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CLASS : XII
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PART – A

Unit - 1

ACCOUNTING FOR – NOT FOR PROFIT ORGANISATIONS

1 Mark Questions
Q.1
During the year 2007 a club received Rs. 1, 00,000 as entrance fees.  According to accounting policy for the club 40% of the entrance fees is to be capitalised.  How will you deal with entrance fees received by NPO?

Q.2
hat is meant by Fund Based Accounting ?

Q.3
How would you calculate the amount of consumable materials ?

Q.4
Difference between receipt and payment account and trial balance ?

ANSWERS
Ans.1
Entrance fees Rs. 60,000 (i.e. 60% of Rs. 1,00,000) will be credited to 'Income and Expenditure Account' and Rs. 40,000 (i.e. 40% of Rs. 1,00,000) will be added to capital fund in the balance sheet.

Ans.2
In fund based accounting separate accounts are maintained for specific activities of the organisation such as sports fund, price fund etc. All items related the specific funds are recorded fund wise and consolidation of these statements or accounts are presented in the financial results.

Ans.3
Opening stock of Material + purchase during the year - closing stock of material = consumable material.

Ans.4
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Basis


 


Receipts and payment account


 


Trial balance


 


 


Preparation 


of accounts


 


It is prepared after summarizing 


cash receipts and cash payment.


 


It is prepared after 


balancing all ledger 


accounts.


 


 


Opening 


Balance


 


It starts with opening balance of 


cash and ba


nk


 


It has no opening balance


 


 




 Basis  Receipts and payment account  Trial balance    Preparation  of accounts  It is prepared after summarizing  cash receipts and cash payment.  It is prepared after  balancing all ledger  accounts.    Opening  Balance  It starts with opening balance of  cash and ba nk  It has no opening balance    


Q.5
Following are the brief particulars of cash transactions of Geeta Pustakalaya Allahabad for the year ended 31st December 2002.

	Receipts
	Rs
	Payments
	Rs.

	To balance b/f 
	1319
	By rent and rates 
	168

	To entrance fees 
	255
	By wages 
	245

	To subscriptions 
	1600
	By lighting 
	72

	To donation 
	165
	By lecturers fee 
	435

	To life membership fee 
	250
	By books 
	213

	To interest 
	14
	By office expenses 
	450

	To profit on entertainment  
	42
	By 3% fixed deposits (1.7.2002) 
	800

	
	
	By bank balance 
	242

	
	
	By cash in hand 
	1020

	
	3,645
	
	3,645


Library has books worth Rs 2,000 and furniture worth Rs 850 in the beginning of year. Outstanding subscription was Rs 35 in the beginning of year and Rs 45 at the end of year. Outstanding rent was Rs 60 in the beginning as well as at the end of year. Charge depreciation Rs 50 on Furniture and Rs 113 on Books. 

Required: from the above particulars prepare Income and Expenditure Account and Balance Sheet of Pustakalaya as on 31st December 2002. 

Solution 5

Income and expenditure account

For the year ending 31st Dec. 2002

	Particulars 
	
	Rs
	Particulars 
	Rs.

	To rent 

Add outstanding 
	168

60
	
	By subscription 

Add: outstanding 
	1600

45
	

	Less: of previous year 
	60
	168
	Less: of previous year 
	35
	1610

	To wages 
	
	245
	By interest 
	14
	

	To lighting 
	
	72
	Add: Accrued int. 
	12
	26

	To lecture fee 
	
	435
	By profit on entertainment 
	
	42

	To office expenses 
	
	450
	By entrance fees 
	
	255

	Book 
	113
	
	By donations 
	
	165

	Furniture 
	50
	163
	
	
	

	To excess of income over expenditure 
	
	565
	
	
	

	
	
	2,098
	
	
	2,098


Balance sheet as at 31st Dec. 2002

	Liabilities
	
	Rs
	Assetss
	
	Rs

	Capital Fund 
	4144
	
	Cash in hand 
	
	1020

	Add: Surplus of this year 
	565
	4709
	Cash at bank 
	
	242

	Life membership fees 
	
	250
	Fixed deposit 
	
	800

	Outstanding rent 
	
	60
	Outstanding subscriptions 
	
	45

	
	
	
	Books 
	
	2100

	
	
	
	Furniture 
	
	800

	
	
	
	Accrued interest 
	
	12

	
	
	5,019
	
	
	5,019


Working note calculation of opening capital fund  

Balance sheet as at 31st Dec. 2001

	Liabilities
	Rs
	Assetss
	Rs

	Outstanding rent 
	60
	Cash in hand 
	1319

	Capital fund (balancing figure)
	4144
	Outstanding subscription 
	35

	
	
	Book 
	2000

	
	
	Furniture 
	850

	
	4,204
	
	4,204


Q.6
Following is the receipts and payment account of recreation club for the year ended 31st march 2007. 

RECEIPTS AND PAYMENTS ACCOUNTS FOR THE YEAR ENDED 31ST MARCH 07

	Receipts
	Amount (Rs.)
	Payments
	Amount (Rs.)

	To cash in hand 
	8320
	By rent of hall 
	3640

	To subscription 
	26000
	By salaries 
	5200

	To entrance fees 
	3900
	By purchase of sports equipments
	16640

	To sale of refreshments 
	9880
	By dance expenses 
	4940

	To sale of dance tickets 
	5850
	By supply of refreshment 
	6760

	To interest on investments @ 7% 
	4550
	By honorarium 
	1040

	
	
	By sundry expenses  
	3250

	
	
	By electricity changes 
	1820

	
	
	By cash at bank 
	15210

	
	58,500
	
	58,500


Following additional information's are also provided to you : 

(i) 
Following were the assets and liabilities on 31st March, 2006 : 

Sports equipment Rs. 6,760, subscription in arrears Rs. 1,950, Furniture Rs. 12,480 Liabilities-Accrued rent Rs. 780 and subscription received in advance Rs. 520. 

(ii) 
'Following were the assets and liabilities on 31st March 2007 : 

Sports equipments Rs. 19,760, Subscription in arrear Rs. 1,690, Furniture Rs. 11,180, Liabilities-accrued rent Rs. 390, subscription received in advance Rs. 2,340. 

(iii) 
Entrance Fees is to be capitalised. 

You are required to prepare income and expenditure account for the year ended 31st March, 2007 and balance-sheet as on that date. 

Solution: 6 

INCOME AND EXPENDITURE ACCOUNT OF RECREATION CLUB FOR THE YEAR ENDED 31ST MARCH 07

	Expenditure
	
	Rs.
	Income
	
	Rs.

	To rent of hall 
	3640
	
	By subscription 
	26000
	

	Add: accrued rent (credit year) 
	390
	
	Add: subscription in advance in previous year 
	520
	26520

	Less: accrued rent (previous year) 
	780
	3250
	
	
	


	To Salaries
	5,200
	Add : Subscription in
	

	To Honorarium
	1,040
	Arrear for
	

	To Sundry Expenses
	3,250
	Current Year           1,690
	

	To Electricity Charges
	1,820
	28,210
	

	To Supply of Refreshment
	6,760
	Less : Last year's arrear - 1,950
	

	To Dance expenses
	4,940
	26,260
	

	To Depreciation                       Rs.
	
	Less: Subscriptions-received in
	

	Furniture                   1,300
	
	Advance for next
	

	Sports Equipment    3,640
	4,940
	year                       - 2,340
	23,920

	To Excess of Income
	
	By Sale of Refreshment
	9,880

	Over Expenditure (Surplus)
	
	
	

	Transferred to Capital Fund
	13,000
	By Sale of Dance Tickets
	5,850

	
	
	By Interest on Investments
	4,550

	
	44,200
	
	44,200



Dr.

