CORPORATE ACCOUNTS I
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Answer key
Section A
1. It refers to comprehensive descriptions or disaggregated details of items disclosed in financial statements.
2. Dividend paid at any time between two annual general meetings is interim dividend. It is declared by BOD and do not require approval of shareholders.
[bookmark: _GoBack]3. Whenever a company redeems its preference shares out of divisible profits, then the nominal value or face value of the shares so redeemed is put in a reserve called capital redemption reserve.
4. Investments held in other firms are maintained in the investment ledger. Each investment ledger is headed with the name of the security, rate of interest and dates on which interest and dividend is payable,
5. Average clause can be defined as the clause which limits the liability of the insurer to that proportion of actual loss which the insured amount or policy value bears to the actual value of asset/stock on the date of fire.
6. The period of indemnity is the length of time for which benefits are payable under an insurance policy. It is also used to denote the time period for which indemnity or compensation is payable under a business interruption policy.
7.The minimum shares the company needs to get from the public out of the total issue by the date of closure. (Presently every company needs to raise 90% of the issued 
amount). Else, the company shall refund the whole amount received. 
8.Profit Prior to Incorporation. ... "Profit prior to incorporation" is the profit earned or loss suffered during the period before incorporation. It is a capital profit and is not legally available for distribution as dividend because a company cannot earn a profit before it comes into existence.
9. Right shares are the shares that are issued by a company for its existing shareholders. The existing shareholders have their right to subscribe to these shares unless some special rights reserve them for some other persons.
10. Sweat equity shares means such equity shares as are issued by a company to its directors or employees at a discount or for consideration, other than cash, for providing their know-how or making available rights in the nature of intellectual property rights or value additions, by whatever name called.
11. An employee stock ownership plan (ESOP) is an employee-owner program that provides a company's workforce with an ownership interest in the company. In an ESOP, companies provide their employees with stock ownership, often at no upfront cost to the employees.
12. Cum interest is the amount of interest accrued in the duration between the last coupon date and the settlement date or transaction date. In this regard, it is to be understood that the closing register date of the coupon is due. Hence, cum interest refers to 'with interest'.
Part B

13. Conditions for redemption of preference share capital
1. The redemption of preference shares should not be regarded as a reduction of authorised capital of the company and such the reduced shares should remain as part of the authorised capital.
2. Where redemption of preference shares is made out of profits, a sum equivalent to the face value of shares to be redeemed should be transferred to an account called  Capital Redemption Reserve (CRR).
3. The shares shall be redeemed either out of profits of the company which would otherwise be available for the dividends or out of the proceeds of fresh issue of shares.
4. The shares shall be redeemed only if they are fully paid-up.
14. Reserve Capital: 
1. It is that part of capital which is not issued and can be issued only when company goes under liquidation. 
2. To Create reserve capital, Is not the necessity of a company. 
3. To create reserve capital, a special resolution is required to be passed. 
4. It is a part of capital, which is not received. 
6. It can be called and used only at the time of winding up of the company. 
Capital Reserve: 
1. It is not earned by company in the normal course of business; rather, it is created out of capital profits by the company
2. To create capital Reserve is necessary if there is a capital profit. 
3. No need of passing any special resolution at the time of creation of capital reserve. 
4. It is that part of profit which is earned and received. 
5. It is disclosed in Company’s Balance Sheet and is shown in the liabilities side under the head ‘Reserves and Surplus. 
6. It can be used to write off capital losses or may be used to issue Bonus shares.

15. Book building is a systematic process of generating, capturing, and recording investor demand for shares during an initial public offering (IPO), or other securities during their issuance process, in order to support efficient price discovery.
Book building is the process of price discovery that involves generating and recording investor demand for shares during an initial public offering (IPO) or other issuance stages. The issuing company hires an investment bank to act as underwriter. 
Advantages:
1. Price of instrument is determined in a more realistic way on the commitments made by the prospective investors to the issue.
2. It offers access to capital more quickly than the public issue.
3. As the issue is pre-sold, there would be no uncertainties relating to the fate of the issue involved
4. The Issuer company saves advertising and brokerage commissions.

16.Buy-back of shares is a process of capital restructuring ,whereby, a company re-purchases or re-acquires its own shares from its shareholders for cancellation, after fulfilling all the provisions in Companies Act,2013 and SEBI’s  Regulations thereon.
When the company buys back the equity share of the shareholders. Only 25% of the shares can be bought back.Inorder to facilitate the buyback, the company can issue preference shares, debentures. Also SPR can be used in buyback.

