INTERNAL RECONSTRUCTION

‘g
Question 1 5«% Category:-

The following is the summarized Balance Sheet of Rocky Ltd. as at March 31, 2013:

(i)

(ii)
(iif)

(iv)
(v)

.,i/T rade receivables

GO Gt BaNK e

gDiscount on Issue of Debentures v 8i
PIOfits AN LOSSACCOUNT |||\ |\ eeeeeeeeeesseesesssmeeeessseeeen S 390}
: 1,173

The following scheme of internal reconstruction was framed, approved by the
Tribunal all the concerned parties and implemented:

All the equity shares be converted into the same number of fully-paid
equity shares of X 2.50 each.
Directors agree to forego their outstanding remuneration.
The debenture holders also agree to_forego outstanding interest in return
of their 12% debentures being converted into 13% debentures.
The existing shareholders agree to subscribe for cash, fully paid equity
shares of X 2.50 each for X 125 lacs.
Trade payables are given the option of either to accept fully-paid equity
shares of X 2.50 each for the amount due to them or to accepté% of the
amount due in cash. Trade payables for X 65 lacs accept equity shares
whereas those for—'ﬂOO lacs accept X 80 lacs in cash in full settlement.
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INTERNAL RECONSTRUCTION

STUDENT
(vi) The Assets are revalued as under: NOTES
Pam cumr .............................................................................................. ¥m Iacs .......
R S
G R M 120
Trade receivables 76

Pass Journal Entries for all the above mentioned transactions and draft the
company’s Balance Sheet immediately after the reconstruction.

(notebook page no. )
Question 2 Category:-
The draft Balance Sheet of Y Limited as on 31st March, 2013 was as follows:
Amount i : Amount :

Llablllties .-...........%. .......... g Assets HITIIE ; .......... H
S L T A
: 5,00,000 Equity shares of : :
; Uity i 50,00,000 Goodwil i 10,00,000
i 10 each fully paid : : : —
& 20,000  Preference } : H : :
i shares of ?100 each ful/y 20,00,000 } Patent 5,00,000 :
FPGT e S S e :
: 10% First debentures i 6,00,000 .AG’.Q?(.‘.’.'.".?(.?H'.’E’.’.’?.Q ............... ?.Q.QQ.QQQ.

10% Second debentures 10,00,000 Plant and Machinery 10,00,000

eerannsnnnnnnsaannnssann s nanns Gerrsssssnsassssnnannrann Fenanssanansssnssssnnasnrannnnnannnnan e rrnsssraransrannnnnan ]
i Debentures interest , ,
: : 1,60,000 : Furniture and Fixtures : 2,00, 000 :
i outstanding eeeeeeeeeeereeeeens e eeeeeeeeeerene e
i Trade payables i...500000: Computers . ?..QQ.QQQ.
{ Directors”foan  ...i...1%00000: Trade investment i 500,000
5..?.‘1’.".’5..‘.?.V..e.f?.’(.‘?ﬁ{....................5..........1..9.‘.’..0..0..0.._..T..f.‘?.‘?.‘?..’.?.c.?.'.‘!.‘?.’?.’.‘-f.s. ......... a2 ..O..O..QQQ..
i Qutstanding liabilities io...40000} FINVENIOY.eeeeeeerserree . ?.Q.QQ.Q‘?.Q.
o i Discount on issue of.

: Provision for tax : 1,00,000 E : 1,00,000 E
: : ! debentures : —

! Profit and  Loss'i :
: : 15,00, 000 :

oL O] - M .................................. A jAccount (Loss) ... e
h 96,00,000 : i 96,00, 000

Note: Preference dividend is in'arrears for last three yea®@yt «
m \_)\v/A_ holds 10% ﬁirst debentures for X4,00,000 and 10%L second debentures for
36,00,000. He is also trade payables for X 1,00,000.
My ® - B ho/ds 10% first debentures for X 2,00,000 and 10% second debentures for X
- 4 00,000 and is also trade gagables for X 50,000

—




INTERNAL RECONSTRUCTION

STUDENT

NOTES
The following scheme of reconstruction has been agreed upon and duly approved.

) All the equity shares be reduced to fully paid equity shares of X5 each.
¢(u) The preference shares be reduced to X 50 each and the preference
shareholders agree to forego their arrears of preference dividends in
consideration of which 9% preference shares are to be converted into 10%
L
preference shares.

