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MEANING OF AMALGAMATION

Amalgamation: Usually, the term ‘Amalgamation’ is used when two or more existing companies go
into liquidation and a new company is formed to take over their business. For Example, if a new
company XY Ltd. is formed to take over the businesses of two existing companies, X Ltd. and Y Ltd.,
it is a case of Amalgamation.

Absorption: The term ‘Absorption’ is used when one or more existing company(s) goes into
liquidation and some existing company takes over its business. For Example, if the business of an
existing company X Ltd. is taken over by another existing company Y Ltd., it is a case of absorption.

External Reconstruction: The term ‘External Reconstruction’ is used when one existing company
goes into liquidation and a new company is formed to take-over its business. For Example, if a new
company X (New) Ltd. is formed to take over the business of an existing company X Lid., it is a case
of ‘External Reconstruction’.

Difference between Amalgamation, Absorption and External Reconstruction:

Basis Amalgamation Absorption External Reconstruction
Minimum |At least three companies|At least two companies are|Only two companies are
number of |are involved. involved. involved.

Companies
involved
Number of |Only one resultant [No new resultant company|Only one resultant company
new company is formed. Two|is formed. is formed. Under this case a
resultant |companies are wound up newly formed company
companies [to form a single resultant takes over the business of
company. an existing company.

Objective |Amalgamation is done to|Absorption is done to cut|External reconstruction is
cut competition & reap the |competition & reap the|done to reorganize the
economies in large scale. |egonomies in large scale. |financial structure of the
/:gl company.
Example [A Lid and B A™Ltd. takes over the|B Lid. is formed to take over
amalgamate to form C t(%}?.lsiness of another|the business of an existing
Xisting company B Ltd. company A Ltd.

Note: Amalgamation includes

Why Amalgamation?

o\ﬁ‘?).m% a
Amalgamation is a means o cturin panies i@lo achieve growth and to utilise the
L]

advantages/synergies prevailing in their en scale production, expansion, global
presence, tax benefits etc.

TYPES OF TION

As per AS-14, Amalgamation is of two types:
1. Amalgamation is in the Nature of Merger

2. Amalgamation is in the Nature of Purchase

1. Amalgamation in the nature of merger: An amalgamation is said to be “Amalgamation in the
nature of merger”, if It satisfies all the following five conditions:

a) All the assets and liabilities of the transferor company become, after amalgamation, the assets
and liabilities of the transferee company.

b} Shareholders holding not less than 90% of the face value of the equity shares of the transferor
company (other than the equity shares already held therein, immediately before the
amalgamation, by the transferee company or its subsidiaries or their nominees) become
equity shareholders of the transferee company by virtue of the amalgamation.

¢) The consideration for the amalgamation receivable by those equity shareholders of the
transferor company who agree to become equity shareholders of the transferee company is
discharged by the transferee company wholly by the issue of equity shares in the transferee
company, except that cash may be paid in respect of any fractional shares.
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d) The business of the transferor company is intended to be carried on, after the amalgamation,
by the transferee company.

&) No adjustment is intended to be made to the book values of the assets and liahilities of the
transferor company when they are incorporated in the financial statements of the transferee
company except to ensure uniformity of accounting policies.

Amalgamation in the nature of Purchase: If any of the above conditions are not satisfied, then
the nature of Amalgamation is said to be in the nature of Purchase.

Difference between amalgamation in the nature of merger and amalgamation in the nature of

purchase
Best of Distinction Amalgamation in the Nature of Amalgamation in the Nature of
Merger Purchase

a) Transfer of Assets|There is transfer of all assets &|There need not be transfer for all
and Liabilities liabilities. assels & liabilities.

b) Shareholders  of|Equity shareholders holding 90% equity|Equity shareholders need not
transferor shares in transferor company become |become shareholders of transferee
company shareholders of transferee company. company.

c} Purchase Purchase consideration is discharged|Purchase consideration need not
Consideration wholly by issue equity shares of|be discharged wholly by issue of

transferee c%excepl cash only|equity shares.
for fractional re

d} Same Business The same ss of the transferor|The business of the transferor

compa in ed to be carried on by|company need not be intended to
the tr, r@ompan be carried on by the transferee
company.

e} Recording of \\a\séts & liahititi The assets & liabilities taken over
Assets & Liabilities |re at are recorded at their existing

amounts exce carrying amounts or the basis of
required to their fair values.
accounting policies.

f) Method of | Journal entries for re he merger|Journal entries for recording the
Accounting are passed by inter purchase of business are passed

method. {@53 by purchase method.

PURGHASE l}l]NSII]ERl-’ﬁ'(N

Purchase Consideration {P.C.}: Consideration refers to the amount paid by buyer (transferee
company) to seller (owners/ shareholders of transferor company)

Meaning: According to AS-14, ‘consideration’ for the amalgamation means the aggregate of the
shares and other securities issued and the payment made in the form of cash or other assets by the
transferee company to the shareholders of the transferor company.

Any additional amount paid for any other purpose not to be taken as part of purchase consideration.
E.g. expenses of winding up, settlement of liabilities etc.

Net Assets Method (or) Net Assets taken Over Basis Method): Under this method P. C. shall
be computed as follows:

1.

CA Inter_42e_Advanced Accounts_Amalgamation of Companies

Particulars Rs.
Agreed value of assets taken over AXX
Less: Agreed value of Liabilities taken over AAX
Purchase Consideration —> XXX

Note:

1. The term “agreed value® means the amount at which the transferor company has agreed to
sell and the transferee company has agreed to take over a particular assets or a liability.
Otherwise book value will be the agreed value.

Fictitious assets (i.e., preliminary expenses, underwriting commission, discount on issue of

shares, discount on issue of debentures and debit balance in P & L Afc) are not taken over.
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2. Payments Method (or) Net payments to Shareholder Basis Method: Under this method
purchase consideration should be calculated by aggregating total payments made by the
purchasing company.

Example 1: A Ltd. had taken over B Ltd. and for that it agreed to pay Rs.5,00,000 in cash
4. 00,000 Equity Shares of Rs.10 each fully paid at an agreed value of Rs.15 per share then the
P.C. will be ascertained as follows:

Particulars Rs.
Cash 5,00,000
4,00,000 E. Shares of Rs.10 each fully paid, at Rs.15 per share 60,00,000
Purchase Consideration — 65,00,000

Note: A modified method of indicating consideration is to say how much a shareholder get per
share on the transfer of the company’s business to transferee company.

Example: 2

A Lid is absorbed by B Lid. the purchase consideration is settled by issue of shares of B Lid.
Swap ratio is decided on the basis of fair value (e.g. market value) of shares of both the
companies. Fair value of A Ltd share - Rs.25 per share; Fair value of B Ltd. Rs.50 per share.

Swap ratio: Based on fair value of shares - 1 share of B Ltd for every 2 shares of A Ltdi.e. 1:2

METHODS OF AGCOUNTING

There are two main methods of accounting for amalgamation viz,

[ Methods of Accounting ]
Amalgamation is in the Amalgamation is in the
Mature of Merger Mature of Purchase

[ Purchase Method ]

URCHASE METHOD

Company / Transferor Company:
y for preparation and presentation of
¢ up and there is no preparation of any

AS - 14 is not applicable since the st
financial statements. The transferor company is, Aot
General Purpose Financial Statements.

1. |For transfer of all assets taken ove urchasing company at
book values to Realisation Afc { titious, s):
Realisation Afc b .94
To Assets Afc (Individually) XXX
Note:
i. If cash & bank balances are not taken over then they should not be
transferred to Realisation A/c.
ii. If there is a provision against an Asset then such an asset is to be
transferred to Realisation Afc at gross figure.
2. |For transfer of liabiliies taken over by the Purchasing Co. at hook
values to Realisation Afc:
Liabilities Afc (Individually) Dr. AXX
To Realisation Afc b 044
Note: If any fund (or) reserve denotes liability it should be transferred to
Realisation A/c. E.g. Workmen compensation fund.
3. |Due entry for Purchase Consideration:
Purchasing Company Afc Dr. AEX
To Realisation Afc AXX
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4. |Receipt entry for Purchase Consideration:
Cash/E. shares/P. shares/Debentures in
Purchasing Company Alfc Dr. AXX
To Purchasing Company Afc AAX
3. |For sale of Assets not taken over by the Purchasing Co.:
Cash Afc Dr. AXX
Realisation Afc [loss] Dr. REX
To Assets Afc 1994
To Realisation Afc [profit] ). 9,04
6. |For discharge of liabilities not taken over by the Purchasing Co.
Liability Afc Dr. XAX
Realisation Afc (loss) Dr. AEX
To cash Afc AXX
To Realisation Afc (profit) AAXK
7. |Realization Expenses:
Case |: Borne by transferor company
Realization Afc Dr. RAX
To Bank Afc 1994
Case Il: Borne by transferee company
No en this books
Case lll: Incurred by 1rans : ing company) and reimbursed by
transferee company
a) When Expenditure.i s U
Purchasing compa Dr. REX
To Bank A/ 1994
b} On reimbur
Bank Afc % KARX
To Purchas -::ompa ). 9.9.4
7A |For liquidation expenses:
a) Expenses to be borne by Selling ald by Selling Co.
Realisation Afc % XAX
To Cash Afc 1.9.9:4
b) Expenses to be bome by Puh@hg Co.b y Selling Co.
1. Purchasing Co. Afc AR
To Cash Afc RXA
2. Cash Afc Dr. XAX
To Purchasing co. Afc ).9.0.4
c¢) Expenses to be borne by Purchasing Co & paid by Purchasing Co.
No Entry -
8. |For transfer of Preference share capital to Preference share
holders Afc:
Preference share capital Afc Dr. AXX
To Preference share holders Afc AXA
9. |For making payment to pref. share holders:
Pref. shareholders Afc Dr. AXX
To Cash/E. shares/P. shares/Dehentures in Purchasing Co. Alc ). 9.9.4
10. |For transfer of equity capital & reserves surplus to ESH AJ/c:
E. share capital A/c Dr. AXX
Reserve & Surplus Afc Dr. AEX
To E. share holders A/c XXX
11. |For transfer of realisation Afc balance to ESH:
a) If profit:
Realisation Afc Dr. XAX
To E. share holders Alc AXK
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b) If loss:
Equity share holders Afc Dr. AEX
To Realisation Alc AXXK
12. |For transfer of fictitious assets to ESH AJc:
E. share holders Afc Dr. ARX
To Fictitious Assets Afc AXXK

13. |For credit balance in ESH Afc which reveal the net amount finally
payable to equity share holders and on payment of such amount to

them.
E. shareholders Afc Dr. RAX
To Cash/E. shares/P. shares/Dehentures in Purchasing Co. Alc ).9.9.4

MNote: All Ledger Accounts would get closed after passing above entries.

Note: [Optional] Assets if they are not taken over by the transferee Company can be
transferred. If sale those assets then the entry will be
Bank Afc Dr. XXX
To Realisation Afc Lot

B. In the books of purchasing CoJ/Amalgamated Co./Transferee Co.: AS - 14 Accounting for
amalgamation, governs the accounting treatment in the books of transferee company. Since the
transferee company carries on business and prepares General Purpose Financial statements
which would include assets and liabilities of the transferor company taken over, AS - 14
prescribes accounting treatment for recognizing and measuring assets and liabilities taken over.

1. | For purchase of business:
Business purchase Afc Dr. AXX
To liquidator of selling Co. Afc AAX
2. | For incorporation of Assets & Liabilities in the books at agreed
values:
Assets Afc Dr. AAX
Good will Afc [bA] & Dr. KEX
To liabilities Afc AARX

XAX
XAX

To Business Purchase A
To Capital reserve £
Note:
i} If Purchase
difference to
ii} If Purchase Y
than difference should be tira
i} Goodwill and capital reserve
iv] Goodwill should be amortized ove
longer period is justified.

