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                                                      CORPORATE ACCOUNTING – II 
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ANSWER KEY
PART- A (10 × 2 = 20 Marks)
Answer any TEN questions.
1. Calculation of Purchase Consideration can in different methods, as given below:
A. Lump sum method
B.Net payments method
C.Net Assets Method
D. Intrinsic value
2. Purchase Consideration:-
The shareholders of B Ltd are to be paid Rs.25 in cash 50,000 x Rs. 25 = 12,50,000
The offer of 4 shares of Rs.10 each in A Ltd 
for each share of B Ltd. B Ltd has                                 50,000  x 4 x 10 = 20,00,000
                                                                                            1
Hence, Purchase Consideration =                                                                 32,50,000 
3.
	Amount
	Due date
	Days
	Discount

	50,000
	March 11
	31+28+11+3= 73
	600

	60,000
	February 16
	31+16+3        =50
	410.96

	40,000
	March 7
	31+25+73     =69
	415.89

	
Total
	
1426.85


             Calculate rebate on bills discounted assuming the accounts are closed on 31st December.         
4. Non-Performing assets - A non performing asset (NPA) is a loan or advance for which the principal or interest payment remained overdue for a period of 90 days.
5.                                                   Schedule-2-Commission
Particulars                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                 
Commission direct business                                  93,000
ADD
Commission on Reinsurance accepted                  40,000
Total                                                                      1,33,000                                                                                                                                                 
 Less: Commission on Reinsurance Ceded          _50,000__
Commission expenses                                            83,000                                              
6. Insurance is a contract, represented by a policy, in which an individual or entity receives financial protection or reimbursement against losses from an insurance company. Types of Insurance Life, Fire & Marine.
7. Holding company- holding company is the company that
(i) Controls the composition of the Board of Directors of subsidiary or
(ii) Exercises or controls more than one-half of the total share capital either at its own or together with one or more of its subsidiary companies
8. Holding Minority Ratio = 80:20
                                           =   4:1
Capital and Revenue Profits:
Profit and Loss A/C of S Co.  = 3,00,000
Capital Profits =       Rs. 3,00,000  
		             ↓           ↓
		    2,40,000   60,000
	            Holding Co. Minority Co
Cost of Control:
Investment price paid                                                                 = Rs.6,00,000
(-)Face Value of Shares held by Holding Co.  = Rs.4,00,000
(+)Holding company Share of Capital Profits = Rs.2,40,000
						      ---------------
						    Rs. 6,40,000  =  Rs. 6,40,000
                                                                         Capital Reserve             40,000
9. Preferential Creditors are creditors whose claims rank higher in priority than those of ordinary/unsecured creditors. They are Creditors entitled to priority treatment in liquidation. They include occupational pension schemes and employee’s provident fund and Income                                                     tax etc. 
10. Remuneration payable to Liquidator.
Amount available for distribution to unsecured creditors 
Before paying   Liquidator’s remuneration	                      - Rs.2,80,800 
Liquidator’s remuneration = 2% on the amount paid to unsecured Creditors 
                 (i.e.) Rs.2, 80,800 x 2/102 = Rs.5505/-
11.  Revenue profit comes from regular operations (like subsidiary sales after acquisition), while capital profit is from non-routine events, crucially including profits of a subsidiary before the holding company bought it (pre-acquisition profits) or from selling long-term assets, and these are treated differently in consolidated accounts, with capital profits often kept separate and used for capital adjustments rather than dividends. 
12. 
	Particulars
	Amount
In Rs
	% of provision required
	provision

	Standard assets
	16,000
	0.40%
	64

	Sub-standard assets
	1,300
	15%
	195

	Doubtful assets
	
	
	

	Upto 1 year
	700
	25%
	175

	1 to 3 years
	400
	40%
	160

	More than 3 years
	200
	100%
	200

	Loss assets
	500
	100%
	500

	Total
	
	
	1,294




PART - B (5 × 5 = 25 Marks)
Answer any FIVE questions.
13. Differentiate between Amalgamation & External Reconstruction
	Feature
	Amalgamation
	External Reconstruction

	Core Concept
	Two or more companies merge to form a new, single company.
	One existing (often sick) company is liquidated, and a new company is formed to take over its business.

	Purpose
	Achieve economies of scale, reduce competition, expand market, create a stronger entity.
	Write off accumulated losses, reorganize finances, and improve the financial health of a struggling business.

	Companies Involved
	At least two (or more) old companies cease to exist.
	One old company is liquidated; a new one is formed.

	Formation
	A new company is always formed.
	A new company is formed to take over the old one's business.

	Shareholders
	Shareholders of the old companies become shareholders of the new combined entity.
	Shareholders of the old company generally become shareholders of the new company, but with adjusted (often reduced) stakes.

