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Preface

It gives me immense pleasure to bring forward this Self-Instructional Material (SIM)
for Accountancy Major Pap&fil (CorporateAccounting Part 111) for the students of B.
Com. lll (SemYV). As per the order and guidelines of the Government of Maharashtra,
National Education Policy 2020 is implemented for all the under graduate programmes of
Shivaji University from thécademicYear 2024-25The syllabuses of various papers under
various courses for B. Com. Ill are set considering the guidelines given in the NEP Document
and Government Resolutions in this regard and introduced from June 2026.

The subjecfccountancyespecially Corpora#&ccounting, occupies an important
place in the content of Commerce and Management Education. Its importance has been
arduously recognised by all types of business organisations in private and public limited
companies. Considering the need of the itberBoard of idies inAccountancy drafted
the syllabus of the subject incorporating Redemption of Debentures — When Sinking Fund
is not created, Company Fisdcount as Per Schedule-lll of the Compawiets 2013,
Voluntary and Compulsory Liquidation of Companies.

The main feature of this book is that the theory and illustrations of each topic are
presented in such a way that students can understandalgms of revised nature are
illustrated in a sufficient number in each unit with necessary working notes.

| am thankful to all the authors who have contributed to this SIM. | strongly appreciate
the sincere efforts taken by the authors to enrich the quality of the concerned units. Because,
this course is firstly introduced in the syllabus of the B. Com. Programme. | express my deep
sense of gratitude to Hovlice Chancellor Prof. (DrRajneesh Kamat, Hon. Praeé
Chancellor Prof. (Dy Jyoti JadhawHon. In-chage Dean of the Faculty of Commerce and
Management Prof. (DN/arsha Mainda@ji and Registrar DVilas Shinde for their supreme
support, guidance and encouragement. | especially thanks to the DiDéstance and
Online Education Centre for his keen interest in developing quality study material, cooperation
and assistance to produce the learning material. | am also thankfubtesBent Mane, Dr
Sachin Dethe, Mrsv. G Kapade and other concerned st#f CDOE who worked
continuously for preparation and publication of this learning material.

All your suggestions will be welcomed for the further improvement of the book.
Thank you all.
m Editor m

Prin. (Dr.) N. L. Kadam

Chairman, Board oft8dies inPAccountancy
Principal D. R. Mane Mahavidyalaya, Kadid). Kagal, Dist. Kolhapur
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Each Unit begins with the section 'Objectives’ -
Objectives are directive and indicative of :
1. What has been presented in the Unit and
2. What is expected from you

3. What you are expected to know pertaining to the specific
Unit once you have completed working on the Unit.

The self check exercises with possible answers will help you to
understand the Unit in the right perspective. Go through the possible
answer only after you write your answers. These exercises are not
to be submitted to us for evaluation. These are provided to you as
Study Tools to help keep you in the right track as you study the
Unit.
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Unit 1

Redemption of Debentures —
When Sinking Fund is not created

Redemption of Debentures - when sinking fund is not created,
Methods of Redemption of DebentuesA) Lumpsum Payment Method
B) Instalment Method C) Insurance Policy Method

D) Conversion into Equity Shares

Index -

1.0 Objectives

1.1  Introduction

1.2  Presentation of Subject Matter
1.2.1 Methods of Redemption of Debentures
1.2.2 Accounting Entries
Check your progress
1.2.3 lllustrations

1.3  Summary

1.4  Terms to remember

1.5 Answers to check your progress

1.6  Exercise

1.7 References

1.0 Objectives :

After studying this unit you will be able-to

1. Understand meaning and process of redemption of debentures when sinking fund
IS not created.

2. Explain the methods of such redemption of debentures.

3. Carry accounting treatment of redemption of debentures

1




4. Find relationship between different methods of redemption of debentures.
1.1 Introduction :

In the last year iAccountancy Paper N1, you learnt how to redeem debentures
when sinking fund is createtbu studied the meaning and nature of redemption of debentures
and accounting treatment under sinking fund method lortlyis unit you will study how to
carry on redemption of debentures when sinking fund is not cr¥atedill study various
methods of redemption and the accounting treatment under each method.

1.2 Presentation of subject matter :

Redemption of Debentures refers to repayment of liability on account of debentures. In
respect of redemption of debentures, the following points need to be considered.

1.Time of Redemption — Every time debentures are not redeemed at the expiry of the
given period but, they may be redeemed before the expiry of the given period.

2. Mode of Redemption — Every time debentures are not redeemed by making payment
through bank to debenture holders. But the company may purchase its own debentures in the
open market or they may be converted into other debentures or shares.

3.Amount to be paid on Redemptioitke debentures may be redeemed at par or at
premium or in exceptional case may be at discount. When the debentures are purchased in
the open market, the price to be paid depends on the market conditions. In the case of
conversion of debentures either in other debentures or shares, the price is determined as per
the conditions of conversion. It means the amount of to be paid on redemption changes
according to method of redemption.

4. Sources of Finance for Redemption — The debentures may be redeemed out of
profits or out of capital or out of provisions or they may be converted into shares or new
debentures or may be combination of these.

1.2.1 Methods of Redemption of Debentures :
The methods of redemption of debentures can broadly be divided under two headings—

A) When Sinking Fund or Debenture Redemption Fund is created




B) When Sinking Fund or Debenture Redemption Fund is not created

Redemption by Conversion
Insurance Policy Method

o M w0 Ddh R

is not discussed hereunder

1.2.2 Accounting Entries :

Redemption by payment in lump sum
Redemption by payment in instalments

Purchase of own Debentures — This method is not included in syllabus. So, it

A) When Sinking Fund or Debenture Redemption Fund is created
This method is studied in the B. Com. Il Semester IV

B) When Sinking Fund or Debenture Redemption Fund is not created

1. Redemption by payment in lump sum at the end of specified period i.e. at maturity—

Under this method, total amount of debentures is repaid in single payment at the expiry

of the given period.

1.To transfer balance of debentures account to debenture halsht

Journal Entry

Amount

Debentures/c Dr
Premium on Redemption of Debent.A/q
Dr

To Debenture holderé/c
(Being balance of debentures account
transferred to debenture holders accol

Total balance of debentures account
Premiumijf any, on redemption

Total of the above two

nt)

2. For payment to debenture holders

Journal Entry

Amount

Debenture holderé/c Dr
To BankA/c

(Being payment made to debenture hold

Amount credited in the above entry

2rS)




2. Redemption by payment in instalments

In this case, every year proportionate amount of debentures, generally drawn by lottery
method, is redeemed.

1.To transfer balance of debentures account to debenture haloksht

Journal Entry Amount
Debentured/c Dr Proportionate amount of debentures
Premium on Redemption of Debentures Premiumif any, on redemption
Alc Dr Total of the above two

To Debenture holdeis/c
(Being balance of debentures account
transferred to debenture holders accoynt)

2. For payment to debenture holders

Journal Entry Amount

Debenture holders/c Dr Amount credited in the above entry
To BankA/c
(Being payment made to debenture holdlers)

Note — These two entries are repeated at the end of every year of repayment
3. Redemption by Conversion -

In this case, the existing debentures are converted either in new debentures or in shares
a) If converted into new debentures

i. If new debentures are issued at par

Journal Entry Amount

(Old) Debenturea/c Dr | Amount of debentures to be converted
To (New) Debenturé/c

(Being debentures converted into new

debentures)




ii. If new debentures are issued at discount

Journal Entry

Amount

(Old) Debenturea/c Dr

Discount on Issue of (New) Debenture

Alc Dr
To (New) Debenturé/c

(Being debentures converted into new

debentures and discount on issue of

debentures accounted)

Amount of debentures to be converted
5 No. of new deben. x amt of discount

No. of new debentures x face value

iii. If new debentures are issued at premium

Journal Entry

Amount

(Old) Debenturea/c
To (New) Debenturé/c
To Premium on Issue of (New)
Debentures/c
(Being debentures converted into new
debentures and premium on issue of
debentures accounted)

Dr

Amount of debentures to be converted
No. of new debentures x face value
No. of new debentures x amt of premiu

m

b) If converted into shares

I. If shares are issued at par

Journal Entry

Amount

Debentures/c Dr
To Share Capital/c

(Being debentures converted into sharg

Amount of debentures to be converted

2S)




ii. If shares are issued at premium

Journal Entry Amount
Debentures/c Dr | Amount of debentures to be converted
To Share Capitd/c No. of shares x face value
To Premium on Issue of Shafds No. of shares x amount of premium
(Being debentures converted into shargs

and premium on issue of shares accouPted)

4. Insurance Policy Method-

Under this method an insurance policy is taken for the amount of debentures issued
for the period for which the debentures are issued. Generally premium of the policy is
paid annuallyAt the end of the specific period the insurance policy matures and the
amount received on the policy is utilised for redemption of debentures.

a) For all the years

i. For payment of insurance premium

Journal Entry Amount

Debenture Redemption Fund Poldg Dr| Amount of premium
To BankA/c
(Being insurance premium paid)

ii. For making provision for debenture redemption fund

Journal Entry Amount

Profit & LossAppropriationA/c Dr Amount of premium

To Debenture Redemption FuAdt
(Being provision made for debenture
redemption)

Note — These two entries are repeated for all the years including last year




b) At the end of specific period i.e. when debentures fall due for redemption

i. For receipt of money on insurance policy

Journal Entry

Amount

BankA/c Dr

To Debenture Redemption Fund Polidyg
(Being debenture redemption fund policy
matured)

/

Amount of policty Amount received
from Insurance Co.

Journal Entry

Amount

Debenture Redemption Fund Poldyg Dr
To Debenture Redemption Fuitt

(Being debenture redemption fund policy

matured)

/

Amount of policy — total premium paid C
Balance of Debenture Redemption Fur
PolicyAlc

iii. For transfer the balance of debentures account to debenture holders’ account

Journal Entry

Amount

Debentures\/c Dr

Premium on Redemption of Debentureg

Alc Dr
To Debenture holdei&/c

(Being balance of debentures account

transferred to debenture holders accou

nt)

Amount of debentures
Premiumif any, on redemption

Total of the above two

iv. For making payment to debenture holders

Journal Entry

Amount

Debentures holderalc Dr
To BankA/c

(Being payment made to debenture hol

ers)

Amount credited in above entry

ii. To transfer excess amount received on policy to debenture redemption fund account

d



v. To transfer balance of Debenture Redemption Fund account to general reserve account

Journal Entry Amount

Debenture Redemption FuAéc  Dr Balance of Debenture Redemption fun
To General Reserv/c
(Being balance of Debenture Redemption
fund account transferred to general regerve
account)

[®X

Check your progress :

State whetherthe following statements ae true or fals.

1.
2.

Redemption of Debentures refers to repayment of liability on account of debentures.

Every time debentures are not redeemed at the expiry of the given period but, they
may be redeemed before the expiry of the given period.

Every time debentures are not redeemed by making payment through bank to
debenture holders. But the company may purchase its own debentures in the open
market or they may be converted into other debentures or shares.

The debentures may be redeemed at par or at premium or in exceptional case may
be at discount.

When the debentures are purchased in the open market, the price to be paid
depends on the market conditions.

In the case of conversion of debentures either in other debentures or shares, the
price is determined as per the conditions of conversion. It means the amounts of
debentures to be paid on redemption changes according to method of redemption.

The debentures may be redeemed out of profits or out of capital or out of
provisions or they may be converted into shares or new debentures or may be
combination of these.

When the debentures are redeemed in instalments, every year proportionate
amounts of debentures, generally drawn by lottery method, is redeemed.
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9. Inthe case of Redemption by Conversion, the existing debentures are converted
either in new debentures or in shares

10.In the Insurance Policy Method excess amount received on policy is transferred
to debenture redemption fund account

1.2.3 lllustrations :
1. Redemption by payment in lump sum

lllustration 1. Mango Co. issued 500 12% Debenture$ ©000 each at par on 1st
April 2020, repayable at par at the end of 6th year and 1000 10% Debenfub&0afach
at par on 1sApril 2021, repayable at 2% premium at the end of 5th year

On 31st March 2026 the company was having sufficient bank balance to repay the
debentures and accordingly the debentures were redeemed.

It is kind request of the company to pass journal entries for the redemption of
debentures.

Solution— In the books of Mango Co.

Calculation of premium on redemption of debentures 2% on (1000 x 500) = 10,000

Journal
Date Particulars LF Dr* Cr?
31/3/2026| 12% Debenturea/c Dr 5,00,000
To 12% Debenture holdes/c 5,00,000

(Being balance of 12% Debentures
transferred to debenture holders accont)

31/3/2026 | 10% Debenturea/c Dr 5,00,000
Premium on Redemption of 10%
DebenturesJ/c Dr 10,000
To 10% Debenture holdeis/c 5,10,000

(Being balance of 10% Debentures and
premium transferred to debenture holgers

account)




31/3/2026| 12% Debenture holde’s/c Dr 5,00,000

10% Debenture holder/c Dr 5,10,000

To BankA/c 10,10,000
(Being payment made to 10% debentuire
holders)

lllustration 2 . Apple Co. issued —

e 1000 10% Debentures &f500 each at par on ¥gpril 2016 repayable at par
at the end of 10th year

e 1500 9% Debentures & 500 each at par on ¥gpril 2017, repayable at 5%
premium at the end of 9th year

e 2000 8% Debentures &f500 each at 10% discount onAptil 2018 repayable
at par at the end of 8th year

e 2500 7% Debentures &f500 each at 7% discount on Agtil 2019 repayable
at 6% premium at the end of 7th year

e 3000 6% Debentures &f500 each at 5% premium on Astril 2020 repayable
at 7% premium at the end of 6th year

On 31st March 2026 the company was having sufficient bank balance to repay the
debentures and accordingly the debentures were redeemed.

Please, pass journal entries for the redemption of debentures.
Solution — In the books oApple Co.

Calculation of premium on redemption of debentures -

9% Debentures — 1500 x 500 x 5% = 37500

7% Debentures - 2500 x 500 x 6% = 75000

6% Debentures — 3000 x 500 x 7% = 105000

10




Journal

Date

Particulars

Dr %

Cr?

31/3/2026

31/3/2026

31/3/2026

31/3/2026

31/3/2026

10% Debenturea/c Dr
To 10% Debenture holdeis/c
(Being balance of 10% Debentures
transferred to debenture holders’ acco
9% Debentures/c Dr
Premium on Redem. of 9 % Debentur|
Alc Dr
To 9 % Debenture holdeic
(Being balance of 9% Debentures and
premium transferred to debenture hold
account)
8% Debentures/c Dr
To 8% Debenture holdeis/c
(Being balance of 8% Debentures
transferred to debenture holders’ acco
7% Debentures/c Dr
Premium on Redem. of 7 % Debentur|
Alc Dr
To 7 % Debenture holderalc
(Being balance of 7% Debentures and
premium transferred to debenture hold
account)
6% Debentures/c Dr
Premium on Redem. of 6 % Debentur|

unt)

ers’

unt)

ers’

5,00,000

7,50,00

37,500

10,00,000

12,50,000

75,000

15,00,000

5,00,00(

7,87,50(

10,00,00(

13,25,00(

11




Alc Dr 1,05,000
To 6 % Debenture holdewic 16,05,000
(Being balance of 6% Debentures and
premium transferred to debenture holders’
account)
31/3/2026| 10% Debenture holdewic Dr 5,00,000
9% Debentures holdeis/c Dr 7,87,000
8% Debenture holderalc Dr 10,00,000
7% Debentures holde&/c Dr 13,25,000
6% Debentures holde&/c Dr 16,05,000
To BankA/c 52,17,500
(Being payment made to debentures
holders)

lllustration 3. Cashew Ltd. issued 700 9% Debenture& df000 each at 3%
discount on 1pril 2023, repayable at 6% premium at the end of 3rd @gaBlst March
2026 the company was having sufficient bank balance to repay the debentures and accordingly
the debentures were redeemed.

You are required to prepare 9% Debentdves Premium on Redemption of 9%
Debentureg/c, and 9% Debentures holdefgt for the year 2025-26

Solution— In the books of Cashew Ltd.

Calculation of premium on redemption of debentures — 6% on (700 x 1000) = 42,000

Dr 9% DebenturesAlc Cr
Date Particulars (4 Date Particulars (4
31/3/2026 To 9% Debentures 1/4/2025 | By Balance b/d 7,00,000
holdersA/c 7,00,000
Total 7,00,000 | Total 7,00,000
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Dr Premium on Redemption of 9% DebentuesA/c Cr

Date Particulars (4 Date Particulars (4
1/3/2026| To 9% Debentures 31/3/2025 By Balance b/d 42,000
holdersAlc 42,000
Total 42,000 Total 42,000
Dr 9% Debentures holders’A/c Cr
Date Particulars (4 Date Particulars (4
31/3/2026 To BankA/c 7,42,000 |31/3/2026 By 9% Debentures 7,00,000

Alc By Prem. on
Redem. of 9%
Debentured\/c 42.000

Total 7,42,000 Total 7,42,000

2. Redemption by payment in instalments :

lllustration 4. Dates Co. issued 16000 10% Debenture¥ 600 each at 5%
discount on 1gkpril 2016 on the condition that these debentures will be redeemed in 4 equal
annual instalments starting from 31st March 2023 at par

Pass journal entries for the redemption of the debentures in the books of the company

Solution —In the books of Dates Co.

Journal
Date Particulars LF Dr* Cr?
31/3/2023| 10% Debenturea/c Dr 20,00,00d
To 10% Debenture holdes/c 20,00,000

(Being balance of 10% Debentures
transferred to debenture holders’ accqunt)




31/3/2023| 10% Debenture holders/c Dr 20,00,000

To BankA/c 20,00,000
(Being payment made to 10% Debenture
holders)
31/3/2024| 10% Debentures/c Dr 20,00,000
To 10% Debenture holdeis/c 20,00,000

(Being balance of 10% Debentures
transferred to debenture holders’ accqunt)
31/3/2024| 10% Debenture holderalc Dr 20,00,000
To BankA/c 20,00,000
(Being payment made to 10% Debenture
holders)
31/3/2025| 10% Debentrea/c Dr. 20,00,000
To 10% Debentrue haoldehéc 20,00,000
(Being balance of 10% Debentures
transferred to debenture holder's
account)
31/3/2025| 10% Debenture holdergc Dr 20,00,000
To BankA/c 20,00,000
(Being payment made to 10%
Debenture holders)
31/3/2026| 10% Debentrea/c Dr. 20,00,000
To 10% Debenture holdei/c/ 20,00,000
(Being balance of 10% Debentures

lllustration 5. Sapodilla Co. issued 15000 9% Debenture$ 600 each at par
repayable at par and 9000 8% Debentur&ii00 each at 5% premium repayable at 7%

14




premium on 1sApril 2016. The company reserved the right of redemption of these
debentures.

The company decided to redeem the debentures as follows -

On 31/3/2024 — 4000 9% Debentures and 4000 8% Debentures,

On 31/3/2025 — 5000 9% Debentures and 3000 8% Debentures,

On 31/3/2026 — 6000 9% Debentures and 2000 8% Debentures.

Pass journal entries for the redemption of the debentures in the books of the company
Solution— In the books of Sapodilla Co.

