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Internal Reconstruction

8) Reconstruction means making Changes in Busines

AssetsLiabilities to avoid theSituation of Liquidation .

There Changes Consist of :

a) Changing the Capital Structure of a Company
6) Making Compromise arrangements with
outside Liabilities

& writing off the Accumulated LossesParasa
d) Remeasuring theOvervalued Assets & While
off of invelevant Assets/Fictitous Assets .

Conclusion : - Internal Reconstruction mean to

Change theFinance position of a
Company.

2) Adjustments relating toShare Capital

if sub-division of Capital :- It will not reduce
or Increase the amount of share Capital .

Only No . If Share and Face value will be

Changed . (Share split
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#1 Equity Shares Capital /100f = 10
,
00

,
000

It was decided to sub-divide 100/ share isto
10 share of 10% each

. (earlier 10
,
000 not

New No
. of Shares = 1000000 = 100 0000 no

Esc(100) al Dr . 10,00 ,000

To ESC (10) ala 10 ,00, 000

(being 10000 no · Of 100% are sub-divided
↑

into 100000 of 101

6) Share Consolidation :- Total Capital amt. Will
not be changed. Only no of shares will get
reduced 2 Fr will be increased.

C) Reduction of Face value & Paid up Value
Here

,
Face value z paid value will be reduced

Without Change in No . Of shares .

Ex:-2 ESC of 10% each > 75,00 , 000-

It was decided to reduce the Fr to 3-per
Share

Reduction will result into Gain
,
Such Gain shall be

transfer to aSpecial Al "Reconstruction als" or
"Capital Reduction al "

Esc (10) al Dr. 75,00, 000
To Ese(3) all 225,0000

-

To Capital Reduction 52
,

50.000

ap
(Being Fr reduced to 31-for 7500000 no· of Shares)
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d) Shares Surrender :- Here ,

some portion of
shares are surrendered by existing shareholder
without any payment.

Such surrendered shares Can be re-issued
toSettle the Liabilities.

Ex :-3 Escol of 10 , 00 ,000
-

It was decided thatShareholder ShallSurrender
their 40% Holding .

Ex al Dr. 400000
To sharesSurrender ap 400000

(being 40 ,000 no · Of shares are surrendered)

6 %. Debentures are payableOf 500,000-
- I

Surrendered shares Shall be re-issued to

All Debentureholders in Full Settlement.

SharesSurrender al .Dr. 400000
To Shale Capital 100000

6% Debentures al Dr . 500000

To Capital Reduction of 500000
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3) Compromise arrangementWith Liabilities

a) Debentureholders

E:-4 6% Debentures pool = 800000
-

70000Freehold
property -,

DebrHolders agreed to take over Freehold

property in Full settlement.

6% Debenturholders Dr. 800 ,000

To property ak
#

700 , 000
1

To Capital Reductak 1
,
00, 000

(Being Debh setted against property)

5 Debentee = 800000
-

property
= 700 ,000/BV)

Debentureholders agreed to take over property
at a valuation ofBlac & they will pay
remaining Balance in Cask.

Debentures al Dr . 8 , 00 , 000

Bank al Du. 400000
-

To
property als 7,00,000

To Capital Reduction 500 ,000
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b)Creditors :-

E-6 One Creditor of a Company, to whom
owes of 400000f .

He decidedmanyago 40% Of His ' claim against receipt
Of equityShares of Company For remaining
Go% of his claim .

Creditors ak Dr. 400,000
To Escal 240050 (60 %)
To Capital Red. 160 , 000

c) Debentures a Creditors Mix

-7 Mr . Kunal who holds 6% Debentures of

Company of 300,000 .
He is also a Creditor

Of aCompany of 200000 ↓-
1

Interest is not paid to Kunal Since Last 6

months. It was decided that Kunal will

Fargo 60 %Of his Claim . He will also bring
100,000 Cash 2 Comp Will issue him

New Debentures For e Balance art.

Payable to Kunal : - Debu = 300,000

Credites = 200000
Interat = 9000
-

Total payable = 509000

(160% Waiver=305,400)
Still payable = 203600
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It) received =
100000

-

New Dean =
303600
-

Debnak Dr . 300000 Bank 100000

Creditor Dr . 200000

C I To Kunal 100000Ent. Payable Dr . 9000

To Mr. Kunal al 509000

Kunal ak Dr. 609000

To New Defn 303600

To Capital Red .

305400

d)Directis
·

Ex-8 Director has given aLoan to Company2 years ago of 250000. It was decided
that 80% shall be waived a remaining
Shall be settled against issue of equity
Share of 12 .5 each (Fr 10)
No· of shares = =0000-400nto be issued

Director's Loan ak Dr . 250,000
To ESCak 40000

&

To spak 10,000

To Capital Red. ap 2. 00, 000

(Being Director Loan Settled)
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Ex:-9

I J
Director's Loan Liab (BS) =0000

Director's Loan all Dr . 4
,

000
,

00

To Bank al 20 , 000

To ESC al 260000

To Capital Red.ak 120000

2) Preference Dividend !- Arrears of preference Dividend
is waived : -

-10 Bls (extract)

9. Pref . Sh . Cap .

10
,
00 , 000I

&attend is in area Fer last 3 years.