BALANCE-SHEET AS AT 31ST MARCH, 2007
	Liabilities
	
	Amount
(Rs.)
	Assets
	
	Amount
(Rs.)

	Capital Fund*
as at 1 April 2006
Add: Entrance Fees
Add: Surplus
Advance Subscription
Accrued Rent
	93,210
3,900
97,110
13,000
	1,10,110
2,340
390
	Furniture
Less : Depreciation
Sports Equipment
Add: Purchases
Less: Depreciation   1
Investments
Subscription Arrear
Cash at Bank
	12,480
1,300
' 6,760
16,640
23,400
- 3,640
	11,180
19,760
65,000
1,690
15,210

	
	
	1,12,840
	
	
	1,12,840


CHAPTER - II
Accounting for partnership firms - Fundamentals\

 Q.1
What is the status of partnership from an accounting viewpoint ?

Q.2
List the items that may appear on the debit side and credit side of a partner's fluctuating capital account.

Q.3
Give two points of difference between Profit and Loss and profit and loss appropriation A/c.

ANSWERS
Ans.1
From an accounting viewpoint, partnership is a separate business entity.  From a legal viewpoints, however, a Partnership, like a sole proprietorship, is not separate from the owners.

Ans.2
On debit side :  Drawing, interest on drawing, share of loss, closing credit balance of the capital.


On credit side
:
Opening credit balance of capital, additional capital introduced, share of profit, interest on capital, salary to a Partner, commission to a Partner.

Ans.3
Distinction between Profit and loss and profit and loss appropriation account :
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Profit & Loss A/c


 


 


Profit & Loss Appropriation A/c


 


i)


 


Profit and Loss A/c is prepared to 


ascertain net profit or net loss of 


the business for an accounting 


year.


 


i)


 


In case of partnership firms, profit 


and loss appropriation A/c is 


prepared to appropr


iate / 


distribute the profit of the year 


among partners.


 


ii)


 


It is prepared by all the business 


firms.


 


ii)


 


Only partnership firms and 


companies prepare profit and loss 


appropriation A/c


 


 




 Profit & Loss A/c   Profit & Loss Appropriation A/c   i)  Profit and Loss A/c is prepared to  ascertain net profit or net loss of  the business for an accounting  year.  i)  In case of partnership firms, profit  and loss appropriation A/c is  prepared to appropr iate /  distribute the profit of the year  among partners.   ii)  It is prepared by all the business  firms.  ii)  Only partnership firms and  companies prepare profit and loss  appropriation A/c    




Q.4
P and Q are partners with capitals of Rs. 6,00,000 and Rs. 4,00,000 respectively. The profit and Loss Account of the firm showed a net Profit of Rs. 4, 26,800 for the year. Prepare Profit and Loss account after taking the following into consideration:- 


(i) 
Interest on P's Loan of Rs. 2,00,000 to the firm


(ii) 
Interest on 'capital to be allowed @ 6% p.a. 


(iii)
 Interest on Drawings @ 8% p.a. Drawings were ; P Rs 80,000 and Q Rs. 1000,000. 


(iv) 
Q is to be allowed a commission on sales @ 3%. Sales for the year was Rs. 1000000


(v) 
10% of the divisible profits is to be kept in a Reserve Account. 
Solution:4 

Profit and Loss Account for the year ended 

Particulars

Amount
Particulars

Amount


To Interest on P's Loan A/c 

12000
By profit before interest 

426800


To Profit transferred to 


P&L Appropriation A/c 

414800






426800


426800

Profit and Loss Appropriation Account for the year ended.


Particulars

Amount
Particulars

Amount


To interest on Capital 


By profit and Loss A/c (Profit) 

414800



P 
36000

By interest on drawings 





Q 
24000
60000

P 
3200



To Q's commission 

60000

Q 
2000
5200


To reserve A/c  

30000





To profit 







P's Capital 
135000






Q's capital 
135000
270000








420000



420000

Q.5
A, and C are partners with fixed capitals of Rs. 2,00,000, Rs. 1,50,000 and Rs. 1,00,000 respectively. The balance of current accounts on 1st January, 2004 were A Rs. 10,000 (Cr.); B Rs. 4,000 (Cr.) and C Rs. 3,000 (Dr.). A gave a loan to the firm of Rs. 25,000 on 1st July, 2004. The Partnership deed provided for the following:- 


(i)
Interest on Capital at 6%. 


(ii)
Interest on drawings at 9%. Each partner drew Rs. 12,000 on 1st July, 2004. 


(iii)
Rs. 25,000 is to be transferred in a Reserve Account. 


(iv)
Profit sharing ratio is 5:3: 2 upto Rs. 80,000 and above Rs. 80,000 equally. Net 
Profit of the firm before above adjustments was Rs. 1,98,360. 


From the above information prepare Profit and Loss Appropriation Account, Capital and Current Accounts of the partners. 

Solution: 5





Profit and Loss Appropriation Account 

for the year ended 31st December, 2004

Particulars

Amount
Particulars

Amount


To Interest on Capital at 6% :

By profit and Loss A/c (being profit) 

198360


A 
12000



Less: interest on A's Loan @ 6% p.a. 







on Rs 25,000 for six months 
750
197610



B 
9000

By interest on drawings @ 9% p.a. 







for 6 months on Rs 12,000 





C 
6000
27000

A 
540





To reserve A/c 

25000

B 
540



To profit 



C 
540
1620



A's current A/c 
62410







B's current A/c
46410







C's current A/c
38410
147230







199230



199230

Capital Accounts

Particulars 
A 
B 
C
Particulars 
A 
B
C 


To balance b/d 
2,00,000
1,50,000
1,00,000
By balance c/d 
2,00,000
1,50,000
1,00,000


Current accounts

Particulars
A
B
C
Particulars
A
B
C


To balance b/d 
-
-
3000
By balance b/d 
10000
4000
-


To drawings 
12000
12000
12000
By interest on capi 
1200
9000
6000


To interest on  
540
540
540
By P&L  A/c 
62410
46410
38410


drawings






To balance c/d 
71870
46870
28870





84,410
59,410
44,410

84,410
59,410
44,410
Q.6
Yogesh, Ajay and Atul are partners sharing profits in the ratio 4:3:2. Yogesh withdraws Rs.3,000 in the beginning of every month. Ajay withdraws Rs. 2,000 in the middle of every month whereas Atul withdraws Rs. 1,500 at the end of every month. Interest on capitals and drawings is to be calculated @ 12% p.a. Ajay is also to be allowed a salary of Rs. 1,000 per month. After deducting salary but before charging any type of interest, the profit for the year ending 31stpecember, 1997 was Rs.,1,14,780. Prepare Profit & Loss Appropriation Account, Partners' Capital Accounts and Current Accounts from the additional information given below: 

SOLUTION 6 


When there is no agreement between the partners, whether written or verbal, expressed or implied accounts of partners are determined by the following rules given in the Indian Partnership Act, 1932 sections 12 to 17. 


(i)  
No interest is to be given on the partners' capital. 


(ii) 
No interest is to be charged on the personal drawings of the partners. 


(iii) 
No Salary  Remuneration or Commission is to be given to any partner for his active participation. 


(iv) 
If  any partner has given loan to the firm interest at the rate of 6% p.a. can be given. 


(v) 
Profits and losses will be shared among all the partners equally irrespective of  their capitals. 

Q.7
Ram and Shyam were Partners. in a firm sharing profits in the ratio of 3 : 5. Their Fixed Capitals were ': Ram Rs. 5,00,000 and Shyam Rs. 9,00,000. After the accounts of the year had been closed, it was found that interest on capital at 10% per annum as provided in the partnership agreement has not been credited to the Capital Accounts of the partners. pass necessary entry to rectify the error. 