Working Notes — Calculation of premium on redemption of 8% Debentures

On 31/3/2024 — 4000 x 1000 x 7% = 2,80,000

On 31/3/2025 — 3000 x 1000 x 7% = 2,10,000

On 31/3/2026 — 2000 x 1000 x 7% = 1,40,000

Journal
Date Particulars LF Dr* Cr?
31/3/2024 | 9% Debentures/c Dr 20,00,00d
To 9% Debenture holders'A/c 2,00,00(

(Being balance of 9% Debentures
transferred to debenture holders' accqunt

31/3/2024 | 8% Debenturea/c Dr 40,00,000
Premium on Redem. of 8% Debentures
Alc. Dr 2,80,000
To 8% Debenture holdefgc 42,80,000

(Being balance of 8% Debentures and
Premium transferred to debenture holders'
account
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31/3/2024

31/3/2025

31/3/2025

31/3/2025

31/3/2026

31/3/2026

9% Debenture holderal/c

8% Debenture holderalc
To BankA/c

(Being payment made to debenture holg

Dr
Dr

9% Debentures/c

To 9% Debenture holder&/c
(Being balance of 9% Debentures
transferred to debenture holders’ acco
8% Debentures/c Dr
Premium on Redem. of 8 % Debentur]
Alc Dr

To 8 % Debenture holderalc
(Being balance of 8% Debentures and

lers)

unt)

premium transferred to debenture holders’

account)
9% Debenture holderalc Dr
8% Debenture holderalc Dr

To BankA/c
(Being payment made to debenture hold
9% Debentures/c

To 9% Debenture holderalc
(Being balance of 9% Debentures
transferred to debenture holders’ acco
8% Debentures/c Dr
Premium on Redem. of 8 % Debentur]
Alc Dr

ers)

unt)

20,00,000
42,80,000

25,00,000

30,00,000

2,10,000

25,00,000
32,10,000

30,00,000

20,00,000

1,40,000

62,80,00(

25,00,00(

32,10,00(

57,10,00(

30,00,00(
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To 8 % Debenture holderalc 21,40,000
(Being balance of 8% Debentures and
premium transferred to debenture holders’

account)
31/3/2026 | 9% Debenture holderalc Dr 30,00,000d
8% Debenture holderalc Dr 21,40,000
To BankA/c 51,40,000

(Being payment made to debenture holders)

lllustration 6 . Guava Co. issued 1800 12% Debentur&&l6D0 each at par on 1st
April 2016. Debentures are repayable at 6% premium in 3 equal annual instalments by lottery
method starting from 31st March 2024.

Show 12% Debenture&/c, 12% Debenture Holdetgc and Premium on Redemption
of 12% Debenture&/c for the years from 2023-24 to 2025-26

Solution — In the books of Guava Co.

Calculation of Premium — 6% on (1800 x 1000) = 1,08,000 / 3 = 36,000 Calculation
of amount of debentures to be redeemed every year = (1800 x 1000) / 3 = 6,00,000

Dr 12% Debentures holders’A/c Cr
Date Particulars 4 Date Particulars 4
31/3/2024To 12% Deb. 6,00,000(1/4/2023 | By Bal. b/d 18,00,000
Hold.A/c
To Balance c/d |12,00,000
18,00,000 18,00,000

31/3/2025To 12% Deb. 6,00,000(1/4/2024 | By Balance b/d {12,00,000
Hold.A/c
To Balance c/d 6,00,000

12,00,000 12,00,000
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31/3/2026 To 12% Deb. 6,00,000|1/4/2025 | By Balance b/d 6,00,000
Hold.A/c
6,00,000 6,00,000
Dr Premium on Redemption of 12% DebentugsA/c Cr
Date Particulars 4 Date Particulars 4
31/3/2024 To 12% Deb. Holg 36,000(1/4/2023 | By Bal. b/d 1,08,000
31/3/2024 A/lc To Balance c/d 72,000
Total 1,08,000 Total 1,08,000
31/3/202bTo 12% Deb. Hold 36,000|1/4/2024 | By Balance b/d 72,000
31/3/2025 A/c To Balance c/d 36,000
Total 72,000 Total 72,000
31/3/2026 To 12% Deb. Holg  36,000|1/4/2025 | By Balance b/d 36,000
Alc
Total 36,000 Total 36,000
Dr 12% Debenture HoldersAlc Cr
Date Particulars 4 Date Particulars 4
31/3/2024 To BankA/c 6,36,000|31/3/2024 By 12% Debenture 6,00,000
Alc
By Prem. on Red.A/c 36,000
Total 6,36,000 Total 6,36,000
31/3/202%5 To BankA/c 6,36,000|31/3/2025 By 12% Debenture 6,00,000
Alc
By Prem. on Red.A/c 36,000
Total 6,36,000 Total 6,36,000
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31/3/2026 To BankA/c 6,36,000|31/3/202¢ By 12% Debenture 6,00,000
Alc

By Prem. on Red| 36,000
Alc

Total 6,36,000 Total 6,36,000

3. Redemption by Conversion :

lllustration 7. On 1st Jan. 2026 Grape Ltd. gave notice of its intention to redeem
< 30,00,000 5% Debenturesdfl00 each on 31st March 2026 and offered the debenture
holders the following options -

a) 6% Cumulative Preference Share€ &0 each & 25 per share. It is accepted
by the holders of 10,00,000.

b) 7% Debentures &100 each at 4% discount. It is accepted by the hold&s of
9,00,000.

c) Remaining 5% Debentures holders accepted equity shares of 200 each at par
You are required to show journal entries necessary to record the redemption.
Solution— In the books of Grape Ltd.
e Calculation of premium on issue of 6% cumulative preference shares and capital

No. of shares issued = 10,00,000 / 25 = 40,000, Premium = 40,000 x 5 =
2,00,000

Capital = 10,00,000 - 2,00,000 = 8,00,000
e Calculation of discount on issue of new 7% Debentures and face value

No. of Debentures issued = 9,00,000 / 96 = 9,375, Discount = 9,375 x 4 =
37,500

Face value of debentures — 9375 x 100 = 9,37,500

e Remaining amount of 5% Debentures — 30,00,000 - 10,00,000 — 9,00,000 =
11,00,000

19




Journal

Date

Particulars

Dr*

Cr?

31/3/2026

31/3/2026

31/3/2026

5% Debentures/c Dr

To 6% Cumulative Pref. Share Caphat
To Premium on Issue of Pref. Shatés
(Being 5% Debentures converted into
6% Cumulative Preference Share Cap

5% Debentures/c Dr

Discount on Issue of 7% Debentures

Alc Dr
To 7% Debentures/c

(Being 5% Debentures converted into

7% Debentures)

5% Debentures/c

To Equity Share Capitél/c
(Being 5% Debentures converted into
equity shares)

ital)

new

10,00,000

9,00,000;

37,500

11,00,000;

8,00,00¢
2,00,00d

9,37,50(

11,00,00¢

4. Insurance Policy Method :

lllustration 8 . Pomegranate Ltd. issued on 1/4/23220,00,000 12% Debentures
which are to be redeemed after 3 years. The company took an insurance policy for the

redemption of debentures of the same amount on the sam&raratal premium payable

at the beginning of each yeari$,20,000. The company received policy amount on due

date and redemption of debentures took place.

Will you pass journal entries for the first two years except for interest on debentures?

Solution— In the books of Pomegranate Ltd.
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Journal

Date

Particulars

Dr %

Cr?

1/4/2023

1/4/2023

31/3/2024

1/4/2024

31/3/2025

BankA/c Dr
To 12% Debentures/c
(Being 12% debentures issued at par
repayable at par)
Debenture Redemption Fund Pokdg Dr
To BankA/c
(Being debentures redemption policy
purchased. First premium paid)
Profit & LossAppropriationA/c  Dr
To Debentures Redemption Fuhit
(Being debentures redemption fund
created)
Debenture Redemption Fund Poldy Drf
To BankA/c
(Being debentures redemption policy
premium paid)
Profit & LossAppropriationA/c  Dr
To Debentures Redemption Fuiut
(Being debentures redemption fund

created)

20,00,000

6,20,000

6,20,000

6,20,000

6,20,000

20,00,00(¢

6,20,00(

6,20,00(

6,20,00(

6,20,00(

lllustration 9. Pomegranate Ltd. issued on 1/4/2&180,00,000 12% Debentures
which are to be redeemed after 3 years. The company took an insurance policy for the
redemption of debentures of the same amount on the samgrafatel premium payable
at the beginning of each yeaRi$,20,000. The company received policy amount on due
date and redemption of debentures took place.
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Will you pass journal entries for the last year except for interest on debentures?

Solution— In the books of Pomegranate Ltd.

Calculation of excess money received on polidyeunt of Policy — Premium paid

= 20,00,000 - (6,20,000 x 3) = 1,40,000

Journal

Date

Particulars

Dr*

Cr?

1/4/2025

31/3/2026

31/3/2026

31/3/2026

31/3/2026

31/3/2026

Debenture Redemption Fund Pokdg Dr
To BankA/c

(Being debentures redemption policy

premium paid)

Profit & LossAppropriationA/c  Dr
To Debentures Redemption Fuit
(Being debentures redemption fund cres

BankA/c Dr
To Debenture Redemption Fund Polidy
(Being policy matured and amount recei
12% Debenturea/c Dr

To 12% Debenture holderalc
(Being balance of debentures transferi
to debenture holders account)

12% Debenture holder/c

To BankA/c
(Being payment made to debenture hold

Debenture Redemption Fund Polidg Di

ited)

ed)

ed

ers)

6,20,000

6,20,000

20,00,000

20,00,000

20,00,000

1,40,000

6,20,00(

6,20,00(

20,00,00(

20,00,00(

20,00,00(
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31/3/2026

To Debenture Redemption Fuift

(Being excess amount received on poljcy
transferred to debenture redemption fynd

account)

Debenture Redemption FuAdc  Dr

To General Resen&/c
(Being balance of debentures redemption

fund account transferred to general
reserve account)

20,00,000

1,40,00d

20,00,00(¢

lllustration 10. Dragan fruit Ltd. issued on 1/4/202330,00,000, 10% Debentures
which are to be redeemed after 3 years. The company took an insurance policy for the

redemption of debentures of the same amount on the sam&rafatel premium payable

at the beginning of each yeaRi®,30,000. The company received policy amount on due

date and redemption of debentures took place.

Prepare 10% Debenturg& Debenture Redemption Fund Poli&lz, Debenture
Redemption Fund/c and 10% Debentures holdeiét for all the years.

Solution — In the books of Dragan fruit Ltd.

Dr 10% Debenture A/c Cr
Date Particulars (4 Date Particulars (4
31/3/2024 To Balance c/d  |30,00,000(1/4/2023 | By Bank 30,00,000
30,00,000 30,00,000
31/3/2025To Balance c/d  |30,00,000|1/4/2024 | By Balance b/d |30,00,000
30,00,000 30,00,000
31/3/2026 To Deb. HoldA/c |30,00,000(1/4/2025 | By Balance b/d  {30,00,000
30,00,000 30,00,000
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Dr Debenture Redemption Fund PolicyA/c Cr
Date Particulars L4 Date Particulars L4
1/4/2023| To BankA/c 9,30,000(31/3/2024 By Balance c/d 9,30,000
9,30,000 9,30,000
1/4/2024| To Balance b/do| 9,30,000({31/3/20253 By Balance c/d |18,60,000
1/4/2024 | BankA/c 9,30,000
18,60,000 18,60,000
1/4/2025| To Balance b/d |18,60,000({31/3/2026 By BankA/c 30,00,000
1/4/2025| To BankA/c 9,30,000
31/3/2026 To D. R. Fund®d/c| 2,10,000
Total 30,00,000 Total 30,00,000
Dr Debenture Redemption Fund PolicyA/c Cr
Date Particulars L4 Date Particulars (4
31/3/2024 To Balance c/d 9,30,000(31/3/2024 By P. & L. Appro.| 9,30,000
Alc
Total 9,30,000 Total 9,30,000
31/3/2025 To Balance c/d  |18,60,000|1/4/2024 | By Balance b/d 9,30,000
31/3/2025 By P & L. Appro.| 9,30,000
Alc
Total 18,60,000 Total 18,60,000
31/3/2026 To General Resery80,00,000|1/4/2025 | By Balance b/d {18,60,000
31/3/2026 By P & L. Appro.A/lc 9,30,000
By D. R. F Policy| 2,10,000
Alc
Total 30,00,000 Total 30,00,000
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Dr 10% Debenture holders’Alc Cr

Date Particulars (4 Date Particulars (4
31/3/2026 To Bank 30,00,000|31/3/2026 By 10% DeberA/c|30,00,000
Total 30,00,000 Total 30,00,000
1.3 Summary:

Redemption of Debentures refers to repayment of liability on account of debentures.
In this regardime of Redemption, Mode of Redemptidmount to be paid on Redemption
and Sources of Finance for Redemption are necessary to be considered. There are five
methods of redemption of debentures when sinking fund is not created, 1. Redemption by
payment in lump sum, 2. Redemption by payment in instalments, 3. Redemption by Conversion,
4. Insurance Policy Method and 5. Purchase of own Debentures.

1.4 Terms to remember:

1. Redemption by payment in lump sum at the end of specified period i.e. at maturity
— Under this method, total amount of debentures is repaid in single payment at the
expiry of the given period.

2. Redemption by payment in instalments - In this case, every year proportionate
amount of debentures, generally drawn by lottery method, is redeemed.

3. Redemption by Conversion - In this case, the existing debentures are converted
either in new debentures or in shares

4. Insurance Policy Method - Under this method an insurance policy is taken for the
amount of debentures issued for the period for which the debentures are issued.

5. Purchase of own Debentures eompany can purchase its own debentures from
stock market either for immediate cancellation or as an investment. The purchase
of debentures may take place either on the date of interest or after the (immediate
previous) date of payment of interest.

1.5 Answers to check yourprogress:

All the statements are true.
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1.6 Exercise :

A) Fill in the blanks by selecting appropriate alternative from the alternatives given
below

1. Redemption of Debentures refers to repayment of liability on account of

a) debentures b) debts
c) distributors d) debtors

2. Every time debentures are not redeemed at the expiry of the given period but, they
may be redeemed before the expiry of the given period.

a) In the statement prior part is correct b) The total statement is correct
c) In the statement later part is correct d) The total statement is incorrect

3. Every time debentures are not redeemed by making payment through bank to
debenture holders. But the company may purchase its own debentures in the open
market or they may be converted into other debentures or shares.

a) In the statement prior part is correct

b) In the statement later part is correct

) The total statement is correct d) The total statement is incorrect
4. The debentures may be redeemed

a) at par only b) at premium only

c) at discount only

d) at par or at premium or in exceptional case may be at discount.

5. When the debentures are...........ccccee...... , the price to be paid depends on the
market conditions.
a) purchased in the open markeb) redeemed in lumpsum payment
c) converted into shares or new debentubagdeemed in instalments

6. Inthe case of conversion of debentures either in other debentures or shares, the
price is determined as per the conditions Of ..............ccceee...
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a) company b) conversion
c) market d) debenture holders

The amount of to be paid on redemption of debentures changes according to
method of redemption.

a) The statement is false b) The statement is partially true
c) The statement is true d) The statement is irrelevant

The debentures may be redeemed out of profits or out of capital or out of
provisions or they may be converted into shares or new debentures or may be
combination of these.

a) The statement is false b) The statement is partially true
c) The statementis irrelevant  d) The statement is true

In the case of Insurance Policy Method, after redemption of debentures, the
balance of Debenture Redemption F@udis transferred to .............cc.c.......

a) Capital Resens/c b) Profit & LossA/c

¢) Insurance Polici/c d) General ResenAlc

10. A company can purchase its own debentures from stock market either for

12.

immediate cancellation or as an investment.
a) The statement is true b) The statement is partially true
c) The statement is irrelevant  d) The statement is false

The purchase of debentures may take place either on the date of interest or after
the (immediate previous) date of payment of interest.

a) The statement is false b) The statement is true
c) The statement s irrelevant d) The statement is partially true

In the case of purchase of debentures in the open market, profit on cancellation
of debentures is transferred to ..............ceeeee...

a) General Reservéc b) Profit & LossA/c
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c) Capital Reservi/c d) Debenture holdera/c

13. The debentures are purchased at ............ccccee...... means the quotation price
includes only the cost of debentures and additional amount is paid for the accrued
interest.

a) Cum-interest b) With-interest
c) Fix-interest d) Ex-interest
14. The debentures are purchased Cum-interestat ............cccccueue. means the quotation

price includes the cost of debentures and accrued interest both.
a) Cum-interest b) with-interest
c) Fix-interest d) Ex-interest

15. A company may purchase its own debentures, keep alive and cancel or reissue
at any future date as per convenience. ltiscalled as .......................

a) purchase of debentures for cancellation
b) purchase of debentures as an investment
c¢) redemption of debentures in lumpsum

d) conversion of debentures

16. Profit on Cancellation / Reissue of Debentifess transferred to ...........cccue......
a) General Reservec b) Profit & LossA/c
c) Capital Reservi/c d) Debenture holdera/c

17. In purchase of debentures as an investment after the date of interest, the interest
from the date of last payment of interest to the date of purchase needs to be
calculated if the debentures are purchased at ...............c.......

a) Ex-interest and not in Cum-interest b) Cum- interest and not in Ex-interest
¢) fluctuating rate of interest d) Ex-interest or at Cume-interest
B) Short Notes

1. Redemption of Debentures in Lumpsum with specimen entries
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2. Redemption of Debentures in instalments with specimen entries
3. Insurance Policy Method of redemption of debentures with specimen entries
4. Conversion of debentures
5. Purchase of own debentures
C) Short Answer Questions.
1. Explain Insurance Policy Method of redemption of debentures.
2. Explain Purchase of own debentures for immediate cancellation.
3. Explain purchase of own debentures for investment.
4. Explain cum-interest and ex-interest with example.
D) Practical Questions.

Problem 1 Hem Kiran Co. issued on ¥gpril 2023, 1000 12% Debenturesb00
each at 96% repayable at par and 1200 10% Debentl&es08f each at par repayable
at 4% premium at the end of 3rd ye@n 31st March 2026 the company was having
sufficient bank balance to repay the debentures and accordingly the debentures were
redeemed.

It is kind request of the company to pass journal entries for redemption of debentures.

Problem 2 Jayaprabha Studios Ltd. issued 3000 9% Debentufe2@d each at
3% discount on 1#pril 2023, repayable at 6% premium at the end of 3rd y@aB1st
March 2026 the company was having sufficient bank balance to repay the debentures and
accordingly the debentures were redeemed.

You are required to prepare 9% Debentdvesand 9% Debentures holdefdt

Problem 3 Rakhi Music Co. issued 9000 12% Debenturés 200 each at par on
1stApril 2023. Debentures are repayable at 6% premium in 3 equal annual instalments by
lottery starting from 31st March 2024.

Show 12% Debenture&/c, 12% Debenture Holdetgc and Premium on Redemption
of 12% Debentureal/c
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Problem 4. On 1st July 2026 Reena Products Ltd. gave notice of its intention to
redeen® 15,00,000 5% Debentures®dfL00 each and offered the holders the following
options

a) 6% Cumulative Preference Share€ @0 each af 25 per share. It is accepted
by the holders of 5,00,000.

b) 7% Debentures of 100 each at 4% discount. It is accepted by the hoRiers of
7,00,000.

¢) Remaining 5% Debentures holders accepted equity sha&eX)6feach at par
You are required to show journal entries necessary to record the redemption.

Problem 5 Madhura Sweets Ltd. issued on 1/4/23230,00,000 12% Debentures
which are to be redeemed after 3 years. The company took an insurance policy for the
redemption of debentures of the same amount on the sam&rgratal premium payable
at the beginning of each yearRi®,30,000. The company received policy amount on due
date and redemption of debentures took place.

Will you pass journal entries for the first two years except for interest on debentures?

Problem 6 Madhavi Cosmetics Ltd. issued on 1/4/2&220,00,000 10% Debentures
which are to be redeemed after 3 years. The company took an insurance policy for the
redemption of debentures of the same amount on the sam&rghatal premium payable
at the beginning of each yeari$,10,000. The company received policy amount on due
date and redemption of debentures took place.

