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SECTION – A (10 × 2 = 20 Marks)
Answer Any 10 Questions

1. Amalgamation is the process by which two or more companies are merged into one company, and the assets and liabilities of the amalgamating companies are taken over by the new or existing company.
2. The two methods of calculating Purchase Consideration are: 
a. Lump Sum Method
b. Net Assets Method
3. External reconstruction is the process in which an existing company is wound up and a new company is formed to take over its assets and liabilities.
4. Non-Performing Assets are loans or advances for which interest or principal remains overdue for more than 90 days.
5. Rebate on Bills Discounted refers to the unearned portion of discount on bills that have not matured at the end of the accounting period.
6. Rebate on bills discounted = Bills discounted × Rate × Time
= 2,00,00,000 × 12/100 × 1/12
= ₹2,00,000
7. Journal entries
	Particulars
	Dr (₹)
	Cr (₹)

	Claims A/c
	98,250
	

	  To Life Fund A/c
	
	98,250

	Being claim initiated but not admitted taken into account

	Accrued Interest 
	29,750
	

	  To Interest A/c
	
	29,750

	


8. Calculation of Net Claim to be debited to Revenue A/c
	Particulars
	Rs.

	Claims paid during the year
	5,75,000

	Add: Claims outstanding on 31.3.16
	98,000

	
	6,73,000

	Less: Claims outstanding on 1.4.15
	55,000

	Less: Claims covered under reinsurance
	28,000

	Net claim debited to Revenue A/c
	5,90,000


9. Calculation of Revenue Profits
Increase during the year:
	Particulars
	Rs.

	P&L A/c: 4,00,000 – 1,50,000
	2,50,000

	General Reserve: 3,00,000 – 1,60,000
	1,40,000

	Total Revenue Profits
	3,90,000


10. Capital Profits
	Particulars
	Rs.

	P&L A/c (Debit balance on 1-4-19)
	40,000


Treated as capital loss, hence capital profit = Rs. 40,000 (loss)
11. Preferential creditors are those creditors who are entitled to be paid in priority to other unsecured creditors at the time of liquidation of a company, as per the provisions of the Companies Act.
12. Interest Calculation
Interest=1,60,000×8×1​ / 100
Interest payable to debentureholders = =Rs. 12,800
SECTION – B (5X5=25 Marks)
Answer Any 5 Questions
13. a. Pooling of Interest Method
The Pooling of Interest Method is a method of accounting for amalgamation in the nature of merger. Under this method, the assets, liabilities, and reserves of the transferor company are combined with those of the transferee company at their existing book values.
b. Purchase Method
The Purchase Method is used for amalgamation in the nature of purchase. Under this method, the transferee company records the assets and liabilities of the transferor company at agreed values, and the difference between purchase consideration and net assets acquired results in goodwill or capital reserve.
14. Calculation of Purchase Consideration
	Particulars
	Calculation
	(Rs.)

	Shares issued to shareholders of Krishnan Ltd.
	10,000 shares × 2 shares × Rs. 12
	2,40,000

	Cash paid to shareholders of Krishnan Ltd.
	10,000 shares × Rs. 4
	40,000

	Purchase Consideration
	
	2,80,000


15. Schedule 9 shows:
a. Bills discounted
b. Cash credit, overdrafts, and demand loans
c. Term loans
These advances generate interest income for the bank and are disclosed as per banking regulations.
16. Books of Nedungadi Bank Ltd. -  Journal Entries
	Date
	Particulars
	Debit
	Credit 

	
	Rebate on bills discounted A/c Dr
	4,750
	

	
	To Discount A/c
	
	4,750

	
	Being transfer of opening unexpired discount to discount account

	
	Discount A/c Dr
	5,560
	

	
	To Rebate on bills discounted
	
	5,560

	
	Being closing unexpired discount out of the current year’s discount


Calculation of amount of interest and discount to be credited to Profit & Loss Account:
	Particulars
	Rs.