Solution: 









Rs.


Interest on Ram's Capital of Rs. 5,00,000 @ 10%
= 
50,000


Interest on Shyam 's Capital of Rs. 9,00,000 @ 10%
= 
90,000


Total interest to be  a1lowed 
= 
1,40,000


Profit already distributed 140000 in the ratio 3:5  ie  52500 and 87500 the difference is 2500 . The entry is 





Ram A/C    Dr    2500





   
To Shyam A/C        2500

Admission of a Partner

Q.1
Dinesh, Yasmine and Faria are partners in a firm, sharing profits and losses in 11:7:2 respectively. The Balance Sheet of the firm as on 31st Dec 2001 was as follows:
	Liabilities
	Rs.
	Assets
	Rs. 

	Sundry Creditors
	800
	Factory
	7,350

	Public Deposits
	1,190
	Plant & Machinery
	1,800

	Reserve fund
	900
	Furniture
	2,600

	Capital A/c
	
	Stock
	1,450

	Dinesh
	5,100
	Debtors               Rs. 1,500
	

	Yasmine
	3,000
	Less: bad debts  Rs.    300    provisions 
	1,200

	Faria
	5,000
	Cash in hand
	1,590

	
	15,900
	
	15,900



On the same date, Annie is admitted as a partner for on-sixth share in the profits with Capital of Rs. 4,500 and necessary amount for his share of goodwill on the following terms:-


a.
Furniture of Rs. 2,400 were to be taken over by Dinesh, Yasmine and Faria 
equally.


b.
A Liability of Rs. 1,670 be created against Bills discounted.


c.
Goodwill of the firm is to be valued at 2.5 years' purchase of average profits of 2 years. The profits are as under:



2000:- Rs. 2,000 and 2001 - Rs. 6,000.


d.
Drawings of Dinesh, Yasmine, and Faria were Rs. 2,750; Rs. 1,750; and Rs. 500 Respectively.


e.
Machinery and Public Deposits are revalued to Rs. 2,000 and Rs. 1,000 respectively.


Prepare Revaluation Account, Partners' Capital Accounts and Balance Sheet of the new firm.

Solution 1 

Books of Dinesh, Yamine, Farte and Anie

REVALUATION ACCOUNT

Particulars

Rs.
Assets


Rs.


To Bills Discounted A/c

1670
By Pyublic deposits A/c

190






By Machinery A/c


200






By Loss transferred to






  Dinesh's capital A/c

704






  Yasmine's Capital A/c

448






  Faria's Capitla A/c

128
1280





1670



1670

PARTNERS' CAPITAL ACCOUNTS

Dr.






Dr.


Particulars
Dinesh
Yasmine
Faria
Annie
Particulars
Dinesh
Yasmine
Faria
Annie



Rs.
Rs.
Rs.
Rs.

Rs.
Rs.
Rs.
Rs.


To Revaluation




By Balance b/d
5100
3000
5000
--


A/c (Loss)
704
448
128
--
By Reserve F A/c
495
315
90
--


To Furniture A/c
800
800
800
--
By Cash A/c
--
--
--
4500


To Drawings
2750
1750
500
--
By Premium A/c
917
583
167
--


A/c


To Balance c/d
2258
900
3829
4500



6512
3898
5257
4500

6512
3898
5257
4500







By Balance b/d
2258
900
3829
4500


BALANCE SHEET

as at 31.12.2001

Particulars



Rs.
Assets



Rs.

Sundry Creditors



800
Cash in Hand



2757


Public Deposits



1000
Factory Buildings



7350


Capitals : 
Dinesh

2258

Machinery



2000






Furniture



200



Yashmine

900

Stock



1450



Faria

3829

Debtors

1500



Annie

4500
11487
Less : Provission

300

1200


Bills Discounted



1670







14957




14957
Q.2
X and Y are partners as they share profits in the proportion of 3:1 their 
balance sheet as at 31.03.07 as follows.

BALANCE SHEET

	Liabilities
	Rs.
	Assets
	Rs. 

	Capital Account
	
	Land
	1,65,000

	X
	1,76,000
	Furniture
	24,500

	Y
	1,45,200
	Stock
	1,32,000

	Creditors
	91,300
	Debtors
	35,200

	
	
	Bills Receivable
	28,600

	
	
	Cash
	27,500

	
	4,12,500
	
	4,12,500


On the same date, Z is admitted into partnership for 1/5th share on the following terms

a.
Goodwill is to be valued at 3½ years purchase of average profits of last for year which were Rs. 20,000 Rs. 17,000 Rs. 9,000 (Loss) respectively.

٠
Stock is fund to be overvalue by Rs. 2,000 Furniture is reduced and Land to be appreciated by 10% each, a provision for Bad Debts @ 12% is to be created on Debtors and a Provision of Discount of Creditors @ 4% is to be created.

٠
A liability to the extent of Rs. 1,500 should be created for a claim against the firm for damages.

٠
An item of Rs. 1,000 included in Creditors is not likely to be claimed, and hence it should be written off.


Prepare Revaluation Account, Partners: Capital Accounts and Balance Sheet of the new firm if Z is to contribute proportionate capital and goodwill. The capital of partners are to be in profit sharing ratio by opening current Accounts.

Solution 2

BOOK OF X, Y AND Z

REVALUATION ACCOUNT

Dr.




Cr.


Particulars

Amount
Particulars

Amount


To Stock A/c

2000
By land A/c

16500


To furniture A/c

2420
By creditors A/c

1000


To Provision for bad debts A/c
4224
By provision of discount on 

3612


To claim against damages A/c

1500
creditors A/c


Tp {rpfot tramsferred to



X's capital A/c
8266



Y's
2742
10968





21112


21112


PARTNER'S CAPITAL ACCOUNT

Dr. 




Cr


Particulars 
X Rs. 
Y Rs. 
Z Rs. 
Particulars 
X Rs. 
Y Rs. 
Z Rs. 


Y's Current A/c 
-
64,900
-
By Balance b/d 
1,76,000
1,45,200
-


To Balance 
2,54,901
84,967
84,967
By revaluation 
8,226
2,742
-






Profit 









By premium a/c
5,775
1,925
-






By Cash a/c 
-
-
84,967






By X's current 
64,900
-
-



2,54,901
1,49,867
84,967

2,54,901
1,49,867
84,967

BALANCE SHEET AS AT 31.3.07 

Liabilities 

Rs. 
Assets 

Rs. 


Claim against damages 

1,500
Cash 

1,20,167


Creditors 
Rs. 91,300

Land 

1,81,500


Less 
Rs. 1,000

Furniture 

21,780





90,300
Stock 

1,30,000


Less Prov. 
3,612 
86,688
Debtors     
35,200  



Capital 


Less prov. 
 4,224
30,976



X 
Rs. 2,54,901

Bills receivables 

28,600



Y 
Rs. 84,967

X's current a/c 

64,900



Z 
Rs. 84,967 
4,24,835



Current A/c 

64,900









5,77,923


5,77,923


Q.3.
Rashmi and Pooja are partners in a firm. They share profits and losses in the ratio of 2:1. They admit Santosh into partnership firm on the condition that she will bring Rs. 30,000 for Goodwill and will bring such an amount that her capital will be 1/3 of the total capital of the new firm. Santosh will be given 1/3 share in future profits. At the time of admission of Santosh, the Balance Sheet of Rashmi and Pooja was as under:

	Liabilities
	Rs.
	Assets
	Rs. 