17. Procedure for Computation of claim for loss of profit policy
Step 1: Determine the indemnity period 
Step 2: Calculation of Gross Profit Ratio 
Basic Gross Profit Ratio = Net profit +Insured standing charges /Sales for the financial year preceding the financial year
Step 3:  Computation of Short Sales (It is the difference between standard turnover and actual turnover)
Step 4: Calculation of the amount of admissible additional expenses asfollows:
1. Actual expenses incurred
2. Gross profit on additional sales
3. Additional expenses x Gross profit on adjusted Annual Turnover / (Gross profit on adjusted Annual Turnover- Uninsured standing charges)
                                                Or 
Additional Expenses x Net profit + Insured standing charges/ (Net profit + all standing charges)
Step 5: Calculation of amount of Gross Claim:
Amount of Claim = Gross profit on short sales + Admissible additional expenses – Savings in insured standing charges
Step 6 : Apply average clause to find out the admissible claim.

18.
	Date
	Particulars
	l/f
	Dr
	Cr

	
	Bank a/c                                                        Dr
Share Application alc
	
	200000
	
200000

	
	Share Application alc                                     Dr
To Share Capital
	
	200000
	
200000

	
	Share Allot a/c                                          Dr
To Share Capital
	
	300000
	
300000

	
	Bank alc                                                   Dr
To Share Allot a/c                                     
	
	300000
	
300000

	
	Share First call a/c                                     Dr
To Share Capital
	
	200000
	
200000

	
	Bank alc                                                    Dr
To Share First call a/c                                     
	
	196000
	
196000

	
	Share Final call a/c                                      Dr
To Share Capital
	
	200000
	
200000

	
	Bank a/c                                                  Dr
To Share final Call
	
	196000
	
196000

	
	Share Capital      a/c                                   Dr
To Share forfeiture
To first call
To final Call
	
	20000
	
10000
4000
6000

	
	Bank                                                           Dr
To Share capital
	
	16000
	
16000

	
	Share forefeiture                                         Dr
To  Capital Reserve
	
	6000
	
6000




19.
	Date
	Particulars
	l/f
	Dr
	Cr

	1.
	Bank a/c                               	Dr
To Equity Share Capital 
(issue of fresh equity shares)
	
	920000
	
920000

	2.
	7% Redeemable preference share capital a/c    Dr
Premium on redemption a/c                            Dr
To 7% Redeemable preference shareholders a/c 
(Preference share due for redemption at 10% premium)
	
	1200000
120000
	

1320000

	3.
	7% Redeemable preference shareholders a/c    Dr
To Bank a/c
(For the redemption of preference shares)
	
	1320000
	
1320000

	4.
	General  Reserve A/c                                      Dr
To Premium on Redemption 
(Premium on redemption adjusted from General reserve)
	
	120000
	
120000

	5.
	General Reserve a/c                                       Dr
(320000-120000)
Surplus of statement of profit & loss                Dr
To Capital Redemption Reserve 
(CRR created out of divisible profit)
	
	200000

80000
	


280000



20. 
	Date
	Particulars
	Lf
	Dr
	Cr

	1.
	General Reserve A/c                                      Dr
To Bonus to share holders
(Bonus Declared for converting partly paid shares into fully paid up)
	
	80000
	
80000

	2.
	Equity share final call a/c                                 Dr
To Equity share capital 
(Final call due)
	
	80000
	
80000

	3.
	Bonus to shareholders a/c                              Dr
To Equity share final call
(Call money adjusted against Bonus issue)
	
	80000
	
80000

	


4.
	CRR a/c                                                        Dr
Securities premium a/c                                   Dr
General Reserve a/c                                       Dr
To Bonus to shareholders 
(Bonus declared in the ratio 1:4)
	
	


140000
40000
20000
	





200000

	5.
	Bonus to shareholders  a/c                             Dr
To Equity share capital a/c
(For the issue of bonus shares)
	
	200000
	
200000



21.	Statement showing the liability of underwriters
	Particulars
	X
	Y
	Z
	Total

	Gross liability
Less: Credit for unmarked applications in the ratio (6:3:1)
	30000

9000
	15000

4500
	5000

1500
	50000

15000

	
Less: Credit for marked forms
	21000
16000
	10500
10000
	3500
4000
	35000
30000


	                               Balance 
Surplus of Z being credited to X and Y in the ratio 6:3 (2:1)
	5000

(333)
	500

(167)
	(500)