Will you pass journal entries for the last year except for interest on debentures?

Problem 7. Shree Garments Ltd. issued on 1/4/2@28,00,000, 10% Debentures
which are to be redeemed after 3 years. The company took an insurance policy for the
redemption of debentures of the same amount on the sam&rghatal premium payable
at the beginning of each year is 1,86,000. The company received policy amount on due date
and redemption of debentures took place.

Prepare Debenture Redemption Fund Pélicyand Debenture Redemption Fuxd
c for all the years.
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Problem 8 On 1stApril 2025, Reshma Fuel Co. had 15,000 12% Debentures of
100 eachAs per the provisions of the deed, the company can acquire its debentures in the
open market for immediate cancellation. Debentures interest is payable quarterly on 30th
June, 30th Sept., 31st Dec. and on 31st March everyMeadirectors acquired the
following debentures for immediate cancellation —a) on 30th June 2025, 1500 debentures @
% 102

b) on 30th Sept. 2025, 3000 debenture¥ @0

c) on 31st Dec. 2025, 4500 debenture¥ @8

d) on 31st March 2026, 6000 debenture& @6.

Please, pass journal entries for purchase of own debentures. Ignore interest and tax.

Problem Q On 1s®pril 2025, KajolTourism Co. had outstanding in its books 2000
12% Debentures & 1000 each. The interest is payable on 30th Sept. and 31st March
every yearln accordance with the power in the deed, the directors acquired in the open
market the following debentures for immediate cancellation.

a) on 1st June 2025, 200 debenture$ @80 cum-interest
b) on 1st Feb. 2026 400 debentureZ @000 cum-interest
Pass journal entries for purchase of debentures.

Problem 10 On 1s®pril 2025, MukharjiTrading Co. had outstanding in its books
21000 12% Debentures 900 each. The interest is payable on 30th Sept. and 31st March
every yearln accordance with the power in the deed, the directors acquired in the open
market the following debentures for immediate cancellation.

a) on 1st July 2025, 600 debenture€ @0 cum-interest
b) on 1st March 2026 1500 debenture€ @25 cum-interest
Pass journal entries for purchase of debentures.

Problem 11. On 1stApril 2025, Rubeena Fabricators Ltd. had outstanding in its
books 8000 9% Debenturesdfl00 each. The interest is payable on 30th Sept. and 31st
March every yeain accordance with the power in the deed, the directors acquired in the
open market the following debentures for immediate cancellation.
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a) on 1st July 2025, 2000 debenture¥ @8 ex-interest
b) on 1st Dec. 2025 3000 debenture€ @00 ex-interest
c) on 1st Jan. 2026 3000 debenture¥ @5 ex-interest
Pass journal entries for purchase of debentures.

Problem 12 Urmila Engineering Ltd. had 10,000 8% Debentures of 100 each.
Debenture interest is payable quarterly on 30th June, 30th Sept., 31st Dec. and 31st March
every yearThe company purchased the following debentures in the open market as an
investment.

a) 2000 debentures @ 96 each on 30th June 2025

b) 3000 debentures @ 100 each on 30th Sept. 2025

c) 4000 debentures @ 104 each on 31st Dec. 2025

The company cancelled all the purchased debentures on 31st March 2026.
Pass journal entries only for purchase and cancellation of debentures.

Problem 13 On 1siApril 2025, Premier Biscuits Ltd. had 5000 5% Debentures of
< 1000 each. Debentures interest is payable half yearly on 30th Sept. and 31st March every
year The company purchased 2000 debentures in the open market at 95% on 30th Sept.
2025 and cancelled it on 31st March 2026.

The company requested you to pass journal entries for the year 2025-26 regarding
debentures including debenture interest.

Problem 14 On 1s#pril 2025, Babita Electronics Ltd. had 4000 8% Debentures
of ¥ 1000 each. Debentures interest is payable half yearly on 30th Sept. and 31st March
every yearThe company purchased 1500 debentures in the open ma&kR&tabn 30th
Sept. 2025 and reissued it on 31st March 202614120.

The company requested you to pass journal entries for the year 2025-26 regarding
debentures including debenture interest.

Problem 15 Sumitra publishing Co. had 500 8% Debentur&%000 each on 1st
April 2025. The interest on debentures is payable half yearly on 30th Sept. and 31st March
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every yearThe company purchased 100 of its debentur@4z800 each cum-interest on
1st Jan. 2026 and cancelled on 31st March 2026.

Show the journal entries including for debenture interest.

Problem 16 Jayamala Broadcasting Co. had 800 9% Debentufe5@d each on
1stApril 2025.The interest on debentures is payable half yearly on 30th Sept. and 31st
March every yeairhe company purchased 200 of its debenturfgl80 each cum-interest
on 1st May 2025 and reissued on 30th Sept. 202540.

Show the journal entries including for debenture interest.

Problem 17 On 31st March 2025, balance sheet of Madhumati Investment Co.
showed 10,000 10% Debenturesto200 each outstanding. Interest on debentures is
payable annually on 31st March every y€ar 1sAugust 2025, the company purchased
1000 of its own debentures as investmefitl&4 ex-interest. The company cancelled these
debentures on 1st March 2026.

Pass journal entries for purchase and cancellation of debentures including interest.

Problem 18 On 31st March 2025, balance sheet of Meenakshi Consulting Co.
showed 25,000, 12% DebentureXo100 each outstanding. Interest on debentures is
payable annually on 30th Sept. and 31st March every @eaistAugust 2025, the
company purchased 2500 of its own debentures as investn¥efbax-interest. The
company reissued these debentureg@ciim-interest on 1st Jan. 2026.

Pass journal entries for purchase and cancellation of debentures including interest.
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Unit 2

Company Final Account as PerSchedule-Ill
of the CompaniesAct, 2013

Intr oduction to Company FinalAccounts - General Instructions forthe
preparation of Balance Sheet and Profit and Loss statement

Part | - Form of Balance Sheet
Disclosure Requirement : Notes forming Pat of Financial Satements.

Part Il - Form of Statement of Profit and Loss : Preparation of statement
of Profit and Loss and Balance Sheet as p&chedule Ill to the companyAct

2013. Practical Poblems on &tement of Profit and Loss and Balance Sheet

Index -
2.0  Objectives
2.1  Introduction to Company FinAlccounts

2.2  Presentation of Subject Matter:

2.2.1  General instructions for the preparation of Balance
sheet and Profit and Loss Statement.

2.2.2 Part-I-Form of Balance Sheet :.Disclosure Requirement :
Notes forming Part of Financial Statements

Section: 1
Check your progress

2.2.3 Part-ll Form of Statement of Profit and Loss : Preparation
of statement Profit and Loss and Balance Sheet as per
Schedule Il to the companyAct, 2013.

2.2.4  Practical Problems on Statement of profit and loss account
and Balance Sheet

Section : 2
Check your progress
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2.3  Summary

2.4  Termsto Remember

2.5  Answer to check your Progress
2.6 Exercise

2.7  References for further study

2.0 Objectives:

After studying this unit, students will be able to

1. To understand the concept of Company Fhatounts and Schedule Il
requirements.

2. To explain the format of the Balance Sheet and disclosure requirements.

To describe the format of théaSment of Profit and Loss under Schedule III.

4. To apply the provisions of Schedule Il in preparing ttage®nent of Profit and
Loss and Balance Sheet.

5. To solve practical problems relating to Company Feabunts.

w

2.1 Introduction to Company FinalAccounts :

Company Finahccounts are the financial statements prepared at the end of each financial
year to present the financial performance and financial position of a coffipangre prepared
in accordance with the provisions of the Compafas2013 and applicabhccounting
Standards.

The main financial statements include the Statement of Profit and Loss, which shows
the companys income, expenses, and profit or loss for the, yeat the Balance Sheet,
which shows the assets, liabilities, and shareholders’ funds on a specific date. Companies also
prepare Notes t&ccounts and, where applicable, a Cash Fltategnent.

These accounts are prepared as per Schedule 1l of the Condyua 264 3, ensuring
uniformity, transparen¢ynd comparability of financial informatiofhey help shareholders,
investors, creditors, management, and government authorities assess the sdimgacigl
health and performance.

Company Finahccounts are prepared on the basis of fundamental accounting principles
such as the accrual concept and going concern concept and must present a true and fair view
of the afairs of the companyefore being approved by shareholders, the financial statements
are audited by a qualified auditor to ensure their accuracy and reliability
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2.2 Presentation of Subject Matter :
2.2.1 General Instructions for the Preparation of Balance Sheet and
Satement of Profit and Loss :

The Balance Sheet and Statement of Profit and Loss must be prepared according to
the format prescribed in Schedule Il of the Compahats2013. Every item shown in the
financial statements should be classified properly and disclosed clearly so that the statements
are easy to understand.

The Balance Sheet should be prepared by classifying assets and liabilities into
current and non-current categories. Current assets are assets that are expected to be
converted into cash within one yesuch as cash, debtors, and inventhign-current
assets are long-term assets such as land, building, machineéiyoodwill. Similarly
current liabilities are obligations payable within one yedile non-current liabilities are
long-term obligatns.

The Statement of Profit and Loss should separately show revenue from operations,
other income, expenses, finance costs, depreciation, and taxation. Exceptional and extraordinary
items, if anyshould also be disclosed separately to provide clear information about unusual
transactions.

The figures of the previous year should also be shown along with the current year
figures for comparison purposes. If there is any change in accounting policy or method of
presentation, proper disclosure should be made in the notes to accounts.

All material and important information relating to assets, liabilities, income, and expenses
should be disclosed separatédliptes to accounts form an important part of financial
statements because they provide detailed explanations and additional information regarding
different items shown in the accounts.

The financial statements should be prepared in Indian Rupees and figures should be
rounded dfaccording to the requirements of the CompahasThe statements should be
signed by authorized directors and certified by the auditor of the company

The company must ensure that the financial statements are complete, accurate, reliable,
and prepared in accordance with accounting standards and legal provisions. Proper preparation
and presentation of final accounts help in maintaining transpai@eyuntabilityand
confidence among investors and the public.
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2.2.2 Pat -I-Form of Balance Sheeflop of Form :

Part | of Schedule Il of the Companies, 2013 prescribes the format of the Balance
Sheet of a companyhe Balance Sheet shows the financial position of the company on a
particular date by presenting its assets, liabilities, and shareholders’ funds. It is prepared in
a vertical form and classifies items into major headings such as Equity and Liabilities and
Assets. Liabilities are divided into shareholders’ funds, non-current liabilities, and current
liabilities, while assets are divided into non-current assets and current assets. The Balance
Sheet helps users to understand the financial strength, soledsyability of the company

SCHEDULE-III, P ART | — BALANCE SHEET
(Section 129 of CompanieAct, 2013)
Name of the Company..........cccovvvviiieinnnennn.

Balance Sheet as at 31st March,

Particulars Note No Current Previous
Year3 Year3¥
1 2 3 4

[. EQUITY AND LIABILITIES
(1) Shareholders’ funds

(a) Share capital XX XXX XXX
(b) Reserves and surplus XX XXX XXX
(c) Money received against share warfantXX XXX XXX

(2) Share application money pending XX XXX XXX
allotment

(3) Non-current liabilities

(a) Long-term borrowings XX XXX XXX
(b) Deferredrax Liabilities XX XXX XXX
(c) Other Long term liabilities (Net) XX XXX XXX
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(d) Long-term provisions XX XXX XXX
(4) Current Liabilities
(@) Short-term borrowings XX XXX XXX
(b) Trade payables XX XXX XXX
(c) Other current liabilities XX XXX XXX
(d) ShortTerm Provisions XX XXX XXX
TOTAL XXXX XXXX
Il ASSETS
1) Non-current assets
(a) PPE and Intangibkessets
(i) PropertyPlant and Equipmest’ XX XXX XXX
(i) Intangible assets XX XXX XXX
(i) Capital work-in-progress XX XXX XXX
iv)IntangibleAssets under Development XX XXX XXX
(b) Non-current investments XX XXX XXX
(c)DeferredraxAssets (Net) XX XXX XXX
(d) Long-term loans and advances XX XXX XXX
(e) Other Non-Currer{ssets XX XXX XXX
(2) CurrentAssets
(a) Currentinvestments XX XXX XXX
(b) Inventories XX XXX XXX
(c)Trade receivables XX XXX XXX
(d) Cash and cash equivalents XX XXX XXX
(e) Short-term loans and advances XX XXX XXX
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(f) Other current assets XX XXX XXX

TOTAL XXXX XXXX

Disclosure Requirement: Notes forming Pat of Financial Satements :

Notes forming part of financial statements are additional explanations and detailed
information attached to the Balance Sheet and Statement of Profit and Loss. These notes help
users to understand the financial statements clearly and cofieegiprovide extra information
about various items shown in the accounts of the company

The CompanieAct, 2013 requires every company to disclose important accounting
information and explanatory details through notes to accounts. These notes are considered an
integral part of financial statements because they explain the figures shown in the Balance
Sheet and Statement of Profit and Loss.

The main purpose of disclosure through notes is to provide transpatarityyand
proper understanding of the financial position and performance of the cofiaauyitems
shown in financial statements cannot be fully understood only by looking at figures. Therefore,
detailed explanations are necessary

Notes to accounts contain information about accounting policies followed by the
companyAccounting policies explain the methods and principles used for preparing financial
statements. For example, the company must disclose the method used for depreciation, valuation
of inventory recognition of revenue, and treatment of investments.

Notes also provide detailed classification of share capital. Information such as authorised
capital, issued capital, subscribed capital, paid-up capital, number of shares, face value of
shares, and rights attached to shares are disclosed separately in notes.

Details regarding reserves and surplus are also explained in notes. The company
discloses information about general reserve, capital reserve, securities premium reserve,
retained earnings, and accumulated losses.

Borrowings of the company must also be properly disclosed. Notes provide details
about secured and unsecured loans, rate of interest, repayment terms, security offered against
loans, and any default in repayment.
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The company must disclose details of fixed assets through notes. Information such as cost
of assets, additions, deductions, depreciation, and net book value of assets is separately shown.

Notes also provide details regarding investments, inventories, trade receivables, cash
balances, loans and advances, and current liabilities. If there are doubtful debts or diminution
in value of investments, proper disclosure should be made.

Contingent liabilities and commitments are important disclosures in notes to accounts.
These are possible liabilities or future obligations that may arise depending upon future events.
Although they are not recorded in the Balance Sheet, they are disclosed separately for the
knowledge of users.

If the company changes its accounting policy during the §eanature andfett of
such change on profit or loss must be disclosed in notes. Sinplaolyperiod items and
extraordinary items should also be separately explained.

Related party transactions are also disclosed in notes to accounts. These transactions
include dealings with directors, holding companies, subsidiary companies, and relatives of
directors. Proper disclosure helps in maintaining transparency and avoiding misuse of company
funds.

The notes forming part of financial statements improve the reliabiditpiracyand
usefulness of financial statements. Investors, creditors, auditors, government authorities, and
other users depend on these disclosures for making financial and business decisions.

Therefore, notes to accounts are an essential part of company final accounts and help in
presenting a true and fair view of the financitdied of the company

The Balance Sheet is prepared in a classified form as prescribed under Schedule Il of
the CompanieAct, 2013.The items shown in the Balance Sheet are grouped under various
headings and sub-headings to present the financial position of the company in a clear and
systematic mannérhe major items of the Balance Sheet are explained Below

1) Shareholders’ Funds :

Shareholders’ funds are also known as owners’ funds, proprietors’ funds, shareholders’
equity or ownersequity These funds represent the amount invested by shareholders in the
company along with the profits retained in the business. Shareholders’ funds mainly consist of
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share capital and reserves and surplus. These funds show the net worth and financial strength
of the company

A. Share Capital

Share capital refers to the capital raised by the company through the issue of shares to
the public or shareholders. It is the main source of long-term finance for the coBtaney
capital is shown under the head “Shareholders’ Funds” in the Balance Sheet.

Authorised capital means the maximum amount of share capital that a company is
permitted to issue according to its MemoranduAssbciation. It shows the limit up to which
shares can be issued by the compBimg number and types of shares such as equity shares
and preference shares are separately disclosed.

Issued capital means the part of authorised capital that has actually been offered to the
public for subscription. Subscribed capital refers to the portion of issued capital that has been
subscribed by the public. Paid-up capital means the amount actually received by the company
from shareholders against the shares issued.

The company must separately disclose the number of fully paid-up shares and partly
paid-up shares along with the face value or par value of each share. If shares are issued for
consideration other than cash, such as for purchase of assets or business, separate disclosure
should be made.

Calls unpaid represent the amount due from shareholders on shares issued but not yet
received by the comparhese unpaid amounts are shown separately in the Balance Sheet.

Forfeited shares refer to the shares cancelled by the company due to non-payment of
calls by shareholders. The amount already received on such shares is separately disclosed.

Money received against share warrants means the amount received from holders of
share warrants issued by the comp&uoh amount is also shown separately in the financial
statements.

B. Reserves and Surplus

Reserves and surplus represent accumulated profits and reserves created by the company
over the years. These reserves strengthen the financial position of the company and help in
meeting future requirements or unexpected losses.
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Capital reserve is created out of capital profits and is generally not available for dividend
distribution. Capital redemption reserve is created when redeemable preference shares are
redeemed. Securities premium reserve is created when shares are issued at a premium above
their face value.

Debenture redemption reserve is created for the repayment of debentures in the future.
Revaluation reserve arises when fixed assets are revalued at a higher amount. Share options
outstanding account represents the amount related to employee stock option schemes.

Other reserves include general reserve or any reserve created for specific purposes.
The nature and purpose of each reserve should be clearly mentioned.

Surplus refers to the balance of profit remaining after transferring amounts to reserves
and making appropriations such as dividend and bonus shares. If the company suffers losses,
the debit balance of the Statement of Profit and Loss is shown as a negative figure under
surplus.

2) ShareApplication Money PendingAllotment :

SharéApplication Money Pendingjlotment means the amount received by the company
from applicants for shares which have not yet been allotted. It represents money collected
against share applications before the actual issue of shares. Until shares are allotted, this
amount is shown separately in the Balance Sheet. Itis neither treated as share capital nor as a
current liability until the allotment process is completed. If shares are not allotted, the company
must refund the application money to applicants.

3) Non- Current Liabilities :
a) Long-Term Borrowings:

Long-term borrowings are loans and financial obligations repayable after a period of
more than one yedrhese borrowings are taken to finance long-term business activities and
expansion.

Long-term borrowings include bonds, debentures, term loans from banks, loans from
other parties, deferred payment liabilities, deposits, loans from related parties, finance lease
obligations, and other long-term loans.

Borrowings should be separately classified as secured and unsecured. Secured loans
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are backed by security or assets of the compérile unsecured loans are not supported by
any security

If directors or outsiders have guaranteed any loans, such information should be disclosed
separatelyl he company must also disclose the terms of repayment, rate of interest, redemption
details, and maturity period of bonds and debentures.

If there is any default in repayment of loans or interest, the period and amount of default
must be separately shown in the Balance Sheet.

b) Other Long-term Liabilities:

Other long-term liabilities are obligations payable after one year which are not included
under borrowings. These liabilities mainly include trade payables and other liabilities payable
in the long run.

c) Long-term Provisions::

Long-term provisions are amounts set aside for future obligations which may arise after
one yeaiThese provisions include provision for employee benefits such as gratuity and pension
and other long-term provisions.

4) Current Liabilities :

Aliability is treated as a current liability when it is payable within one accounting year or
held for trading purposes. Current liabilities represent short-term obligations of the company

a) Short-term Borrowings:

Short-term borrowings are loans repayable within one Jéasse include bank
overdrafts, cash credit, short-term loans from banks, loans from related parties, deposits, and
other temporary borrowings.