	Interest and Discount given
	45,40,600

	Add: Opening balance of rebate on bills discounted
	4,750

	
	45,45,350

	Less: Closing balance of rebate on bills discounted
	5,560

	Interest and discount to be credited to Profit and Loss A/c (schedule 13)
	45,39,790


17. Statement showing True Life Fund of Life Insurance Co. as on 31.3.2006
	Particulars
	Rs.
	Rs.

	Life Assurance Fund given
	
	54,00,000

	Add:
	
	

	Interest & Dividend accrued on investments (Gross)
	20,000
	

	Reinsurance claims recoverable
	7,000
	

	Commission due on reinsurance premium paid
	10,000
	

	Premium in reduction of bonus
	3,000
	40,000

	
	
	54,40,000

	Less:
	
	

	Bonus in reduction of premium
	3,000
	

	Income tax on Interest and Dividend accrued
	6,000
	9,000

	
	
	54,31,000

	True Life Assurance Fund
	
	54,31,000


18. Determining minority percentage
Holding company (Madras Ltd.) = 80%
Minority interest = 20%

Shareholders’ funds of Mumbai Ltd.
	Particulars
	Rs.

	Share Capital
	14,00,000

	General Reserve
	6,00,000

	P & L A/c
	2,00,000

	Total shareholders’ funds
	22,00,000


Minority Interest=20%×22,00,000 =Rs.4,40,000
19. Calculation of liquidator’s remuneration\
	Particulars
	Rs.

	(i) Liquidator’s commission on assets realised (70,00,000 × 2/100)
	1,40,000

	(ii) Liquidator’s commission on amount paid to preferential creditors 
(1,50,000 × 3/100)
	4,500

	(iii) Liquidator’s commission on amount distributed among unsecured creditors (26,55,500 × 3/103)
	77,345

	Total liquidator’s remuneration
	2,21,845


Working note:
Calculation of amount available to unsecured creditors
	Particulars
	Rs.

	Total assets realised
	70,00,000

	Less: Liquidation expenses
	50,000

	Preferential creditors
	1,50,000

	Secured creditors
	40,00,000

	2% commission on assets realised
	1,40,000

	3% commission on amount paid to preferential creditors
	4,500

	
	43,44,500

	Amount available to unsecured creditors including liquidator’s remuneration on payment to unsecured creditors
	26,55,500




SECTION – C (3X10=30 Marks)
Answer Any 3 Questions
20. Calculation of Purchase Consideration
(A) Net Assets Method
	Particulars
	Rs.

	Value of assets taken over:
	

	Fixed Assets (16,25,000 + 1,62,500)
	17,87,500

	Investments
	3,00,000

	Current Assets (2,50,000 – 25,000)
	2,25,000

	Total Assets
	23,12,500

	Less : 5% Debentures (3,50,000 + 35,000)
	3,85,000

	Less : Current Liabilities
	2,50,000

	Total Liabilities
	6,35,000

	Purchase Consideration
	16,77,500


(B) Net Payments Method
Statement showing Purchase Consideration
	Particulars
	Cash (Rs.)
	Preference Shares in Purchasing Co. (Rs.)
	Equity Shares in Purchasing Co. (Rs.)
	Total (Rs.)

	(1) For Preference shareholders:
	
	
	
	

	10% Preference shares in Purchasing Co.
	–
	4,12,500
	–
	4,12,500

	(3,75,000 × 110 / 100)
	
	
	
	

	(2) For Equity shareholders:
	
	
	
	

	Equity shares in Purchasing Co.
	–
	–
	11,25,000
	11,25,000

	(75,000 × 3 / 2 × 10)
	
	
	
	

	Cash (75,000 × 3)
	2,25,000
	–
	–
	2,25,000

	Purchase Consideration
	2,25,000
	4,12,500
	11,25,000
	17,62,500


21. The Lakshmi Bank Ltd.
Profit and Loss Account For the year ended 31st December 2017.
	Particulars
	Schedule No.
	Year ended 31st Dec. 2017 (Rs.)

	I. Income
	
	

	Interest earned
	13
	29,24,000

	Other income
	14
	1,09,000

	Total
	
	30,33,000

	
	
	

	II. Expenditure
	
	

	Interest expended
	15
	15,40,000

	Operating expenses
	16
	2,76,800

	Provisions and contingencies
	
	–

	Total
	
	18,16,800

	
	
	

	III. Profit / Loss
	
	

	Net Profit for the year (I – II)
	
	12,16,200

	Profit brought forward
	
	–

	Total
	
	12,16,200

	
	
	

	IV. Appropriations
	
	

	Transfer to statutory reserve (25% of net profit)
	
	3,04,050

	Transfer to other reserves
	
	–

	Transfer to Government / proposed dividend
	
	–

	Balance carried over to Balance Sheet
	
	9,12,150

	Total
	
	12,16,200


Note: Transfer to Statutory Reserve has been increased to 25% recently.
Working notes:
Schedule 13: Interest earned
	Particulars
	Rs.