_'L% 1 ':L (iii{/ Mr. ‘A’ is to cancel X 6,00.000 of his total debt (including interest on
\
&:; debentures and to p t&gay o the company and to receive new 12%

i debentures for the Balance amount.
Int IL(iv)V Mr. ‘B’ is to cancel ¥ 3,00,000 of his|total debt includiﬂ interest lon
"6[’ debentures and to accept new 12% debentures ?or the balance amount.
—==ty).s Trade payables (other than A and B) agreed to forego 50% of their claim. SO0RO= |,S‘?°°°
-/ (vi)o/ Directors to accept settlement of their loans as to 60% thereof by allotment =3:SD'N‘@U_

cancd 6t of equity shares and balance being waived. <D/
BaX 6L ( vii)l/ There were capital commitments totaling X 3,00,000. These contracts are to (7$000
t oddtf - iL be cancelled on payment of 5% of the contract price as a penalty.

~=.(vim) « The Directors refund X 1,10,000 of the fees previously received by them.
v~ Reconstruction expenses paid 310,000.
« The taxation liability of the company is settled at X 80,000 and the same is

. . g . . —
_EJ' Deb paid immediately.

(xi) o/ The assets are revalued as under: My-& 155 Deb 200000 %i_ﬁm_
o o g sndDy ADOLOD 3 °
Land and Building 30U 1 asoo0opiedd g OO0

 Plant and Machinery \ol, i . ...400000i=6L¥ g  GOLOO | ebpoOAIL).

INVENTOTY o oeoeeeseesnn OL....jr 7,00000i= 8% gy, . oo = 60D
 Trade receivables ST % ...300000i "";Lt —Coe) = 30O

. : b —

FCOMPULELS | ...oeeeeseeerssnsen Ble.....bn 180,000 L B > Awopo

Furniture and Fheures &L T1,00,0000 L I

 Trade Investment Lo i 2000005z ¥ _ 1. Db

“lead
o Pass Journal entries for all the above-mentioned transactions including

amounts to be written off of Goodwill, Patents, Loss in Profit & Loss
Account and Discount on issue of debentures.
. | Prepare Bank Account IJnd working of allocation of Interest on Debentures

between A and B. \_ (notebook page no. )

e
@Quesﬁon 3 m’gl‘/'w Category:-

Following is the Balance Sheet of M Ltd. as at 31st March, 2013:




INTERNAL RECONSTRUCTION

STUDENT
NOTES

: Trade payables

: Loan from Director

! Profit & Loss A/c

70 00,000 : 70,00,000

'./
No dividend on Preference shares has been paid for the lgﬁ/ears.
The following scheme of reorganization was duly approved by the Tribunal:

(i) Each Equity share to be reduced to X 25.
(ii) Each existing Preference share to be reduced to X 75 and then exchanged
=
for 1 new 13% Preference share of X 50 each and 1 Equity share of X 25
each.
(iii) Preference shareholders have forgone_their right for dividend for

years. One year’s s dividend at the old rate is, however, payable to them In
== —

ﬂﬁ. paid eqwty Shares of %’ 25.

(iv) The Debenture holders be giv given the option to either accept 90% of their

L S

claims in cash or to convert their claims in full into new 13% Ere?erence
shares 0] X 50 each issued at at par. One half ?ln value) of the debenture
holders accepted Preference “Shares for their claims. The rest were paid
cash.

(v) Contingent liability of X 1,50,000 is payable, which has been created by

j j t te this loss out of
wrong action of one Director. He has agreed to compensa
the loan,given by the Director to the company.

(vi) Goodwill does not have any value in the present. Decrease the value of
Plant and_Machinery, Inventory and Trade receivables by X 4,00,000, X
1,00,000 and X 1,50,000 respectively. Increase the value of Land and
— e P ———
Buildings to X 18,00,000.

(vii) 40,000 new E_'/ty shares of X 25 each are to be issued at sued at par, payable in
full on appjlcat/on The issue was underwritten for a commission of 4%.
Shares Were ﬁully taken up. — |

(viii) The total expenses incurred by the company in connection with the scheme

excluding underwriting commission amounted to X 15,000. (notebook page no.