	Result
	A larger, combined, stronger business.
	A leaner, financially reorganized, potentially smaller business.



14.                                 Balance Sheet of The Sunshine ltd….. as on 31.12.2001
	Liabilities 
	Rs.
	Assets
	Rs.

	Issued Capital 1,65,000 ordinary  shares of Rs.10 each fully paid up

	
16,50,000

	
Land and Buildings
	
8,00,000

	Sundry Creditors
	   1,30,000
	Machinery and plant
	4,50,000

	
	
	
Patents
	
 1,10,000

	
	
	Goodwill
	   50,000

	
	
	Stocks
	1,70,000

	
	
	Sundry debtors
	1,40,000

	
	
	Cash at bank
	   60,000

	Total
	17,80,000
	Total
	17,80,000



Working notes :
Calculation of purchase consideration:
Sundry assets-sundry liabilities
Moon ltd= Rs11,30,000- Rs 80,000
               = Rs 10,50,000
Rising star ltd= Rs6,50,000- Rs 50,000
                       = Rs 6,00,000
Combined pc = Rs 16,50,000 issued in the form of shares
15.                          Profit and loss account for the year ended 31st march
	Income :                                                                 Rs.

	Interest earned
	13
	7,900

	Other income
	14
	100

	Total  A
	
	     8,000

	Expenditure:
	
	

	Interest expended
	15
	3,200

	Operating expenses
	16
	1,151

	Provisions and contingencies
	
	

	Total B
	
	       4,351

	Net profit or loss:   A – B
	
	       3,649

	Appropriations:
	
	

	Transfer to statutory reserve
	
	   912.25

	Balance carried to balance sheet
	
	    2,736.75

	Schedule 13: Interest Earned

	Interest on loans
	2,490

	Interest on over drafts
	1,600 

	Interest on cash credits
	2,320

	Discount on bills
	1,490

	                                                                     7,900 

	Schedule 14: other income

	Commission
	100

	Schedule 15: interest expended

	 Interest on deposits
	3,200

	Schedule 16: operating expenses

	Sundry charges
	100

	Rent
	200

	Establishment
	500

	Audit fees
	35   

	Director’s fees
	16

	Bad debts
	300

	                                                         1,151



16. Capital Profit – Rs. 220
Revenue Profit – Rs. 100
Minority Interest – Rs. 132
Goodwill – Rs. 27
Balance sheet – Rs. 2,422.
17. 
	.                                         REVENUE  ACCOUNT
	PARTICULARS
	SCH NO.
	CURRENT YEAR

	PREMIUM (A)
	1
	530

	CLAIMS (B)
	2
	255

	COMM (C)
	3
	100

	OPERATING EXPENSES (D)
	4
	150

	SURPLUS = A-B-C-D
	
	25


 SCHEDULE 1 – PREMIUM
	PARTICULARS
	CURRENT YEAR
          (RS.)

	PREMIUM                                            600 
REINSURANCE                                   (60)
                                                               540                540
50% OF 540                                            270
(-)  provision made                                 (260)            
                Addl reqd                                   10
                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                             
	            530

	TOTAL
	            530


SCHEDULE 2 – CLAIMS
	PARTICULARS
	CURRENT YEAR
(RS.)

	CLAIMS  PAID                                        235
	

	(+) UNPAID ON 31.03.06                          35
	

	(-) UNPAID ON 1.04.05                           (20)
	

	(+ )LEGAL  EXPENSES RELATING TO CLAIMS                                                       5                                                                                            
	255

	TOTAL
	255


SCHEDULE 3 – COMMISSION
	PARTICULARS
	CURRENT YEAR
(RS.)

	COMMISSION
	100

	TOTAL
	100


SCHEDULE 4 – OPERATING EXPENSES
	PARTICULARS
	CURRENT YEAR
(RS.)

	EXPENSES
	150

	TOTAL
	150





18. Statement showing correct life assurance fund
	Particulars
	rs
	rs

	Life assurance fund
	
	62,21,310

	+  bonus utilised                                   
	4,500
	

	+ interest accrued on security
	8,260
	

	+  outstanding   premium
	5,420
	

	+ claims recoveries
	12,000
	30,180

	
	
	62,51,490

	Less:
	
	

	        Claims initiated but not admitted 
	(26,500)
	

	        Bonus utilized                      
	(4,500)
	(31,000)

	
	
	

	Correct life assurance fund
	
	62,20,490


19.  Liquidator’s Final Statement of Accounts of Winding of a Company
	Receipts
To Cash realised on securities
To Cash realised from Sale of assets

	Rs.
25,000

26,000
	Payments
By Secured Creditors
By Liquidation Expenses
By Liquidator’s Remuneration
By Preferential Creditors
By Unsecured Creditors