	Capital Account
	
	Cash
	90,000

	Rashmi
	1,35,000
	Machinery
	1,20,000

	Pooja
	1,25,000
	Furniture
	10,000

	Creditors
	30,000
	Stock
	50,000

	Bills Payable
	10,000
	Debtors
	30,000

	
	3,00,000
	
	3,00,000


It was decided to:

a. revalue stock at Rs. 45,000.

b. depreciated furniture by 10% and machinery by 5%.

c. made provision of Rs. 3,000 on sundry debtors for doubtful debts.

Prepare Revaluation Account, Partners: Capital Accounts and Balance Sheet of the new firm. Give full workings.

Solution : 3

REVALUATION ACCOUNTS

Dr.




Cr.




Particulars

Rs.
Particulars

Rs.


To Stock

5000
By Loss on Revolusion u/fd to :



To Furniture

1000
  Rashmi

10000


To Machinery

6000
  Pooja

5000


To Debtors

3000





15000


15000

CAPITAL ACCOUNTS OF PARTNERS


Particulars 
Rashmi
Pooja 
Santosh 
Particulars 
Rashmi 
Pooja 
Santosh



Rs. 
Rs.
Rs.

Rs.
Rs.
Rs.


To Revaluation A/c
10000
5000
--
By Balance b/d
115000
115000
--


To Ads Susp. A/c
2000
1000
--
By Cash A/c
--
--
--


To Balance C/d
145000
130000
--
By Premium a/c
20000
10000
--






By Reserve
16000
8000
--






By Work com.Res.
6000
3000
-



157000
136000
--

157000
136000
--


To Balance c/d
145000
130000
137500
To Balance c/d
145000
130000
-






By Cash A/c
--
--
137500






½ of (Rs. 145000
--
--
137500






 + Rs. 130000)



145000
130000
137500

145000
130000
137500

BALANCE SHEET OF A, B & C AS AT


Dr.




Cr.




Liabilities

Rs.
Assets

Rs.


Creditors

30000
Cash

257500


Bills Payable

10000
Machinery

114000


Rashmi's Capital

145000
Furniture

9000


Pooja's capital

130000
Stock

45000


Santosh's capital

137500
Debtors
30000






Less : Provision

3000





452500



452500

Q.4
A, B and C are equal partners in a firm, their Balance Sheet as on 31st 
March 2002 was as follows:

	Liabilities
	Rs.
	Assets
	Rs. 

	Sundry Creditors
	27,000
	Goodwill
	1,17,000

	Employees Provident Fund
	6,000
	Building
	1,25,000

	Bills Payable
	45,000
	Machinery
	72,000

	General Reserve
	18,000
	Furniture
	24,000

	Capitals:
	
	Stock
	1,14,000

	A
	2,17,000
	Bad Debts
	1,02,000

	B
	1,66,000
	Cash
	12,000

	C
	90,000
	Advertisement Suspense A/c
	3,000

	
	5,69,000
	
	5,69,000


On that date they agree to take D as equal partner on the following terms:

a.
D should bring in Rs. 1,60,000 as his capital and goodwill. His share of goodwill is valued at Rs. 60,000.

b.
Goodwill appearing in the books must be written off.

c.
Provision for loss on stock and provision for doubtful debts is to be made at 10% and 5% respectively.

d.
The value of building is to taken Rs. 2,00,000.

e.
The total capital of the new firm has been fixed has been fixed at Rs. 4,00,000 and the partners capital accounts are to be adjusted in the profit sharing ratio. Any excess is to be transferred to current account and any deficit is to be brought in cash.

Required : Prepare the Revaluation Account, Partners Capital Accounts, and the Balance Sheet of the new firm.

Solution 4
REVALUATION ACCOUNT

Dr.




Cr.




Particulars

Rs.
Particulars

Rs.


To Stock

11400
By land & building

75000


To provision for doubtful debtrs

5100



A's Capital A/c (1/3)

19500



B's Capital A/c (1/3)

19500



C's Capital A/c (1/3)

19500





75000


75000

CAPITAL ACCOUNTS OF PARTNERS


Particulars 
Rashmi
Pooja 
Santosh 
Particulars 
Rashmi 
Pooja 
Santosh



Rs. 
Rs.
Rs.

Rs.
Rs.
Rs.


To Adver. 



By Balance c/d
217000
166000
90000


Sus. A/c
1000
1000
1000
By Revaluation 
19500
19500
19500


to goodwill
39000
39000
39000
By General Res.
6000
6000
6000


To Current A/c
122500
71500
--
By Premium A/c
20000
20000
20000


To Balance c/d
100000
100000
100000
By Current A/c
--
--
4500



262500
211500
140000

262500
211500
140000

BALANCE SHEET OF M/S A, B & C as at 31st march 20x2


Dr.




Cr.




Liabilities

Rs.
Assets

Rs


Sundry credtiros

27000
Cash at bank

172000


Employees' Providend Fund

6000
Debtors
102000


Bills Payable

45000
Less : Provision
5100
96900



A's Capital

100000
Mr. X

--



B's Capital

100000
Stock

102600



C's Capital

100000
Furniture & Fixtures

24000



D's Capital

100000
Plant & Machinery

72000



A's Current A/c

122500
Land & Building

200000



B's Current A/c

71500
C's Current A/c

4500





672000


672000

Q.5
A, Band C were partners in a firm sharing profits equally:   Their Balance Sheet on.31.12.2007 stood  as: 

BALANCE SHEET  AS AT  31.12.07

Liabilities

Rs.
Assets

Rs.


A                       Rs. 30,000


Goodwill

18,000


B                       Rs. 30,000


Cash

38,000


C                       Rs. 25,000

85,000
Debtors
. 43,000



Bills payable

20,000
Less: Bad Debt provision     
3,000
40,000


Creditors

18,000
Bills Receivable

25,000


Workers Compensation Fund

8,000
Land and Building

60,000


Employees provide4nt Fund

60,000
Plant and Machinery

40,000


General Reserve

30,000







2,21,000


2,21,000


It was mutually agreed that C will retire from partnership and for this purpose following terms were 
agreed upon. 


i)
Goodwill to be valued on 3 years’ purchase of average profit of last 4 years which were 2004 : Rs.50,000 (loss); 2005 : Rs. 21,000; 2006: Rs.52,000; 2007 : Rs.22,000. 


ii)

The Provision for Doubtful Debt was raised to Rs. 4,000. 


iii)
To appreciate Land by 15%. 


iv)
To decrease Plant and Machinery by 10%. 


v)

Create provision of Rs;600 on Creditors. 


vi)
A sum of Rs.5,000 of Bills Payable was not likely to be claimed. 


vii)
The continuing partners decided to show the firm’s capital at 1,00,000 which would be in their new profit sharing ratio which is 2:3. Adjustments to be made in cash 


Make necessary accounts and prepare the Balance Sheet of the new partners. 

Ans.5





REVALUATION ACCOUNT

Particulars

Rs.
Particulars

Rs.


To Provision for Debts A/c

1,000
By Land A/c

9,000


To Plant & Machinery A/c

4,000
By Provision on Creditors A/c

600


To Profit transferred to


By Bills Payable A/c

5,000



A’s Capital A/c             Rs. 3,200






B’s Capital A/c             Rs. 3,200






C’s Capital A/c             Rs. 3,200
9,600







14,600


14,600

PARTNER’S CAPITAL ACCOUNTS
Particulars
ARs.
B Rs.
C Rs.
Particulars
A Rs.
B Rs.
C Rs.