It was decided to waive entire 3 years Dividend

⑩Entry
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Ex:-11 Bys (extract

9 % PSC 10 ,00 . 000

(3 yus . arreass of

Dird)
↑ year arrear shall be waiveda remaining
two years shall be settled in For of

equity shares

k Dr. 1 . 8Record 2yus Dividend youaFirst Toxi. Payssue 1 . 8

&Dividend Payable Dr . 1 . 8
Capital Red . Dr . 1 . 8 E To es 108

To Ese 18

druction Dr . 1 . 8Cap .
Re
To 1 . 8for

F) Other Important adjustments

(i) The Balance ofSecurities premium As
(Rs . 50

,000) shall be utilized and tramfer
to Capital Reduction Aka

Security premium al Ar 50,000
To Capital Reduction 50

,
,000
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(ii) AContingent Liability of which No provisionI

has been made was settled at Rs%
and out of which 6100 was recovered from

third party
Capital Reduction Dr . 9500 Bank al Dr. Glow

To Bank 9500 To Cap . Red . 600

(ii) Overvalued Assets shall be worf and
Fictitous Assets shall be removed :-

↓
Misc eup - not yet Woff3Underwritting Commission BIS Asset side

Pre-operating expense

Capital Reduction Al Dr.

To Assets ak
ToFictitous Asset ak

(iv) If Goodwill is appearing in Bl and nothing
is specified , then it shall also be worf.

Capital Reduction Dr.

To Goodwill ak



 

CA. JAI CHAWLA (FCA, M.COM, DISA, IFRS) (7887 7887 05)                                       Page | 10  
 

 

 

(V) Treatment Of Shares Surrender

When SH Surrender a part of their Holding 1

then Such amt is tramfer to a temporary
al called "Shares Surrender Al"

"Use of Shares Surrender Al
"

This account shall be utilized toMe-issue New

preference or EquityShares .

Such
,
New prefleguity shares shall be given to

Settle Liabilities

Any Balance amount (unutilized) in "Share
Surrender # "Shall be transfer to Capital
Reduction AK .

Ex :-12 Es of 101-each 50
, 00 , 000

- Credites C140000
/ &

Debentures 12 ,00 ,000

All SH agreed to Surrender Go · Of their Holding
out of surrendered Shares

,
25000 re-issued
Wo .

as 10% Pref. Glare of 51 each ,
and these

Pref. shares were alloted to Credites in

Full Settlement.
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out of surrendered shares ,
100,000 no Re-issued

as equity shares of 10t each 2 alloted to
Debentureholders in Full settlement.

Solution: -

Step1 :- Surrender of Shares :-

EquityShare Capital ak Dr . 20 ,
00,000

To shares Surrenderaf 20 .
00

, 000

Step2 : Re-issue out of Surrendered Shares

Share Surrendon of Dr . 125000

To 10% Pref . Share Capital 125000

Shares Surrender al Dr . 10
,
00

,
000

-

To Equity Share Capital 10
,
00

, 000

# ep3 :- Settlement with Creditors/Debentureholder
When above re-issued share are allotted to Credita
& Debentureholders

,
then again share issue entry

not required.
Their Dues will now be cancelled :

-

Creditors al Dr. 140000
Debentua ap Dr . 1200000
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To Capital Reduction 1340,000

in Shares SurrenderDeputyBalanceremana ital reduction
Share Surrender ak Dr. 87500

To Capital Reduction al 875000

(20 ,
00 ,000 - 125000 - 1000000 = 875000)

Step2 Step2
:

Final Balance of Capital Reduction AK
After writing off all Assets , Po Dr . Balance
if Capital Reduction Balance still remains

positive ,
then it is transferred to "Capital

Reserve Alc
"

If
,

there is Insufficient Balance in "Capital
Reduction Ak" to GoFF PEN Dr . Balance

,

then Check # there is any GR Balance

available -S Not

Yes available
available ↓

GR Balance shall also Remaining Loss
be utilized to woff notyetoff

remaining losses Shall be

Continued .
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Important Question Adjustments

= Q103(A) -> (i)

2) @G02(a) -> (3) 2(9)

3 2203(1)
-> (ii)

4) aGo4(A) -> (iii) , Nill , (iii)

- 2205(1) ->l> Disputed ,
(v

) 9206(A) -> (iv)

7) 9207(1) -> (4)
·
(6)

, (10)

8) 9208(1) -> ( :) 2 (vii)

9) 9209 (A) -> BIS preparation is Important &
adjustment (8) , (4)

10) 2210(1) -> (iii)

1) 92(#) -> Full Avention (all adjustments)
12) 9212(A) => (5) Disputed and (11)

13) G213/A) -> 6
,
7
,
9

.

10



 

CA. JAI CHAWLA (FCA, M.COM, DISA, IFRS) (7887 7887 05)                                       Page | 14  
 

 

 