3. | For discharge of Purchase Co ion:
Liquidator of Selling Co. Afc AAX
To E. share capital/Cash/P. share’capital/ Deb es Alc REX

4. | Realization Expenses
i Borne by selling company - NO ENTRY
i} Borne by purchasing company
Goodwill /Capital reserve Afc Dr. AAX
To Bank Afc XAX
i} Incurred by selling co. and reimbursed by purchasing co.
Due entry:
Goodwill f Capital reserve Afc Dr. AXX
To Selling company Afc AEX
Selling company Afc Dr. AAX
To Bank Afc AAX

5. | For inter-company Owings:
Trade payables Afc Dr. AXX
To Trade receivables Afc AXX
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6. | For creation of stock Reserve:
Goodwill/Capital reserve Afc * Dr. AAXK

To Stock reserve Afc AXX
Note: The balance in Stock Reserve Afc should be reduced
from the stock.

7. | For statutory reserves: Maintenance of them:

Amalgamation Adjustment Reserve** Afc Dr. RAX

To Statutory Reserve Afc AEX
Cancellation of them:
Statutory Reserve Afc Dr. ARXK

To Amalgamation Adjustment Reserve Afc REX

Note: In order to get the advantage of provision of some statute, it
may be necessary to retain the identity of the statutory reserve of
the transferor company in the books of the transferee company.

* Alternatively profit or loss Afc/ free reserves may be debited.

** Amalgamation Adjustment Reserve has to be shown as a separate line item - Which implies,
that this debit "cannot be set off against statutory reserve taken over" and therefore, the
presentation will be as follows:

Reserves:

Describfi Amount Amount
p@ {Current vear] | {Previous Year)

Statutory Reserve (taken ovef fronitransferor company)
General Reserve W

Retained Earnings s 5 Ly

Amalgamation Adjustment Reserve (regative balance)” ™. (--) (-2
ACCOU\%ING ENTRIES 1IG.OF INTEREST METHOD

~
. Accounting entries in the books of Amalg @' o.f/ Selling Co.fTransferor Co.: It should
e accounting procedures only in the books of

be noted that the Accounting Standard de
the transferee company. So far as the boo transferor company are concerned, the normal
books ount through Realization Account.

procedures are to be followed for the ¢

B. Accounting entries in the books of Amalgamated Co. chasing Co./Transferee Co.:
1. For purchase of business:
Business purchase Afc Dr. ).9.9.4
To Liquidator of selling Co. Alc AR
2. Incorporation of assets & liabilities taken over:

a. Assets and liabilities of selling company taken over are to be
recorded at same wvalues at which they appeared in selling
company’s books.

b. The reserves of selling company are also to be incorporated
subject to adjustments given below.

¢. The difference between purchase consideration and paid up
capital (equity and preference) of selling company is to be
adjusted as under:

i. Excess of consideration paid over paid up share capital
{equity and preference) is to be adjusted against:
b Free reserves of selling company
» Secondly against free reserves of purchasing company
b Lastly, debit Profit and Loss Afc.

Note: The sequence is usually specified in the “Scheme of

Amalgamation”.

ii. Where the consideration paid is less than paid up share
capital, the difference is to be credited to capital reserves
of selling company while incorporation.
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Note: See the lllustration given below for the following
alternatives.
Alternative 1:
Assets Alc Dr. 150
To Liabilities Afc a0
To Free Reserves Afc 45
To Statutory Reserves Afc 5
To Business purchase AJfc 50
Alternative 2:
Assets Afc Dr. 150
To Liabilities Afc 50
To Free Reserves Afc 5
To Statutory Reserves Alfc 5
To Business purchase AJfc a0
Alternative 3:
Assets Alc Dr. 150
Reserves or Profit and loss Afc Dr. 15
To Liabilities Afc a0
To Free Reserves Afc -
To Statutory Reserves Afc 5
To Business purchase AJjc 110
Alternative 4:
Assets Afc Dr. 150
To Liabilities Afc 50
To Free Reserves Afc 45
To Statutory Reserves Afc 5
To Capital reserve Afc 10
To Business purchase A,fe’> 40
3. | Discharge of P.C.:
Liquidator of Selling Co. A/, Dr. ).9.9.4
Discount on issue of shar Dr. 1.9.9:4
To Bank Afc AR
To E. Share C XXX
To P. Share f AAX
To Securltl XAX
Note: Q
» In case of Merger Transfe * shares for the
P. Share holders of the transferor Co
Transferee Company may allot secu % er than E. Shares and
give cash and the assets to sat% enting shareholders of
the transferor Co. o uts
4. | Realization expenses K_CAJ
i. Borne by selling company - NO ENTRY
ii. Borne by purchasing company
Profit & Loss Afc Dr. AXK
To Bank Afc AAX
iii. Incurred by selling company and
reimbursed by purchasing company
Due Entry: XXX
Profit & Loss Afc Dr. AAX
To Selling company Afc
On settlement: REA
Selling company Afc Dr. AEX
To Bank Afc
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ILLUSTRATION:
Balance Sheet of selling company:
Liabilities Rs. Assets Rs.
Share capital 50 | Total assets 150
Reserves
Free reserves 45
Statutory reserve _ 5 50
QOutstanding liabilities 50
150 150
Consideration: {Rs.)
I ] m v
50 90 110 40

Treatment of reserves:

Particufay I I m | w

1. Consideration

\fb 50 90 | 110 | 40

s
Paid up share capital of i o\“f;ompa/mﬁ(g ity & pref/el:e\nce) 50 50 50 50

2. Excess of 1 over 2

(oA Q) . 40 | 80 [0

Adjustment of above excess (3) a}geﬁﬂst
Free reserves of transferor company - {40) (45) -

Free reserves of transferee compan <\ - - (19) -
LAY

A

Free reserves
Statutory reserves
Capital reserve

oFEp KR @

Balance of selling company reservé%a\e incorpoj I

45 5 - | 45
5 5 5 5
: . : 10

MNote: The unique attributes of this type of amalgamation are the carry forward of assets and liabilities
at book values and the carry forward of retained earnings. In addition, equity shareholders of the
transferee companies continue to have a proportionate share in the transferee company.

SOME IMPORTANT CONCEPTS

1. Dissenting Shareholders: In an amalgamation, some shareholders of the transferor Company
may not assent to the scheme of Amalgamation and may refuse to transfer their shares to the
transferee company in accordance with the scheme. Such shareholders are called Dissenting
Shareholders. Such shareholders are to be discharged as per the terms agreed upon by them.

2. Passing Entries for par value of share: In such a case purchasing company is left with a large

debit in the Goodwill Account accompanied by quite a large amount in the Securities premium
account. The two cannot be adjusted. However, it would be permissible to negotiate on the basis
to the market value of the shares but to make entries only on the basis of par of shares of
purchasing company. This will mean that Goodwill Account (or Capital Reserve) will be
automatically adjusted for the sharing premium.

3. List of disclosure requirements of AS - 14: The first Financial Statement following the

Amalgamation should disclose
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Additional disclosures under L .
. . Additional disclosure under
For all Amalgamations the Pooling of Interests
the Purchase Method.
Method
Names and general nature Description and number of| » Consideration for the
of  business of the shares issued, together amalgamation and a
amalgamating companies. with the percentage of each description of the
Effective date of company’s equity shares consideration paid or
amalgamation for exchanged to effect the contingently payable; and
accounting purpose; amalgamation; and » Amount of any difference
Method of accounting used Amount of any difference between the consideration
to reflect the amalgamation; between the consideration and the wvalue of net
and and the wvalue of net identifiable assets acquired,
Particulars of the scheme identifiable assets acquired, and the treatment thereof
sanctioned under a statute. and the treatment thereof. including the period of
amortization of any gooduwill
arising on amalgamation.
4. Effect of Amalgamation after the Balance Sheet date:
Amalgamation is effected Treatment
p After the Balance Sheet date but » The amalgamation is not incorporated in the
» Before the issuance of financial statements financial statements, but
by either parties. » Disclosure is made in accordance with AS-4.

In cerain circumstances, the amalgamation may also provide additional information affecting the
financial statements themselves, for instance, by allowing the going concern concept assumption
to be maintained.

Example: As per a scheme sanctioned under the Companies Act, 2013, Kripa Lid. is
amalgamated with Sundari Ltd. with effect from 1 May 2004. Both Companies close their
accounts 31% March every year. For the year ended 317 March 2004, the Companies have not

algamation, amounts owing by the transferee
sa, have to be eliminated.

r company owes as a book debt
tion, the Sundry Debtors Afc and
ction of Rs.40,000. Then the entry in

E.g.: P Ltd. acquires fh
Rs 40,000 to the former ¢c
Sundry Creditors Afc should show the
the books of P Ltd. will be as follows:

Sundry Creditors Afc KAX

B
To Sundry Debtors Afc ). 9.0

[
MNote: The treatment is exactly the same if Yansferee(e.@ny owed money to the transferee
company.
Similar problem arises when at the time of amalgamation; the transferee company holds bills
receivable accepted by the transferor company or vice versa. After amalgamation, such bills
receivables have to be eliminated from the books of the transferee company by means of the
following entry:

Bills Payable Afc Dr.
To Bills Receivable Afc AXK

XXX

Note: No additional entry is required to be passed in the books of the transferor company.

Similarly, if the transferee company has, as investments, certain debentures issued by the
transferor company after amalgamation the same are to be eliminated from the books of the
transferee company by means of the following entry:

Debentures Afc Dr. ARX
To Investments in Debentures Afc AXK
CA Inter_42e_Advanced Accounts_Amalgamation of Companies 11.10
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If debentures were acquired as investment at above or below the amount at which the debentures
have been recorded as liability by the transferee company at the time of amalgamation, while
passing the entry for cancellation of Investment & Debentures in the books of transferee company,
the difference between cost of Investment & recorded value of Debentures cancelled is adjusted to
goodwill or capital reserve in case of Amalgamation in the nature of purchase and general reserve
or profit & loss Afc incase of Amalgamation in the nature of merger.

6. Contingently pavable consideration: VWhere the scheme of amalgamation provides for an
adjustment to the consideration contingent on one or more future events, the amount of the
additional payments should be included in the consideration if payment is probable and a
reasonable estimate of the amount can be made. In all other cases, the adjustment should be
recognized as soon as the amount is determinable.

Example: X Ltd. acquired ¥ Ltd. for Rs.60 crores. X Ltd. will pay an additional Rs.5 crores, if the
profits of the coming year is more than last year's profit.
This will be an adjustment to the consideration, which is contingent on future events. If it is
probable that the target will be achieved the amount of additional payment should be included in
the consideration, at the acquisition date.
PROBLEMS FOR CLASSROOM DISCUSSION
\/r'
PROBLEM 1: The following balance of X Ltd as on 31¥ march 2014
ame of the Company : X Ltd
Balance® as at : 31 March, 2014 {"000)
e
X Particulars €5 Notes No. Rs.
A 2 3
EQUITY AND LIABILITIES: <
Shareholder’s funds %
A Share capital ¢ 1 10,000
B Reserves and Surplus ¢ >4 %) e 2 12,50
Non-current liabilities e 9
A Long term borrowings(12 % Debentures) 40,00
Current liabilities
A Trade Payable 3 20,00
TOTAL 172,50
ASSETS:
Non Current Assets
Fixed Assets
A Tangible Assets 4 105,50
B Non Current Investments 5,00
Current Assets
Inventories (stock) 23,00
Trade receivables (debtors) 24 .00
Cash and cash equivalents 15,00
TOTAL 172,50
Note to Accounts: {‘000)
Particulars Rs.
1. Share capital
Equity shares of Rs.10 each 75,00
14% preference shares of 100 each 25,00
2. Reserves and Surplus
General Reserve 12,50
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3. Trade Pavable

Sundry creditors and other liabilities 20,00
4. Tangible Assets

Land and buildings 50,00

Plant and machinery 45,00

Furniture 10,50

Other Information:

. Y Ltd. takes over X Ltd. on 10" April, 2014.