	Interest on overdrafts
	2,16,000

	Discount on bills discounted
	7,80,000

	Interest on cash credits
	8,92,000

	Interest on loans
	10,36,000

	Total
	29,24,000


Schedule 14: Other Income
	Particulars
	Rs.

	Locker rent
	1,400

	Transfer fees
	2,800

	Exchange and commission
	32,800

	Rent
	72,000

	Total
	1,09,000


Schedule 15: Interest expended
	Particulars
	Rs.

	Interest on fixed deposits
	11,00,000

	Interest on savings bank accounts
	2,72,000

	Interest on current A/cs
	1,68,000

	Total
	15,40,000


Schedule 16: Operating expenses
	Particulars
	Rs.

	Depreciation on bank property
	20,000

	Salaries and allowances
	2,18,800

	Postage
	5,600

	Sundry charges
	4,000

	Director’s and Auditor’s fees
	16,800

	Printing
	8,000

	Law charges
	3,600

	Total
	2,76,800


22. New Bharath Life Assurance Co., Ltd.
Revenue Account for the year ended 31st March 2016
Revenue Account
	Particulars
	Schedule No.
	Current Year
(Rs. ’000)
	Prev. Year
(Rs. ’000)

	Premium Earned – Net
	
	
	

	(a) Premium
	1
	5,03,000
	–

	(b) Reinsurance ceded
	
	(–) 20,750
	–

	(c) Reinsurance accepted
	
	–
	–

	Income from Investments:
	
	
	

	(a) Interest and Dividends (Gross)
	
	1,00,000
	–

	Other Income (To be Specified)
	
	
	

	Consideration for annuities granted
	
	15,000
	–

	Fines for revival of policies
	
	750
	–

	Total (A)
	
	5,98,000
	–

	Commission
	2
	18,650
	–

	Operating expenses related to Insurance Business
	3
	24,400
	–

	Total (B)
	
	43,050
	–

	Benefits paid (Net)
	4
	76,450
	–

	Total (C)
	
	76,450
	–

	Surplus (D) = (A) – (B) – (C)
	
	4,78,500
	–


Schedules Forming Part of Revenue Account
	No.
	Particulars
	Current Year (Rs. ’000)
	Previous Year (Rs. ’000)

	
	Premium received
	4,96,000
	–

	
	Add : Outstanding premiums
	4,600
	–

	
	Add : Further bonus in reduction of Premium
	2,400
	–

	
	Total
	5,03,000
	–


Schedule 2 – Commission expenses
	No.
	Particulars
	Current Year (Rs. ’000)
	Previous Year (Rs. ’000)

	
	Commission paid
	18,650
	–

	
	Total
	18,650
	–


Schedule 3 – Operating expenses related to Insurance Business
	No.
	Particulars
	Current Year (Rs. ’000)
	Previous Year (Rs. ’000)

	
	Management expenses
	22,000
	–

	
	Medical fees
	2,400
	–

	
	Total
	24,400
	–


Schedule 4 – Benefits paid (Net)
	No.
	Particulars
	Current Year (Rs. ’000)
	Previous Year (Rs. ’000)

	
	Claims paid
	64,900
	–

	
	Add : Outstanding claims on 31-3-2016
	14,000
	–

	
	
	78,900
	

	
	Less : Outstanding claims on 1-4-2015
	4,500
	–

	
	
	74,400
	

	
	Less : Claims under reinsurance
	8,000
	–

	
	
	66,400
	

	
	Annuities
	2,050
	–

	
	Surrenders
	4,000
	–

	
	Bonus in reduction of premium (1,600 + 2,400)
	4,000
	–

	
	Total
	76,450
	–


23. Notes to Accounts
1. Share capital
	Particulars
	Rs.

	Share capital
	8,00,000


2. Reserves and surplus
	Particulars
	Rs.

	General reserve
	1,50,000

	Surplus in statement of P & L:
	

