Uyl'ti /3"5.5 Ilowoa
Redemption of Preference Shares




CA Foundation - Accounts

QedemP-I-ion ok Pre elence Slrlares
J

Redeermble
[Repayment)
—2 Not More than 203&1&&

R QQQ
' %k\::?m ot 610.00.000

||--:;i:'°"' \

|'|'

E)alams 8hmt’

3 4

R | & |t |0

Gien Reo [P0 Al | 10— Oividend
Bank LoaS] alund. c?.\ 50
160 [5]9)

%ewrﬂa 10 Creditors :- leg_“lo - E‘.\'___f_;_nflsa
0



CA Foundation - Accounts

— Rf’-d. OL Ft‘a&ﬂ&hau& :

Clto) - Qw.

C20) - Pref gh
& o Cred -0
c%w“ﬁ 2 Giedri 130 ., 26 timo
50

— But wiy 10 Cleditos | B loon, 8hould not
oy o ot . 4

q(éeg;__ﬁ_-_‘: '. modﬁ ol Redemplj_o;’l,
| ProceaL ol_&resh Qague ol eq, hares
—

Face value al 3edamabl< Pre| sh: F20
Féce Value OL 383%: Ol &l 3hates s 320

—

(%Cmrib +o Creditors = |60—IQS-520 -20 - 3__=111m




CA Foundation - Accounts

2. CaPltallsahon OL Undistibuted ProLH:s
CScNC
Crcahon OL Caj)ﬂul Qed Res. out

ch-: ves

Smr CRR Can be used Lol" e FurPose OL Qssue OL kuﬂ(m’

fwld Bonus 8hareg.
Balance Sheeh
3 Z
€q 3h Ca 90 |4 wh | 160
’Prclj q&h CQF 10 umﬁ F?
CRR 10
Gien ReaIPQuL ¢ 4?'—-?0dend.
Bank [oan, 8und. Cr. 50 —
|60 160
Qauﬁa {0 Crediton - 16Q-10
50
= 3 time

3. Combinahon OL 1] ¥ 1]



CA Foundation - Accounts
—  Povighons 0| §eckon 53
.. Pr| Qhares cannot be sedeemed unless -Phed are {ulld PcﬁduP.
Z. Face velue oL Pml), Shares fredeemed

/ N\

) FVOL czl.sh. Tosued  —+ ) CRR.

=2 Caleulotion OLL CRR 1o be Created:
. Fu OL PrcLSharcs Redeemed XXX
- Ty OL €. Shares  ‘8gued (x xx)
CRR XXX

% 10N o |0k, 000 ])reL.Sharc.s & 100 each
a+t lot rem
— Ya3ue o 1000 €q, Shares ol 7100 each .

— kv o| Prc,L shares. fedeemed. =  200.000

<) Fy OL eq.8h - (100.000)
CRR 100.00D




CA Foundation - Accounts

Journal G]en. R‘:s/ PLL A Or.
To CRR
E():—- Redemplion OL 107le, 000 PreL hares oL Z100each

ot 'lot 1prem.
— Jasue o 1000 eq, shares o| 100 each ,at

(O Dbremium .
—CRR - 100.000 P
~JovgnAL

. ﬁrsﬂd' Conuert Pallﬁ Fa‘u‘d Przl hares fnto 5""3 ’;m?d.

a]) PreL Share Jinal Call Or
To ‘I redeemoble PF(FSI’I-CQP Prl(.

b:] Banh pflc DP
To Prelsh L‘ma\ Gall A

2. J3suc OL chsh eq.Share.s
Banll A‘I( D]".

: 0%1?‘,35‘;1’ Afil‘




CA Foundation - Accounts

2, QedemP—l'lon 0'5 Pl”clercncc Shares. .

0 1 Kedee abl re] Shares Cq Of\” loss
) Pr@miux oﬁ F) GL Red oL Prcfsh. g

To PRL Share holder: -~ Total

k) PI'EL 3h. Or
TO Banh h\(,

4. Creation OL CRR
Gien. Reo. | PBL Afe O
To CRR.
5, \/\Irihrg ou) prem on Red ol Pn:l). 3hares,
PL A’lc Or / Gen Res Alc
To Prem on Rcd. oL l:)rcL Shares.
-
e
Cerkain Class oL (0. (seckion 133) Cannot Utlise_SPR .

b



CA Foundation - Accounts

ILLUSTRATION 1
s oo
Hinduja Company Ltd. had 5,000, 8% Redeemable Preference Shares of < 100 each, fully paid

up. The company decided to redeem these preference shares at par by the issue of sufficient
number of equity shares of € 10 each fully paid up at par. You are required to pass necessary
Journal Entries including cash transactions in the books of the company.
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ILLUSTRATION 2

C Ltd. had 10,000, 10% Redeemable Preference Shares of ¥ 100 each, fully paid up. The
company decided to redeem these preference shares at par, by issue of sufficient number of
equity shares of ¥ 10 each at a premium of ¥ 2 per share as fully paid up. You are required
to pass necessary Journal Entries including cash transactions in the books of the company.