Debentures holders of X Ltd. are discharged by Y Ltd. at 10% premium by issuing 15% own
debentures of Y Lid.

14% Preference Shareholders of X Ltd. are discharged at a premium of 20% by issuing
necessary number of 15% Preference Shares of Y Ltd. (Face value Rs.100 each).

Intrinsic value per share of X Ltd. is Rs.20 and that of Y Ltd. Rs.30. Y Ltd. will issue equity shares
o satisfy the equity shareholders of X Lid. on the basis of intrinsic value.

However, the entry should be made at par value only. The nominal value of each equity share of
Y Ltd. is Rs.10. Compute the purchase consideration. {A) (NEW 5]

(ANS.: PURCHASE CONSIDERATION RS. 20,00.000) (SOLVE PROBLENMNO. 1, 2, 3 OF ASSIGNIVENT PROBLENMS AS REWORK)

Note:

PROBLEM 2: Neel Ltd. and Gagan Ltd. amalgamated to form a new company on 1.04.2015.
Following is the Draft Balance Sheet of Neel Ltd. and Gagan Ltd. as at 31.3.2015:

Liabilities Neel Gagan, Assets Neel Gagan
Capital 7,75,000 8,55,000 | Plant & Machinery 4,85,000 6,14,000
Current Liabilities 6,23,500| 557,600 |Building 7,50,000 6,40,000

hr?5) Current assets 1,63,500 1,58, 600
13,98,50014.12,600 13,98,500 14.12,600

shares of Rs. 25 each.

Following are the additional inf W
1. The authorised capital ew CcoQ ¢ will be 0,000 divided into 1,00,000 equity

Liabilities of Neel Ltd. includes Rs. 50,000 due to ¢
made a profit of 20% on sale to Neel Lid.

bid. for the purchases made. Gagan Ltd.

Neel Ltd. had purchased goods costing R rom Gagan Ltd. All these goods are included
in the current asset of Neel Ltd. as at 31s 2015 %
The assets of Neel Ltd. and Gagan Ltd. are td be revalued nder:
Particulars Neel Gagan
Plant and machinery 5,25,000 6,75,000
Building 7,75,000 6,48,000

The purchase consideration is to be discharged as under:

a) Issue 24,000 equity shares of Rs. 25 each fully paid up in the proportion of their profitability in
the preceding 2 years.

b) Profits for the preceding 2 years are given below:

Particulars Neel Gagan
1% year 2,62,800 2,719,125
2" year 2,12,200 249 875
Total 4.75,000 5,25,000
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c) Issue 12% preference shares of Rs. 10 each fully paid up at par to provide income equivalent
to 8% return on net assets in the business as on 31.3.2015 after revaluation of assets of Neel
Ltd. and Gagan Ltd. respectively.

You are required to compute the

1. Equity and preference shares issued to Neel Ltd. and Gagan Ltd.,

2. Purchase consideration.

(B) (NEW SIVI, SINILAR: M18(0)-1611])

(ANS.: (I) EQUITY SHARES OF NEEL AND GAGAN IS 11400 AND 12,600 SHARES & PREFERENCE SHARES OF NEEL AND
GAGAN IS 56,000 AND 61,600 SHARES (If) PURCHASE CONSIDERATION OF NEEL AND GAGAN IS RS. 8.45,000 AND RS.9.371,000)

Note:

PROBLEM 32: The following are the summarized Balance Sheets of P Ltd. and Q Ltd. as on 31%

March, 2014:
Liabilities P Ltd. Rs. |Q Ltd. Rs. Assets P Ltd. Rs. | Q Ltd. Rs.
Share Capital Fixed Assets 7.,00,000| 250,000
Equity Shares of Rs. 10 each| 6,00,000] 3,00,000]Investment 80,000 80,000
10% Pref. Shares of Rs. 100 2,00,0[2 1,00,000 | Current assets:
each
Reserves & Surplus 3,00.808] 200,000 |Inventory 240,000 3,20,000
Secured Loans: \—ﬁ Trade receivables 420000 210,000
12% Debentures £ 2,00-000| 1,50,000(Cash at bank 1,10,000 40,000
Current Liabilities: Y 3
Trade payables e 2450,000 [< 450,600
2] 15,50,0001-.9,00,000 15,50,000] 9,00,000
Details of Trade receivables and uade}a{rgﬂ%s are aé\ﬁw
Particulars P Ltd. (Rs.) Q Ltd. (Rs.)
Trade receivables
Debtors S 3,60,000 1,890,000
Bills Receivable Sy [ oF 60,000 20,000
)/ 4,20,000 2,10,000
Trade payables
Sundry Creditors 2,20,000 1,25,000
Bills Payable 30,000 25,000
2.50,000 1,50,000

Fixed Assets of both the companies are to be revalued at 15% abowve book value.

Inventory in Trade and Debtors are taken over at 5% lesser than their book value. Both the
companies are to pay 10% Equity dividend, Preference dividend having been already paid.

After the above transactions are given effect to, P Lid. will absorb Q Ltd. on the following terms:

1. B Equity Shares of Rs.10 each will be issued by P Ltd. at par against 6 shares of Q Ltd.

2. 10% Preference Shareholders of Q Ltd. will be paid at 10% discount by issue of 10% Preference
Shares of Rs.100 each at par in P Ltd.

3. 12% Debenture holders of Q Ltd. are to be paid at 8% premium by 12% Debentures in P Ltd.
issued at a discount of 10%.

4.
includes Rs. 10,000 due to

Prepare:

P Ltd.

1. Journal entries in the books of P Ltd.

2. Statement of consideration payable by P Ltd.
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PROBLEM 4: (PRINTED SOLUTION AVAILABLE) The summarized Balance Sheet of Srishti Ltd. as
on 31st March, 2014 was as follows:

Liabilities Rs. Assets Rs.

Equity shares of Rs. 10 each 30,00,000 | Goodwill 5,00,000
Export Profit Reserves 8,50,000| Tangible Fixed Assets 30,00,000
General Reserves 50,000 | Stock 10,40,000
Profit and loss Account 5,50,000| Debtors 1,80,000
9% Debentures 5,00,000|Cash & Bank 2.80,000
Trade Creditors 1,00,000 [ Preliminary Expenses 50,000

50.50,000 50.50,000

Anu Ltd. agreed to absorb the business of Srishti Ltd. with effect from 1st April, 2014,

a) The purchase consideration settled by Anu Lid. as agreed:
i} 4,50,000 equity Shares of Rs. 10 each issued by Anu Ltd. by valuing its share @ 15 per share.
il Cash payment equivalent to Rs. 2.50 for every share in Srishti Ltd.

b} The issue of such an amount of fully paid 8% Debentures in Anu Ltd. at 96% as is sufficient to
discharge 9% Debentures in Srishti Ltd. at a premium of 20%.

c} Anu Ltd. will take over the Tangible Fixed Assets at 100% more than the book value, Stock at Rs.
7,10,000 and Debtors at their face value subject to a provision of 5% for doubtful Debts.

d) The actual cost of liquidation of Srishti Ltd. was Rs. 75,000 Liquidation cost of Srishti Ltd is to be
reimbursed by Anu Ltd. to the extent of Rs.50,000.

e) Statutory Reserves are to be maintained for 1 more year.
You are required to:
i} Close the books of Srishti Ltd. by preparing Realisation Account, Anu Ltd. Account, Shareholders
Account and Debenture Account, and
ii) Pass Journal Entries in the books of Ar@ regarding acquisition of business.
{(A) (OLD PN SIMILAR: N18 (O) - 163 (ANS.: PU £ CONSIDERATION RS. 75,00,000 , PROFIT ON REALIZATION-31,00,000)
SOLUE PROBLEMNO. 4, 5 OF ASSIGNVENT PROBLEMS AS REWORK)

Note: \>
PROBLEM 3: (PRINTED S } The rﬂ@a |zed Balance Sheet of Mars Ltd. as
on 312 March, 2015 was as I’ollowr
Liahilities Assets Rs.

Share Capital: \Fixed Assets:
1,00,000 Equity shares of Rs.10{ 10, ogﬁt@\l\‘g‘@ and (tgg%r\g 7,64,000
each fully paid up
Reserve and surplus: Current Assets:
Capital reserve 42,000 |Inventory 7,715,000
Contingency reserve 2,70,000| Trade receivables 1,82,000
Profit and loss Afc 2,92,000| Cash at bank 3,29,000
Current Liabilities & Provisions:
Trade pavables 2,66,000
Provision for income tax 2,20,000

20,50,000 20.50,000

On 1% April, 2015, Jupiter Limited agreed to absorb Mars Limited on the following terms and conditions:
1. Jupiter Limited will take over the assets at the following values:

Particulars Rs.
Land and building 10,80,000
Inventory 7.70,000
Bills receivable 30,000
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2. Purchase consideration will be settled by Jupiter Ltd. as under:

4 100 fully paid 10% preference shares of Rs. 100 will be issued and the balance will be settled
by issuing equity shares of Rs. 10 each at Rs. 8 paid up.

3. Liquidation expenses are to be reimbursed by Jupiter Ltd. to the extent of Rs. 5,000.

4. Trade receivables realized Rs. 1,50,000. Bills payable were settled for Rs. 38,000. Income tax
authorities fixed the taxation liability at Rs. 2,22,000 and the same was paid.

5. Trade payables were finally settled with cash remaining after meeting liquidation expenses
amounting to Rs. 8,000.

6. Details of trade receivables and trade payables as under:

Trade Receivables Amount (Rs.}

Trade receivables 1,60,000

Less : Provision for doubtful debts {6.000) 1,52,000

Bill receivable 30,000
1,882,000

Trade Payables

Bills pavyable 40,000

Creditors 2.,26.000
2.66,000

You are required to:

1. Calculate the number of
in discharge of purch

2. Prepare the Reali
Limited’s account

(ANS.: () NO. OF EQ

Note:

PROBLEM 6: Consider the following balanm)ets of X Lq@d Y Ltd.

Name of the Companies: X Ltd and Y Ltd
Balance Sheet as at : 31 March, 2015

{‘000)
Particulars Notes No. | X Ltd {Rs.) | Y Ltd [Rs.}
1 2 3 4
EQUITY AND LIABILITIES:
1 Shareholder’'s funds
a Share capital 1 72,00 47 .00
b Reserves and Surplus 2 1550 10950
Non-current liabilities
2| a Long term liabilities 5,00 3,50
{13%debentures Rs.100 each)
Current liabilities
3 2 Trade Payable {(sundry creditors) 4,50 3,50
b Other current liabilities 2,00 1,50
TOTAL 99.00 66.00
ASSETS:
Non-current assets
1 -
a Fixed asseis
| | Tangible assets 3 6,325 3,600
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Current Assets
a Current investment 7.00 5,00
b Inventories (Stock) 12,50 9,50
2| c Trade receivables {(Debtors) 9.00 10,30
d Cash and cash equivalents
{Cash and Bank) 29 2,20
TOTAL 99 00 6600
Notes to Accounts: {°000)
Particulars X Ltd {Rs.) Y Ltd (Rs.}
1. Shareholder’s funds:
Equity shares of Rs.10 each 50,00 30,00
14% preference shares of Rs.100 each 22,00 17,00
2. Reserves and Surplus:
General reserve 5,00 2,50
Export profit reserve 3,00 2,00
Investment allowance reserve - 1,00
Profit and loss Afc .50 5,00
3. Tangible Assets:
Land & Building 25,00 15,50
Plant & Machinery 32,50 17,00
Furniture and fittings 5,75 3,50

X Ltd. takes over Y Ltd. on 1% April, 2015. X Ltd. discharges the purchase consideration as below:

1. Issued 3,950,000 equity shares of Rs.10 each at par to the equity shareholders of Y Ltd.

2. Issued 15% preference shares of Rs.100 each to discharge the preference shareholders of Y Lid.

at 10% premium.