To Goodwill A/c 
6,000
6,000
6,000
By Balance b/d 
30,000
30,000
25,000

To C’s Capital A/c 
2,250
9,000
-
By General Reserve 
10,000
10,000
10,000

To C’s Loan A/c 
-
-
46,116
By Worksmen A/c 
2,667
2,667
2,666






Compensation Fund 

To Balance c/d 
40,000
60,000
-
By Revalu A/c (profit)
3,200
3,200
3,200






By A’s Capital A/c 
-
-
2,250






By B’s Capital A/c 
-
-
9,000






By Cash A/c (Deficiency)
2,383
29,133
-



48,250
75,000
52,116

48,250
75,000
52,116






By Balance b/d 
40,000
60,000
-

BALANCE SHEET
as at 31.12.07 

Liabilities

Rs.
Assets

Rs.


Bills Payable 

15,000
Debtors                      
Rs.  43,000



Creditors 

17,400
Less: Provision          
Rs.  4,000
39,000


Employees Provident Fund 

60,000
Bills Receivables 

25,000


C’s Loan 

46,116
Land & Buildings 

69,000


A’s Capital
40000

Plant & Machinery

36,000


B’S Capital
60000
1,00,000
Cash

69,516





2,38,516


2,38,516

Q.6
Anil, Jatin and Ramesh  were sharing profit in the ratio of 2:1:1. Their Balance Sheet as at 31.12.2001  stood as follows:- 

BALANCE SHEET as at  31.12. 2001

Liabilities

Rs.
Assets

Rs.


Creditors 

24,400
Cash 

1,00,000


Bank Loan 

10,000
Debtors 
20000



Profit and Loss A/c 

18,000
Less : Provision
1600
18,400


Bills Payable 

2,000
Stock 
 
10,000


Anil’s Capital 

50,000
Land & Building 

20,000


Jatin’s Capital 

40,000
Investment

14,000


Ramesh’s Capital 

40,000
Goodwill

22,000





1,84,400


1,84,400


Ramesh died on 31st March 2002. The following adjustments were agreed upon- 


(a)
Building be appreciated by Rs. 2,000


(b)
Investments be valued at 10% less than the book value. 


(c)
All debtors (except 20% which are considered as doubtful) were good. 


(d)
Stock be increased by 10 % 


(e)
Goodwill be valued at 2 years’ purchase of the average profit of the past five years. 


(f)
Ramesh’s share of profit to the death be calculated on the basis of the profit of the preceding year. profit for the years 1997, 1998, 1999 and 2000 were Rs. 26,000, Rs. 22,000,  Rs. 20,000  and Rs. 24,000 respectively. 

Ans.6
 
Prepare revaluation account, partner’s capital Account, Ramesh ‘s Executors’ Account and Balance sheet immediately after Ramesh’s death assuming  that Rs. 18, 425 be paid immediately to
his executors and balance to b left to the Ramesh’s Executor’s Account 

REVALUATION ACCOUNT

Particulars

Rs.
Particulars

Rs.


To Investment A/c 

1,400
By Building A/c 

2,000


To Provision for doubtful debt A/c 

2,400
By Stock A/c 

1,000






By Loss transferred to 









Anil’s Capital A/c 
Rs.400








Jatin’s Capital A/c 
Rs. 200








Ramesh’s Capital A/c 
Rs. 200
800





3,800



3,800

PARTNERS’ CAPITAL ACCOUNTS
Particulars
Anil 
Jatin 
Ramesh 
Particulars
Anil 
Jatin 
Ramesh 



Rs.
Rs.
Rs.

Rs.
Rs.
Rs.


To Goodwill A/c 
11,000
5,500
5,500
By Balance b/d 
50,000
40,000
40,000

To Ramesh Capital A/c 
7,333
3,667
-
By Profit and Loss A/c 
9,000
4,500
4,500

To Revaluation A/c (Loss)
400
200
200
By Profit  &Loss Susp A/c 
-
-
1,125

To Ramesh’s  Executor’s A/c 
-
-
50,925





To Balance c/d 
40,267
35,133
-
By Anil’s Capital A/c 
-
-
7,333






By Jatin’s Capital A/c 
-
-
3,667



59,000
41,500
56,625

59,000
41,500
56,625






By Balance b/d 
40,267
35,133
-

Date
Particulars
Rs.
Date
Particulars
Rs.


2002


2002




Mar. 31
To Cash A/c
18,425
Mar. 31
By Raeesh’s Capital A/c 
50,925


Dec. 31
To Balance A/c 
32,500







50,925


50,925





2003





Jan.1
By Balance b/d 
32,500

BATANCE SHEET

Liabilities

Rs.
Assets

Rs.


Bank Loan 

10, 000
Cash 

81,575


Creditors 

20,400
Debtors           
Rs. 20,000



Bills Payable 

2,000
Less: Provision 
Rs. 4,000
16,000


Ramesh’s Executor’s Loan 

32,500
Stock 

11,000


Anil’s Capital 

40,267
Land and Building 

22,000


Jatin’s Capital 

35,133
Investments 

12,600






Profit and Loss Suspense A/c 

1,125





1,44,300



1,44,300

Accounting for Share capital & Debentures

Q.1
What do you mean by Private placement of shares?

Ans.
Private Placement of shares implies issue and allotment of shares to a selected groups of persons privately and not to public in general through public issue. In order to place the shares privately, a company must pass a special resolution to this effect.

Q.2
What is Sweat Equity?

Ans.
Sweat Equity shares means easily shares issued by the company to its employees or whole time directors at a discount or for consideration other then cash for providing know - how or making available right in the nature of intellectual properly rights or valve addition by whatever name called.

Q.3
What maximum amount of discount can be allowed on the reissue of forfeited shares?

Ans.
The maximum amount of discount on reissue of forfeited shares is that the amount of discount allowed cannot exceed the amount that had been received on forfeited shares on their original issue and that the discount allowed on re issue of forfeited shares should be debited to the share forfeited account.

Q.4
State in brief, the SEBI Guidelines regarding Debenture Redemption Reserve.

Ans.
At per SEBI Guidelines, an amount equal to 50% of the debenture issue must be transferred to DRR before the redemption begins. In other words, before redemption, at least an amount equal to 50% of the debenture issue must stand to the credit of DRR
Q.5
Name the head under which discount on issue of debentures appears in the Balance Sheet of "C" Company.

Ans.  
Discount on issue of debentures will appear under the heading Miscellaneous Expenditure.

Q.6
Can a company issue share of discount ?  What conditions must a company comply with before the issue of such shares.

Ans.
Section 79 of the companies Act, 1956 permits a company to issue shares at a discount only if the following conditions are fulfilled :


1)
The shares are of a class already issued.


2)
At least one year must have elapsed since the company become entitled to 

commence business.


3)
The issue of shares at discount is authorises by a revolution passed by the 

company in its general meeting and sanctioned by the central Government.

4) The resolution specifies the maximum rate of discount at which the shares 
are to be issued. The rate must not exceed 10% unless sanctioned by the central Government.

Q.7
New India Ltd. forfeited 100 shares of Rs. 10 each, issued at a discount of 10%.  The company had called up only Rs. 8 per share.  Final call of Rs. 2 each has not been made on these shares.  These shares were allotted to Ram, who did not pay the first call of Rs. 3.  60 shares were reissued at Rs. 7 per share, as Rs. 8 paid up.  Give Journal entries in the books of the company, showing the working clearly.

JOURNAL

Date
Particulars

L.F.
Dr. (Rs.)
Cr.(Rs) 



Share Capital A/c (100 x Rs. 8) 
...Dr.

800



  
To Forfeited Shares A/c (100 xRs. 4) 



400



  
To  Discount on Issue of Shares (1 00 x Re. 1 ) 



100



 
To  Share First Calf A/c (100 x Rs. 3)



300



(Being 100 scares forfeited for non-payment of first call ...)