	Balance as per C Ltd. Balance sheet
	90,000

	Add : H Ltd.’s share of revenue profit
	22,500

	
	1,12,500

	Less : Provision for unrealized profit
	2,500

	Surplus in statement of P & L
	1,10,000

	Total Reserves and Surplus
	2,60,000


3. Trade payables
	Particulars
	Rs.

	Sundry creditors – H Ltd.
	1,20,000

	Sundry creditors – S Ltd.
	80,000

	Total Trade payables
	2,00,000



4. Tangible assets
	Particulars
	Rs.

	H Ltd.
	5,50,000

	S Ltd.
	1,00,000

	Total Tangible assets
	6,50,000


5. Intangible assets
	Particulars
	Rs.

	Goodwill
	58,750


6. Stock
	Particulars
	Rs.

	H Ltd.
	1,05,000

	S Ltd.
	1,77,000

	
	2,82,000

	Less: Provision for unrealized profit
	2,500

	Stock
	2,79,500


7. Other current assets
	Particulars
	Rs.

	H Ltd.
	2,25,000

	S Ltd.
	1,28,000

	Total Other current assets
	3,53,000


Consolidated Balance Sheet of H Ltd. and its subsidiary S Ltd. as on 31.3.2018
I. Equity and Liabilities
	Particulars
	Note No.
	Rs.

	(i) Shareholders’ funds:
	
	

	Share capital
	1
	8,00,000

	Reserves and surplus
	2
	2,60,000

	(ii) Minority interest (W.N. 4)
	
	81,250

	(iii) Current liabilities
	
	

	Trade payables
	3
	2,00,000

	Total (i) + (ii) + (iii)
	
	13,41,250


II. Assets
	Particulars
	Note No.
	Rs.

	(i) Non-current assets:
	
	

	Tangible assets
	4
	6,50,000

	
	
	

	Intangible assets
	5
	58,750

	(ii) Current assets:
	
	

	Stock
	6
	2,79,500

	Other current assets
	7
	3,53,000

	Total (i) + (ii)
	
	13,41,250


Working Notes
1. Holding – Minority Ratio
H Ltd. acquired 75% shares in S Ltd.
∴ Minority holding in S Ltd. = 25%
Ratio = 75 : 25 or 3 : 1
2. Revenue profits
	Particulars
	Rs.

	Current year profit of S Ltd., given
	45,000

	Profit earned by S Ltd. after 31st July or revenue profit
	

	= 45,000 × 8 / 12
	30,000

	Holding company’s share = 30,000 × 3 / 4
	22,500

	Minority share = 30,000 × 1 / 4
	7,500


3. Capital profits
	Particulars
	Rs.

	General reserve of S Ltd. on 31.3.18
	70,000

	Profit & Loss account of S Ltd. on 31.3.18
	55,000

	
	1,25,000

	Less : Revenue profit
	30,000

	Capital profit
	95,000


Holding company’s share
= 95,000 × 3 / 4 = 71,250
Minority share
= 95,000 × 1 / 4 = 23,750
4. Minority interest
	Particulars
	Rs.

	Face value of minority shares 2,00,000 × 25 / 100
	50,000

	Add : Minority share of capital profits
	23,750

	Add : Minority share of revenue profits
	7,500

	Minority interest
	81,250


5. Cost of control or goodwill
	Particulars
	Rs.

	Amount paid for shares purchased by H Ltd. in S Ltd.
	2,80,000

	Less : Face value of shares purchased 2,00,000 × 3 / 4
	1,50,000

	Less : Holding company’s share of capital profits
	71,250

	
	2,21,250

	Goodwill
	58,750


6. Provision for unrealised profit in stock
Profit in stock of H Ltd. acquired from S Ltd.
(20,000 – 15,000) × 1 / 2 = 5,000 × 1 / 2 = 2,500   ∴ Provision to be created = 2,500
24. Liquidator’s final statement of accounts
	Receipts
	Rs.
	Payments
	Rs.

	To Assets realised:
	
	By Legal charges
	–

	Cash
	100
	By Liquidator’s remuneration:
	

	Debtors
	8,700
	2½% on Rs. 23,600
	590

	Stock
	6,200
	2% on Rs. 810
	16

	Machinery
	5,000
	2% on Rs. 17,900
	358

	
	
	
	964

	
	
	By Liquidation expenses
	100

	
	
	By Preferential creditors
	810

	
	
	By Unsecured creditors
	17,900

	
	
	(15,432 + 232 + 2,236)
	

	
	
	By Preference shareholders
	–

	
	
	By Equity shareholders
	

	
	
	@ Re. 0.0752 per share
	226

	Total
	20,000
	Total
	20,000


Amount paid to unsecured creditors includes the following
	Sl. No.
	Particulars
	Rs.

	(i)
	Unsecured creditors balance (as given in the Balance Sheet)
	15,432

	(ii)
	Amount unpaid to partly secured creditors (5,836 – 3,600)
	2,236

	(iii)
	Bank overdraft
	232

	
	Total
	17,900