These borrowings should also be classified as secured and unsecured. Details of security
and guarantees should be disclosed. If there is any default in repayment of short-term loans or
interest, the amount and period of default must be separately stated.

b)Trade Payable :

Trade Payables are amounts payable by the company to suppliers and creditors for
goods and services purchased on credit during the normal course of business. These are
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current liabilities because they are generally payable within one accountifigagispayables

mainly include creditors for raw materials, goods purchased, services received, and outstanding
expenses related to business operations. Bills payable accepted in favour of suppliers are also
included under trade payables. They show the short-term obligations of the company arising
from day-to-day business transactions.

c) Other Current Liabilities :

Other current liabilities include obligations payable within one year other than short-
term borrowings. These include current maturities of long-term debt, interest accrued on
borrowings, income received in advance, unpaid dividends, share application money refundable,
unpaid deposits, unpaid debentures, and other payable expenses.

Share application money received for allotment of securities should be separately
disclosed under current liabilities when shares are not yet allotted.

d) Short-term Provisions:

Short-term provisions are provisions created for obligations payable within one
accounting yeal hese include provision for employee benefits, taxation, and other expected
expenses.

II) Assets :
[) Non-curr entAssets :

Non-current assets are long-term assets held by the company for more than one
accounting yeal hese assets help the company in carrying on business activities for a long
period. They are not purchased for resale in the ordinary course of business.

Non-current assets include PropegRiant and Equipment, Intangil#lesets, Non-
current Investments, Long-term Loans Adgances, and Other Non-currésisets.

I. Property, Plant and Equipment (PPE)

PropertyPlant and Equipment are tangible fixed assets used in business operations.
These assets provide benefits for many years.

PPE includes land, buildings, plant and machjhemyiture, vehicles, éite equipment,
and other fixed assefsssets taken on lease should be shown separately in the Balance Sheet.

45




ii. Intangible Assets :

Intangible assets are assets without physical existence but having economic value for
the companylhese assets help the company in earning profits and creating goodwill.

Intangible assets include goodwill, brands, trademarks, computer software, copyrights,
patents, licenses, franchises, designs, models, and intellectual property rights.

iii. Capital Work in Progress :

CapitalWork in Progress means the expenditure incurred on fixed assets that are still
under construction or not yet ready for use in business. It includes the cost of building, machinery
plant, or other assets that are incomplete on the Balance Sheet date. These assets are not yet
put into operation, so depreciation is not charged on them. Capital work in progress is shown
under Non-currerissets in the Balance Shefter completion, the amount is transferred
to the respective fixed asset account.

b. Non-current I nvestments :

Non-current investments are investments held by the company for a long-term period.
These investments are not intended for immediate sale.

Such investments include investments in propeayity shares, preference shares,
government securities, debentures, bonds, mutual funds, partnership firms, and other long-
term investments.

The company should disclose the market value of investments, amount of unquoted
investments, and provision made for fall in value of investments.

c. Long-term Loans and Advances:

Long-term loans and advances are loans and advances recoverable after one year
These include capital advances, security deposits, loans to related parties, and other advances.

These loans should be classified as secured, unsecured, and doubtful. Provision for
doubtful advances should be separately disclosed.

d. Other Non-current Asseats :

Other non-current assets include long-term trade receivables and other long-term assets
not covered under other categorieade receivables should also be classified as secured,
unsecured, and doubtful.
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2) CurrentAssets :

Current assets are assets expected to be realised, consumed, or sold within one
accounting yeaf hese assets are used in day-to-day business activities.

Current assets include current investments, inventories, trade receivables, cash and
cash equivalents, short-term loans and advances, and other current assets.

a. Current Investments::

Current investments are temporary investments held for a short period. These investments
include investments in shares, preference shares, government securities, debentures, mutual
funds, and partnership firms.

The company should disclose the basis of valuation and market value of such investments.
b. Inventories:

Inventories refer to stock held for sale or used in production. Inventories include raw
materials, work-in-progress, finished goods, stock-in-trade, stores and spares, and loose
tools.

Goods in transit should be separately disclosed. The method used for valuation of
stock should also be clearly mentioned.

c. Trade Receivables:

Trade receivables are amounts due from customers arising from credit sales. Receivables
outstanding for more than six months should be separately disclosed.

Trade receivables should be classified as secured, unsecured, and doubtful. Provision
for doubtful debts should also be shown separately

d. Cash and Cash Equivalents:

Cash and cash equivalents include cash available with the company and balances with
banks. It also includes cheques, drafts, and other highly liquid assets.

e. Short-term Loans and Advances :

Short-term loans and advances are amounts recoverable within ombgsamclude
advances to related parties and other temporary advances.
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These advances should also be classified as secured, unsecured, and doubtful.
f. Other Current Assets :

Other current assets include current assets that do not fall under any specific.category
These assets are separately disclosed according to their nature.

Contingent Liabilities and Commitments :

Contingent liabilities are possible liabilities that may arise depending upon the occurrence
of future events. These liabilities are not recorded in accounts but disclosed in notes.

Examples include claims against the compgngrantees given, and other contingent
obligations.

Commitments refer to future obligations of the company such as contracts remaining to
be executed, unpaid liability on partly paid investments, and other commitments.

NetWorth :

Net worth means the total value of paid-up share capital and reserves created out of
profits and securities premium after deducting accumulated losses and fictitious assets. It
represents the real financial strength of the company

Section -1
Check your progress
A) Fill in the blanks from the given alternatives and rewrite the sentence

1. Company final accounts are prepared at the end of the .......................

A) Month B) Week
C) Financialear D) Day
2. Balance Sheetshowsthe ....................... of a company
A) Profit B) Financial Position
C) Sales D) Production
3. Statement of Profit and Loss shows the ....................... of a company
A) Financial Performance B) Capital
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C)Assets D) Liabilities

4. Closing stock is shown under ...........ccccuee.....
A) FixedAssets B) Inventories
C) Liabilities D) Reserves

5. Trade Receivables are shownunder .............cccee....
A) CurrentAssets B) Non-currenAssets
C) Share Capital D) Provisions

6. Trade Payables are shown under .............cc........
A) Assets B) Shareholders’ Funds
C) Current Liabilities D) Investments

7. Depreciationis chargedon ............ccccee...
A) FixedAssets B) Stock
C) Cash D) Debtor

8. Provision for Doubtful Debts is created on .......................
A) Creditors B) Debentures
C) Debtors D) Capital

9. Debentures are shownunder .......................
A) Assets B) Non-current Liabilities
C) Inventories D) Revenue

10.Share Capital is shown under .......................
A) Current Liabilities B) Shareholders’ Funds
C)Assets D) Expenses

B) True or False.

1. Balance Sheet shows the financial position of a company
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Statement of Profit and Loss shows the profit or loss of a company
Trade Receivables are shown under current assets.

Trade Payables are shown under current liabilities.

Closing stock is shown under inventories.

Depreciation is charged on fixed assets.

Share Capital is shown under shareholders’ funds.

Debentures are shown under non-current liabilities.

© ® N o 0o & W DN

Cash at Bank is a current asset.
10.Provision fofTax is shown under short-term provisions.
2.2.3 $atement of Profit and Loss :

Under the Companiégt, separatéradingAccount and Profit and Loggcount are
not prepared by companies. Instead, a single Statement of Profit and Loss is prepared to
determine the profit or loss for the accounting period.

The net profit or net loss shown in the Statement of Profit and Loss is transferred to the
Balance Sheet under the head “Reserves and Surplus.”

The CompanieAct requires that thet&ement of Profit and Loss should give a true
and fair view of the profit earned or lossfeuéd by the companyherefore, all important
and material facts should be properly disclosed.

Prior period items, extraordinary items, and changes in accounting policies should be
separately shown along with their effect on profit or loss. Detailed notes should also be attached
with the Satement of Profit and Loss for better understanding and transparency

SCHEDULE-II P ART I - STATEMENT OF PROFIT AND LOSS
(Section 129 of Companiést, 2013)
Name of the Company........................

Profit and loss statement for the yearended .....................ee...
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Particulars Note No Current Previous
Year3 Year3
1 2 3 4
[) Income:
Revenue from operations (-) Excise Duty XX XXX XXX
Other income XX XXX XXX
Total Revenue (1) XX XXX XXX
II. Expenses:
Cost of materials consumed (in case of XX XXX XXX
Manufacturing concern)
Purchases oft8ck-in-Trade XX XXX XXX
Changes ininventoriest(®k-in-Trade/ $ock XX XXX XXX
of Raw materials, finished goods work-in-
progress and)
Employee benefits expense XX XXX XXX
Finance costs XX XXX XXX
Depreciation andmortization Expense XX XXX XXX
Other Expenses XX XXXX XXXX
Total expenses (Il) XXX XXX
[ll. Profit Before Exceptional and Extra- XXX XXX
ordinary Items andTax (I-11)( Total
Income -Total Expenses)
(-) Exceptional Items XXX XXX
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Profit before Extraordinary ltems andTax XXX XXX
(-) Extraordinary Items XXX XXX
Profit Before Tax XXX XXX
IV. Tax Expenses (&x on Profit) XXX XXX
V. Profit (Loss) for the period (V- VI) XXX XXX

Additional Notes and Explanations to Statement of Profit and Loss
See accompanying notes to the financial statements

1. Income:

(A) Revenue from Operations consists e+
(a) Sale of products

Sale of products means income earned from selling goods manufactured or traded by
the companyit is the main source of operating income of a manufacturing or trading concern.

(b) Sale of services

Sale of services means income earned by providing services to customers. Examples
include consultancy fees, professional charges, transport services, and maintenance services.

(c) Other operating revenues

Other operating revenues include income earned from activities connected with normal
business operations such as commission received, export incentives, anybdigrvice
charges.

Less : Excise Duty

Excise duty collected on sale of goods is deducted from revenue from operations to
determine actual revenue earned by the company

These items are separately disclosed in the notes to accounts for better understanding
of operating income.

(B) In respect of a finance companyevenue fom operations consists of—
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(@) Interest

Interest means income earned on loans, advances, investments, and other financial
activities carried on by finance companies.

(b) Other financial services

This includes income earned from financial consultgmcessing fees, brokerage,
commission, and other financial services provided by the company

Revenue under each of the above heads should be separately disclosed in the notes to
financial statements.

2. Other Income :
(a) Interest Income

Interest income means income earned on bank deposits, investments, loans, and advances.
It is shown separately because it is not part of the main operating activities.

(b) Dividend I ncome

Dividend income refers to income received on shares or investments held in other
companies.

(c) Net gain/loss on sale of investments

This represents profit or loss arising from sale of investments. If sale proceeds exceed
cost, there is gain; if sale proceeds are less than cost, there is loss.

(d) Other non-operating income (net)

This includes income earned from activities not related to normal business operations
such as rent received, profit on sale of assets, and miscellaneous income.

3. Change in Inventories :

The term inventory means stock of goods held by the comipargiudes stock-in-
trade, raw materials, work-in-progress, and finished goods. The change in inventories is
determined by comparing opening stock with closing stock.

Value of Openingt®ck —Value of Closing ®ck = Change in Inventories
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If the resulting amount is positive, it is shown as expense in the Statement of Profit and
Loss. If the figure is negative, it is shown in brackets and deducted while calculating total
expenses.

4. Employee Benefits Expense :
() Salaries and wages

This includes salaries, wages, bonus, overtime, and other payments made to employees
for services rendered.

(i) Contribution to provident and other funds

This includes employ&s contribution towards provident fund, gratuity fund, pension
fund, and other retirement benefit schemes.

(ii1) Expense on Employee Stock Option Scheme (ESOP) and Employee Stock
Purchase Plan (ESPP)

This represents expenses related to issue of shares or share options to employees at
concessional rates.

(iv) Saff welfare expenses

These include medical facilities, canteen expenses, staff training, recreation, transport,
and other welfare facilities provided to employees.

5. Finance Costs :
(a) Interest expense (paid/payable)

Interest expense includes interest paid or payable on loans, overdrafts, debentures,
and other borrowings.

(b) Interest on borrowings

This represents the cost incurred by the company for borrowed funds used in business
operations.

(c) Applicable net gain/loss on foreign currency transactions

This includes profit or loss arising due to changes in foreign exchange rates on foreign
currency borrowings or transactions.
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6. Profit Before Exceptional and Extraordinary ltems :
a) Meaning of Exceptional Items

Exceptional items are significant income or expenses arising from ordinary business
activities but are unusual in amount or occurrence.

Examples:
e Profit on sale of factory building
e Loss due to major fire
e Compensation received from a legal dispute
e Heavy restructuring expenses
b) Meaning of Extraordinary Items

Extraordinary items are gains or losses arising from events that are clearly distinct from
ordinary business activities and are not expected to occur frequently

Examples:
e Loss due to earthquake
e Lossdue to flood
e Compensation received for nationalization of assets

(Under Ind AS, the concept of extraordinary itemsis no longer used, but it may
still appear in academic discussions and older formats.)

7. SurplusAccount :

Balance of surplus at the beginning of the year represents accumulated profit brought
forward from previous yeaProfit earned during the current year is added to it. From this
amount, adjustments such as shortfall of tax provision, transfer to reserves, and interim dividend
are deducted. The remaining balance is transferred to the Balance Sheet under “Reserves and
Surplus.”

8. Divisible Profits :

1. The profit must be arrived at from regular business operations.
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Only profits earned from normal business activities can be distributed as dividend.
2. Itmust be excess of income over expenditure i.e. revenue profit.
Dividend can be declared only from revenue profits and not from capital receipts.

3. The profit from revaluation of assets and liabilities is capital profit and it is not
divisible profit.

Capital profits arising from revaluation cannot be distributed among shareholders.
4. The profit must be arrived at after depreciation on fixed assets.
Depreciation on fixed assets must be provided before calculating divisible profit.

5. The company may transfer its profit for the year to the reserves at appropriate
percentage.A portion of profit may be transferred to reserves for strengthening
financial position.

6. Freereserves can be used as divisible profit.Free reserves available in the company
may also be used for payment of dividend according to law

9. Dividend :

1. Dividend is the amount of profit distributed among shareholders. Itis the return on
investment (Rol) in shares.

Dividend is paid to shareholders as reward for investing money in the company

2. The Board of Directors of the company declare dividend and it is passed by the
shareholders in the annual general meeting.

The Board recommends dividend and shareholders approve At General
Meeting.

3. The dividend can be paid out of current profits, out of past reserves and/or out of
money provided by the Government.

Dividend may be paid from present profits, accumulated reserves, or Government
assistance.

4. Utmost care is taken that the dividend declared and paid must not result in payment
out of capital.
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Dividend should not be paid from capital because it weakens the financial stability
of the company

5. The amount of the dividend, including interim dividend, shall be deposited in a
scheduled bank in a separate account.

Dividend amount must be deposited in a separate bank account within prescribed
time.

Types of Dividend-Dividend can be of two typ&4z. interim and final.

Interim Dividend- The dividend declared in between two annual general meetings is
called interim dividend.

1. The Board of Directors after considering future prospects of the profit of the
company can declare and pay interim dividend.

2. The rate of interim dividend depends upon estimated profit and opinions of the board
of directors. Itis appropriation of profit. It is deducted from surplus. Interim dividend
does not create a debt against the company and it can be revoked or reduced.

Final Dividend - It is recommended by the Board of Directors and passed by the
shareholders at their annual general meeting. Thus, the dividend approved at the annual general
meeting of the shareholders is called final dividend. Once the final dividend is declared it
creates debt against the company

Dividend on Preference sharesPreference Shareholders enjoy preferential right
over the equity shareholders in respect of payment of dividend. They are paid dividend at
fixed rate as prefixed to their name. Eg. 8% Preference Shares. This implies that the rate of
preference divided is 8%. Preference dividend is paid only if there is adequate amount of
profit in that yearlf there is inadequate amount of profit there is adequate amount to pay
dividend the non-cumulative preference shareholders cannot claim dividend in subsequent
years in future. The cumulative preference shareholders can claim the unpaid dividend in any
subsequent year/s when there arfegerit profits Arrears of dividend on cumulative preference
shares are shown as a contingent liability

The amount of dividend is deducted from surplus as shown elareshown in the
balance sheet under the head ‘Current Liabilities’, sub-head TmortProvisions’.
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9. IncomeTax on Dividends :

The Company has to deduct income tax at prescribed rate on dividend and pay it to the
Government. This is in addition to the tax paid by the company on its profit. Gross amount of
dividend is deducted from surplus and the tax on it at prescribed rate is to be paid to the
Government and the net amount of dividend is to be paid to the shareholders. The company
must send a return to the income tax authority showing the amount deducted as tax from
dividend Also the company has to give certificate of income tax deducted to each shareholder
A Company can give tax-free dividend to its shareholders. Howesech case the company
is to pay tax on dividend and gross dividend and tax paid is to be deduct from surplus.

10. Provision for Tax :

A Company is to pay tax on its profit. This tax is charged on the profit for the accounting
year Howeveythe profit is assessed and actual tax liability is determined in the following year
Till then, itis necessaygn the part of the compary make provision for tax on the basis of
accounted profit. Therefore, the taxable profit and the accounted profit may differ from each
other The amount of provision for tax is clgad to profit and loss statement by way of
deduction from ‘Profit Befor&ax’ and it is shown in balance sheet under the head ‘Current
Liabilities’, sub-head ‘Shoiferm Provisions’.

11. Managerial Remuneration :

As per section 197 of the comparfes, 2013 total managerial remuneration payable
by a public companyo its directors, including managing director and whole-time director
and its manager in respect of any financial year shall not exceed eleven per cent of the net
profits of that company for that financial year before deduction of such remuneration (section
198).The company in general meeting maith the approval of the Central Government,
authorise the payment of remuneration exceeding eleven per cent of the net profits of the company

As per the lawemuneration shall include:

(@) any expenditure incurred by the company on rent-free accommodation and on
amenities therein for any of the managerial personnel;

(b) any expenditure incurred by the company in providing any amenities or benefits
free of cost or at concessional rate to them;

58




(c) any expenditure incurred by the company in respect of any obligations of the
managerial personnel;

(d) any expenditure incurred by the company on insurance on life, provide any pension,
annuity of gratuity for any of the managerial personnel or his/her spouse or child.

However this will not include any fees to the director for attending meeting of the board
or a committee.

In case of negative or inadequate profits, the company may pay remuneration to the
managerial personnel by way of sgldgarness allowance, perquisites and any other allowances
as per Part Il of Scheduleas given below

2.2.4 Preparation of statement Profit and Loss and Balance Sheet as per
Schedule Il to the companct, 2013 :

A) Practical Problems on $atement of Profit and LossAccount :

lllustration 1

Following particulars from the booksheAkash Company Ltd. are available for the
year ended on 31-3-2026:

Particulars Dr. X Cr.}X
Purchases 10,01,000 -
Selling expenses 1,50,000 -
Stock on 1-4-2025 2,99,000 -
Salaries and wages 1,33,000 -
Interest on Bank Overdraft 18,600 -
Interest on Debentures up to 30-9-2025 7,500 -
Dividends - 8,500
SurplusA/c (1-4-2025) - 61,000
Sales (Net) - 15,07,400
Audit fees 30,000 -

Additional Information:

1. Closing stock was valued &t2,91,000.
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. < 12,000 worth of goods distributed as free sample.

. Salaries and wages include Directors’ remuner&i@n,000.

2
3
4. Interest on debentures for the half year was3es00.
5

. Provide for depreciation on premises and furniiig600.