Bank A/c (60 x Rs. 7) 
...Dr.

420




Discount on issue of Shares A/c (60 x Re. 1) 
...Dr.

60



Forfeited Shares A/c 
...Dr.

60




To  Share Capital A/c



540



(Being 60 shares were reissued at Rs. 7 per share, 






as Rs. 8 paid up) 



Forfeited Shares A/c
...Dr.

180




To Capital Reserve A/c



180



(Being the transfer of profit  on reissue o' shoes': 








(Working Note)

Q.8
Z Ltd. invited applications for issuing 200000 equity shares of Rs. 25 each at a premium of Rs. 10 per share.  The amount was payable as follows :


On application and allotment Rs. 10 per share Balance including premium on first and final call.


Applications per 250000 shares were received.  Application for 25000 shares were rejected and shares were allotted on pro rata basis to the remaining applicants.  All calls were made and were duly received except the first and final call on 2000 shares allotted to Vijay.  His shares were forfeited.  The forfeited shares were reissued @ Rs. 30 per share fully paid up.  Pass the necessary Journal entries in the books of the company.

Ans.
JOURNAL

Date
Particulars

L.F.
Dr. (Rs.)
Cr.(Rs) 



Bank A/c
...Dr.

25,00,000




To  Equity Share Application and Allotment A/c 



25,00,000



(Being the application money received on 2,50,000 shares)



Equity Share Application and Allotment A/c
...Dr.

25,00,000




To Equity Share Capital A/c



20,00,000




To Cash-in-Advance A/c (25,000 x Rs. 10)



2,50,000




To Bank A/c (25,000 xRs, 10) 



2,50,000



(Being the application money adjusted)



Equity Share First and Final Call A/c
...Dr.

50,00,000




To Equity Share Capital A/c (2,00,000 x Rs. 15)



30,00,000




To Securities Premium A/c (2,00,000 x Rs. 10) 



20,00,000



(Being the amount due on first and final call on 2,00,000 








shares @ Rs, 25 including Rs. 10 per share as premium)




Calls-in-Advance A/c
...Dr.

2,50,000




To Equity Share First and Final Call A/c 



2,50,000




(Being Calls-in-Advance adjusted)



Bank A/c
...Dr.

47,02,500




To Equity Share First and Final Call A/c (Note) 



47,02,500



(Being the first and final call money received except 









on 2,000 shares)



Equity Share Capital A/c (2,000 x Rs. 25)
...Dr.

50,000



Securities Premium A/c (2,000 x Rs. 10)
…Dr.

20,000




To Equity Share First and Final Call A/c (Note)



47,500




To Forfeited Shares A/c (Bal. Fig.) 



22,500



{Being 2,000 shares forfeited for non-payment of calls money)



Bank A/c (2,000 x Rs. 30)
...Dr.

60,000




To  Equity Share Capital A/c (2.000 x 25)



50,000




To Securities Premium A/c (2,000 x 5) 



10,000



(Being forfeited shares reissued at Rs. 30 fully paid)



Forfeited Shares A/c
...Dr.

22,500




To Capital Reserve A/c 



22,500



(Being profit on reissued transfer 10 capital reserve)

Q.9
Raghav Ltd. purchased a running business from Krishna Traders for a sum of Rs. 15,00,000 payable 3,00,000 by cheque and for the balance issued 9% debenture of Rs. 100 each at par.  The assets and liabilities consisted of the following :


Plant & Machinery




Rs.
4,00,000


Building





Rs.
6,00,000



Stock






Rs.
5,00,000


Sundry debtors





Rs.
3,00,000


Sundry creditors




Rs.
3,00,000

Ans.

JOURNAL


Date
Particulars

L.F.
Dr. (Rs.)
Cr.(Rs) 



Plant and Machinery A/c
...Dr. 

4,00,000



Buildings A/c
...Dr. 

6,00,000



Stock A/c                                                         
...Dr. 

5,00,000



Sundry Debtors A/c                                         ...Dr. 

3,00,000




To Sundry Creditors A/c 



2,00,000




To Krishna Limited 



15,00,000




To Capital Reserve A/c (Balancing Figure) 



1,00,000



(Being the purchase of assets liabilities)



Krishna Limited                                               ...Dr. 

3,00,000




TO Bank A/c 



3,00,000



(Being Rs. 3,00,000 paid by cheque)



Krishna Limited                                               ...Dr. 

12,00,000




To 9% Debentures A/c 



12,00,000



(Being the balance of Re. 12,00,000 discharged by 





issue of 9% Debentures at par)

Q.10
Dhyey Ltd. redeemed Rs. 30,00,000, 8% debentures issued at a premium of 5% as follows :


Rs. 12,00,000, 8% debentures were converted into equity shares of Rs. 100 each issued at a premium of Rs. 25 per share and the balance by converting them into 8% preference shares of Rs. 100 each issued at a discount of Rs. 10 per shares.


Pass the Journal entries.


Ans.


                                           JOURNAL

Date
Particulars

L.F.
Dr. (Rs.)
Cr.(Rs)   



8% Debentures A/c
..Dr.

30,00,000





To Debentureholders1 A/c 



30,00,000



(Being the amount due to the debenture holders)



Debenture holders A/c
..Dr.

12,00,000




To Equity Share Capital A/c (9,600 x Rs. 100) 


9,60,000




To Securities Premium A/c (9,600 x Rs. 25)


2,40,000



(Being debentures converted  into equity shares at a 





premiurn)



[Rs. 12.0n,QOO + 125 =- 9,600 shares]


 

Debentureholders A/c (20,000 x Rs. 90)
..Dr.

18,00,000



Discount on Issue Of Debentures A/c 
..Dr.

2,00,000




(20,000 x Rs. 10)




To Preference Share Capital A/c



20,00,000



(Being debentures converted into preference shares 

Q.11
ABC Ltd. redeemed 2000, 8% debentures of Rs. 100 each which were issued at a discount of 5% by converting them into equity shares Rs. 10 each issued at a premium of 25% Journalise.  

JOURNAL


Date
Particulars

L.F.
Dr. (Rs.)
Cr.(Rs)    



8% Debentures A/c
...Dr.

2,00,000




To Discount on Issue of Debentures A/c (Note 2)

10,000




To Debenture holders A/c



1,90,000



(Being the amount due to debenture holders)



Debenture holders A/c
...Dr.

1,90,000




To Equity Share Capital A/c (15,200xRs. 10) 


1,52,000


       

To Securities Premium A/c (15,200 x Rs. 2.50)  

38,000



(Being the issue of 15,200 Equity Shares of Re. 10 each 






at Rs. 12.50)


Notes :
 1.
Number of equity shares issued = Rs. 1,90,000/Rs. 12.50 = 15,200,



2.
It has been assumed that  no part of Discount on Issue of Debentures' has been written off.
Q.12
Journalise the following transactions in the books of sum ltd.

i) 100, 12% debentures of Rs. 100 each issued at a discount of 10% were converted into 10% preference shares of Rs. 100 each issued at a premium of 25%.  The debentures were converted at the option of the debenture holders before the date of redemption.

ii) 100, 10% debentures of Rs. 500 each were converted into debentures of Rs. 100 each.  The new debentures were issued at a discount of 20%.

Ans.


                                         JOURNAL


Date
Particulars

L.F.
Dr. (Rs.)
Cr.(Rs)    


i) 
12% Debentures A/c 
..Dr.

10,000




To Discount on Issue of Debentures A/c 


1,000




To Debonture holders' A/c 



9,000



(Being the amount due on redemption of !00 debentures)





Debenture holders' A/c 
...Dr.

