodwill. In return of debentures in Hari Company Ltd. debentures of the same amount and
denomination are to be issued by Radha Company Ltd. The entire purchase price is to be paid in
fully shares of Rs.10 each.

Summarized balance sheets of two companies just prior to amalgamation were as follows:

Hari Company Ltd.

Liabilities Amount Assets Amount
Equity shares of Rs.10 2,00,000|Building 2,60,000
10% Debentures of Rs.100 €aCh..............vvmmumvereenens 40,000{Machinery 20,000
Reserve fund : 68,000|Stock 32,000
Dividend equalization fund 8,000{Debtors 28,000
Employees provident fund 6,000|Cash 6,000
Trade creditors 20,000
Profit and Loss Alc 4,000
3,46,000 3,46,000
Krishna Company Ltd.
Liabilities Amount : Assets Amount
Equity shares of Rs.10 1,20,000{Plant and Machinery 1,00,000
Trade creditors 16,000(Stock 16,000
Debtors ..... 20,000
Less: Provision ..2,000( 18,000
|Cash ¥ 2,000
1,36,000| 1,36,000

Required: a) Journal entries in the books of Hari Company Ltd.
b) Opening journal entries in the book of Radha Company Ltd.

¢) Opening Balance sheet of Radha Company Led.
Ans.: Purchase consideration: Hari Co. Rs.1,27,600, Krishna Co. Rs.1,26,000, B/S Rs.4,95,600 (Amalgamation)

Question No. 16

The following is the balance sheet of S Lid. as on March 31, 2012

Liabilities Amount Assets Amount
6,500 Equity shares of Rs.10 each........................ 6,50,000| Fumiture and fittings 85,000
2,000 12% preference shares of Rs.100 each...... 2,00,000(Stock 7,20,000
10% Debentures 1,50,000|Debtors 1,07,000
Bank overdraft 5,000{Expenses of issue of debentures.......................... 7,500
Sundry creditors ; 2,25,000|Profit and Loss Alc 3,10,000
Preference dividend in amrears for 3 years.............] -
12,30,000 12,30,000

P Ltd. takes over the company on the terms thar it would:

a) Take furniture and fittings after depreciating the same by 10%, stock at Rs.6,86,850 and
debrors subject to a provision for bad debts @5%.

b) Take 10% debentures. K

o) Discharge the purchase consideration by allotment of 20,000 equity shares of Rs.10 each at an
agreed value of Rs.12 each of S Ltd. and by the payment of the balance in cash.

d)  Bear the expenses of liquidation which come to be Rs.8,000

Preference shareholders of S Ltd. agreed to accept Rs.1,80,000 in full settlement of their total
claim. Close the books of S Ltd. and pass journal entries in the book of P Ltd.
Ans.: Purchase Consideration Rs.7,15000  (Absorption)

(O007