6. Provide for taxation @ 50% of profit.

You are required to prepare :

Statement of Profit and Loss for the year ended 31-3-2026 along with accompanying

notes.
Solution
Akash Company Ltd.
Statement of Profit and Loss
for the year ended 31st March, 2026
Particulars Note No. 2026% 025%

) Income - - -
Revenue from - 15,07,400 -
Operations - 8,500 -
Other Income - 15,15,900 -
Total Revenue - - -
Il) Expenses - - -
Purchases oft8ck-in-Trade 1 9,89,000 -
Change in Inventories 2 8,000 -
Employee Benefits Expense 3 1,13,000 -
Finance Costs 4 33,600 -
Depreciation 5 7,600 -
Other Expenses 6 2,12,000 -
Total Expenses - 13,63,200 -
Profit BeforeTax (I-11) - 1,52,700 -
Provision forTax @ 50% - 76,350 -
Profit for the Period (5 — 6) - 76,350 -
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Accompanying Notes to the &tement of Profit and Loss :

1) Purchases of ®ck-in-Trade

Particulars 31-3-20262
Purchases 10,01,000
Less: Goods distributed as free sample 12,000
Total 9,89,000

2) Change in Inventories

Particulars 31-3-202&%
Opening Stock 2,99,000
Less: Closing Stock 2,91,000
Change in Inventories 8,000

3) Employee Benefits Expense

Particulars 31-3-202&%
Salaries antVages 133000
(-) Directors remuneration 20000
Total 1,13,000

4) Finance Costs

Particulars 31-3-202%
Interest on Bank Overdraft 18,600
Interest on Debentures 7,500
Outstanding Interest on Debentures 7,500
Total 33,600
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5) Depreciation

Particulars 31-3-202&%
Depreciation on Premises and Furniture 7,600
Total 7,600

6) Other Expenses

Particulars 31-3-202%

Selling Expenses 1,50,000
Audit Fees 30,000
Advertisement — Goods distributed as 12,000
free sample

Directors’ Remuneration 20,000
Total 2,12,000

[llustration 2

Following particulars are extracted from the bookdafli®eTrading Company Ltd.
for the year ended 31-3-2026:

Trial balance as on 31-3-2026

Particulars Dr.X Cr.}X
Purchases 11,50,000 -
Selling Expenses 1,20,000 -
Opening Stock (1-4-2025) 3,40,000 -
Salaries anWVages 1,60,000 -
Interest on Bank Loan 22,000 -
Interest on Debentures paid up to 30-9-2025 6,000 -
Audit Fees 25,000 -
OtherAdministrative Expenses 25,000 -
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Sales (Net) - 18,50,000
Dividend Received - 12,000
SurplusA/c (1-4-2025) - 80,000

Adjustments:

1.
2
3
4.
5

6.

Closing stock was valued #t3,20,000.

. Goods wortt¥ 15,000 were distributed as free samples.

. Salaries and wages include Directors’ remuner&ias,000.

Interest on debentures for six months was outstad&g0o0.

. Depreciation on furniture and office equipment is to be pro&ded00.

Provision for taxation is to be made @ 40% of profit before tax.

You are required to prepare : Satement of Profit and Loss forthe yearended 31-3-
2026 along with accompanying notes.

Solution:
Sarline Trading Company Ltd.
Satement of Profit and Loss for the yearended 31st Mach, 2026
Particulars Note No. Current Previous
Year?< Year?¥

[) Income - - -
Revenue from Operations - 18,50,000

Other Income - 12,000

Total Revenue - 18,62,000

II) Expenses -

Purchases oft8ck-in-Trad 1 11,35,000

Changes in Inventories 2 20,000

Employee Benefits Expense 3 1,35,000

Finance Costs 4 34,000
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Depreciation andmortization Expenses 9,000
Other Expenses 2,10,000
Total Expenses 15,43,000
Profit BeforeTax (I-11 3,19,000
)Provision foiTax @ 40% 1,27,600
Profit for the Period 1,91,400
Accompanying Notes to the tatement of Profit and Loss :
1) Purchases of tck-in-Trade
Particulars 4
Purchases 11,50,000
Less: Goods distributed as free sample (15,000)
Total 11,35,000
2) Change in Inventories
Particulars 4
Opening Stock 3,40,000
Less: Closing Stock (3,20,000)
Change in Inventories 20,000
3) Employee Benefits mmExpense
Particulars 3
Salaries anWages 1,60,000
Less : Directors remuneration (25,000)
Total 1,35,000

4) Finance Costs
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Particulars £4
Interest on Bank Loan 22,000
Interest on Debentures 6,000
Outstanding Interest on Debentures 6,000
Total 34,000

5) Depreciation andAmortisation Expense

Particulars £4

Depreciation on Furniture and Office Equprment 9,000

Total 9,000

6) Other Expenses

Particulars 3
Selling Expenses 1,20,000
Audit Fees 25,000
Advertisement Expenses (Free Samples) 15,000
Directors’ Remuneration 25,000
OtherAdministrative Expenses 25,000
Total 2,10,000

lllustration 3
Following Trial Balance of Bright Futur e Company Ltd. was extracted on 31-3-2026:

Particulars Dr.X Cr.}X
Purchases 8,50,000 -
Opening Stock 2,70,000 -
Salaries antVages 1,10,000 -
Selling Expenses 85,000 -
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Insurance Premium 12,000 -
Interest on Bank Loan 15,000 -
Interest on Debentures 5,000 -
Audit Fees 18,000 -
OtherAdministrative Expenses 5,000 -
Sales (Net) - 13,80,000
Commission Received - 15,000
Dividend Received - 10,000

Additional Adjustments:
a) Closing stock was valued &t 2,50,000.

b) Goods costing 10,000 were destroyed by fire and insurance company admitted
claim forZ 7,000 only

c) Salaries include Directors’ remunerati®n18,000.

d) Outstanding interest on debentufes$,000.

e) Depreciation on machine® 12,000.

f)  Provision for taxation is to be made @ 45% of Profit Befare

You are required to prepare: Satement of Profit and Loss forthe yearended 31-3-
2026 along with Notes té\ccounts.

Solution :
Bright Future Company Ltd.
Satement of Profit and Loss forthe yearended 31st Mach, 2026

Particulars Note No. | CurrentYear<]
Revenue from Operations (Sales) - 13,80,000
Other Income - 32,000
Total Revenue - 14,12,000
Purchases oft8ck-in-Trade 1 8,50,000
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Changes in Inventories 2 20,000
Employee Benefits Expense 3 92,000
Finance Costs 4 25,000
Depreciation andmortization Expense 5 12,000
Other Expenses 6 1,41,000
Total Expenses - 11,40,000
Profit Before Tax - 2,72,000
Provision fofTax @ 45% - 1,22,400
Profit for theYear - 1,49,600
Notes toAccounts :
1) Purchases of ck-in-Trade
Particulars 3
Purchases 8,50,000
2) Change in Inventories
Particulars 3
Opening Stock 2,70,000
Less: Closing Stock (2,50,000)
Change in Inventories 20,000
3) Employee Benefits Expense
Particulars 3
Salaries antVages 1,10,000
Less : Director's Remuneration (18,000)
Total 92,000
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4) Finance Costs

Particulars £
Interest on Bank Loan 15,000
Interest on Debentures 5,000
Outstanding Interest on Debentures 5,000
Total 25,000

5) Depreciation andAmortisation Expense

Particulars £

Depreciation on 12,000
Machinery

6) Other Expenses

Particulars £
Selling Expenses 85,000
Insurance Premium 12,000
Audit Fees 18,000
Directors’ Remuneration 18,000
Loss by Fire (10,000 - 7,000) 3,000
OtherAdministrative Expenses 5,000
Total 1,41,000

[llustration 4 :

Following Trial Balance of Sunrise Manufacturing Company Ltd. was extracted on
31-3-2026:

Particulars Dr.% Cr.?
Purchases 12,00,000 -
Opening Stock 3,80,000 -
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Salaries anWVages 1,60,000 -
Advertisement Expenses 40,000 -
Interest on Loan 18,000 -
Audit Fees 20,000 -
Carriage Outward 25,000 -
Administrative Expenses 5,000 -
Sales - 19,50,000
Rent Received - 25,000
Interest Received - 12,000

Additional Adjustments:
a) Closing stock was valuedt3,60,000.
b) Advertisement expenses prepgid,000.
c) Salaries include Managing Direct®remuneratio® 20,000.
d) Outstanding audit feés6,000.
e) Depreciation on plarit 15,000.
f) Provision for taxation is to be made @ 50% of Profit Befare

You are required to prepare: Satement of Profit and Loss forthe yearended 31-3-
2026 along with Notes té\ccounts.

Sunrise Manufacturing Company Ltd.

Satement of Profit and Loss for the yearended 31st Mach, 2026

Particulars Note No. |CurrentYear3
Revenue from Operations - 19,50,000
Other Income - 37,000
Total Revenue - 19,87,000
Purchases oft8ck-in-Trade 1 12,00,000
Changes in Inventories 2 20,000
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Employee Benefits Expense

Finance Costs

Depreciation andmortisation Expense
Other Expenses

Total Expenses

Profit Before Tax

Provision forTax @ 50%

Profit for theYear

o 01~ W

1,40,000
18,000
15,000

1,12,000

15,05,000

4,82,000

2,41,000

2,41,000

Notes toAccounts :

1) Purchases of tck-in-Trade

Particulars

%

Purchases

12,00,000

2) Change in Inventories

Particulars

%

Opening Stock
Less: Closing Stock

3,80,000
(3,60,000)

Change in Inventories

20,000

3) Employee Benefits Expense

Particulars

%

Salaries anWages
Less : Managing Director's Remuneratid

n

1,60,000
(20,000)

Total

1,40,000

4) Finance Costs
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Particulars £4

Interest on Loan 18,000

5) Depreciation andAmortisation Expense

Particulars £4

Depreciation on Plant 15,000

6) Other Expenses

Particulars 3
Advertisement Expenses 40,000 36,000
Less: Pre Paid 4,000
Audit Fees 20,000
Add : Outstanding 6,000 26,000
Carriage Outward 25,000
Managing Director's Remuneration 5,000
Total 1,12,000

lllustration 5 ;

Following Trial Balance of Royal Industries Ltd. was extracted on 31-3-2026:

Particulars Dr.% Cr.RX
Purchases 15,00,000 -
Opening Stock 4,50,000 -
Salaries anWVages 2,20,000 -
Selling Expenses 1,50,000 -
Interest on Bank Loan 28,000 -
Interest on Debentures 7,000 -
Audit Fees 35,000 -
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Carriage Outward 40,000 -
Insurance 22,000 -
Sales - 25,00,000
Discount Received - 18,000
Commission Received - 22,000

Additional Adjustments:
a) Closing stock was valueda#,20,000.
b) Goods costing 20,000 were given as free samples.
c) Salaries include Managing Direc®remuneratiof 30,000.
d) Outstanding wage&8,000.
e) Interest on debentures outstandrig000.
f) Depreciation on Plant and Machin&r25,000.
g) Provision for taxation is to be made @ 40% of Profit Befare

Statement of Profit and Loss for the year ended 31-3-2026 along with Notes to
Accounts.

Solution :
Royal Industries Ltd.

Satement of Profit and Loss forthe yearended 31st Mach, 2026

Particulars Note No. [CurrentYear3
Revenue from Operations - 25,00,000
Other Income - 40,000
Total Revenue - 25,40,000
Purchases oft8ck-in-Trade 1 14,80,000
Changes in Inventories 2 30,000
Employee Benefits Expense 3 1,98,000
Finance Costs 4 42,000
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Depreciation and 5 25,000
Amortisation Expense 6 2,97,000
Other Expenses - 20,72,000
Total Expenses - 4,68,000
Profit Before Tax - 1,87,200
Provision fofTax @ 40% - 2,80,000
Profit for theYear -
Working Notes / Schedules :
1) Purchases of ck-in-Trade
Particulars 3
Purchases 15,00,000
Less: Goods distributed as free sample (20,000)
Total 1,80,000
2) Change in Inventories
Particulars 3
Opening Stock 4,50,000
Less: Closing Stock (4,20,000)
Change in Inventories 30,000
3) Employee Benefits Expense
Particulars 3
Salaries antVages 2,20,000
Add : OutstandingVages 8,000
Less : Managing Directors Remuneratior, (30,000)
Total 1,35,000
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4) Finance Costs

Particulars £
Interest on Bank Loan 28,000
Interest on Debentures 7,000
Outstanding Interest on Debentures 7,000
Total 42,000

5) Depreciation andAmortisation Expense

Particulars £

Depreciation on Plant and Machinery 25,000

6) Other Expenses

Particulars 3
Selling Expenses 1,50,000
Audit Fees 35,000
Carriage Outward 40,000
Insurance 22,000
Advertisement - Free Samples 20,000
Managing Director's Remuneration 30,000
Total 2,97,000

[llustration 6

The authorised capital of Moonlight Company Limited& 8,00,000 consisting of
Equity Shares of 10 each.

Following is the extract ofTrial Balance of the company as on 31-3-2026:

Particulars Debit ¥ Credit 3

Investments at Cost 1,50,000 -
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Cash at Bank 72,000 -
Bills Receivable 68,500 -
Sundry Debtors and Creditors 82,500 1,10,000
Building at Cost 6,20,000 -
Depreciation Reserve - 22,000
Equity Share Capital fully paid up - 6,00,000
6% Debentures - 2,00,000
Bank Overdraft - 1,20,000
Surplus as on 1-4-2025 - 45,000

Additional Information :
1. Closing stock on 31-3-2026 was valued dt,80,000.
2. Outstanding interest on debentufes,000.
3. Provision for tax to be made52,000.
4. Depreciation on building 8,000.
5. Surplus after all adjustments amountes 5,000.

You are required to prepare the Balance Sheet as on 31-3-2026 along with necessary
notes.

Solution :
Moonlight Company Limited
Balance Sheet as on 31st March, 2026

Particulars Note No. |[CurrentYear¥

[. EQUITY AND LIABILITIES - -

1) Shareholders’ Funds - -
Share Capital 6,00,000
Reserves and Surplus 55,000

2) Non-Current Liabilities - -

N
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Shares of 10 each fully paid

Issued, Subscribed and Paid-up Capital: 60,000 Equity  6,00,000

Long-term Borrowings 3 2,00,000
3) Current Liabilities - -
Trade Payables - 1,10,000
Other Current Liabilities 4 1,26,000
Short-term Provisions 5 52,000
Total Equity and Liabilities - 11,43,000
Il. ASSETS - -
1) Non-CurrenAssets - -
PropertyPlant and Equipment 6 5,90,000
Non-current Investments 7 1,50,000
2) CurrentAssets - -
Inventories 8 1,80,000
Trade Receivables 9 1,51,000
Cash and Cash Equivalents 10 72,000
Total Assets - 11,43,000
Accompanying Notes to Balance Sheet :
1) Share Capital
Particulars Amount %
Authorised Capital: 80,000 Equity Share€df0 each 8,00,000

Total 6,00,000
Note 2— Reserves and Surplus
Particulars Amount %
Surplus as on 1-4-2025 45,000
Add: Profit for the year 10,000
Total 55,000
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Note 3 — Long-term Borrowings

Particulars Amount I
6% Debentures 2,00,000
Note 4 — Other Current Liabilities
Particulars Amount I
Bank Overdraft 1,20,000
Outstanding Interest on Debentures 6,000
Total 1,26,000
Note 5 — Short-term Provisions
Particulars Amount I
Provision foiTax 52,000
Note 6 — Poperty, Plant and Equipment
Particulars Amount I
Building at Cost 6,20,000
Less: Depreciation Reserve (22,000 + 8,000) (30,000)
Total 5,90,000
Note 7 — Non-current Investments
Particulars Amount I
Investments at Cost 1,50,000
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Note 8— Inventories

Particulars Amount T

Closing Stock 1,80,000

Note 9—Trade Receivables

Particulars Amount I
Sundry Debtors 82,500
Bills Receivable 68,500
Total 1,51,000

Note 10 — Cash and Cash Equivalents

Particulars Amount T

Cash at Bank 72,000

lllustration 7 :

The authorised capital of Sunrigading Company Limited & 10,00,000 consisting
of Equity Shares & 10 each.Following is the extractlafal Balance of the company as on
31-3-2026:

Particulars Debit Credit X
Investments at Cost 2,00,000 -
Cashin Hand 65,000 -
Bills Receivable 75,000 -
Sundry Debtors and Creditors 95,000 1,25,000
Plant and Machinery at Cost 7,50,000 -
Depreciation Reserve - 35,000
Equity Share Capital fully paid up - 7,00,000
8% Debentures - 2,50,000
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Bank Overdraft - 1,40,000
Surplus as on 1-4-2025 - 55,000

Additional Information :
1. Closing stock on 31-3-2026 was valued &,20,000.
2. Outstanding interest on debentufd®,000.
3. Provision for tax to be made70,000.
4. Depreciation on Plant and Machin&¥5,000.
5. Surplus after all adjustments amountesi &0,000.

You are required to prepare the Balance Sheet as on 31-3-2026 along with
necessary notes.

Solution :
SunriseTrading Company Limited

Balance Sheet as on 31st March, 2026

Particulars Note No. Amount I
[. EQUITY AND LIABILITIES - -
1) Shareholders’ Funds - -
Share Capital 1 7,00,000
Reserves and Surplus 2 60,000
2) Non-Current Liabilities - -
Long-term Borrowings 3 2,50,000
3) Current Liabilities - -
Trade Payables - 1,25,000
Other Current Liabilities 4 1,50,000
Short-term Provisions 5 70,000
Total Equity and Liabilities - 13,55,000
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Il. ASSETS - -
1) Non-CurrenAssets - -
PropertyPlant and Equipment 6 7,00,000
Non-current Investments 7 2,00,000
2) CurrentAssets - -
Inventories 8 2,20,000
Trade Receivables 9 1,70,000
Cash and Cash Equivalents 10 65,000
Total Equity and Liabilities - 13,55,000
Accompanying Notes to Balance Sheet :
Note 1- Share Capital
Particulars Amount

Authorised Capital: 1,00,000 Equity Share ¢i0 each 10,00,000
Issued, Subscribed and Paid-up Capital: 70,000 Equity  7,00,000
Shares of 10 each fully

Note 2— Reserves and Surplus

Particulars Amount
Surplus as on 1-4-2025 55,000
Add: Profit for the year 5,000
Total 60,000

Note 3 — Long-term Borrowings

Particulars Amount

8% Debentures 2,50,000
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Note 4 — Other Current Liabilities

Particulars Amount
Bank Overdraft 1,40,000
Outstanding Interest on Debentures 10,000
Total 1,50,000
Note 5 — Short-term Provisions
Particulars Amount
Provision forTax 70,000
Note 6 — Poperty, Plant and Equipment
Particulars Amount %
Plant and Machinery at Cost 7,50,000
Less: Depreciation Reserve (35,000 + 15,000) (50,000)
Total 7,00,000
Note 7 — Non-current Investments
Particulars Amount
Investments at Cost 2,00,000
Note 8- Inventories
Particulars Amount
Closing Stock 2,20,000
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Note 9—Trade Receivables

Particulars Amount
Sundry Debtors 95,000
Bills Receivable 75,000
Total 1,70,000

Note 10 — Cash and Cash Equivalents

Particulars Amount

Cash at Bank 65,000

[llustration 8:

The authorised capital of Silver Star Company Limitéfl12,00,000 consisting of
Equity Shares of 10 each. Following is the extracflafal Balance of the company as on
31-3-2026:

Particulars Debit Credit X
Land and Building at Cost 8,40,000 -
Investments at Cost 1,80,000 -
Cash at Bank 95,000 -
Bills Receivable 88,000 -
Sundry Debtors 1,12,000 -
Depreciation Reserve - 40,000
Sundry Creditors - 1,60,000
Equity Share Capital fully paid up - 8,00,000
10% Debentures - 3,00,000
Bank Overdraft - 1,50,000
Surplus as on 1-4-2025 - 70,000
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Additional Adjustments :
1. Closing stock on 31-3-2026 was valued& &,10,000.
2. Outstanding interest on debentufes5,000.
3. Provision for tax is to be made85,000.
4. Depreciation on Land and BuildiRg20,000.
5

. After making all adjustments, the company incurred a 16848000 during the
year

You are required to prepare the Balance Sheet as on 31-3-2026 along with necegsar
notes.