9,000




To 10% Preference Share Capital A/c (Note 1) 

7,200




To Securities Premium A/c 



1,800



(Being the issue of 72 Preference Shares of Rs. 100 





each at 25% premium)


ii)  
10% Debentures A/c 
...Dr.

50,000




To Debentureholders1 A/c 



50,000



(Being the amount due on redemption of 500, 









10% debentures)



Debenture holders' A/c 
...Dr.

50,000



Discount on Issue of Debentures A/c 
...Dr.

12,500




To 12% Debentures A/c 



62,500



(Being Issue of 625, 12%, Debentures at discount of 20%)


Notes :  1.  =  = 72 Preference Shares;    2.   = 625, 12% Debentures

Q.13
On 1 Jan. 2001, a company issued 1000, 12% debentures of Rs. 500 each at Rs. 450 each.  Debenture holders were given an option to get their debentures converted into equity shares of Rs. 10 each at a premium of Rs. 50 per shares on 31sdt Dec, 2002, One year's interest had accrued on these debentures which was not paid.  A holder of 100 debentures informed that he wanted to exercise the option per conversion of debentures into equity shares.  The company, therefore accepted his request and redeemed these 100 debentures by issuing him equity shares.  The interest, however, on these 100 debentures was paid to the debenture holders.  Pass necessary journal entries.


Ans.


                                      Journal


Date
Particulars

L.F.
Dr. (Rs.)
Cr.(Rs)    


01.01x1
Bank A/c  
...Dr. 

4,50,000




To Debentures Application A/c 


 
4,50,000



(Being the receipt of application money)



Debenture Application A/c                           
...Dr. 

4,50,000



Discount on Issue of Debentures A/c          ...Dr. 

50,000




To 12% Debentures A/c 



5,00,000



(Being the Debentures issued at 10% discount)


31.12x2
Interest on Debentures A/c                           ...Dr. 

60,000




To Interest on debentures accrued & due A/c 



60,000



(Being the Interest due on debentures)


3.12x2
1 2% Debentures A/c                                       ...Dr. 

50,000




To 'Discount ci issue of Debentures A/c 



5,000




To Debenture-holders' A/c 



45,000



(Being the amount due to debenture-holders)



Debenture-holders' A/c                                   
 ...Dr. 

45,000




To Equity Share Capital A/c 



30,000




To Securities Premium A/c 



15,000



(Being the issue of 300 Equity Shares of Rs 100 each 





at a premium of 50%)


31.12x2
Interest on Debentures accrued & due A/c
 ...Dr. 
6,000




To Bank A/c 



6,000



(Being the Interest paid to a holder of 100 Debentures)


*Note: 
It is assumed that no portion of the 'Discount on issue of debentures' has been written off in the absence of any information regarding the original period of redemption.

Analysis of Financial Statement 

& 

Cash Flow Statements
Q.1
ow are the various activities classified according to AS-3 (Revised) while preparing the Cash Flow Statement?

Ans.
While preparing the cash flow statement according to AS-3 (Revised) the activities are classified into three groups :

i)
Operating activities ii)  Investing activities and (iii)  Financing activities.

Q.2
 Mutual Fund Company receives a dividend of Rs.25 lakhs on a  investments in another company's shares.  Why is its cash in flow from operating activities for this company?

Ans.
A mutual fund company is a financial enterprises and so a dividend of Rs. 25 lacs received by this company from its investment in units will be cash in flow from operating activities.
Q.3
Dividend bu a manufacturing company is classified under which kind of activity while preparing the Cash Flow Statement.

Ans.
Dividend paid by a manufacturing company is classified under Financing activities.
Q.4
What are contingent liabilities?  Mention any two examples.

Ans.
The liabilities existences of which depends on a happening in future is known as contingent liabilities.  Such liabilities are disclosed by way of a note.



Examples of contingent liabilities are :


i)
Claim against the company not acknowledge as debt.


ii)
Uncalled liability on shares partly paid

Q.5
Prepare the Balance Sheet of Pyramid Ltd. as on March 31, 2008 from the following details:

Share Capital



Rs.12, 00,000/-


General Reserve


Rs.  3, 00,000/-


10% Debentures


Rs.  4, 00,000/-


Fixed Assets



Rs.  17, 00,000/-


Depreciation



Rs.  2, 40,000/-


Current Liability


Rs.  5, 60,000/-


Current Assets



Rs.11, 40,000/-


Discount on issue of Debentures
Rs.      40,000/-


Profit and Loss A/c (Credit Balance)
Rs.  1, 80,000/-

Ans.
Solution : Horizontal Form

Pyramid Ltd.
BALANCE SHEET as on 31st March, 2008

Liabilities

Rs.
Assets

Rs.


Share Capital


Fixed Assets


Authorised Capital


At Gross Value

17,00,000


....Equity shares of Rs. ....each
....
Less : Depreciation

2,40,000  
14,60,000


Issued, Subscribed and Paid-up



....Equity shares of Rs. ...each


Investments

....


Fully paid-up in Cash

12,00,000
Current Assets, Loans and


Reserves and Surplus


Advances


General Reserve

3,00,000
Current Assets

11,40,000


Profit and Loss A/c

1,80,000
Miscellaneous Expenditure


Secured Loans

....
Discount on issue of Debentures

40,000


10% Debentures

4,00,000


Unsecured Loans



Current Liabilities Provisions


Current Liabilities

5,60,000




----------
-----------

------------





26,40,000

26,40,000





=======

=======

Q.6
The current ratio of a company is 2:1.  State giving reasons which of the following would improve, reduce or not change the ratio :

(1)
Repayment of a Current Liability.


(2)
Purchased goods on cash.


(3)
Sale of office equipment for Rs.4000/- (Book Value Rs.5000/-).


(4)
Sale of goods Rs.11000/- (Cost Rs.10000/-).

(5) Payment of dividend.

Ans.
Solution:


Since current ratio is 2 : 1, let us assume the CA = Rs. 20,000 and CL = Rs. 10,000.        


i) 
Repayment of current liability will improve Current Ratio because fall in current asset will be less than twice the fall in current liability.




(Suppose Rs. 5,000 are repaid out of current liability, balance would be CA  = Rs. 15,000 and CL = Rs. 5,000. .-. Ratio will improve to 3 : 1)


ii) 
Purchase of goods on cash will not change the ratio, neither the total current  assets nor the total current liabilities are affected since there is only a conversion of one current asset into another current asset.


iii) 
Sale of office equipment will improve the ratio because current asset (cash) will increase without any change in current liability.


iv) 
Sale of goods for Rs 11,000; cost being Rs 10,000 will improve the current ratio because current asset will increase by Rs. 1,000.


v) Payment of dividend will reduce the total of current assets and total of current liabilities by the same amount. Therefore, the current ratio will improve.

Q.7
Net credit sales for 2007-08 are Rs.3, 50000/- and Debtor turnover ratio is 8 times calculate debtor at the end if debtors in the beginning are Rs.14,000/- less than those at the end.

Ans. 
Solution :



Debtors Turnover Ration =  
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Closing Debtors
=
Rs. 50,750



Opening Debtors

=
50,750 - 14,000 = 36,750

Q.8
A Company had Current Assets of Rs.3, 00,000/- and Current Liabilities of Rs.1, 40,000/-.  Afterwards it purchases goods for Rs.20, 000/- on credit.  Calculate Current Ratio after the purchase.

Ans. 
Solution



Current Ratio  =
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Q.9
Current Ratio is 2.5, working capital is Rs.60, 000/-.  Calculate the amount of Current Assets and Current Liabilities.