	Rs.
20,000
252
1,962
600
28,186

	
	51,000
	
	51,000



Working Notes:
Liquidator’s Remuneration:
3% on assets realised = 3/100 * 51,000 = Rs.1,530/-
1½% on preferential creditors = 3/200 * 600 = Rs. 9/-
1½% on unsecured creditors = 3/203 * 28,609 = Rs. 423/-
(Unsecured Creditors = 51,000 – 20,000 – 252 – 1,539 – 600 = Rs.28,609)  
Total Liquidator’s Remuneration = Rs. 1,962/-

PART - C (3 × 10 = 30 Marks)
Answer any Three questions
20. Computation of purchase consideration.
Net payment method
Cash payment to shareholders of B ltd  (Vendor Co) 60,000 x 2.50 = 1,50,000
Shares issued to shareholders of B ltd  (Vendor Co)  90,000 x 15 =   13,50,000
Hence, Purchase Consideration =                                                         15,00,000
Ledger accounts in the books of X ltd ( vendor co)
Realisation A/C
To total assets( all only book value)
	To goodwill 
	1,00,000
	   By creditors
	20,000

	To land
	6,40,000
	By debentures
	1,00,000

	To stock
	1,68,000
	By A Ltd (PC)
	15,00,000

	To debtors
	36,000
	
	

	To cash
	56,000
	
	

	To equity shareholders ( realsn profit) bal fig
			6,20,000
	
	

	
	16,20,000
	
	16,20,000



                                                     Equity Shareholders A/C
	To Shares in A Ltd
To cash 

	13,50,000
  1,50,000



	By Share Capital
By general reserve
By P & L A/c
By realization Profit
	6,00,000
1,70,000
1,10,000
6,20,000


	
	15,00,000
	
	15,00,000



Journal entries in the books of A Ltd.( Pur Co)
1.     	 Business purchase A/c Dr.				15,00,000
		To liquidator of B ltd.          					15,00,000

2.		All Revised value 
	Land & Building  a/c Dr        12,00,000

	Stock a/c Dr                             1,42,000

	Debtors a/c Dr  36000-5%          34,200

	Cash a/c Dr                                 56,000

	Goodwill a/c Dr                       1,00,000

	Goodwill a/c Dr (Bal fig)        1,07,800

	To Debentures  a/c                                              1,00,000

	To Debenture premium a/c (20%)                         20,000

	To creditors a/c                                                      20,000

	To business Purchase a/c                                    15,00,000


3.			Liquidator of B ltd A/c Dr    15,00,000
                                    To equity share capital A/c          	 13,50,000
                                    To cash A/c                                             1,50,000
4.  Goodwill a/c Dr   5,000
    To bank a/c                        5,000
21.  Profit or loss account
	Particulars
	Schedule
no
	Year ended on
31.3.(current year)
Rs.
	Year ended on
31.3.(previous year)
Rs.

	1.  Income :
      Interest earned
      Other income
      Total
	
13
14
	
5,00,000
35,000
5,35,000
	

	2.  Expenditure:
      Interest expended
      Operating expenses
      Provisions and Contingencies
      Total
	
15
16
	
3,40,000
1,85,000

5,25,000
	

	3.  Profit /Loss :
      Net profit for the year (1 – 2)
	
	
10,000
	

	4.  Appropriations :
      Transfer to statutory reserves
      Transfer to other reserves 
      Transfer to Govt/proposed dividend
      Balance carried over to balance sheet         (3-4)
	
	
2,500
-
-

7,500
	

	TOTAL
	
	10,000
	


                                       Schedules to be annexed with P&L a/c
	Schedule  13: Interest earned

	Particulars
	Year ended on
31.3.(currentyear)
Rs.
	Year ended on
31.3.(previous year)
Rs.

	1. Interest/Discount on advances/bills
2. Interest on cash credit
3. Interest on overdraft
4. Discount 
	250
160
50
40
	

	TOTAL
	500
	



	Schedule 14: Other income

	Particulars
	Year ended on
31.3.(current year)
Rs.
	Year ended on
31.3.(previous year)
Rs.

	Commission, Exchange & Brokerage
	15,
	

	Amount charged against   current a/c                                           
	20
	

	TOTAL
	35
	



	Schedule 15: Interest expended

	Particulars
	Year ended on
31.3.(current year)
Rs.
	Year ended on
31.3.(previous year)
Rs.

	Interest on deposits
Interests on savings acc
	190
150
	

	TOTAL
	340
	



	Schedule 16: Operating expenses

	Particulars
	Year ended on
31.3.(current year)
Rs.
	Year ended on
31.3.(previous year)
Rs.