The debentures of Y Lid. will be con
statutory reserves of Y Lid. areto b

Show the balance sheet of X Lidaf] algamation on the assumption that:
a) The amalgamation is in ofm ger.

b} The amalgamation i ture o

(B) (NEW Sil) (ANS.: PC RS. 5370, -BA
Note:

into equivalent number of debentures of X Ltd. The
intained for 2 more years.

%RCHASE-BALANCE SHEET ANVIOUNT 16.500)

S
PROBLEM 7: (PRINTED SOLUTION AVA
company LK Ltd. The financial position of thes

K Ltd.
compa

Ltd. amalgamate to form a new

the date of amalgamation was as

under:
Balance Sheet of K Itd. And L Itd.
Particulars N;::"s K Ltd {Rs.) L Ltd (Rs.)
1 2 3 4
EQUITY AND LIABILITIES:
1 Shareholder’s funds
a Share capital 1 12,00,000 6,00,000
b Reserves and Surplus 2 3,771,375 197,175
Non-current liabilities
g | @ Long term borrowings
5% Debentures 2,00,000 -
Secured loan - 2,000,000
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Current liabilities
3| a Trade Payable (Creditors) 1,00,000 2.,10,000
TOTAL 18.71.373 12,07 175
ASSETS:
Non-current assets
1] a Fixed assets
{i} | Tangible assets 3 11,30000 §,20,000
{i1} | Intangible assets 4 80,000 -
Current Assets
a Inventories (Stock) 2,25,000 1,40,000
21 b Trade receivables (Debtors) 2.,75,000 1,75,000
[ Cash and cash equivalents 3 1,61,375 72,175
TOTAL 18.71.373 12,07 175
Note to Accounts:
Particulars KLtd(Rs.) | L Ltd [Rs.}
1. Share capital
Equity Shares of Rs.100 each 8.,00,000 3,00,000
7% Preference Share of Rs.100 each 4.00,000 3,00,000
2. Reserves and Surplus
General Reserve P - 1,00,000
Profit and Loss Afc = 3,711,375 97 175
3. Tangible Assets ¢

Land & Building A N 4.50,000 3,00,000

Plant & Machinery SRR OO~ 6,20,000 5,00,000

Furniture & Fittings . % By 60,000 20,000

4. Intangible Assets . (S e
Goodwill 80,000 -
5. Cash and cash equivalents 5
Cash at Bank 1,20,000 25,000
Cash in hand AT o 41,375 17,175
The terms of amalgamation are as under: W @
A)

1. The assumption of assets and liabilities of both the Companies

2. Issue of 5 Preference shares of Rs.20 each in LK Ltd @ Rs.18 paid up at premium of Rs 4 per
share for each preference share held in both the Companies.

3. Issue of 6 Equity shares of Rs.20 each in LK Lid. @ Rs.18 paid up at a premium of Rs.4 per
share for each equity share held in both the Companies. In addition necessary cash should be
paid to the Equity Shareholders of both the Companies as is required to adjust the rights of
shareholders of both the companies in accordance with the intrinsic value of the shares of
both the companies.

4. Issue of such amount of fully paid 6% debentures in LK Ltd. as is sufficient to discharge the
9% debentures in K Ltd at a discount of 5% after takeover.

B)

1. The assets and liabilities are to be taken at book values Inventory and Trade receivables for
which provisions at 2% and 2 2 % respectively to be raised.

2. The trade receivables of K Litd. included Rs.20,000 due from L Lid.

C) The LK Ltd is to issue 15,000 new equity shares of Rs.20 each, Rs.18 paid up at premium of Rs 4
per shares so as to have sufficient working capital. Prepare ledger accounts in the books of K Ltd.
and L Ltd. to close their books. {A) (NEW Sil]

(ANS.: PURCHASE CONSIDERATIONTO K LTD RS 1560000 AND L ITD RS, 7,90,000)
(SOLVE PROBLEMNO & OF ASSIGNIVENT PROBLEINIS AS REWORK)
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PROBLEM 8: The financial position of two companies Har Ltd. and Vayu Ltd. as on 31st march,

2015 was as under:

Name of the Companies: Hari Ltd and Vayu Ltd
Balance Sheet as at : 31% march 2012

. Notes Hari Ltd Vayu Ltd
Particulars No. (Rs) &;‘s_]
1 2 3 4
EQUITY AND LIABILITIES:
1 Shareholder’s funds
a Share capital 1 11,00,000 4.00,000
b Reserves and Surplus 2 70,000 70,000
Current liabilities
a Trade Payable {(sundry creditors) 1,30,000 80,000
21b Short term provisions 50,000 20,000
{Retirement and gratuity fund)
TOTAL 13,50,000 5,70,000
ASSETS:
Non-current assets
1 |a Fixed assets
| Tangible assets 3 8,00,000 2,950,000
Il |Intangible assets (Good will) 50,000 25,000
Current Assets
a Inventories (Stock) 2,950,000 1,75,000
2 b Trade receivables {(Debtors) 2,00,000 1,00,000
c Cash and cash equivalents 50,000 20,000
{Cash at bank)
¢  TOTAL 13,50,000 3,70,000
Notes to Accounts: /&&\w
Particulars “—<’/ Hari (Rs.) Vayu (Rs.)
1. Shareholder’s funds: § o
Equity share capital (Rs.10&ach) ¢ N 10,00,000 3,00,000
9% preference share capital(Rs>100 eagh) ™~ 1,00,000 =
10% preference share capitat4Rs.100, &ath) e - 1,00,000
2. Reserves and Surplus: M
General reserve 70,000 70,000
3. Tangible assets:
Building £ 3,00,000 1,00,000
Machinery 5,00,000 1,50,000

Hari Ltd. absorbs Yayu Ltd. on the following ter

‘\\)

22

1. 10% Preference Shareholders are to be paid at 10% premium by issue of 9% Preference Shares

of Hari Ltd.

2. Goodwill of Vayu Ltd. is valued at Rs.50,000, Buildings are valued at Rs.1,50,000 and the

Machinery at Rs.1,60,000.

3. Inventory to be taken over at 10% less value and Provision for Doubtful Debts to be created @

7.9%.

Equity Shareholders of Vayu Ltd. will be issued Equity Shares @ 5% premium.

Prepare necessary Ledger Accounts to close the books of Vayu Ltd. and Show the acquisition
entries in the books of Hari Ltd. Also draft the Balance Sheet after absorption as at 31st March,
(A) (NEW SN, SIMLAR: RTP N 18 (N&0))

{ANS.: NAV METHOD PC 530,000, REALISATION PROFIT 50,000 , PC DISCHARGED IN THE FORMOF 9% PREFERENCE
SHARES 1,710,000 AND EQLUITY SHARES 4,20,000; TOTAL OF BAI ANCE SHEET RS.19,87 500)

(SOLVE PROBLENMNO. 3 OF ASSIGNIVENT PROBLEMS AS REWORK)

2015.
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PROBLEM 9: The following is the summarized Balance Sheet of A Ltd. as at 31st March, 2015:
Liabilities Rs. Assets Rs.

8,000 equity shares of Rs. 100 each §,00,000 | Building 3,40,000

10% debentures 4.00,000 | Machinery 6.40,000

Loan from A 1,60,000 | Inventory 2,20,000

Trade payables 3,20,000 | Trade receivables 2.60,000

General Reserve 80,000 | Bank 1,36,000

Goodwill 1,30,000

Share issue Expenses 34,000

17,60,000 17,60.000

B Ltd. agreed to absorb A Ltd. on the following terms and conditions:

1. B Lid. would take over all assets, except bank balance at their book values less 10%. Goodwill is
to be valued at 4 year's purchase of super profits, assuming that the normal rate of return be 8%
on the combined amount of share capital and general reserve.

B Ltd. is to take over trade payables at book value.
. The purchase consideration is to be paid in cash to the extent of Rs. 6,00,000 and the balance in
fully paid equity shares of Rs. 100 eac Rs. 125 per share.
The average profit is Rs. 1,24, 400. Th idation expenses amounted to Rs. 16,000. B Ltd. sold
prior to 31st March, 2015 goods coz@s. 20,000 to A Lid. for Rs. 1,60,000. Rs. 1,000,000 worth

of goods are still in Inventory of A : 31st March, 2015. Trade payables of A Ltd. include Rs.
40,000 still due to B Ltd.

Show the necessary Ledger#y
B Ltd. as at 1st April, 2015 aftei4h

{ANS.: TOTAL OF BALANCE

(A) (OLD PAY

v, ATION-12,10,000 LOSS ON REALISATION - 76,000
EINO. T0 OF ASSIGNIVENT PROBLEMS AS REW‘ORK)

T
PROELEM 10: (PRINTED SOLUTION AV LE) Th@cial position of two companies M/s.
Abhay Ltd. and M/s. Asha Ltd. as on 31-03-2015 is as follows:

Balance Sheet as on 31-03-2015

Note: AN

Particulars Abhay Ltd. (Rs) | Asha Ltd. (Rs)
Sources of Funds
Share Capital - Issued and Subscribed
15,000 equity shares @ Rs 100, fully paid 15,00,000
10,000 equity shares @ Rs 100, fully paid 10,00,000
General Reserve 2,75,000 1,25,000
Profit & Loss 75,000 25,000
Securities Premium 1,50,000 50,000
Contingency Reserve 45,000 30,000
12% Debentures, @ Rs 100 fully paid 2,50,000
Sundry Creditors 55,000 35,000
21,00,000 15,15,000
Application of Funds
Land and Buildings §,50,000 5,75,000
Plant and Machinery 345,000 2,25,000
Goodwill 145,000
Inventory 4 20,000 240,000
Sundry Debtors 3,05,000 2,85,000
Bank 1,80,000 45,000
21,000,000 15,15,000
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They decided to merge and form a new company M/s. Abhilasha Ltd: as on 1-4-2015 on the
following terms:

1. Goodwill to be valued at 2 years purchase of the super profits. The normal rate of return is 10%
of the combined share capital and general reserve. All other reserves are to be ignored for the
purpose of gooduwill.

Average profits of M/s. Abhay Ltd. is Rs 2,75,000 and M/s. Asha Ltd. is Rs 1,75,000.

2. Land and Buildings, Plant and machinery and Inventory of both companies to be valued at 10%
above book value and a provision of 10% to be provided on Sundry Debtors.

3. 12% debentures to be redeemed by the issue of 12% preference shares of M/s. Abhilasha Lid.
(face value of Rs.100) at a premium of 10%.

4. Sundry creditors to be taken over at book value. There is an unrecorded liability of Rs 15,500 of
M/s. Asha Ltd as on 1-4-2015.

5. The bank balance of both companies to be taken over by Mfs. Abhilasha Ltd. after deducting liquidation

expenses of Rs. 60,000 to be borne by M/s. Abhay Ltd. and M/s. Asha Ltd. in the ratio of 2:1.

You are required to:

1.

Compute the basis on which shares of Mls. Abhilasha Ltd. are to be issued to the shareholders of the
existing company assuming that the nominal value of per share of M/s. Abhilasha Ltd. is Rs. 100.