Solution :
Silver Sar Company Limited

Balance Sheet as on 31st March, 2026

Particulars Note No. Amount

[. EQUITY AND LIABILITIES - -
1) Shareholders’ Funds - -

Share Capital A 8,00,000
Reserves and Surplus B 55,000
2) Non-Current Liabilities - -
Long-term Borrowings C 3,00,000
3) Current Liabilities - -
Trade Payables - 1,60,000
Other Current Liabilities D 1,65,000
Short-term Provisions E 85,000
Total Equity and Liabilities - 15,65,000

[I. ASSETS - -
1) Non-CurrenAssets - -
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PropertyPlant and Equipment F 7,80,000
Non-current Investments G 1,80,000
2) CurrenAssets - -
Inventories H 3,10,000
Trade Receivables I 2,00,000
Cash and Cash Equivalents J 95,000
Total Assets - 15,65,000
Accompanying Notes to Balance Sheet :
NoteA— Share Capital
Particulars Amount
Authorised Capital: 1,20,000 Equity Share§ a0 each 12,00,000
Issued, Subscribed and Paid-up Capital: 80,000 Equity  8,00,000
Shares of 10 each fully
Total 8,00,000
Note B— Reserves and Surplus
Particulars Amount
Surplus as on 1-4-2025 70,000
Less: Loss for the year (15,000)
Total 55,000
Note C — Long-term Borrowings
Particulars Amount
10% Debentures 3,00,000

Note D — Other Current Liabilities
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Particulars Amount
Bank Overdraft 1,40,000
Outstanding Interest on Debentures 15,000
Total 1,65,000
Note E — Short-term Provisions
Particulars Amount
Provision forTax 85,000
Note F— Property, Plant and Equipment
Particulars Amount
Plant and Machinery at Cost 8,40,000
Less: Depreciation Reserve (40,000 + 20,000) (60,000)
Total 7,80,000
Note G — Non-current Investments
Particulars Amount
Investments at Cost 1,80,000
Note H- Inventories
Particulars Amount
Closing Stock 3,10,000
Note |- Trade Receivables
Particulars Amount
Sundry Debtors 1,12,000

85




Bills Receivable 88,000

Total 2,00,000
Note J — Cash and Cash Equivalents
Particulars Amount %
Cash at Bank 95,000
Total 1,65,000
lllustration 9 :

Following balances have been extracteddm the books of Galaxy &r Trading
Co. Limited as on 31-3-2026.

Particulars 3 Particulars ]
Freehold Land 2,20,000( Creditors 45,000
Goodwill 40,000 | Depreciation Reserve on 20,000
Buildings (Cost) 2,50,000( Building (1-4-2025) -
Furniture (Cost) 40,000 | Depreciation Reserve on 8,000
Debtors 2,50,000( Furniture (1-4-2025) -
Stock (31-3-2026) 80,000| SuspensAccount (Credit 10,000
Cash at Bank 15,000 | Balance) -
Cashin Hand 10,000 | Equity Share Capital 4,50,000
Advance Payment of 12,000| 10% Preference Share 1,50,000
IncomeTax - | Capital -
Investment in Shares 2,50,000( Securities Premium 25,000

Bank Overdraft 70,000
Term Loan 1,50,000
SurplusAccount (1-4-2025)| 20,000
Outstanding Expenses 67,000
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Additional Information :
a) Provision for doubtful debts is to be made at 5% on debtors.

b) Equity Share Capital consists of Equity Sharé&ldf each fully paid.

c) Market value of investments w@<2,70,000 on 31-3-2026.

d) Managing Director is entitled to remuneratioR&{000.

e) Depreciation is to be charged on Building @ 2% and Furniture @10% p.a.
f) Surplus after considering all adjustments amount€d’t,000.

Prepare the Balance Sheet of the company as on 31st March, 2026 in Schedule IlI
Part | form of the CompaniesAct, 2013.

Solution ;

Galaxy Sar Trading Co. Limited Balance Sheet as on 31-3-2026

Particulars Note No. 20263
I. EQUITY AND LIABILITIES - -
Shareholders’ Funds - -
Share Capital 1 6,00,000
Reserves and Surplus 2 1,20,000
Non-Current Liabilities - -
Long-term Borrowings 3 1,50,000
Current Liabilities - -
Trade Payables - 45,000
Other Current Liabilities 4 1,45,000
Other Liabilities (Suspense) - 10,000
Total Equity and Liabilities - 10,70,000
[I) ASSETS - -
Non-CurrenAssets - -
PropertyPlant and Equipment 5 4,73,000
IntangibleAssets 6 40,000
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Non-current Investments 7 2,50,000
CurrentAssets - -
Inventories 8 80,000
Trade Receivables 9 1,90,000
Cash and Cash Equivalents 10 25,000
Other Currenfssets 11 12,000
II) ASSETS 10,70,000
Notes toAccounts :
Note 1 — Share Capital
Particulars 3
Authorised Capital -
1,500 Preference Shareso100 each 1,50,000
45,000 Equity Shares & 10 each 4,50,000
Issued, Subscribed and Paid-up Capital -
1,500 10% Preference Share€df00 each fully paid 1,50,000
45,000 Equity Shares &f10 each fully paid 4,50,000
Total 6,00,000
Note 2 — Reserves and Surplus
Particulars ]
Securities Premium 25,000
SurplusA/c balance (1-4-2025) 20,000
Currentyear Profit 75,000
Total 1,20,000
Note 3— Long-term Borrowings
Particulars ]
Term Loan 1,50,000
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Note 4— Other Current Liabilities

Particulars 3
Bank Overdraft 70,000
Managing Directds Remuneration 8,000
Outstanding Expenses 67,000
Total 1,45,000
Note 5—- Poperty, Plant and Equipment
Particulars 3
Freehold Land 2,20,000
Building at Cost 2,50,000
Less: Depreciation (20,000 + 5,000) (25,000)
Building Net Value 2,25,000
Furniture at Cost 40,000
Less: Depreciation (8,000 + 4,000) (12,000)
Furnitur e NetValue 28,000
Total 4,73,000
Note 6 — IntangibleAssets
Particulars 3
Goodwill 40,000
Note 7 — Non-current Investments
Particulars 3
Investment in Shaes (MarketValue < 2,70,000) 2,50,000
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Note 8 — Inventories

Particulars £
Stock on 31-3-2026 80,000
Note 9 —Trade Receivables
Particulars £
Debtors 2,00,000
Less: Provision for Doubtful Debts (10,000)
@ 5%
Total 1,90,000
Note 10 — Cash and Cash Equivalents
Particulars £
Cash at Bank 15,000
Cash in Hand 10,000
Total 25,000
Note 11 — Other Curr entAssets
Particulars 3
Advance Payment of Incoriiax 12,000

[llustration 10 :

Trial Balance of Rose Ltd. as on 31st Mah, 2026

Particulars Debit % Credit T
Building 3,00,000
Machinery 2,00,000
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Cash at Bank 1,50,000 -
Trade Receivables 1,00,000 -
Equity Share Capital - 5,00,000
Trade Payables - 1,00,000
General Reserve - 1,50,000
Total 7,50,000 7,50,000

Additional Information :
1. Depreciate Building @ 10%.
2. Depreciate Machinery @ 10%.
3. Create Provision for Doubtful Debts @ 5%loade Receivables.
Prepare the Balance Sheet as at 31st March, 2026.
SOLUTION :
Solution as perSchedule Il of the Companies\ct, 2013
Working Notes
Working Note 1 : Depreciation on Building

Particulars Amount I
Building Cost 3,00,000
Less: Depreciation @ 10% 30,000
Net Value of Building 2,70,000

Working Note 2: Depreciation on Machinery

Particulars Amount I
Machinery Cost 2,00,000
Less: Depreciation @ 10% 20,000
Net Value of Machinery 1,80,000
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Working Note 3: Provision for Doubtful Debts

Particulars Amount T
Trade Receivables 1,00,000
Less: Provision @ 5% 5,000
Net Trade Receivables 95,000

Working Note 4: Profit/Loss due toAdjustments

Particulars Amount %
Depreciation on Building 30,000
Depreciation on Machinery 20,000
Provision for Doubtful Debts 5,000
Total Loss 55,000

Note: Since there is no Profit & Log€count in thelrial Balance, the adjustment loss
of ¥ 55,000 will be deducted from General Reserve.

ROSE LTD.
Balance Sheet as at 31st March, 2026
(Prepared as per Schedule Il of the Compakies2013)

Particulars Note No. Amount T

[. EQUITY AND LIABILITIES - -
(1) Shareholders’ Funds - -

Share Capital 1 5,00,000
Reserves and Surplus 2 95,000
Total Shareholders’Funds - 5,95,000
(2) Current Liabilities - -
Trade Payables 3 1,00,000
Total Equity and Liabilities - 6,95,000
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Il. ASSETS -
(1) Non-Curr entAssets -
PropertyPlant and Equipment 4,50,000
(2) Curr entAssets -
Trade Receivables 95,000
Cash and Cash Equivalents 1,50,000
Total Assets 6,95,000
Notes toAccounts :
Note 1: Share Capital
Particulars Amount %
Equity Share Capital 5,00,000
Total 5,00,000
Note 2: Reserves and Surplus
Particulars Amount %
General Reserve 1,50,000
Less: Depreciation on Building (30,000)
Less: Depreciation on Machinery (20,000)
Less: Provision for Doubtful Debts (5,000)
Balance in General Reserve 95,000
Note 3:Trade Payables
Particulars Amount %
Trade Payables 1,00,000
Total 1,00,000
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Note 4: Property, Plant and Equipment

Particulars Cost ) |Depreciation| Net Value
) )
Building 3,00,000 30,000[ 2,70,000
Machinery 2,00,000 20,000[ 1,80,000
Total 5,00,000 50,000{ 4,50,000
Note 5: Trade Receivables
Particulars Amount %
Trade Receivables 1,00,000
Less: Provision for Doubtful Debts (5,000)
Net Trade Receivables 95,000
Note 6: Cash and Cash Equivalents
Particulars Amount %
Cash at Bank 1,50,000
Total 1,50,000

C) Practical Problems on &tement of Profit and LossAccount and Balance Sheet
lllustration—11:

Trial Balance of Sar Ltd. as on 31st March, 2026

Particulars Debit % Credit T
Building 5,00,000 -
Machinery 3,00,000 -
Purchases 6,00,000 -
Opening Stock 1,00,000 -
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Salaries 80,000 -
Advertisement 20,000 -
Cash at Bank 3,70,000 -
Trade Receivables 1,50,000 -
Sales - 10,00,000
Trade Payables - 1,20,000
Equity Share Capital (10,000 share€ 400 each - 10,00,000
Total 21,20,000 21,20,000
Adjustments :
1. Closing StocK 1,20,000.
2. Depreciation on Building @ 5%.
3. Depreciation on Machinery @ 10%.
4. Provision for Incom&ax< 20,000.
Preparation of Satement of Profit and Loss and Balance Sheet
(As per Schedule Il of CompaniesAct, 2013)
SOLUTION:
Working Note 1: Depreciation
Particulars Amount I
Building (X 5,00,000 x 5%) 25,000
Machinery € 3,00,000 x 10%) 30,000
Total Depreciation 55,000
Working Note 2: Changes in Inventoy
Particulars Amount I
Opening Stock 1,00,000
Less: Closing Stock (1,20,000)
Increase in Inventory (20,000)
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STATEMENT OF PROFIT AND LOSS Forthe yearended 31st Mach, 2026

Particulars ]
Revenue from Operations (Sales) 10,00,000
Total Revenue 10,00,000
Purchases 6,00,000
Changes in Inventory (20,000)
Employee Benefits Expense (Salaries) 80,000
Depreciation Expense 55,000
Other Expenses (Advertisement) 20,000
Total Expenses 7,35,000
Profit BeforeTax 2,65,000
Less: Provision fofax 20,000
Profit After Tax 2,45,000

BALANCE SHEET ASAT 31STMARCH, 2026

Particulars Note No. 2026%

I. EQUITY AND LIABILITIES - -

Share Capital 1 10,00,000
Reserves & Surplus 2 2,45,000
Trade Payables 3 1,20,000
Short-Term Provisions 4 20,000
Total - 13,85,000
Il. Assets - -

PropertyPlant & Equipment 5 7,45,000
Inventories 6 1,20,000
Trade Receivables 7 1,50,000
Cash and Cash Equivalents 8 3,70,000
Total - 13,85,000
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Balance Sheefallies :

< 13,85,000 X 13,85,000

Notes toAccounts :

Note 1: Share Capital

Particulars 3
Equity Share Capital 10,00,000
Note 2: Reserves & Surplus
Particulars 3
ProfitAfter Tax 2,45,000
Note 3:Trade Payables
Particulars 3
Trade Payables 1,20,000
Note 4: Shot-Term Provisions
Particulars 3
Provision forTax 20,000
Note 5: Property, Plant & Equipment
Asset Cost ) |Depreciation | Net Value
) )
Building 5,00,000 25,000 4,75,000
Machinery 3,00,000 30,000 2,70,000
Total 8,00,000 55,000 7,45,000
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[llustration — 12 :

Preparation of Satement of Profit and Loss and Balance Sheet

(As perSchedule 11l of CompaniesAct, 2013)

Trial Balance of Moon Ltd. as on 31st Mach, 2026

Particulars Debit Credit X
Land & Building 6,00,000 -
Furniture 1,00,000 -
Purchases 7,00,000 -
Opening Stock 1,50,000 -
Salaries 1,00,000 -
Rent 30,000 -
Cash at Bank 4,70,000 -
Trade Receivables 1,90,000 -
Sales - 12,00,000
Trade Payables - 1,40,000
Equity Share Capital (10,000 shareSa00 eaclp) - 10,00,000
Total 23,40,000 23,40,000

Adjustments :

1. Closing StocK 2,00,000.
. Depreciation on Land & Building @ 5%.

. Depreciation on Furniture @ 10%.

2
3
4. Provision for Doubtful Debts @ 5% dmnade Receivables.
5

. Provision for Incom&ax340,000.

Prepare Profit and LossAccount and Balance Sheet as on 31-3-2026

SOLUTION

Working Note 1: Depreciation
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Particulars 3
Land & Building € 6,00,000 x 5%) 30,000
Furniture € 1,00,000 x 10%) 10,000
Total 40,000
Working Note 2: Provision for Doubtful Debts
Particulars 3
Trade Receivables 1,90,000
(-)Provision @ 5% 9,500
1,80,500
Working Note 3: Changes in Inventoy
Particulars 3
Opening Stock 1,50,000
Less: Closing Stock (2,00,000)
Increase in Inventory (50,000)
STATEMENT OFPROFIT AND LOSS
For the year ended 31st March, 2026
Particulars Note No. Amount %
) INCOME - -
Revenue from Operations (Sales) - 12,00,000
Total Revenue - 12,00,000
Purchases - 7,00,000
Changes in Inventory - (50,000)
Employee Benefits Expense - 1,00,000
Depreciation Expense - 40,000
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Other Expenses (Rent) - 39,500
Total Expenses - 8,29,500
Profit BeforeTax - 3,70,500
Less: Provision for Tax - 40,000
Profit After Tax - 3,30,500

BALANCE SHEET ASAT 31STMARCH, 2026

Particulars Note No. Amount %
|. Equity and Liabilities - -
Share Capital 1 10,00,000
Reserves & Surplus 2 3,30,500
Trade Payables 3 1,40,000
Short-Term Provisions 4 40,000
Total - 15,10,500
Il. Assets - -
PropertyPlant & Equipment 5 6,60,000
Inventories 6 2,00,000
Trade Receivables 7 1,80,500
Cash and Cash Equivalents 8 4,70,000
Total - 15,10,500
Notes toAccounts :
Note 1: Share Capital
Particulars ]
Equity Share Capital 10,00,000

Note 2: Reserves & Surplus
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Particulars £4

ProfitAfter Tax 3,30,500

Note 3:Trade Payables

Particulars £4

Trade Payables 1,40,000

Note 4: Shot-Term Provisions

Particulars £4
Provision forTax 40,000
Total 40,000

Note 5: Property, Plant & Equipment

Asset Cost ) Depreciation )| NetValue )
Land & Building 6,00,000 30,000 5,70,000
Furniture 1,00,000 10,000 90,000
Total 7,00,000 40,000 6,60,000

lllustration 13 ;

Shrimant company was registered with capital of Rs.2,00,000 divided in 2,000 equity
sharesThe trial balance of the company as ofi[garch 2026 was as under

Particulars Debit ¥ Credit %
Issued Share Capital - 1,00,000
Motor 37,000 -
Sundry Debtors 9,600 -
Salaries 15,000 -
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Bank interest and charges 400 -
Rent Received - 3,500
Travelling Expenses 4,000 -
Machinery 80,000 -
Sales - 1,05,000
Building 50,000 -
DiscountAllowed 1,500 -
Sundry Creditors - 16,800
Wages 8,000 -
Bank Overdraft - 12,200
Stock on 1-4-2025 7,000 -
Profit and Loséccount - 22,500
Purchases 30,000 -
Carriage 2,000 -
Cash in hand and at bank 1,000 -
Printing and stationery 2,000 -
Repairs and Renewals 1,500 -
Directors Remuneration 2,500 -
Callsin arrears 500 -
Interim Dividend 3,000 -
Total 2,60,000 2,60,000

Additional Information :
1. Stock on 31-3-2026 was 6,000
2. Create a R.D.D at 5% on debtors
3. Depreciate Machinery b¥2,000 , Building byZ 7,000, Motor by 620
4. Outstanding wages wefdl,000
5. Directors declared a final dividend at 20% on paid up capital.