Ans. 
Solution :


Calculation of Current Assets and Current Liabilities :


Current Assets - Current Liabilities = Working Capital


Current Assets - Current Liabilities = Rs. 60,000


Current Assets / Current Liabilities = 2.5


or, Current Assets - 2.5 Current Liabilities = 0


Subtracting Eqn. 2 from Eqn. 1,



1.5 Current Liabilities
=
Rs. 60,000




Current Liabilities
=
s. 60,000/1.5 = Rs. 40,000




Current Assets
=
Rs. 40,000 x 2.5 = Rs. 1,00,000
Q.10
From the following statement, calculate the cash generated from operating activities:
Statement of Profit
For the year ended 31st March, 2005

Particulars

Rs.
Particulars

Rs.


To Salaries

10,000
By Gross Profit

85,000


To Rent

5,000
By Profit on sale of Machinery

5,000


To Depreciation

20,000
By Dividend received

3,000


To Loss on sale of Building

5,000
By Commission Accrued

4,000


To Goodwill written off

8,000




To Proposed Dividend

10,000




To Provision for TAX

15,000




To Net Profit

24,000







97,000


97,000

Ans. 
Solution :


Statement Showing Cash Flow from Operating Activities


Particulars







Rs.


Net Profit before Tax and Extraordinary Items

49,000


Adjustment for :


Add : 
Goodwill Amortized



8,000




Loss on Sale of Building


5,000




Depreciation




20,000
33,000










82,000


Less :
Profit on Sale of Machinery

5,000




Dividend Received



3,000
8,000


Operating Profit before Working Capital Changes

74,000


Less : 
Increase in Current Assets & Decrease in 




Current Liabilities : 




Commission Accrued



4,000


Cash Generated from Operations



70,000


Less : Tax Paid






15,000


Cash Flow from Operating Activities


55,000


Note :


Net Profit before Tax and Extraordinary items is calculated by adding Provision for Tax and Proposed Dividend to the amount of Net Profit, i.e,, Rs. 24,000 + Rs. 15,000 + Rs. 10,000.

Q.11
X Ltd. made a profit of Rs.1, 00,000/- after charging depreciation of Rs.20,000/- on assets and a transfer to General Reserve of Rs.30,000/-.  The Goodwill written off was Rs.7, 000/- and the gain on sale of machinery was Rs.3, 000/-.  The other information available to you (changes in the value of current assets and current liabilities) is as follows:

At the end of the year Debtors showed an increase of Rs.6, 000/-, creditors an increase of Rs.10, 000/-, prepaid expenses an increase of Rs.200/-, Bills Receivable a decrease of Rs.3, 000/-, Bills Payable a decrease of Rs.4, 000/- and outstanding expenses a decrease of        Rs.2, 000/-.  Ascertain the cash flow from the operating activities.

Ans. 
Solution : 



CASH FLOW FROM OPERATING ACTIVITIES

Particulars

Rs.


Net Profit 

1,00,000


Add : Transfer to General Reserve

30,000



Net Profit before Tax

1,30,000


Adjustment for non-cash and non-operation expenses :


Add : 
Depreciation
20,000



Goodwill Written Off
7,000




27,000


Less : 
Gain on Sale of Machinery
3,000
24,000


Operating Profit before working capital changes

1,54,000


Add : 
Decrease in Current Assets and Increase in 





Current Liabilities





Increase in Creditors
10,000



Decrease in Bills Receivable
3,000
13,000





1,67,000


Less :
Increase in Current Assets and Decrease in



Current Liabilities :



Increase in Debtors
6,000



Increase in Prepared Expenses
200



Decrease in Bill s Payable
4,000



Decrease in Outstanding Expenses
2,000
12,200



Cash Flow from Operating Activities

1,54,800

Q.12
From the following Balance Sheets of Ranjan Ltd. prepare Cash Flow Statement:


Liabilities
2001
2002
Assets
2001
2002


Equity Share Capital
1,50,000
2,00,000
Goodwill
36,000
20,000


12% Pre. Share Capital
75,000
50,000
Building
80,000
60,000


General Reserve
20,000
35,000
Plant
40,000
1,00,000


Profit and Loss A/c
15,000
24,000
Debtors
1,19,000
1,54,500


Creditors
37,500
49,500
Stock
10,000
15,000




Cash
12,500
9,000



2,97,500
2,58,500

2,97,500
3,58,500


Depreciation charged on plant was Rs. 10000 and building Rs. 60000.

Ans. 
Solution :

 Rajan Ltd.

CASH FLOW STATEMENT for the year ended 31st December, 2002

Particualrs
Rs.
Rs.

A. Cash Flow from Operating Activities





B. Net Profit before tax :



Closing Balanced of Profit and Loss A/c



Closing Balance of Profit and Loss A/c
24,000



Add : Transfer to General Reserve
15,000




39,000



Less : Opening Balance of Profit and Loss A/c
15,000



Net Profit before tax and extraordinary items

24,000



Adjustments for :



Add : Depreciation on Plant
10,000



Depreciation on Building
60,000



Goodwill written off
16,000
86,000



Operating profit before working capital changes

1,10,000



Adjustments for :




Increase in Creditors
12,000



Increase in Debtors
(35,500)



Increase in Stock
(5,000)
(28,500)



Net Cash from operating activities                (A)

81,500


B.
Cash Flow from Investing Activities



Purchase of Plant (Note 2)
(70,000)




Purchase of Building (Note 1)
(40,000)




Net cash used in investing activities             (B)

(1,10,000)


C.
Cash Flow from financing Activities



Issue of Equity Shares
50,000



Redemption of 12% Preference Shares
(25,000)



Net Cash from financing activities                (C)

25,000



Net decrease in cash and cash 





equivalents                                           (A+B+C)

(3,500)



Cash and cash equivalents at the beginning of the year

12,500



Cash and cash equivalents at the close of the year

9,000


Working Notes :


1. Dr.                                   BUILDING ACCOUNT

Cr.


Date
Particulars
Rs.
Date
Particulars
Rs.



To Balance b/d
80,000

By Depreciation A/c
60,000



To Bank A/c
70,000

By Balance c/d
60,000




1,20,000


1,20,000


2. Dr.                                   PLANT ACCOUNT

Cr.


Date
Particulars
Rs.
Date
Particulars
Rs.



To Balance b/d
40,000

By Depreciation A/c
10,000



To Bank A/c
70,000

By Balance c/d
1,00,000




1,10,000


1,10,000


Q.13
From the following Balance Sheet of India Ltd. and the additional information given made out the Cash Flow Statement:

Liabilities
2007
2008
Assets
2007
2008


Share Capital
3,00,000
4,00,000
Goodwill
1,15,000
90,000


Mortgage Loan
1,50,000
1,00,000
Land & Building
2,00,000
1,70,000


General Reserve
40,000
70,000
Plant
80,000
2,00,000


P & L A/c
30,000
48,000
Debtors
1,60,000
2,00,000


Proposed Div.
42,000
50,000
Stock
77,000
1,09,000


Creditors
55,000
83,000
Bills Receivable
20,000
30,000


Bills Payable
20,000
16,000
Cash in hand
15,000
10,000


Provisions for Taxation
40,000
50,000
Cash at Bank
10,000
8,000



6,77,000
8,17,000

6,77,000
8,17,000


Additional information:


(1)Depreciation of Rs.1,000/- and Rs.20,000/- has been charged on Plant and Land & Building respectively in 2006-07.


(2)The interim dividend of Rs.20, 000/- has been paid in 2007-08.


(3)Income Tax of Rs.35, 000/- was paid during the year 2007-08.

Ans.
Cash Flow from operating activities Rs. 1,25,000, cash used in investing activities Rs. 120000 cash used in Financing Activities Rs. 12000, Net decrease in cash and Bank Balance Rs. 7000.