2. Draw Balance Sheet of Mls. Abhilasha Ltd. as on 1-4-2015 after the amalgamation.
{B) (M75 - 160, SIMLAR: 18 (N)-20), SIVILAR: RTP 119 (N&O)) {ANS.: () NO. OF EQUITY SHARES OF ABHAY LTD. 23,310 &
ASHA LTD. 12,250 () TOTAL OF BALANCE SHEET RS. 39,36,500 GOODWILL OF ABHAY L TD-195,000 ASHA LTD-1,25,000)
(SOLVE PROBLEMNO. 11, 12 OF ASSIGNIVENT PROBLEMS AS REWORK)
Note:

PROBLEM 11: (PRINTED SOLUTION ﬁ(@@BLE] The following are the summarized Balance

Sheets of A Ltd. and B Lid. as on 31.3.

Particulars™~ (Rs.in thousands)
LIABILITIES 0 AlLtd. B Ltd.
Share capital: NS A
Equity shares of 100 each fally-paidUp 2,000 1,000
Reserves N <N 1,000 25
10% Debentures 500 -—-
Loans from Banks 250 450
Bank overdrafis --- 50
Trade payables CaiN D 300 300
AR 7 Total 4,050 1,800
ASSETS e >}
Tangible assetsfixed assets 2,700 890
Investments 700 —-
Trade receivables 400 150
Cash at bank 250 -—-
Accumulated loss -—- 800
Total 4,050 1,800

B Ltd. has acquired the business of A Lid. The following scheme of merger was approved:

i) Banks agreed to waive off the loan of Rs.60 thousand of B Ltd.

ii) B Ltd. will reduce its shares to Rs. 10 per share and then consolidate 10 such shares into one

share of Rs. 100 each {new share).

iiij Shareholders of A Ltd. will be given one share (new) of B Ltd. in exchange of every share held in A Lid.

iv) Trade payables of B Ltd. includes Rs. 1,00,000 pavyable to A Ltd.
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Pass necessary entries in the books of B Ltd. and prepare Balance Sheet after merger.
(A) (NEW SI1, SIMLAR: RTP IM19 (N&0O)) (ANS.: TOTAL OF BAL ANCE SHEET RS. 49,50,000)

{SOLVE PROBLEMNO. 13, 14 OF ASSIGNIVENT PROBLEIVS AS REWORK)
Note:

ASSIGNMENT PROBLEMS

PROBLEM 1: The following is the summarized balance sheet of A Ltd as on 31% March 2015
Name of the Company :ALtd
Balance Sheet as at : 31 March, 2015

Particulars Notes No. Rs.
1 2 3
EQUITY AND LIABILITIES:
Shareholder’s funds
a Share capital 14,00,000
b Reserves and Surplu:i/ 2 {80,000)
Non-current liabilities
2 | a Long tem borrucﬁ;gﬁlzg 2,00,000
(10 % Debenttirg red))

Current liabilities ~

omi,

25
; |2 Trade Payahle-' (O~ 3 2.40,000
b Other éurrentiabilities {Bank QD) 50,000
N 0y ) FOTAL 18,10,000
ASSETS:
1 |2 Sundry assets iR 18,00,000
b Other current assets 4 10,000
\ __TOTAL 18,10,000
Notes to Accounts: \\> @
Particulars Rs.
1. Share capital
14,000 equity shares of Rs.100 each fully paid up 14,00,000
2. Reserves and Surplus
General Reserve 10,000
Profit & Loss Afc {90,000)
3.Trade Pavables
sundry creditors 2,00,000
Bill payable 40,000
4. Other Current Assets
Discount on issue of debentures 10,000

‘R’ Ltd. agreed to take ower the business of ‘A’ Ltd. Calculate purchase consideration under Net
Assets method on the basis of the following:

The market value of 75% of the sundry assets is estimated to be 12% more than the book value and
that of the remaining 25% at 8% less than the book value. The liabilities are taken over at book
values. There is an unrecorded liability of Rs.25,000. {B) {OLD P, MTP2 N1B(N))
{ANS_: PURCHASE CONSIDERATION RS.14,11,000)
PROBLEM 2: Y Lid decides to absorb X Ltd. The draft balance sheet of X Lid is as follows:

Liabilities Rs. Assets Rs.
3,000 Equity shares of Rs.100 each 3,00,000 | Net assets 290,000
Preference shares 60_000 | Profit and loss account 70,000
3,60,000 3.,60,000
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Y Ltd. agrees to take over the net assets of X Ltd. An equity share in X Ltd., for purposes of
abhsomtion, is valued @ Rs.70. Y Ltd. agrees to pay Rs.60,000 in cash for payment to preference
shareholders and the balance in the form of its equity shares valued at Rs.120 each. Calculate
purchase consideration to be paid by Y Ltd. and how will it be discharged?

{C) (NEW S (ANS.: PURCHASE CONSIDERATION RS. 2,70,000)

PROBLEM 2: S. Ltd. is absorbed by P. Ltd. The draft balance sheet of 5. Ltd. is as under:
Balance Sheet

Liabilities Rs. Assets Rs.
Share Capital: Sundry Assets 13,00,000
2,000,7%Preference shares of Rs. 100
each {fully paid-up) 2,00,000
5,000 Equity shares of Rs. 100 each
(fully paid-up) 5,00,000
Reserves 3,00,000
6% Debentures 2,00,000
Trade payables 1,00,000
13,00,000 13,00,000

P. Ltd. has agreed:

i} Toissue 9% Preference shares of Rs. 100 each, in the ratio of 3 shares of P. Ltd. for 4 preference
shares in 5. Ltd.

ii) To issue to the debenture-holders in 5. Ltd. 6% Mortgage Debentures at Rs. 96 in lieu of 6%
Debentures in S. Ltd. which are to be redeemed at a premium of 20%;

i} To pay Rs. 20 per share in cash and to-issue six equity shares of Rs. 100 each {market value of

Rs. 125) in lieu of every five shares
iv] To assume the liability to trade paya

S

You are required to calculate t hase consideration. {A) (NEW SIJ) (SIVILAR: RTP NT8 (N&O))

e (ANS.: PURCHASE CONSIDERATION RS. 10,00,000)
PROBLEM 4: The following summari ce %@fx Lid. and Y Lid:
Particulars X Ltd. Y Ltd.

Liabilities:

Equity Share Capital (\\ \> 1,00,000 50,000

Profit & Loss Afc N e 10,000 -

Trade payables Cy 25,000 5,000

Loan X Lid. — 15,000
1,35,000 70,000

Assets:

Sundry Assets 1,20,000 60,000

Loan Y Ltd. 15,000 -

Profit & Loss Afc — 10,000
1,35,000 70,000

A new company XY Lid. is formed to acquire the sundry assets and trade payables of X Lid. and Y
Ltd. and for this purpose, the sundry assets of X Ltd. are revalued at Rs.1,00,000. The debt dueto X
Ltd. is also to be discharged in shares of XY Ltd. Show the Ledger Accounts to close the books of X
Ltd. (B) (NEW S} (ANS.: LOSS ON REALIZATION: RS. 20,000)
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PROBLEM 5: A Ltd. and B Ltd. were amalgamated on and from 1% April, 2012. A amalgamated C
Ltd. was formed to take ower the business of the existing companies. The summarized Balance

Sheets of A Ltd. and B Ltd. as on 31% March, 2012 are given below:

o e {Rs. in lakhs) {Rs. in lakhs)
Liabilities AlLtd. | BLtd. Assets AlLtd. | BLtd.
Share Capital Fixed Assets
Equity Shares of Rs. 100 Land and Building 550 400
each 800 750 | Plant & Machinery 350 250
12% Preference shares of Investments 150 50
Rs.100 each 300 200 | Current Assets:
Loans & Advances

Reserves and Surplus Stock 350 250
Revaluation Reserve 150 100 | Sundry Debtors 250 300
General Reserve 170 150|Bills Receivable 50 50
Investment Allowance Cash and Bank 300 200
Reserve 50 50
Profit and Loss Account 50 30
Secured Loans
10% Debentures
(Rs.100 each) @ 30
Current Liabilities &
Provisions { é %
Sundry Creditors 120
Bills Payable mo 70

Y 2.000| . ~11500 2,000 1,500

o
Additional Information:

1. 10% Debenture holders of A Ltd. and
Debentures of Rs.100 each so as to maintain the‘san
2. Preference shareholders of the two comp %

shares of C Ltd. at a price of Rs.150 pe

3. C Lid. will issue 5 equity shares for ea
equity share of B Ltd. The shares are to be issued @ Rs:
per share.

4. Investment allowance reserve is to be maintained for 4 more years.

issued equivalent number of 15% preference

ce val f Rs.100).
quity sha@ Ltd. and 4 equity shares for each

0 each, having a face value of Rs. 10

Prepare the Balance Sheet of C Ltd. as on 1st April, 2012 after the amalgamation has been carried

out on the basis of Amalgamation in the nature of purchase.

(A) (RTP M13)

{ANS.: PURCHASE CONSIDERATION TO ALTD. RS.T650LAKHS, BLTD RS, 1200 LAKHS)

PROBLEM 6: Summarized Balance Sheets As On 31% March 2015.
Name of the Companies: Gee Ltd and Pee Ltd
Balance Sheet as at : 315 March 2015

Particulars Notes No. | Gee Ltd (Rs.) | Pee Ltd (Rs.)
1 2 3 4
EQUITY AND LIABILITIES:
1 Shareholder’s funds
a Share capital 1 36,00,000 23 50000
b Reserves and Surplus 7.,75,000 5,25,000
Non- current liabilities
2] a Long term borrowings 2,50,000 1,75,000
I | 15% debentures 100 each (Secured)
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Current liabilities
3 a Trade Payable 3 2,25,000 1,75,000
b Other current liabilities 1,00,000 75,000
TOTAL 49,50,000 33.00,000
ASSETS:
Non-current assets
1| a Fixed assets
i | Tangible assets 4 31,62,500 18,00,000
ii | Non-current investments 3,50,000 2,50,000
Current Assets
a Inventories (Stock) 6,25,000 4 75,000
2 b Trade receivables 5 4 50,000 5,15,000
[ Cash and cash equivalents 3,62,500 2,60,000
{Cash at bank)
TOTAL 49.,50,000 33.00,000

Notes to Accounts:

Particulars Gee Ltd (Rs.) Pee Ltd (Rs.)

1. Shareholder’s funds

Equity share capital fully paid up (Rs.10 each) 25,00,000 15,00,000

14% preference share capital (Rs.100 each) 11,00,000 §,50,000
2. Reserves and Surplus

General reserve 2,590,000 2,950,000

Export profit reserve 1,50,000 1,00,000

Investment allowance reserve o - 20,000

Profit and loss Afc </\ 3,75,000 1,25,000
3. Trade payable /(-/7—\

Creditors 0 ) 1,50,000 75,000

Bills payables \ o 75,000 1,00,000
4. Tangible assets <\ \ f L

Land and buildings NN 12,50,000 7,75,000

Plant and machinery > <)) 16,25,000 8,50,000

Furniture and fixtures 2,87,500 1,759,000
3. Trade Receivables

Debtors N \ 4,00,000 4,60,000

Bills receivables SR 50,000 55,000

¥
All the bills receivables of Pee Ltd. were having Geé Ltd’s ac@ces.

Gee Ltd. takes over Pee Ltd. on 1st April, 2015. The purchase consideration is discharged as follows:

1. Issued 1,65,000 equity shares of Rs.10 each at par to the equity shareholders of Pee Ltd.

2. lIssued 15% preference shares of Rs.100 each to discharge the preference shareholders of Pee

Ltd. at 10% premium.