500
	5000

-

	Net liability in respect of unsubscribed shares
Add: Firm Underwriting
	4667
5000
	333
2000
	-
1000
	5000
8000

	Net Liability
	9667
	2333
	1000
	13000



Part C
22.
Step 1: Indemnity Period= 3 months (01.04.2018 to 30.06.2018
Step 2: Gross profit Ratio = 30%
Step 3: Short Sales = 1800000-120000=Rs.1680000
Step 4: Gross Profit on short sales= Rs.504000
Step 5: Allowable additional expenses= Rs.36000
Step6: Net Claim =Rs.490000
Step 7: Average clause is applied since policy value is less than Rs.2400000
Admissible claim = 490000x2100000/2400000 = Rs.428750
23.
ABC Ltd
Balance Sheet as at 31.03.2015

	Particulars
	Note No
	Rs

	1.EQUITY AND LIABILITIES
	
	

	1) Shareholders Funds
a) Share Capital
	1
3
	500000
220000

	2)Non-Current Liabilities
a) Long term borrowings (Bank loan)
	
	
164000

	3)Current Liabilities
a)Trade Payables
b)Other current liabilities (unclaimed Dividend)
c)Short  term provisions
	
4

5
	
208000
2000
60000

	Total
	
	1154000

	II.ASSETS
1) Non-Current Assets 
a) Fixed Assets
i) Tangible Assets
	


6
	240000

	2) Current Assets
a)Inventories(stock)
b)Trade Receivables (Debtors)
c)Cash and cash Equivalents
d)Current Assets (Prepaid Expenses)	
	
	
580000
284000
22000
28000

	Total
	
	1154000



Note 2
Surplus
	Particulars
	Amount

	Opening Balance
Add: Profit for the period 
Less: Transfer to Reserves
Less: Proposed Dividend
Less: Corporate Dividend Tax @20% of 50000


                                                                                                                            Closing balance
	52000
128000
(60000)
(50000)
(10000)

	
	60000



24.                                                                 12% Debentures A/c in Asha Ltd

	Date
	Particulars
	Nominal
value
	Interest
Or Dividend
	Principal
	Date
	Particulars
	Nominal
value
	Interest
Or Dividend
	Principal

	1.4.2015

1.6.2015

30.11.2016

31.3.2016
	To Bal b/d

“ Bank

“Bank

“ P&L

	40000

20000

20000

-
	1200

1000

1000

5200
	50000

20400

19200

-
	30.6.15

1.11.15

1.11.15

31.12.15

31.12.15

31.12.15

31.3.16
	By Bank

“Bank

“P&l a/c

“Bank

“P&l

“Bank

“bal  c/d
	-

30000



30000





20000
	3600

1200



1800



1200

600
	-

28650

8850

30450

2450



19200

	
	
	80000
	8400
	89600
	
	
	80000
	8400
	89600


25. 
Conditions for redemption of preference share capital
1. The redemption of preference shares should not be regarded as a reduction of authorised capital of the company and such the reduced shares should remain as part of the authorised capital.
2. Where redemption of preference shares is made out of profits, a sum equivalent to the face value of shares to be redeemed should be transferred to an account called  Capital Redemption Reserve (CRR).
3. The shares shall be redeemed either out of profits of the company which would otherwise be available for the dividends or out of the proceeds of fresh issue of shares.
4. The shares shall be redeemed only if they are fully paid-up.
Journal Entries 
1) Redemption of preference shares from proceeds of fresh issue of shares
1. When new shares are issued at par:
i) Bank a/c   Dr
    To Share Application Account
ii) Share Application a/c Dr
       To Share Capital
2. on redemption of shares at par
    Redeemable preference share capital a/c Dr.
       To Preference shareholders
3. Payment is made to Preference shareholders
Preference shareholders a/c Dr.
To Bank a/c 
  2) Redemption at face value out of distributable profits
1. When accumulated profits are utilized for the purpose
P&l a/c / General Reserve a/c Dr
 To CRR a/c 
2. When shares are redeemed at par
Redeemable preference share capital a/c    Dr
To Preference Shareholders a/c
3. When payment is made 
Preference Shareholders a/c  Dr.
To Bank
   3) Combination of both the methods
Under this method, a fixed number of shares are issued to provide fund for redemption of preference shares and the balance is made available out of divisible profits.