WN No. OL eq ghares

_
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ILLUSTRATION 3

Z ~
G India Ltd. had 9,000 10% redeemable Preference Shares of € 10 each, fully paid up. The
company decided to redeem these preference shares at par by the issue of sufficient number

of equity shares of 9 each fully paid up. iﬂ v

You are required to pass necessary Journal Entries including cash transactions in the books of
the company.

WA | No‘o‘ eq_Sharess CID.;)OO . [0.000

ILLUSTRATION 6
The following are the extracts from the Balance Sheet of ABC Ltd. as on 31st December, 2022.

X
Share capital: 40,000 Equity shares of ¥ 10 each fully paid - ¥ 4,00,000; 1,000 10% Redeemable
preference shares of ¥ 100 each fully paid — ¥ 1,00,000.

Reserve & Surplus: Capital reserve{ ¥50,000; Securities premif;‘m - ¥50,000; General reserve -
¢ 75,000; Profit and Loss Account — € 35,000
ot e

On 1st January 2023, the Board of Directors decided to redeem the preference shares at par by
utilisation of reserve.

You are required to pass necessary Journal Entries including cash transactions in the books of
the company.
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ILLUSTRATION 7 /

C Limited had 3,000, 12% Redeemable Preference Shares of ¥ 100 each, fully paid up. The
company had to redeem these shares at a premium of IO%./I

It was decided by the company to issue the following:
(i) 25,000 Equity Shares of 10 each at par,
(i) 1,000 14% Debentures of ¥ 100 each. )(,

The issue was fully subscribed and all amounts were received in full. The payment was duly
made. The company had sufficient profits. Show Journal Entries in the books of the company.
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ILLUSTRATION 4

The Board of Directors of a Company decided to issue minimum number of equity shares of ¥9
to redeem <5,00.000 preference shares. The maximum amount of divisible profits available for
redemption is ¥ 3,00,000. Calculate the number of shares to be issued by the company to ensure
that the provisions of Section 55 are not violated. Also determine the number of shares if the
company decides to issue shares in multiples of #50 only.
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ILLUSTRATION 5

X Ltd. gives you the following information as at 3 1st March, 2023:

Particulars 4
EQUITY AND LIABILITIES

1. | Shareholders’ funds Etl 2250
a Share capital PRF 6 __—="2,90,000
=

b Reserves and Surplus 48,000

2. | Current liabilities

Trade Payables 56,500
ASSETS
1. | Property, Plant and Equipment 3,45,000
2. | Non-current investments 3‘:"0 0 LO&.Q) | 18,500 |/
3. | Current Assets | 10 ‘29
Cash and cash equivalents (bank) 31,000

The share capital of the company consists of € 50 each equity shares of ¥ 2,25,000 and < 100
each Preference shares of ¥65,000(issued on 1.4.2021). Reserves and Surplus comprises Profit
and Loss Account only.

In order to facilitate the redemption of preference shares at a premium of 10%, the Company
decided: T 11800
(a) to sell all the investments for & 15,000. "

(b) to finance part of redemption from company funds, subject to, leaving a bank balance of
7 12,000.

(c) to issue minimum equity share of €50 each share to raise the balance of funds required.

You are required to pass the necessary Journal Entries to record the above transactions.
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ILLUSTRATION 8

%
The capital structure of @ company consists of 20,000 Equity Shares of <10 each fully paid up
and 1,000 8% Redeemable Preference Shares of ¥ 100 each fully paid up (issued on 1.4.2021).

Undistributed reserve and surplus stood as; General Reserve ¥ 80,000; Profit and Loss Account

& 20,000; Investment Allowance Reservelout 6}‘ which & 5,000, fnot free for distribution as
dividend) ¥ 10,000; Securities Premium ¥ 2,000, Cash at bank amounted to ¥ 98,000. Preference
shares are to be redeemed at alm%?fm and for the purpose of redemption, the directors

are empowered to make fresh issue of Equity Shares at par after utilising the undistributed ~CRR
reserve and surplus, subject to the conditions that a sum of £20,000 shall be retained in general
reserve and which should not be utilised.

Pass Journal Entries to give effect to the above arrangements.

wNl  CRR:
= - en Kes -~ B0.000

« “fo be retain €20000) 60000
Qnv. QlloDance Res - 5000

PEL Al - 20,000
=2 Puem on Red witien of L (l0o0e) 10,000

18000

WN) NOOLGCIu?ia 3Rares -
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CRR C15000)
Pv ol eq 8bares 23000
r8hare Value 10)
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JE(!JSTRATmN 9

The Balance Sheet of XYZ Ltd. as at 31st December, 2021 inter alia includes the following

information:
o ?