The debentures of Pee Ltd. will be converted into equivalent number of debentures of Gee Ltd.

Expenses of amalgamation amounting to Rs.10,000 will be borne by Gee Ltd.

3
4. The statutory reserves of Pee Ltd. are to be maintained for two more years.
5
6

Details of trade receivables and trade payables as under:

Gee Ltd. Pee Ltd.
Trade payables
Trade payables 1,50,000 75,000
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Bills payables 75,000 1,00,000
2.25,000 1,75,000

Trade receivables

Debtors 4.00.000 4.60,000

Bills receivables 50,000 55,000

Show the opening Joumal entries and the opening balance sheet of Gee Ltd. as at 1% April, 2015

after amalgamation, on the assumption that the amalgamation is in the nature of the merger.

{A) (OLD PN (ANS.: PURCHASE CONSIDERATION 25,85,000. TOTAL OF BAL ANCE SHEET 81,85,000)

PROBLEM 7: The following draft Balance Sheets are given as on 31st March, 2014:

g {in lakhs) {in lakhs)
Luahiliaes Best Itd | Better Itd Aascts Bestlitd | Better Itd

Share Capital: Fixed Assets 25 15
Shares of Rs. 100, 20 10 {Investments 5 -
each fully paid
Reserve and Surplus 10 8 |Current Assets 20 5
Other Liabilities 20 2

50 20 50 20
The following further information is g
a) Better Limited issued bonus sha on [1st April, 2014, in the ratio of one share for every two held,

out of Reserves and Surplus

b) It was agreed that Best

Balance Sheet, the comsite form of allotment of shares in Best Ltd.

¢) The value of shares in B td. wa
valued at Rs. 100 after the issue of
the basis of these values.

GoAsidered to b ‘% 50 and the shares in Better Ltd. were
&’ honus sh?gj. e allotment of shares is to be made on
()

d) Liabilities of Better Ltd., included Rs. 1 lakh u% est Ltd., for purchases from it, on which Best
Ltd., made profit of 25% of the cost. The u%- Rs. 50,000 out of the said purchases, remained

in stock on the date of the above Balange~$

Make the closing ledger in the Books of Bett
Best Ltd., and prepare the Balance Sheet as at 1st April, 2014 after the takeover.

r Ltd. and th ening journal entries in the Books of

{C) (NEW SN (ANS - LOSS ON REAIIZATION RS 300,000, BAI ANCE SHEET TOTAL: RS.68,90,000)

PROBLEM 8: P Ltd. and Q Ltd. agreed to amalgamate and form a new company called PQ Ltd. The

balance sheets of both the companies on the date of amalgamation stood as below:

Liabilities P Ltd. (Rs.) | Q Ltd. (Rs.} Assets P Ltd. {Rs.) [Q Ltd. (Rs.)
Equity Shares (Rs. 100 §,20,000 3,20,000 | Goodwill 1,00,000 80,000
each)
9% Preference Shares 3,80,000 2,80,000|Land & Building 4 50,000 3,40.000
{Rs. 100 each)
8% Debentures 2,00,000 1,00,000 [Furniture & Fittings 1,00,000 50,000
General Reserve 1,50,000 50,000|Plant & Machinery 6,20,000 4 50,000
Profit & Loss afc 3,592,000 2,05,000|Debtors 3,25,000 1,950,000
Unsecured L oan - 1,75,000|Stock 2.33,000 1,05,000
Creditors §8,000 1,60,000[Cash at bank 1,08,000 95,000
Cash in hand 54,000 20,000
19,90,000| 12.90.000 19,90,000| 12,90,000

PQ Lid. took over the assets and liabilities of both the companies at book value after creating provision
@ 5% on Stock and Debtors respectively and depreciating Furniture & Fittings by @ 10 %, Plant and

Machinery by @ 10%.The debtors of P Lid. include Rs.25,000 due from Q Ltd. PQ Ltd., will issue
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i} 5 Pref. shares of Rs. 20 each @ Rs. 18 paid up at a premium of Rsd per share for each pref.
share held in both the companies.

ii) 6 Equity shares of Rs. 20 each @ Rs. 18 paid up at a premium of Rs4 per share for each equity
share held in both the companies.

iii} 6% Debentures to discharge the 8% debentures of both the companies.
iv) 20,000 new Equity shares of Rs. 20 each for cash @ Rs. 18 paid up at a premium of Rs. 4 per share.

PQ Ltd. will pay cash to equity shareholders of both the companies in order to adjust their rights as

per the intrinsic value of the shares of both the companies.
Prepare ledger accounts in the books of P Lid. and Q Ltd. to close their books. {A) (N117 - 16

PROBLEM 9: The following were the summarized Balance Sheets of P Ltd. and V Ltd. as at 317

March, 20X 1: {Rs. in Lakhs]
Liabilities P Ltd. V Ltd.
Equity Share Capital (Fully paid shares of Rs. 10 each) 15,000 6,000
Securities Premium 3,000
Foreign Project Reserve - 310
General Reserve 9500 3,200
Profit and Loss Account 2,870 825
12% Debentures - 1,000
Trade payables 1,200 463
Provisions 1,830 702
33,400 12,500
Assets P Lid. V L.
e (Rs. in lakhs) (Rs. in lakhs)
Land and Buildings A 6,000 -
Plant and Machinery [, 14,000 5,000
Furniture, Fixtures and Fittings Sl Ty 2,304 1,700
Inventory £ 7,862 4,041
Trade receivables e 2,120 1,100
Cash at Bank e o Y p 1,114 609
Cost of Issue of Debentures. - S — 50
7 N 33,400 12,500

All the bills receivable held by V¥ Ltd. were P Ltd ’s a

On 1st April 20X1, P Ltd. took over V Ltd in an
that in discharge of consideration for the busi
Rs. 10 each at par for every two shares hel
Ltd. would be converted into 13% debentures in

Details of trade receivables and trade payables as under:

Assets P Led. V Ltd.
{Rs. in lakhs) {Rs. in lakhs)
Trade payables
Bills Payable 120 -
Creditors 1,080 483
1,200 463
Trade receivables
Trade receivables 2,120 1,020
Bills Receivable - 80
2120 1,100
Expenses of amalgamation amounting to Rs. 1 lakh were borne by P Ltd. You are required to:
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i} Pass journal entries in the books of P Ltd. And

ii) Prepare P Ltd’ s Balance Sheet immediately after the merger considenng that the cost of issue of
debentures shown in the balance sheet of the V Ltd. company is not transferred to the P Ltd.
company.

{A) (NEW SV (AN'S.: PURCHASE CONSIDERATION RS. 9,000 LAKHS, BALANCE SHEET TOTAL: RS.45,769 LAKHS)

PROBLEM 10: The following was the Balance Sheet of V Ltd. as on 31°' March, 2015:

Particulars Note No. (Rg?:iolzﬁs}
EQUITY AND LIABILITIES:
{1) Shareholders' Funds
{a) Share Capital 1 1,150
{b) Reserves and Surplus 2 {87)
{2) Non-current Liabilities
{a) Long-term Bomrowings 3 630
{3) Current Liabilities
Trade Pavyables 170
Total 1,863
ASSETS:
{1} Non-current Assels )
Tangible Assets “ 4 1,152
{2) Cument Assets aa
Inventories i 380
Trade Receivables Ty > 256
Cash and Cash equivalenfs 5 75
STotal <77 ] 1,863
Notes:
{1) Share Capital <
Authorised: o ?
Issued, Subscribed and Paid up: AN o o
80 lakhs Equity Shares of Rs. 10 each, fully.paid up Yoo 0 800
35 lakhs 12% Cumulative Preference Shares of Rs. 10 eachfully paid up 350
Total 1,150
{2) Reserves and Surplus
Profit & Loss Account {87)
(3) Long-term Borrowings
10% Secured Cumulative Debentures of Rs. 100 each, fully paid up 600
Qutstanding Debenture Interest 30
Total 630
{4) Tangible Assets
Land and Buildings 445
Plant and Machinery 593
Fumiture, Fixtures and Fittings 114
Total 1,152
{5) Cash and Cash Equivalents
Balance at Bank 69
Cash in hand 6
Total 73

On 1st April, 2015, P Ltd. took over the entire business of V Ltd. on the following temms:

V Ltd.'s equity shareholders would receive 4 fully paid equity shares of P Lid. of Rs. 10 each issued
at a premium of Rs. 2.50 each for every five shares held by them in ¥V Ltd.
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Preference shareholders of V Ltd. would get 35 lakhs 13% Cumulative Preference Shares of Rs. 10
each fully paid up in P Ltd., in lieu of their present holding.

All the debentures of ¥V Ltd. would be converted into equal number of 10.5% Secured Cumulative
Debentures of Rs. 100 each, fully paid up after the takeover by P Ltd., which would also pay
outstanding debenture interest in cash.

Expenses of amalgamation would be borne by P Lid. Expenses came to be Rs. 2 lakhs. P Ltd.
discovered that its trade payables included Rs. 7 lakhs due to ¥V Ltd. for goods purchased.

Also P Ltd's Inventory included goods of the invoice price of Rs. 5 lakhs eadier purchased from V Ltd.,
which had charged profit @ 20% of the invoice price.

You are required to:
1. Prepare Realisation Afc in the books of V Lid.

2. Pass journal entries in the books of P Ltd. assuming it to be an amalgamation in the nature of
merger. (A) (OLD PM) (ANS.: PURCHASE CONSIDERATION RS.1,150 LAKHS; REALISATION PROFIT RS 87LAKHS)

PROBLEM 11: Ram Limited and Shyam Limited carry on business of a similar nature and it is agreed
that they should amalgamate. A new company, Ram and Shyam Limited, is to be formed to which the
assets and liabilities of the existing companies, with certain exception, are to be transferred. On 31st
March 2015, the Summarized Balance Sheets of the two companies were as under:

Ram Limited Balance Sheet as at 31st March, 2015

Liabilities Rs. Assets Rs.
Issued and Subscribed Share Capital: Freehold Property, at cost 2,10,000
30,000 Equity Shares of Rs. 10 each, | 3,00,000|Plant and Machinery, at cost less 50,000
fully paid Depreciation
General Reserve 1, 00 | Motor VYehicles at cost Less 20,000
éﬂ\/’g\ Depreciation
Profit and Loss Account &ttq,ﬁ‘ﬂ/[] Inventory 1,20,000
Trade payables A:ﬁﬁ,ﬂﬂ[] Trade receivables 1,64,000
W o Cash at Bank 86,000
) | 650000 6,50,000
hy%l\@lslénted B \$§;3t as @amh 2015
Liabilities ‘Rs.” Assets Rs.
Issued and Subscribed Share Wropeﬂy, at cost 1,20,000
Capital:
16,000 Equity Shares of Rs. 10 @\%\1{ and chinery, at cost less
each, fully paid 1,60 ‘&g\beprecla 30,000
6% Debentures 1,20,000|Inventory 1,56,000
Profit and Loss Account 40,000 Trade receivables 42000
Trade payables 64 000 |Cash at Bank 36,000
3.84.000 3.84,000

Assets and Liabilities are to be taken at book-value, with the following exceptions:

1. Goodwill of Ram Limited and of Shyam Limited is to be valued at Rs. 1,60,000 and Rs. 60,000
respectively.

2. Motor Vehicles of Ram Limited are to be valued at Rs. 60,000.

3. The debentures of Shyam Limited are to be discharged by the issue of 6% Debentures of Ram
and Shyam Limited at a premium of 5%.

4. The Trade receivables of Shyam Ltd. realized fully and Bank Balance of Shyam Limited are to be
retained by the liquidator and the Trade payables of Shyam Ltd. are to be paid out of the
proceeds thereof.
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You are required to:

1. Compute the basis on which shares in Ram and Shyam Limited will be issued to the
Shareholders of the existing companies assuming that the nominal value of each share in Ram
and Shyam Limited is Rs. 10.