Prepare Balance Sheet as on 31-3-2026 and Profit and Loss account for the year
ended 31-3-2026 as per company act 2013 along with accompanying notes.
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Shrimant company

Statement of Profit and Loss for the yearended 31st Mach, 2026

Particulars Note No. Amount %
[. Income - -
Revenue from Operations 1 1,05,000
Other Income 2 3,500
Total Income - 1,08,500
Il. Expenses - -
Purchases 3 35,000
Changes in Inventories 4 1,000
Employee Benefits Expense 5 26,500
Finance Costs 6 400
Depreciation andmortisation Expense 7 9,620
Other Expenses 8 11,480
Total Expenses - 84,000
V. Profit Before Tax - 24,500
Tax Expense - Nil
VI. Profit After Tax - 124,500
Working Note :
1) Revenue from Operations
Particulars 3
Sales 1,05,000
2) Other Income
Particulars 3
Rent Received 3,500
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3) Purchases

Particulars 3
Purchases 35,000
4) Changes in Inventories
Particulars 3
Opening Stock 7,000
Less: Closing Stock (6,000)
Changes in Inventories 1,000
5) Employees Benefit Expenses
Particulars ]
Salary 15,000
Wages (8,000+1,000) 9,000
Directors Remuneration 2,500
Total 26,500
6) Finance Costs
Particulars ]
Bank Interest and Charges 400
7) Depreciation
Particulars DepreciationZ
Machinery 2,000
Building 7,000
Motor 620
Total Depreciation 9,620
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8) Other Expenses

Particulars Depreciation?
Travelling Expenses 4,000
Discountllowed 1,500
Carriage 2,000
Printing and Stationery 2,000
Repairs and Renewals 1,500
R.D.D. @ 5% 480
Total 11,480

9) Provision for Doubtful Debts

Particulars Depreciation?
Sundry Debtors 9,600
R.D.D. @ 5% 480
Total 9,120

SHRIMANT COMPANY

BALANCE SHEET ASAT 31STMARCH, 2026

Particulars

Note No. Amount ¥

I. EQUITY AND LIABILITIES
(1) 1. Shareholders’ Funds
(@) Share Capital

(b) Reserves and Surplus

(c) Money Received against Shevarrants

2.ShareApplication Money PendingAllotment

3. Non-Current Liabilities
(a) Long-term Borrowings

99,500

44,000
Nil
Nil

Nil
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(b) Deferredrax Liabilities (Net) - Nil
(c) Other Long-term Liabilities - Nil
(d) Long-term Provisions - Nil
4. Current Liabilities - -
(&) Short-term Borrowings 3 12,200
(b) Trade Payables 4 16,800
(c) Other Current Liabilities 5 1,000
(d) Short-term Provisions - Nil
TOTAL - 1,73,500
Il Assets - -
1. Non-CurrentAssets - -
(a) PropertyPlant and Equipment 6 1,57,380
(b) Non-current Investments - Nil
(c) DeferredraxAssets (Net) - Nil
(d) Long-term Loans arldvances - Nil
(e) Other Non-currem{ssets - Nil
2. CurrentAssets - -
(@) Current Investments - Nil
(b) Inventories 7 6,000
(c) Trade Receivables 8 9,120
(d) Cash and Cash Equivalents 9 1,000
(e) Short-term Loans arddivances - Nil
(f) Other Currenfssets - Nil
TOTAL - 1,73,500
WORKING NOTES
Note 1 — Share Capital
Particulars ]
Issued Share Capital 1,00,000
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Less: Calls il\rrears (500)

Paid-up Share Capital 99,500

Note 2 — Reserves and Surplus

Particulars 3
Opening balance of Profit & Losgc 22,500
Add: Currentrear Profit 24,500
Total 47,000
Less: Interim Dividend (3,000)
Closing Reserves & Surplus 44,000

Proposed Final Dividend

Final dividend¥ 1,00,000 x 20% = 20,000

Less: Interim Dividend £ 3,000

Balance Proposed Final Dividend X 17,000s disclosed separately as a contingent
liability

Note 3 — Short-term Borrowings

Particulars £4

Bank Overdraft 12,200

Note 4 —Trade Payables

Particulars £4

Sundry Creditors 16,800

Note 5 — Other Current Liabilities

Particulars £4

OutstandinyVages 1,000
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ASSETS
Note 6 — Poperty, Plant and Equipment

Asset Cost R) Depreciation ) | Net Value )
Building 50,000 7,000 43,000
Machinery 80,000 2,000 78,000
Motor 37,000 620 36,380
Total 1,67,000 9,620 1,57,380

Note 7 — Inventories

Particulars £

Closing Stock 6,000

Note 8 —Trade Receivables

Particulars £
Sundry Debtors 9,600
Less: R.D.D. @ 5% (480)
Net Trade Receivables 9,120

Note -9-Cash and Cash Equivalents

Particulars £

Cash in hand and cash at bank 1,000

[llustration 14 :

The followingTrial Balance was extracted from the books of Sharad Co. Ltd; Satara
as on 31-3-2026

Trial Balance

108




Particulars Debit Credit X
Issued Share Capital 8,000 Share§1d each - 80,000
fully paid
Sundry Debtors and Sundry Creditors 36,520 18,560
Cashin hand 2,730 -
Cash at bank 20,000 -
Sales - 1,71,320
Purchases 1,46,430 -
Plant and Machinery 25,600 -
Office Furniture 14,400 -
Provision for depreciation on plant and machinety - 2,560
Provision for depreciation on furniture - 1,440
Carriage inward 1,650 -
Factory wages 7,240 -
Repairs to machinery 1,850 -
Miscellaneous expenses 1,650 -
Rent and rates 3,650 -
Staff Salaries 4,320 -
Insurance 120 -
Profit and Loss account 31-3-2025 - 1,360
Bad debts 540 -
R.D.D - 500
Stock on 1-4-2025 12,300 -
Reserve fund - 760
8% Debentures - 2,500
Total 2,79,000 2,79,000

Additional Information:

1. Stock as on 31-3-2026 w&s25,613

. Insurance was pre paid for the year ending 30-6-2026

. Provide depreciation at 10% on Plant and Machinery and Furniture

2
3
4. Provide for taxatio® 1,000
5

. Provide interest on debentures
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6. Proposed dividend at 10%
7. TransferR 3,000 to Reserve Fund
8. Provision for R.D.D. has to be kept at 5% on Debtors.

After taking into account the above information prepare statement of profit and loss
for the year ending 31-3-2026 and balance sheet as on that date along with accompanying
notes.

SAHYADRI AUTOMOBILES L TD.

Satement of Profit and Loss forthe yearended 31st Mach, 2026

Particulars Note No. Amount I
l.Income - -
Revenue from Operations 1 1,71,320
Other Income 2 Nil
Total Income - 1,71,320
Il. Expenses - -
Purchases 3 1,46,430
Changes in Inventories 4 (13,313)
Employee Benefits Expense 5 11,560
Finance Costs 6 150
Depreciation andmortisation Expense 7 4,000
Other Expenses 8 9,902
Total Expenses - 1,58,729
[1l. Pr ofit Before Tax - 12,591
Tax Expense 9 1,000
V. Profit After Tax - T 11,591

WORKING NOTES -STATEMENT OF PROFIT AND LOSS

Note 1 — Revenue from Operations
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Particulars £4

Sales 1,71,320
Revenue from Operations 1,71,320
Explanation:

Sales represent the revenue earned by the company from its normal business activities.
Therefore, sales are showrRessenue from Operations

Note 3 — Purchases

Particulars £4

Purchases 1,46,430

Note 4 — Changes in Inventories

Particulars 3
Opening StockLess: Closing Stock 12,300(25,613)
Changes in Inventories (13,313)

Note 5 — Employee Benefits Expense

Particulars 3
FactoryWages$ff Salaries 7,2404,320
Total Employee Benefits Expense 11,560

Note 6 — Finance Costs

6% Debentures of% 2,500=% 150

Particulars £4

Interest on Debentures 150
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Note 7 — Depeciation andAmortisation Expense

Depreciation is provided at 10% on Plant and Machinery and Furniture.

Asset Cost R) Rate DepreciationX)
Plantand Machinety 25,600 10% 2,560
Furniture 14,400 10% 1,440
Total 40,000 4,000

Note 8 — Other Expenses

Particulars DepreciationZ
Carriage Inward 1,650
Repairs to Machinery 1,850
Miscellaneous Expenses 1,650
Rent and Rates 3,650
Insurance Expense 96
Bad Debts 540
Additional R.D.D. 466
Total Other Expenses 9,902

DetailedWorking — Insurance :
The insurance covet® months ending or80 June 2026=Total Insurance £ 120
Insurance period=1April 2025 to 30 June 2026 = 15 monthd#onthly insurance:
¥ 120 + 15*3=8*3=24

Particulars (4
Total Insurance 120
Less: Prepaid Insurance (24)
Insurance Expense 96
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T 96— Profit and LossAccount

T 24 -+ Balance Sheet as Cuent Asset
DetailedWorking — Bad Debts and R.D.D.

Bad Debts and R.D.D.

Particulars 4 4
Required R.D.D. @ 5% 1,826 -
Less: Existing R.D.D. (1,360) -
Additional R.D.D. charged to P&L - 466
Bad Debts already ifrial Balance - 540
Total amount charged to P&LA/c - 1006
Amount shown in Balance Sheet
Particulars £4
Debtors 36,520
Less: New R.D.D. (1,826)
Net Trade Receivables 34,694
Note 9 — Povision for Taxation
Particulars £4
Profit BeforeTax 12,591
Less: Provision fofax (1,000)
Profit After Tax 11,591

Balance Sheet Sahyadutomobiles Ltd. AsAt 31st March, 2026

Particulars

Note No.

Amount ¥

I. EQUITY AND LIABILITIES
1. Shareholders’ Funds
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(@) Share Capital

(b) Reserves and Surplus

(c) Money Received against Shevarrants
2. ShareApplication Money PendingAllotment
3. Non-Current Liabilities

(a) Long-term Borrowings

(b) Deferredrax Liabilities (Net)

(c) Other Long-term Liabilities

(d) Long-term Provisions

4. Current Liabilities

(@) Short-term Borrowings

(b) Trade Payables

(c) Other Current Liabilities

(d) Short-term Provisions

Total

ll-Assets

1. Non-CurrentAssets

(a) PropertyPlant and Equipment
(b) Non-current Investments

(c) DeferredraxAssets (Net)

(d) Long-term Loans arldlvances
(e) Other Non-currem{ssets

2. CurrentAssets

(@) Current Investments

(b) Inventories

(c) Trade Receivables

(d) Cash and Cash Equivalents
(e) Short-term Loans aAdivances / Prepaid Insural
(f) Other Currenfssets

Total

o 01 b

80,00
12,851

Nil

Nil
2,500

Nil

Nil

Nil

Nil
18,560
150
1,000

1,15,061

ce

10
11

32,000
Nil
Nil
Nil
Nil
Nil
25,613
34,694
22,730
24
Nil

1,15,061
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WORKING NOTES — BALANCE SHEET :
Note 1 — Share Capital

Particulars 4

Equity Share Capital 80,000

Note 2 — Reserves and Surplus-Reserve Fund

Particulars %
Opening Reserve Fund 760
Add: Transfer during the year 3,000
Closing Reserve Fund 3,760

Surplus

Particulars %
Opening Surplus 500
Add: ProfitAfter Tax 11,591
Total 12,091

Note 3 — Long-term Borrowings

Particulars 4

6% Debentures 2,500

Note 4 —Trade Payables

Particulars 4

Sundry Creditors 18,560

Note 5 — Other Current Liabilities

115




Interest on Debentures =6% of¥ 2,500 =% 2,500 x 6% =% 150 = Interest
Payable =¥ 150

Note 6 — Short-term Provisions

Particulars 4

Provision forTaxation 1,000

Note 7 — Poperty, Plant and Equipment

TheTrial Balance contains the assets and the old depreciation already recorded.

Particulars Plant & Machinery ¥| Furniture ¥
Original Cost 25,600 14,400
Less: Existing (2,560) (1,440)
Depreciation

Balance 23,040 12,960
Less: Currentears (2,560) (1,440)
Depreciation

Net Value 20,480 11,520

Important :

Current yeds depreciation :
¥ 2,560 +¥ 1,440 =% 4,000
This¥ 4,000 is charged to the Statement of Profit and Loss.

Note 8 — Inventories

Particulars 4

Closing Stock 25,613
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Note 9 —Trade Receivables

Particulars (4
Sundry Debtors 36,520
Less: R.D.D. @ 5% (1,826)

Note 10 — Cash and Cash Equivalents

Particulars 4

Cash at Bank and Cash in Hand 22,730

Note 11 — Prepaid Insurance

Particulars (4
Total Insurance 120
Period 15 months
Insurance per month 8
Insurance relating to current year — 12 months 96
Prepaid Insurance — 3 monthSarr entAssets 24
Proposed Dividend =X8,000
The proposed dividend is disclosed separately and is not included in the Balance Sheet
total.
SECTION -2:

CheckYour Progress :

A) Fill in the blanks from the given alternatives and rewrite the sentence
1. Profit after tax is transferred to

A) Inventories B) Reserves and Surplus
C) Debtors D) Cash
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. IncomeTax Provision is shown under

A) FixedAssets

C) Short-term Provisions

. Cash at Bank is shown under
A) Non-currenAssets

C) Liabilities

. Machinery is classified as

A) Inventory

C) TangibleAsset

. Audit Fees are shown under
A) Finance Cost

C)Assets

. Salaries are shown under

B) CurrenfAssets

D) Capital

B) Cash and Cash Equivalents

D) Reserves

B) CurrenfAsset

D) Liability

B) Other Expenses
D) Inventory

A) Employee Benefits Expense B)Assets

C) Revenue

D) Investment

. Interest on Debentures is shown under

A) Revenue

C)Asset

B) Finance Cost

D) Reserve

. Advertisement Expenses are shown under

A) Other Expenses
C) Capital

B)Assets
D) Liability

. Government Securities are shown under

A) Current Liabilities

C) Non-current Investments

B) Inventories

D) Revenue
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10.Sales Return is deducted from

A) Purchases B) Capital

C) Sales D) Debtors
11. Purchase Return is deducted from

A) Purchases B) Sales

C) Capital D) Expenses
12.Schedule Il format is prescribed under the

A) IncomeTaxAct B) GSTAct

C) Companieéct, 2013 D) Banking RegulatioAct
13.Balance Sheet must always

A) Show Loss B) Show Profit

C)Tally D) Show Dividend
14.Provision for Doubtful Debts reduces

A) Creditors B) Share Capital

C) Trade Receivables D) Cash
15.Closing Stock appearsin

A) Profit and Losé&ccount and Balance Sheet

B) Balance Sheet only

C) Profit and LosAccount only

D) Share Capital

B) True or False.

1. Machinery is an intangible asset.
2. Advertisement expense is shown as an asset.

3. Sales Returnincreases sales revenue.
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Purchase Return is deducted from purchases.
Audit Fees are shown under Other Expenses.
Provision for Doubtful Debts increases debtors.
Profit afterTax is added to Reserves and Surplus.

Government Securities are Investments.

© ® N o 0 &

Balance Sheet should always tally
10.Schedule Il format is prescribed under the Compakue2013.
2.3 Summary :

Company FinaAccounts are prepared at the end of every financial year to show the
financial performance and position of a compaimgy include thetdtement of Profit and
Loss, Balance Sheet, Notesitccounts, and Cash Floviéement (where applicable).
These statements are prepared as per the Compani2813 and applicabkccounting
Standards. They provide information to shareholders, creditors, investors, and other
stakeholderd’he accounts present a true and fair view of the compamghcial afairs.

Financial statements must be prepared according to Schedule Il of the Companies
Act, 2013 Assets and liabilities should be classified into current and non-current categories.
Previous yeas figures and all material disclosures should be presented for comparison. Notes
toAccounts form an integral part of the financial statem@&his statements should comply
with accounting standards and legal requirements.

The Balance Sheet is prepared in the vertical format prescribed under Schedule IIl. It
presents the financial position of the company on a specific date. The statement is divided into
Equity and Liabilities, andssetsAssets and liabilities are further classified into current and
non-current categories. It helps users assess the cosfiaatial strength, solvenand
stability.

Notes tcAccounts provide detailed explanations of the figures shown in the financial
statements. They disclose accounting policies, share capital, reserves, borrowings, fixed
assets, investments, and contingent liabilifiaese notes improve transparemeiability,
and understanding of financial information. They are an essential part of the financial
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statements. Proper disclosure ensures a true and fair presentation of the cdimpaoigl
position.

The Statement of Profit and Loss shows the income, expenses, and profit or loss of the
company for the accounting yglars prepared in the format prescribed under Schedule Il of
the CompanieAct, 2013. Itincludes revenue from operations, other income, expenses,
depreciation, finance costs, and taxation. The net profit or loss is transferred to the Balance
Sheet under Reserves and Surplos.statement provides a true and fair view of the congpany”’
operating performance.

Practical problems involve preparing the Statement of Profit and Loss and Balance
Sheet using the prescribed Schedule 11l format. Students classify assets, liabilities, income,
and expenses correciljhey prepare Notes &acounts and apply disclosure requirements.
Practical exercises develop accuracy and understanding of company final accounts. They
help students apply theoretical knowledge to real accounting situations.

2.4 Terms to be Remember

1. Company FinalAccounts— Financial statements prepared at the end of the
financial year

2. Schedule 11— Prescribed format for financial statements under the Companies
Act, 2013.

3. Satement of Profit and Loss— Satement showing the compasyhcome,
expenses, and profit or loss.

4. Balance Sheet Statement showing the financial position of a company on a
particular date.

5. Notes teAccounts— Explanatory notes forming an integral part of the financial
statements.

Shareholders’Funds— Share capital and reserves representing owatgrisy
Share Capital— Capital raised by the company through the issue of shares.

Reserves and Surplus-Accumulated profits and reserves of the company

© ©o N ©

ShareApplication Money PendingAllotment — Money received for shares
not yet allotted.
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10.
11.
12.
13.
14.
15.

16.
17.
18.
19.
20.

21.
22.
23.

24.

25.

26.
27.
28.
29.

Curr entAssets-Assets expected to be realized or used within one year
Non-currentAssets- Long-term assets used in business operations.

Curr ent Liabilities — Obligations payable within one accounting year
Non-current Liabilities — Long-term obligations payable after one year
Property, Plant and Equipment (PPE)-Tangible fixed assets used in business.

Intangible Assets— Non-physical assets such as patents, trademarks, and
goodwill.

Capital Work-in-Pr ogress (CWIP)- Cost of assets under construction.
Trade Receivables-Amounts receivable from customers for credit sales.
Trade Payables-Amounts payable to suppliers for credit purchases.

Cash and Cash Equivalents- Cash, bank balances, and highly liquid investments.

Revenue fom Operations— Income earned from the companptincipal
business activities.

Other Income— Income earned from non-operating activities.
Finance Costs- Interest and borrowing costs incurred by the company

Depreciation— Systematic allocation of the cost of tangible assets over their
useful life.

Exceptional Items— Significant but unusual income or expenses arising from
ordinary business activities.

Extraordinary Items — Gains or losses arising from rare and unusual events
(academic concept).

Divisible Profits — Profits legally available for distribution as dividend.
Dividend — Portion of profits distributed to shareholders.
Interim Dividend — Dividend declared between thronual General Meetings.

Final Dividend — Dividend approved by shareholders atheual General
Meeting.
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30.
31.

32.

33.
34.
35.

Provision for Tax— Estimated amount set aside to meetincome tax liability

Managerial Remuneration — Remuneration payable to directors and key
managerial personnel.

NetWorth — Paid-up share capital plus reserves, less accumulated losses and
fictitious assets.

Contingent Liability —A possible liability dependent on future events.
Commitments— Future obligations arising from contracts or agreements.

Accounting Sandards — Principles and guidelines governing the preparation
and presentation of financial statements.

2.5 Answer to check yourProgress :

Section-|

A) Answer - MCQ

Q.

2 3 4 5 6 7 8 9 10

Ans

C B A B A C A C B B

B) Answer -True or False

Q. 1 2 3 4 5 6 7 8 9 10
Ans.| T T T T T T T T T T
Section - 2
A) Answer-MCQ
Q. |1 (234|567 8 91 101112 13| 14| 15
Ans|lB|C|B|C|B|A|B|A|C|C|A]|C|C|[C|A

B) Answer -True or False

Q.

1 2 3 4 5 6 7 8 9 10

AnNs.