	Director’s fees, allowances & expenses
	15
	

	Rent, Taxes and Lighting
	5
	

	Salaries                                      
	120
	

	PF Contbn
	10
	

	DA
	35
	

	TOTAL
	185
	


22.Revenue account in respect of fire business for the year 04-05
                                             REVENUE  ACCOUNT
	PARTICULARS
	SCH NO.
	CURRENT YEAR

	PREMIUM (A)
	1
	406

	INTEREST DIVIDEND AND RENT
	
	24

	PROFITON SALE OF INVESTMENTS
	
	3

	CLAIMS (B)
	2
	344

	COMM (C)
	3
	48.05

	OPERATING EXPENSES (D)
	4
	100.8

	
	
	

	DEFICIT = A-B-C-D
	
	(59.85)



SCHEDULE 1 – PREMIUM
	PARTICULARS
	CURRENT YEAR
(RS.)

	PREMIUM RECEIVED                                                      486
 (-)PREMIUM ON REINSURANCE CEDED                     (43)
(+)PREMIUM ON REINSURANCE ACCCEPTED            32
Net premium
(+)  PROVISION FOR UNEXPIRED RISK OPENING     180
(+) ADDITIONAL RESERVE OPENING                            36
(-)  RESERVE FOR UNEXPIRED RISK  CLOSING       (237.5)
(-) ADDITIONAL RESERVE CLOSING                           (47.5)
	


475



   (69)

	TOTAL
	   406



SCHEDULE 2 – CLAIMS
	PARTICULARS
	CURRENT YEAR
(RS.)

	CLAIMS PAID
	365

	(-)  REINSURANCE RECOVERIES
	(32)

	(-) CLAIMS OUTSTANDING (1.04.2004)
	(31)

	(+) CLAIMS OUTSTANDING   (31.03.2005)
	42

	TOTAL
	344



SCHEDULE 3 – COMMISSION
	PARTICULARS
	CURRENT YEAR
(RS.)

	COMMISSION ON DIRECT BUSINESS
	48.6

	(-)COMMISSION ON REINSURANCE CEDED
	(2.15)

	(+)COMMISSSION ON REINSURANCE ACCEPTED 
	1.6

	TOTAL
	48.05


                         SCHEDULE 4 – OPERATING EXPENSES
	PARTICULARS
	CURRENT YEAR
(RS.)

	MANAGEMENT EXPENSES
	90

	LEGALEXPENSES
	6

	BAD DEBTS
	0.8

	MEDICAL EXPENSES
	4

	TOTAL
	100.8


23.                     Holding Minority Ratio = 2:1
Capital and Revenue Profits:
Reserve of S Co. 		= 6,000
Profit and Loss A/C of S Co.  = 9,000
				  --------------
				     15,000
				  --------------
Capital Profits = Rs. 5,000/-  
		   ↓             ↓
		3,333	    1,667
	    Holding Co.    Minority Co.
Revenue Profits = Rs. 10,000/-  
		   ↓             ↓
		6,667	    3,333
	    Holding Co.    Minority Co.
Minority Interest:
Face Value of shares held by Minority Co. = Rs. 10,000
    (+)   Share of Capital Profits of Minority Co.      = Rs.1,667
    (+)   Share of Revenue Profits of Minority Co.    = Rs.3,333
							--------------
							Rs. 15,000
Cost of Control:
	Face Value of Shares held by Holding Co. = Rs. 20,000
   (+)   Share of Capital Profits of Holding Co.       = Rs.3,333
							---------------
							Rs. 23,333
	Investment        = Rs. 25,000
      (-)  Cost of Control = Rs. 23,333
			   -----------------
	Goodwill 	  = Rs.1,667    
Consolidated Balance Sheet of M Ltd. And its Subsidiary S Ltd.
	Liabilities
Share Capital 
Creditors
Reserve
Profit and Loss A/C (12,000 + 4,667)
Minority Interest
	Rs.
1,20,000
20,000
25,000
18,667

 15,000
	Assets
Building
Machinery
Stock
Debtors
Bank
Goodwill

	Rs.
97,000
40,000
21,000
29,000
10,000
1,667

	
	1,98,667
	
	1,98,667


24.                                                     Liquidator’s final statement
	RECEIPTS
	AMOUNT
	PAYMENTS
	AMOUNT

	To assets realised:
Land and building

Plant and machinery

Furniture and fittings


Total 
	
20,000

18,650



1,000


39,650
	By liquidation expenses
By liquidator’s remuneration
2% on 39,650 =793
2/102 x 17,857 =350 
By preference creditors
By debentures
By unsecured creditors(BAL FIG AFTER LIQ REMN)


Total 
	1,000


1,143
10,000
10,000

17,507


39,650

	39,650 – 21,793 = 17,857 
17,857 X 2/102 = 350
Amt pd to unsec crs = 17,857 – 350 = 17,507



								*************