50,000, 8% Preference Shares of €100 each, ¥70 paid up Convert 5000000
X.1,00,000 Equity Shares of ¥100 each fully paid up 1,00,00,000

Securities Premium 5,00,000
Kcapital Redemption Reserve 20,00,000

General Reserve~

Bank - 15,00,000

Under the terms of their issue, the preference shares are redeemable on 31st Mard;, 2022 at 5%
premium. In order to finance the redemption, the company makes @ rights issue of 50,000 equity
shares of ¥ 100 each at ¥ 110 per share, ¥ 20 being payable on application, ¥ 35 (including
premium) on allotment and the balance on 1st January. ZOZ%The issue was fully subscribed
and allotment made on 1st March, 2022. The money due on allotment were duly received by
31st March, 2022. The preference shares were redeemed after fulfilling the necessary conditions
of Section 55 of the Companies Act, 2013.

You are asked to pass the necessary Journal Entries. (Ignore date column)
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N

' Puowedso Te3uc o eq. ghars 2260000 2_, / 5
Uph doke L Red € "S0000%4s) 38

cgg ®130.000 (25+ oJ

e

U']




CA Foundation - Accounts

’rougN AL

| @raLSH gnal Call A1 Qr ESFZT;I'?%] FlSoo ol%zo —

Q. Bonk Or. I300.000
’ A1(13 Prﬁl;'Sh klnal Coll 1500,000
3. Bank De  (30000x20) 10.00.000
To €q 3h AH: A1 10.00.000
Y €4 gh. O 10.00,000
¥ Aﬁ) &lg Cap 10.00.000
5. &qgsh /-HI OI‘ (30000x35) 1180.000
3h Cﬂl) A—l 280,000
fem ﬂ'l 800.000
6, 130,000
. ﬁlﬁ E:ig A A 1180000

1. 84 Frc,& gh. Cap Or  Booo.0o0
rrmon ed Or 350.000

To PrcL gh. Al 5250.000

Pre| 2h 523000
L To Bank 8180000



CA Foundation - Accounts

q, Gen Res Or 30000
To CRR 2130000

10. Glzn Qes Or &80.000
To prem on Red 9S0.000

g RedemPﬁon OL| Par-H, Fa?d UP Prt Sh

a) On rHy Paid b) When lully bdid u
JShates (I!Ea \lEa Well af kl uml-l:J PP
UP Shar 3 awm
Call Money 75 ‘Received gr \L
Shars Y@ uedeemed. Wl Fcﬁ’d u Shafcs ar
Hed emed

o PmLSharc. Qre Iiu“ called up but orky Palduf)

I_ Colls in ! Artear.

a. QdemPhon will be done GL‘I'EI“ Cols Tn Arrar

Qre eceived



CA Foundation - Accounts

b. QL Bhares are 0 be Bgrle"kd
0 @reL gh CQP

To C(]lls in Arrear
To Sh. ()orL A‘I

a  Sh Lorl = Cq’:: Res A-lL




CA Foundation - Accounts

ILLUSTRATION 10

With the help of the detail;fn llustration 9 above and further assuming that the Preference
Shareholders holding 2,000 shares fail to make the payment for the Final Call made under

Section 55, you are asked to pass the necessary Journal Entries and shew-theretoraui-cxtraets
o ho holop-o hao - Py A - b ) R o o acpandina o a - e

Errerrr=202% assuming that the shares in default are forfeited after giving proper notices.
(fgnore date column)

\g:_’u Fv OL FrclSh' Redccmcd - "1600.900

ok Pmucdao ?SSuc oLe 8hary 2260000
uph dok L Red € Y30000xUSs)
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The books of B Ltd. showed the following balance on 37st December, 2023:

30,000 Equity Shares of ¥10 each fully paid, ?S,M 12% Redeemable Preference Shares
of ¥10 each fully paid; 4,0@/'10% Redeemable Preference Shares of €10 each, €8 paid

up (all shares issued on st April, 2022).

w
Undistributed Reserve and Surplus stood as: Profit and Loss Account & 80,000 General

Reserve ¥1 20 000; Securities Premium Account ¥ 15,000 and Capital Reserve 721,000.
For redemption, 3,000 equity shares of 10 each are issued at 10% premium. At the same
time, Preference shares are redeemed on 1st January, 2024 at a premium of & per share”

The|whereabouts|of the holders of ?Oo‘ﬁares of 10 each fully paid are not known.

A bonus issue of equity share was made at par, two shares being issued for every five
held on that date out of the Capital Redemption Reserve Account. However, equity
shares, issued for redemption are not eligible for bonus.

Show the necessary Journal Entries to record the transactions. (Ignore date column)

\AINI Fv DL PI‘eL ghares Yedeemed = 80000
— & Fv' eq. 8hares C30000)
CRR 150000
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True and False R

1.

When shares are redeemed by utilising distributable profit, an amount equal to the face
value of shares redeemed (s transferred to Capital Reserve account by debiting the
distributable profit. = CKK

A company who prepares financial statements in compliance with Accoummg Standards
under Section 133 of the Companies Act, 2013, it cannot utilize securities premium for
the purpose of providing for premium on the redemption of Redeemable Preference
shares of the Company.

The balance in forfeited shares account can be used for transfer to capital redemption
reserve account, F

Capital redemption reserve cannat be used for writing off miscellaneous expenses and

{osses ."r—l
Bonus

jllab% Over 2