2. Draw up a Balance Sheet of Ram and Shyam Limited as of 1st April, 2015, the date of completion

of amalgamation.

3. Write up Journal entries, including Bank entries, for closing the books of Shyam Limited.
(A) (OLD PAY) (ANS.: (T) NO. OF SHARES OF RAMLTD. 70,000 & SHYAMLTD. 24,000; (1) TOTAL OF BALANCE SHEET RS. 12,16,000)

PROBLEM 12: Given below are the summarized balance sheets of Huge Ltd and Big Ltd. as on
31.12.2013. Big Ltd. was merged with Huge Lid. with effect from 01.01.2014.

Balance Sheets as on 31.12.2013

Liabilities Huge Ltd. | Big Ltd. Assets Huge Ltd. | Big Ltd.

Share capital: Sundry fixed assetls 950,000 4,00000
Equity shares of Rs. 10 7.,00,000 2,950,000 |Investments 2,00,000 50,000
each {Nontrade)
General reserve 3,50,000 4,20,000|Inventory 1,20,000 50,000
Profit and loss Afc 2,000,000 65,000 | Trade receivables 75,000 80,000
Export profit reserve 70,006 40,000 | Advance tax 80,000 20,000
12% Debentures 1,00,000]-, 11,00,000|Cash and bank 2,75,000] 1,30,000
Trade payables A6.006] 45,000
Provision for Taxation 1,00;000 60,000
Proposed Dividend < %T:40,000 50,000

~ 1 7,80,000 7>3 17,00,000| 7,30,000

Huge Ltd. would issue 12%\ébenture 0 arge t a
par. Non-trade investments of Huge Lt tched
Profit of Huge Ltd. and Big Ltd. during 2[]11 201%‘9\

of the debenture holders of Big Ltd. at
|Ie those of Big Lid. fetched @ 18%.
3 were as follows:

Year & Ltd. Big Ltd.
2011 4 \S\T}CPUOU il 1,50,000
2012 850,000 ‘) 2,10,000
2013 5,75,000 1,80,000

Goodwill may be calculated on the basis of capitalization method taking 20% as the normal rate of
return. Purchase consideration is discharged by Huge Ltd. on the basis of intrinsic value per share.
Both companies decided to cancel the proposed dividend as it has already been not approved by
Board of Directors.

Pass Journal Entries and prepare the balance sheet of Huge Ltd. after the merger.
{A) (OLD SM) (ANS.: TOTAL OF BAL ANCE SHEET RS. 28.49,960)

PROBLEM 13: Super Express Ltd. and Fast Express Ltd. were in competing business. They decided
to form a new company named Super-Fast Express Ltd. The summarized balance sheets of both the
companies were as under:

Name of the Companies: Super Ltd and Fast Ltd
Balance Sheet as at : 31% march 2014

i Notes | Super express | Fast express
Farieulars No. Ltd. (Rs.) Ltd. {Rs.)
1 2 3 4
EQUITY AND LIABILITIES:
1 Shareholder’s funds
A Share capital 1 20,00,000 10,00,000
B Reserves and Surplus 2 1,00,000 2.60,000
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Current liabilities
2 A Trade Payable (sundry creditors) 60,000 40,000
B Short term provisions {(Provident fund) 1,00,000 -
TOTAL 22.60,000 13,00.000
ASSETS:
Non-current assets
1 [A Fixed assets
| | Tangible assets 3 14 00,000 11,00,000
Il [Intangible assets {(Goodwill) - 1,00,000
Current Assets
A Inventories (Stock) 3,00,000 40,000
2 |B Trade receivables (Debtors) 240,000 40 000
C Cash and cash equivalents 4 3,20,000 20,000
TOTAL 22,60,000 13,00,000

Notes to Accounts:

Particulars

Super express

Fast express

1. Shareholder’'s funds

20,000 equity shares of Rs.100 each 20,00,000 -

10,000 equity shares of Rs.100 each 10,00,000
2. Reserves and Surplus

Insurance reserve 1,00,000 -

Employees profit sharing account - 60,000

Reserve account - 1,00,000

Surplus - 1,00,000
3. Tangible assets

Building s 10,00,000 6,00,000

Machinery ks 4.00,000 5,00,000
4. Cash and cash equivalents

Cash at bank 2.20,000 10,000

Cash in hand 1,00,000 10,000

The assets and liabilities of b
values. The companies wer

Name of the Compa

- fast express Ltd.). Prepare opening

(A) (NEW S1)

Balance Sheet-ds at : 31. {Rs. in 000°s}
Particulars Notes P Ltd Q Ltd
No. {Rs.) {Rs.)
1 2 3 4
EQUITY AND LIABILITIES:
Shareholder’s funds
1 |a Share capital 1 20,000 4,000
b Reserves and Surplus 2 8,900 320
Current liabilities
2 |a Trade Payable (Creditors) 500 210
TOTAL 29.400 4,530
ASSETS
1 Non-current assets
Fixed assets
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a i) Tangible assets 3 21,500 950
ii} In tangible assets 4 2,000 -
iii) | Non-current investment 1,150 -
Current Assets
a Inventories(stock) 3,500 2,790
2 |b Trade receivables{debtors) 8OO 620
C Cash and cash equivalents (cash at bank) 450 170
TOTAL 29,400 4,530
Notes to Accounts:
Particulars P Ltd (Rs.) Q Ltd [Rs.)
1. Share capital
20,00,000 E. shares of Rs.10 each 20,000 -
4.00,000 E. shares of Rs.10 each - 4,000
2. Reserves and Surplus
General Reserve 8,000 -
Profit and Loss Afc 900 320
3. Tangible Assets
Land & Building 6,000 -
Plant & Machinery 15,500 -
Motor vehicles - 600
Furniture @ - 350
4. Intangible Assets
Patents m 2,000 -
A new Company, 'R Ltd'. d to acguife assets & liabilities of 'P Ltd'. &'Q Ltd'. The terms
of acquisition of business under;
1. 'R Ltd'. to have an authotised cap 5.4.50 ivided into 50,000, 13% P. shares of

Rs.100 each and 40,000,000 equity shares of Rsg

2. Business of 'P Ltd'. Valued at Rs.3,00,00,0 ement being made by issue of fully paid Equity
shares at Rs.12.

3. Business of 'Q Ltd'. Valued at Rs 48,00, e satisﬁ@sue of fully-paid shares at Rs.12.

4. 'R Ltd'. made a public issue of 30,000 P. shares at par-and 3,00,000 E. shares at Rs.12. The
issue was undenrwritten at the commission allowed by law and was fully subscribed. All obligations
were met.

5. 'S Ltd'. who mooted the scheme, was allolted 40,000 equity shares (fully paid) at Rs.12 in
consideration of his services.

You are required to make opening entries in the books 'R Lid'.
(B) (ANS.: TOTAL OF REALISATION A/C OF @ LTD. RS.5010000)

PROBLEM 15: The following are the summarised Balance Sheets of Yes Ltd. and No Ltd. as on
31st October, 20X1:

Yes Lid. No Ltd.
(Rs.in (Rs.n
crores) Crores)

Sources of funds:
Share capital:

Authorised 25 )
Issued and Subscribed :

Equity Shares of Rs.10 each fully paid 12 )
Reserves and surplus 88 10
Shareholders funds 100 15
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Unsecured loan from Yes Ltd. o 10
100 25

Funds employed in :

Fixed assets: Cost 70 30

Less: Depreciation (50) (24)

Written down value 20 6

Investments at cost:

30 lakhs equity shares of Rs.10 each 3

Long-term loan to No. Ltd. 10

Current assets 100 34

Less : Current liabilities (33) (19)
100 25

On that day Yes Ltd. absorbed No Ltd. The members of No Ltd. are to get one equity share of Yes Ltd.
issued at a premium of * 2 per share for every five equity shares held by them in No Ltd. The necessary
approvals are obtained.

You are asked to pass journal entries in the books of the two companies to give effect to the above.

(A) (NEW S
PROBLEM NUMBERS TO WHICH SOLUTIONS ARE PROVIDED: 4,5, 7,10, 11
PROBLEM NO: 4
Computation of Purchase consideration:
Partigulars, Amount (Rs.)
Cash payment for (3,00.000 x Bs, 2.5) 750,000
Equity Shares (4,250,000 x Rs. 15) "/ﬂ 67,50,000
75,00,000
e boo f Srishti Ltd.
(&% Re}l> count
Particulars “Rs. ¢ < | Particulars Rs.
To Goodwill 5.00.008] % Debentures 500,000
To Tangible Fixed Assets 30000008y Creditors 1.00,000
To Stock 10, 40:080 FBy Anu Ltd, 75,00,000
To Debtors 1 80000 Purchase consideration)
To Cash & Bank Afc [2,80,000- 25,000) /R85 000
To Cash & Bank Afc (Realization expenses) 25000 (Y70
To Profit on realization transfer to shargholders 34,00,000
81,00,000 81,00,000
Equity Shareholders Alc
Particulars Rs. Particulars Rs.
To Preliminary expenses 50,000 | By Equity Share Capital 30,00,000
To Equity Shares in Anu Ltd. 67.50,000]| By Export Profit Reserves 8,50,000
To Cash & Bank Afc 7.50,000 | By General Reserves 50,000
By P &L Alc 550,000
By Realization Alc 31,00,000
75,50,000 75,850,000
9% Debentures Account
Particulars Rs. Particulars Rs.
To Realization Afc 5,00,000 |By Balance bfd 500,000
5,00,000 5,00,000
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AnuLtd.
Particulars Rs. Particulars Rs.
To Realization Afc 75,00,000 [By Share Capital 67.50,000
By Bank Afc 7,850,000
75,00,000 75,00,000
Journal Entries in the books of Anu Ltd.
Particulars Debit{Rs) Credit{Rs)
1 |Busingss Purchase Afc Dr. 75,000,000
To Liquidator of Srishti Ltd 75,00,000
(Being busingss of Srishti Ltd. taken over)
2 |Tangible Fixed Assets Dr g0.00,000
Stock Or 710,000
Debtors Dr 1.80,000
Cash & Bank Aic Dr 2,55,000
Goodwill Afc (Bal. fig) Dr 10,64,000
To Provision for doubtful debts 9,000
To Liability for 9 % Debentures 5,00,000
To Creditors 1,.00,000
To Business Purchase account 75,00,000
(Being assets and liabilities taken overj/z
3 |Amalgamation Adjustment reserve Al Or.
To Export Profit Reserves E 7) 8,50,000
(Being statutory Reserves taken
4 | Goodwill Tk Dr.
To Bank Afc 50,000
(Eeing Liguidation exp’engﬁg ' bursed{)/Olv
5 [Liquidator of Shristi Cide. > S ADE 75,00,000
To Equity Share Capite! S NS ) 45,00,000
To Securities Premium 22,50,000
To Bank Alc W/ 750,000
(Eeing purchase consideration discharged) <\
6 [Liability for 9% Debentures { 5.00.000 x 126/408]>.”  Dr.
Discount on issue of debentures < \\\’r\(\j o5
To 8% Debentures (6,00,00 /96 5.25,000
(Eeing liability of debenture holde(rs' disch\%ed) ) k@