Pass necessary Journal Entries to record the above transactions

>

Question 4 Category:-

The summarized Balance Sheet of X Limited as on 31st March 2013, was as follows:

gAuthorized and subscribedg

! capital:

i 10,000 Equity shares of i : . :
: 10 00,000 : Machineries : 3,50,000
: 100 each fully paid i :




INTERNAL RECONSTRUCTION

$3000 % 357 5@2

STUDENT
Unsecured loans: : : Current Assets: o
15/Debenwf£f___.{3 00,000 ; Inventory. ... 5. 253,99,
Accrued interest 45,000 i Trade receivables
i Current Liabilities: Trade : i Bank
i : 52,000 :
EPAYABIES | | eeeeeeeeeseeeeeeeresseseseessesseessees bssessseesse s eseessmessessseees rrueeeeeeeeeennneens i
Provision for income tax 36,000 Profit & loss A/c 5,80,000
14,33, 000 14,33, 000

It was decided to reconstruct the company for which necessary resolution was
passed and sanctions were obtained from the appropriate authorities. Accordingly,
it was decided that:
JF Each share be sub-divided into 10 fully paid up equity share of X 10 each.
) After sub-division, each shareholder shall surrender to the company 50% of
his holding for the purpose of reissue to debenture holders and trade
payables as necessary.
) Out of shares surrendered 10,000 shares of X 10 each shall be converted
PE— —— et —
into 10% Preference shares of X 10 each fully paid up.
W) The claims of the debenture mﬂ be reduced by 50%.
Lconsideration]if the reduction, the debenture_holder shall receive
Preference Shares of X 1,00,000 which are converted out o; shares
surrendered. — r ==

——,
@ Trade payables claim shall be reduced by 25%. Remaining trade payables Sﬂm

are to be iettled by the lissue of egu:tz shares of X 10 each of out of shares &

surrendered S
(vi) Balance of Profit and Loss account to be written off.
(vii) The shares surrendered and not re-issued shall be cancelled.

Pass_Journal Entries giving effect to the above and the resultant Balance

Sheet  wmy (notebook page no. )
Question 5 Category:-
The following is the summarized Balance Sheet of Weak Ltd. as on 31.3.2015
 Liabilities .o T NN 1. e S
i Equity shares of X 100 each i 1,00,00,000 M}vxed assets 1 25,00,000
Vi —
S '°°°°°E‘ .................................................... S i
12/ cumulative preference “}ﬂvestments ( Market £ 10,00, 000
shares s of X100 each i 5000, 000 i value :
S SO0 PS i9 50,000).....oovoerree. S
: { 10% debentures of X 100 urrent assets 1 00,00,000
v oim= ! 40,00,000% —_
T, HO000 POD: ... T e : ....................... ;
v i Trade payables i 50,00 000¢P & LA/ 6 00,000
/ Provision for taxation 1;00,000; 5
: f 2,41,00,000 £ 2,41,00,000
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INTERNAL RECONSTRUCTION

STUDENT
NOTES

A reconstruction scheme was prepared and du/y approved, The salient features of N 2 PN ow
the scheme were as follows: ‘wm 7)- P8¢ Dr- '1.90000 o veaud
(i) Pe+d-&p—va+&e—ef 7% Preferehc?.gﬁdre to bere "%g’to X 80, but tgprate o ltD o
of dividend be/ng raised to 9/ R o Bse Dv. 90080 — | Ese Dr. 1bovOD
(//) Peteapvatueof Equity Shareés to be reduced to X 10. ‘[60? R qmm‘/ Ese tamm
(iii) The directors d/rectors to refund X 50,000 of the feﬁs_prewous/y received by them.
(iV] Debenture holders forego_-Fe/r /nterest of X 26 000 which /s included eR Ly- Y000
among the trade pa payables.
(v) The preferenmareholders agreed to waive the/r claims for ﬂeference
share dividend, which isin arrears for the last three years. NO ENTRY = [Bank_0s- Somo
["B” 6% Debenture holders 'agreed to take over the Chennai Works at X COnp e (- sO000
4,25,000 pnd to accept an allotment of 1,500 equity shares of X 10 each
at par, and upon their forming E?llﬁ%la Ltd | “(to take over the = [Tra. oy Br. 26000
Chennai Works) they allotted 9,000 equrty shares'a-f?lo each fuIIy paid [ Cop o 26000

at par to Star Ltd, =

The Chennai Workmen s compensation fund disclosed that there were
actual liabilities of X 1,000 only. As a consequence, the investments of the
fund were realized to the extent of the balance. Entire investments were

(vii)

Bouk DT-
To, Invs:
% Cog Ced

1600
g

sold at a profit of 10% on book value and the proceeds were utilized for
part paymenu the creditors. -
Inventory was to belwritten off by X 1,90,000 \and a provision for doubtful

IS0

debts is to be made to the extent o

.;@,ﬁ

Chennai works completely written o - a] dovie
Any balance of the Capital Reguct/on Account is to be applied gs two;

third to write off tﬂe value of Bom'ﬁay Works and one-third to Caplta/
[ ) ‘_ ¢

Tn:m Ov:

Reserve
}’gass necessary ournal Entries in the books of Star Ltd. after the scheme has been

carr/ed into effect. (notebook page no.
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