PROBLEM NO.5

(i) Statement showing calculation of Purchase Consideration and number of Equity & Preference shares

to be allotted 3

Particulars Amount
Land and building 10,80 000
Inventory 7.70,000
Eills receivable 30,000
Purchase Consideration 18,80,000
Purchase consideration is Discharged as
Preference shares
4.100,10% Preference Shares Of Rs.100 each Issued at Par (4,100 100) 4,10,000
Equity Shares
[18.80,000-4 10,000=14,70,000] 14,70,000/8=1,83,750 Equity Shares Face value of 14,70,000
Fs.10 each and paid Uup value of Rs.6 Per Share (1.83,750"8) 18,80,000
(i} Ledger Accounts in the books of Mars Limited
Realization Account

Particulars Amount Particulars Amount
To Land and building 7,684,000 | By Provision for doubtful debts 8,000
To Inventory 7,75,000 | By Bills payable 40,000
To debtors 1,60,000 | By creditors 2,256,000
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To Bills receivable 30,000 | By Provision for taxation 2.20,000
To Bank Afc —liguidation expenses 3,000 | By Jupiter Ltd. (purchase consideration) 18,680,000
To Bank Alc- bills payable 38,000 | By Bank Alc- debtors 1.50,000
To Bank Afc —income tax 2,22,000
To Bank Afc — creditors 2,16.000
To Profit transferred to equity
shareholders Alc 316,000
25,24,000 25,24,000
Bank Account
Particulars Amount Particulars Amount
To Balance bid 3,29,000 | By Realisation Afc(liguidation expenses) 3,000
To Realisation Afc (payment received By Bills payable 38,000
from debtors) 1.50,000
By Income tax 2,22000
By creditors 2,16,000
4,79,000 4,79,000
Equity Shareholders Account
Particulars Amount Particulars Amount
To 10% Preference shares in 4,10,000 | By Equity share capital Afc 10,00,000
Jupiter Limited
To Equity shares in Jupiter Limited 14,770,000 | By Capital reserve 42,000
By Contingency reserve 2,70,000
By Profit and loss AJC 2,52.000
By Realisation Afc [profit) 3,16.000
18,80,000 18,80,000
Jupiter Limited Account
Particulars Amouyrit.” Particulars Amount
To Realisation Afc 18,8[{9“80\ By 10% Preference shares in Jupiter Limited 4,10 000
p
\__~ ) | By Equity shares in Jupiter Limited 14,70,000
18,380,000
W
Particulars Particulars Amount
To Goodwill 80,008 By5% Debentures 200,000
To Land & Building 4 50800 By’ Trade payables 1,00,000
To Plant & Machinery BRe008tBy LK Ltd. 15,60,000
To Furniture & Fittings ~B1 W0 (Purehase consideration)
To Trade receivables °2,.15:000| By Equity 3hareholders Afc (loss) 51,375
To Stores & inventory 2,295,000
To Cash at Bank 1,20,000
To Cash in hand 41,375
To Pref, shareholders (excess payment) 40,000
19,11,375 19,11,375
Equity Shareholders Account
Particulars Amount Particulars Amount
To Realisation AlC [l0ss) 51,375 | By Share capital 5,00,000
To Equity Shares in LK Ltd. 10,56,000 | By Profit & Loss Alc 3,71.375
To Cash 64,000
11,71,375 11,71,375
7% Preference Shareholders Account
Particulars Amount Particulars Amount
To Preference Shares in LK Ltd, 440000 | By Share capital 4,00,000
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By Realisation Al 40,000
440000 440,000
LK Ltd. Account
Particulars Amount Particulars Amount
To Realisation Alc 15,600,000 | By Equity Shares in LK Ltd.
For Equity 10,556,000
Pref. 4 40,000 14,896,000
By Cash 64,000
15,60,000 15,60,000
Books of L Ltd.
Realisation Account
Particulars Amount Particulars Amount
To Land & Building 3,00,000 | By Trade payables 210,000
To Plant & Machinery 500,000 | By Secured loan 2,00,000
To Furniture & Fittings 20,000 | By LK Ltd. [(Purchase consideration) 7.90,000
To Trade receivables 1,765,000 | By Equity shareholders Afc - Loss 37175
To Inventony 1.,40,000
To Cash at bank A5,000
To Cash in hand 7,175
To Pref. shareholders 7 30 B00
" 12,37,175 12,37 175
@E@?Shareholders Account
Particulars < % ¢ | Ameuny Particulars Amount
To Equity shares in LIK Lid, " % 5 3 98000 By Share Capital 3.00,000
To Realisation o) “AF1T6 | By Profit& hoss Ajc 87175
To Cash 7 84000 | ByReserk/ 1,00,000
4,97 175 497 175
7% Preference a\ek@e{s Account
Particulars Amolnt, Particulars Amount
To Preference Shares in LK Ltd. %38, 0068 By Shareeanital 3,00,000
By Realisation Afc 30,000
3,30,000 3,30,000
LK Ltd. Account
Particulars Amount Particulars Amount
To Realisation Alc 7,90,000 | By Equity shares in LK Ltd
For Equity 3,896,000
Preference 3,30,000 7,26.,000
By Cash 64,000
7,890,000 7,890,000
Working Notes:
(i Purchase consideration
K Ltd. L Ltd.
Payable to preference sharegholders.
Preference shares at Rs 22 per share 4.40,000 3,330,000
Equity Shares at Ks 22 per share 10,526,000 3,596,000
Cash [Sge W.IN. {ii]] 64,000 54,000
15,60,000 7,90,000
(ii) Value of Net Assets
K Itd L Itd
S oodwill 80,000
Land & Building 4,50,000 3,00,000
Plant & Machinery 5,20,000 5,00,000
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Furniture & Fittings 60,000 20,000
Trade receivables less 2.5% 268125 1,70,625
Inventory less 2% 220500 1,37,200
Cash at Bank 1,20,000 55,000
Cash in hand 41375 17,175
18.60,000 12,00,000
Less: Debentures 2,00,000 -
Trade payables 1,00,000 (3,00,000) 210,000
Secured Loans - 200,000 (4,10,000)
15,60,000 7.,90,000
Payable in shares 14,96,000 7,26,000
Payable in cash 64 000 64,000
PROBLEM NO:10
Computation of purchase consideration and basis of shares:
Particulars Abhay Itd Asha ltd
Average profits 2,75,000 1,75.000
Less: Normal profits 1,777,500 112,500
Super Profit 97,500 62,500
Goodwill [at 2 years purchase) 1,895,000 1,25,000
Land and Building 9.35,000 §.32.500
Plant and Machinery 3,749,500 247500
Inventory 4 62,000 264 000
Debtors 1ess provision 2,74.,500 2,56 500
Bank (less liguidation expenses Rs. 40,000: 20,000) 1.40,000 25,000
23,86,000 15,50,500
Less: Creditors (55.000) (50.500)
Debentures - (2,759,000
Purchase consideration {Basis for issue of shares) > 23.31.,000 12,25,000
To be satisfied by issue of equity share of Abhitasha Ltd. @ 100 face value 23.310 12,250
Balance Sheet of Abhil Mﬁer Amalgamation) as on 01.04.2015
_Partictlars Notes Rs.
Equity and Liabilities, * %>
1 Shareholders' funds ., ™. ¢ )
a | Sharecapital W7 " 1 38,231,000
b | Reserves and surplu®-.’ . -
2 Current liabilites ™ et
a | Trade Payables 1,05,500
Total 39,36,500
Assets
1 Non-current assets NN N0
a | Fixed assets N /o,
{i) Tangible assets o 2 21,94 500
(i) Intangible assets 3 3,20,000
2 Current assets
Inventories 7.26.000
Trade receivables 4 5,31.000
Cash and cash equivalents 5 165,000
Total 39,36,500
Motes to accounts
Particulars
1 Share Capital
Equity share capital
35,560 equity shares of Rs, 100 gach 35,586,000
2,790 12% Preference shares @ Fs. 100 each 2,759,000 | 38,31,000
(The above shares have been issued for consideration other than cash)
2 Tangible assets
Fixed Assets
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Land and Building (Rs. 935,000 + Rs. 6,32,500) 15,67,500
Plant and Machinery (Rs. 3,79.500 + s, 2,47.500) 6,27.000 | 21,894,500
3 Intangible assets
Soodwil (s, 1,85000+ Rs. 1,25,000) 3,20,000
Current Assets
4. Trade Receivables Rs. (3,059,000 + 2,65,000) 5,80.000
Less: Provision for doubtful debts (59.,000) | 531,000
5. Cash and cash equivalents (Bank) 165,000

MNote: It has been presumed that debentures of Asha Ltd. are redeemed at premium of 10% by issue of
preference shares of Abhilasha Ltd. at par.

PROBLEM NO: 11

Calculation of Purchase Consideration

One share of B Ltd. will be Issued in exchange of every share of A Ltd. (i.e. 20,000 equity
shares of B Ltd. will be issued against 20,000 equity shares of A Ltd.) 20,000 Shares

Journal Entries in the books of B Ltd.

{(Rupees in thousands)

S.No Particulars Debit Credit
1. [Loan from bank a/c Dr. 60
To Capital reduction a‘c e 60
(Being Loan from bank waived e¢ffto\th& extent of Rs. 60 thousand)
2. |Equity Share capital a/c {Rs. 106}/ Dr. 1,000
To Equity share capital a/c (Rs. 10) 100
To Capital Red;ggw 900
{Being equity shar \R\s. 0 eacuéﬁ}\éﬂﬂo Rs.10 Each)
3. |Equity share capitalaie Rs.10) .~ > _~DF, 100

To Equity share capital a/c (Rs. 100} 100

~/
(Being 10 equity shares of Rs.10 e\a@h’conso@\ofne share of
Dr

Rs.100 each)

4. |Capital reduction a/c
To Profit and Loss a/c s . 800
To Capital reserve a/c Sy A 160

(Being accumulated Losses set Off against reconsh@,ﬁ a/c and

halance transferred to capital reserve account)

960

5. |Business purchase a/c Dr. 2,000
To Liguidator of A Ltd. 2,000
{Being purchase of business of A Ltd )
6. |Fixed assets a/c Dr. 2,700
Investment a‘c Dr. F00
Trade receivables a/c Dr. 400
Cash at Bank a/c Dr. 250
To Trade payables a/c 300
To Loans From bank a/c 250
To 10% Debentures a/c 500
To Business purchase a/c 2,000
To Reserves a/c 1,000

iBeing assets, liabilties and reserves taken over under pooling of
interest method)
7. |Liguidation of A Ltd. a/c Dr. 2,000
To Equity share capital a/c 2.000
{Being payment made to liquidators of A Ltd. by allotment 0of 20,000
new equity shares)
8. |Trade payahles a/c Dr. 100
To Trade receivables a/c 100
{Being mutual owing cancelled)
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Balance Sheet of B Ltd. after merger as on 31.03.20x1

Particulars Note No. Rs. In 000
Equity and Liabilities
1 Shareholder's funds
a) Share capital 1 2,100
b} Resente and Sumlus 2 1,160
2 Non-Current Liabilities
a) Long-term borrowings 3 1,140
3 Current Liabilities
a) Trade payables 500
b} shorttemm bomrowings 4 50
Total 4,950
Assets
1 MNon -current assets
a) Fixed assets
Tangible assets 3,550
b} Non-cument investments 700
2 Current assets
a) Trade receivahles 450
b} Cash and cash equivalents 250
Total 4,950
MNotes to Accounts:
Rs. In ‘000
1. Share Capital
21,000 Equity shares 0fR5.100 each fully paid
{out ofthe ahove , 20,000 shares have heen issued for consideration other than cash) 2,100
2. Reserves and Surplus
Capital resenve /2 160
General reserve A 1000 1,160
3. Long Term Provisions 7
10% Debentures Sty 500
Loan from Bank (250+450—60<)/\\ 640 1140
4. Shortterm borrowings 5T N
Bank overdraft % N i 50

Copyrights Reserved
To MASTER MINDS, Guntur
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