F F F T F T T T T T
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2.6 Exercise :
A) Short Notes
1. Company FinaAccounts
Statement of Profitand Loss
Balance Sheet
Schedule 11l of the Companiést, 2013
Share Capital
Reserves and Surplus
Trade Receivables

Trade Payables

© ®© N o 0 & w0 DN

PropertyPlant and Equipment

=
o

. Depreciation

=
=

. Provision for Doubtful Debts

=
N

. Provision fofTaxation

=
w

. CurrentAssets
14. Current Liabilities

B) Practical Problems

Exercise 1 :
Trial Balance of Sunil Ltd. as on 31st Mach, 2026
Particulars Debit % Credit T
Purchases 8,00,000 -
Opening Stock 1,20,000 -
Salaries 1,50,000 -
Wages 80,000 -
Rent and Rates 30,000 -
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Advertisement
Carriage Inward
DiscountAllowed
Bad Debts

Sales Return
Sales

Purchase Return
Interest Received

25,000
20,000
5,000
8,000
40,000

12,00,000
60,000
10,000

Additional Information :

1. Closing Stock on 31-03-20261,50,000.

2. Outstanding Salarigs10,000.

3. Create Provision for Doubtful Debts @ 5% on Debto&p90,000.

4. IncomeTax Provisior#40,000.

From the above information prepare the Profit and Loss account

Exercise 2 :
Trial Balance of Bright Ltd. as on 31st March, 2026
Particulars Debit % Credit Z
Purchases 12,00,000 -
Opening Stock 2,00,000 -
Salaries 2,40,000 -
Contribution to PF 40,000 -
Advertisement 50,000 -
Rent 36,000 -
Carriage Outward 25,000 -
DiscountAllowed 6,000 -
Bad Debts 10,000 -
Interest on Debentures 20,000 -
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Sales Return 50,000 -
Sales - 18,00,000
Purchase Return - 1,00,000
Interest Received - 24,000
Additional Information :
1. Closing Stock2,50,000.
2. Outstanding Debenture Inter&st,000.
3. Additional Bad Debtg15,000.
4. Provision for Doubtful Debts @ 2% on Debt&rs00,000.
5. Provision for Incom&ax375,000.
Exercise 3 :
Balance Sheet Preparation
(As perSchedule 1l of the Companieg\ct, 2013)
Trial Balance of PQR Ltd. as on 31-03-2026
Particulars Debit % Credit T
Plant & Machinery 2,00,000 -
Trade Receivables 60,000 -
Cash at Bank 70,000 -
Equity Share Capital - 2,50,000
Trade Payables - 50,000
Total 3,30,000 3,00,000

Additional Information :

1. Depreciate Plant & Machinery &20,000.

2. Create Provision for Doubtful Debts @ 5%loade Receivables.

3. Profit afterTax during the ye&47,000.
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Prepare Balance Sheet as on 31-3-2026.

Exercise 4 :
Balance Sheet Preparation
(As per Schedule 111l of the Companieg\ct, 2013)
Trial Balance of LMN Ltd. as on 31-03-2026
Particulars Debit I Credit X

Building 3,00,000 -
Inventory 80,000 -
Trade Receivables 50,000 -
Cashin Hand 40,000 -
Equity Share Capital - 4,00,000
10% Debentures - 50,000
Trade Payables - 20,000
Total 4,70,000 4,70,000

Additional Information :
1. Depreciate Building b§30,000.
2. Create Provision for Doubtful Debts @ 4%loade Receivables.
3. Profit afterTax during the ye&48,000.
Prepare Balance Sheet as on 31-3-2026.

Exercise 5 : [April 2016]

Ideal co. Ltd. has on authorized share capital of Rs. 800000 divided into 80000
shares of Rs. 10 each. Following isThal Balance of the company as ori'8larch 2026

Particulars Debit ) Particulars Credit (%)
Plant and Machinery 5,20,000( Issued share capital 40,00p 4,00,000
Furniture 8,000 | shares of Rs. 10 each -

127




Investment 1,40,000| Commission 6,000

Office andAdministration 86,000| Share transfer fee 8,000

expenses - | Bankloan (Unsecured) 32,000

Sundry Debtors 50,000| Sales 4,20,000

Wages 30,000 | Secured loan 60,000

Cash 4,000 | Profitand Loss 90,000

Stock on 1.04.2026 28,000 A/C (1.04.2025) -

Purchases 1,20,000| Sundry Creditors 24,000

Selling and Distribution 22,000

Expenses -

Callsin arrears 12,000

Preliminary expenses 20,000

Total 10,40,000( Total 10,40,000
Adjustment :

1. Stock on 3¥March 2026 was Rs.24000.

. Depreciation Machinery @10% p.a. and Furniture @5% p.a.

. Write off 1/ of Preliminary expenses.

2
3
4. Make provision for tax to the extent of Rs. 20800.
5

. Directors proposed Dividend @10%.

Prepare profit and loss account and balancesheet as on 31-3-2026

Problem 6 : [April 2015]

A company was registered with capital of Rs. 400000 divided in 4000 Equity shares.
TheTrial Balance of the company as on 31.03.2026was as follows.

Trial Balance

Particulars

Debit %

Credit 3

Issued share capital

2,00,000
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Motor car 74,000 -
Sundry Debtors 19,200 -
Salaries 32,000 -
Bank Interest 800 5,000
Rent Received - -
Travelling Expenses 8000 -
Machinery 1,60,000 2,12,000
Sales - -
Building 1,00,000 33,600
DiscountAllowed 3,000 -
Sundry creditors - 22,400
Wages 16,000 -
Bank overdraft - 45,000
Stock 01.04.2025 14,000 -
Profit and Los&/C - -
Purchases 5,800 -
Carriage 6,000 -
Cash in hand at bank 2,000 -
Printing and stationary 3,000 -
Repairs and Renewals 2,000 -
Directors Remuneration 5,000 -
Audit fees 1,000 -
Callsin arrears 6,000 -
Interim Dividend 10,000 -
Total 520000 520000

1) Stock ason 31.03.2026 is Rs. 12000.
2) Create a R.D.D. 5% on Debtors.

3) Depreciate Machinery by Rs. 4000 Building Rs. 14000 and motor car by Rs.
19200.
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4)
5)

Outstanding wages Rs.2000.

Directors declared a final dividend at 20% on paid up capital.

Prepare profit and loss account and balancesheet as on 31-3-2026
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Unit 3

Voluntary Liquidation of Companies

Meaning and Definition, Distinction between compulsory winding up (by
Court/NCLT) and voluntary liquidatin. Types of voluntary Liquidation,
Legal framework, The Liquidator : Appointment, Powers and Duties,
Remuneration of Liquidator. Format of Liquidators final statement of
Account,Accounting problems.
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3.2.1.1 Meaning and definition
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3.2.1.3 The liquidator- appointment powers and duties
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3.2.2.1 Accounting Problems
3.2.2.2 Check your progress

3.3  Summary

3.4  Glossary
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3.7 Exercise
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3.0 Objectives:
After studying this unit you will be able to :

1. Understand the legal framework, regulatory procedures, and financial mechanics
required to formally close a solvent business entity without court intervention.

2. Explainrole, duties, and responsibilities of a liquidator

3. Learn how the liquidator publicly announces the liquidation, verifies stakeholder
claims, and realizes company assets.

4. Understand the practical accounting process of preparing the Liquidators final
statement of accounts, calculating liquidator remuneration, and prioritizing
payments to creditors and shareholders.

3.1 Introduction :

Liquidation means winding up of the state ¢ha$ of the companiyt is the process to
end the life of the compsA liquidator is appointed to carry out this process. He sells the
assets of the company and uses the sale process for payment of liabilities and distributes
surplus among the members or shareholders of the congmanpany is an artificial person
it comes to end by law through the process of liquidation. The liquidator is appointed to
carry out such procegsLiquidator's Final $atement oAccount is a summary prepared
at the end of a comparsyinding-up process. It acts as a cash receipt and payment
account, detailing funds realized from assets and their distribution to claimants in a strictly
legdly mandated order

3.2 Presentation of Subject Matter :
3.2.1 Section 1:
3.2.1.1 Meaning and definition :

\oluntary liquidation is a self-imposed, orderly process where a coraghayeholders
and management decide to cease operations, dismantle its corporate structure, and dissolve
the entity Its primary aim is to systematically realize all assets, settle liabilities with creditors,
and distribute any remaining surplus to the shareholders.

Voluntary liquidation is a process of winding up voluntarily without the courtiNCL
intervention. Members of the Company and creditors, jizithgppoint a liquidator to liquidate
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all assets and pay to all its creditors. Surplus amount, dierymeeting all costs and expenses
shall be distributed to the members as per the mechanism provided in Section 53 of IBC,
2016.Voluntary liquidation process has to be completed as per Insolvency and Bankruptcy
Board of India (\@luntary Liquidation Process) Regulations, 2017. Only a solvent Company
is eligible for voluntary liquidation.

Voluntary liquidation of LLPS and other Body corporate are also covered under these
regulations and hence the same procedure is applicable with suitable Sadungiesy winding
up is a corporate closure process governed primariBelotion 59 of the Insolvency and
Bankruptcy Code (IBC), 201Although Chapter XX (Sections 304—323) of @@mpanies
Act, 2013originally covered voluntary liquidations, these provisions were omitted to consolidate
corporate exits under the IBC.

With recent amendment to IBBI regulations for voluntary liquidation dated 31.1.2024,
the process for voluntary liquidation has become more transpafieigneand fastehese
amendments have also brought some additional safeguards to protect interest of stakeholders.
Now, it is mandatory to hold contributories meeting, if the voluntary liquidation is not completed
within the specified period of 90 or 270 days as the case may be. This article provides an in-
depth overview of the process, including its background, conditions, and steps involved.
From reasons for voluntary liquidation to the detailed process timeline, this guide offers valuable
insights for stakeholders navigating the voluntary liquidation process.

Transition and Current Legal Framework :

While theCompanieéict, 201 3initially governed voluntary winding up and liquidation
proceedings, these specific provisions have teg@raled and replacedy thelnsolvency
and Bankruptcy Code (IBC), 20T®day voluntary liquidation for corporate persons is
governed exclusively dyection 59 of the IBGead alongside the IBBI §luntary Liquidation
Process) Regulations

Mandatory Conditions for Voluntary Liquidation :

Under the prevailintBC, 2016framework, a company can only initiate a voluntary
liquidation if it strictly fulfills the following conditions:

1. Solvency RequirementThe company has either no debts or is able to pay all its
debts in full from the proceeds of the assets to be liquidated.
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2. No Fraudulent Intent: The company is not being liquidated to defraud any person
or entity

Reasons for voluntary liquidation :

As per Section 59 (7) of IBC, a Company which intends to liquidate itself voluntarily
and has not committed any default may initiate voluntary liquidation process subject to fulfillment
of certain conditions.

a. Special purposéehicle (SPV)A company can be liquidated voluntarily when the
object for which the Company has been incorporated is fulfilled. For example, creation of a
special purpose vehicle (SPV) in real estate projects, or toll projects etc., formed with sole
purpose.

b. No potential opportunities (Unfeasible operations or poor operating conditions): If
any Company does not have potential business opportunities or it is not feasible to run its
operations economically due to technical obsolescence or due to un-favorable environment
conditions or due to change in legal framework, it may decide to wind-up its operations
voluntarily

c.As tax planning measure: Companies may also plan for voluntary liquidation to avalil
certain tax benefits. Furth@ompanies can plan for voluntary liquidation tseffits capital
losses. Eg. If a holding company has capital gain on sale of its shares in one transaction, then
it may plan for liquidation of loss making subsidiary(ies) or associate companies to book
capital losses which can be set off against capital gains thereby holding company can save
capital gain tax.

3.2.1.2 Distinction between compulsgmwinding up by court or NCLT and
voluntary liquidation:

When a business needs to be shut down, there are two basic ways to close a business:
VoluntaryWinding Up at the request of the company and Compulatomging Up by an
order of the court.

Voluntary Winding up / Liquidation: Initiated when the compars/directors and
shareholders agree they want to close operations, typically because the business has achieved
its goals, is no longer commercially viable, or the owners simply want to exit.
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Directors must first declare that the company has no debts (or will pay them in full
within a specified timeframe). Shareholders pass a special resolution to wind up the business,
and they appoint an insolvency professional or liquidator of their choice. The liquidator gathers
assets, clears remaining dues, and files final reports with the Registrar to strike off the company

A winding up may take two forms:

e Members'Voluntary Liquidation (MVL): Companies that are solvent and have
cash reserves available to repay creditors in the next 12 moypically, the
Directors will sign what is called a Declaration of Solvency

e Creditors’ Voluntary Liquidation (CVL): Such liquidation is for companies that
are not solvent and cannot pay creditors. Directors will call meetings for the
creditors and shareholders and appoint a licensed insolvency practitioner to act as
the liquidator

Voluntary winding up allows business owners to have control of timing, Choice of
liquidator and narrative, as limited court involvement means limited scratidynore certainty

Compulsory Winding Up :

Compulsory winding up (ordered by the National CompanyTidvunal or court) is
a forced legal process usually initiated by creditors to recover unpaid debts. In contrast,
voluntary liquidation is a proactive, member-driven process initiated when a company is solvent
and shareholders wish to close it down

Compulsory winding up occurs when a court petition is filed against a company—
typically due to a creditor owed a targeted amount. The court follows a review process to
make a winding up order and a liquidator is appointed to take possession of the company
immediately and undertake the process.

e The initiation and timing are determined by the court.
® The company has minimal control of the process.

e ltis observed and reviewed for oversight, such as public notice and through court
appearances.
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Difference Between Compulsory and voluntary Winding up :

Points of Compulsory Winding Up Voluntary Liquidation
Difference (NCLT / Court)
Initiator The process of Compulsory wind|rithe process of voluntary liquidaton
up was initiated by the Creditors} is initiated by the Board of
Registrayor regulatory authorities.| Directors and Shareholders.
When take | When company was in Defaults onWhen the Members voluntarily
place statutory debts, financial insolvengydecide to cease operations.
or fraud.
Solvency Often highly insolvent and unable ogCompany must be entirely solvent
Satus pay debts. (can pay all debts and dues).
Control NCLT retains direct authority over; Companys management keepg a
the process high degree of control over
selecting the liquidator
Legal Costs | Long, complex, and canresultin | Quicker and more cost-effectiye.
& Time higher legal expenses
Liquidator Appointed by the court Chosen by company
appointment
Asset Controlled by a liquidator under | Managed by the compasychoice
realization court guidance

Types ofVoluntary Liquidation :

Voluntary liquidation involves a compasywners and directors deciding to formally
close the business. There are two main types of voluntary liquidation, categorized entirely by
the company financial health:

1. Members'Voluntary Liquidation (MVL) -
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e Financial Satus: Solvent (the company has ficient assets to pay all its debts
and liabilities).

e Initiator: Initiated by the shareholders/directors.

e ProcessThe directors must make a formal “Declaration of Solveér@gice
approved, a licensed insolvency practitioner is appointed to liquidate the assets,
settle any outstanding debts, and distribute the remaining capital to the
shareholders

2. Creditors’ Voluntary Liquidation (CVL) -
e Financial Satus: Insolvent (the company cannot pay its debts and liabilities).

e |Initiator: Initiated by the compangydirectors when they realize they can no longer
continue trading due to mounting debt.

e Processinstead of being forced into liquidation by a court or creditors, the directors
proactively choose to wind up the compdie process involves a formal meeting
where creditors are invited to review the compaifiylances and approve a
liquidator The liquidator then sells fhe assets to repay creditors in order of

priority.
Voluntary Liquidation in India
If you are operating in India, the process falls urgksmtion 59 of the Insolvency
and Bankruptcy Code (IBC). It broadly follows the same principles, though it requires
specific filings with thénsolvency and Bankruptcy Board of India (IBBitheRegistrar of
Companies (RoC)o legally dissolve the corporate person.

Legal framework for voluntary liguidation

Voluntary liquidation under IBC, 2016 allows corporate entities to liquidate themselves
at will. Voluntary Liquidation provided under IBC, 2016, is a quickcient, a prescribed
timely process which ensures that the assets of the Corporate Persons does not lose its value
and involves speedy realization to the stakeholders.

Conditions for Voluntary Liquidation:

a) Company must be solvent.
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b) Company must have resolved to wind up voluntarily through a special resolution
passed by its shareholders and creditors, if any

The legal framework and step-by-step ppcedure ofVoluntary Liquidation:

1) Solvency Declaration: The Board of directors must file a Declaration of
Solvency (DoS) in the form of an affidavit stating that:

a. They have made a full inquiry into affairs of the Company and they have formed an
opinion that either the Company has no debt or that it will be able to pay its debts
in full from the proceeds of assets to be sold in the liquidation;

b. The company is not being liquidated to defraud any person; and

c. The company has made sufficient provision to meet the obligations arising on account
of pending matters.

The declaration must be accompanied with:

i. Audited financial statements and record of business operations of the company for
latest previous two years or for the period since its incorporation, whichever is
later;

i. The reporton valuation of assets of the compbagy. (Valuation report is not
required, if the Company has only cash and cash equivalents)

Within four weeks of such declaration under sub-clause (a), shareholders must pass
special resolution approving winding up of the Company and appoint an Insolvency Professional
(IP) to act as liquidator to complete the process. If a Company has any debt, creditors
representing two-thirds in value of the debt must confirm the resolution passed for voluntary
winding-up within seven days of such resolution.

2) Intimation to ROC and IBBI : The Company shall intimate to ROC and IBBI
about the commencement of voluntary liquidation within seven days of approval of resolution
by shareholders or creditors as the case may be. The declaration of solvency shall be filed
with the Registrar of Companies in Form GNL-2.

3) Liquidator to take over the Management control :Liquidator shall take over
the Management control of the company and proceed with liquidation process. He is responsible
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for management of affairs of the Company from the liquidation commencement date and to
ensure timely legal compliances.

4) PublicAnnouncement:Within five days of his appointment, the liquidator must
cause public announcement in Fé&mequesting claims from the stakeholders. Claims must
be filed within 30 days and publication is to be made in English and regional language newspaper
having wide circulation in the area where the compsanegistered @te is located and if the
Company has website, the copy of publication also to be uploaded on its website.

5) Submission and verification of claimsCreditors either financial or operational
including employees are required to submit their claims in the prescribed form attaching proof
of claim. The liquidator shall verify the claims within thirty days from the last date for receipt of
claims and may either admit or reject the claim, in whole or in part. If the liquidator rejects the
claim, then the creditor may file an appeal befaljedicatingAuthority within 14 days.

6) Preliminary Report: The liquidator shall submit a preliminary report to the Company
within 45 days from liquidation commencement date and preliminary report to include capital
structure, estimate of its assets and liabilities and other relevant information.

7) Separate BankAccount: The liquidator must open a separate bank account in the
companys name, with the words ‘in voluntary liquidatidoreceive all money oweAll
transactions above Rs 5000 must be made by way of cheque or through internet banking
channel.

8) NOC from TaxAuthorities: The liquidator shall inform to assessinfjadr about
the commencement of liquidation. If the claims are not received or no NOC is received from
the tax authorities, it is presumed that they do not have any outstanding claims.

9)Assets RealizationThe liquidator shall liquidate all assets and realize the money
on timely basis in order to maximize the stakeholders’ value. The money realized is required to
be deposited in a separate bank account opened for this purpose.

10) Distribution: Before distribution of money to stakeholders, the liquidation cost
must be paid in full and balance amount shall be distributed to stakeholders as per mechanism
provided under Section 53 of IBC. The distribution must be made within 30 days from the
date of receipt. If a particular asset cannot be realized due to its nature or other conditions, the
liguidator may distribute such assets to its stakeholders with due approval.
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11) Preservation of records: The liquidator shall maintain records and registers
as per the formats prescribed in Schedule Il offdlentary Liquidation Regulations. In
case the books of accounts are not complete as on the liquidation commencement date,
then the liquidator shall have them completed and brought-up-to date. The records shall
be preserved:

a) electronic copy of all records for a minimum period of 8 years; and
b) physical copy of records for a minimum period of 3 years;

12) Completion of liquidation: The liquidator shall Endeavour to complete the
liquidation process and submit the Final Repadftighin 90 days — if the Company does not
have creditors. B)ithin 270 days — if the Company has creditors. If the liquidation process
does not complete within stipulated period mentioned above, (i.e. 90 days or 270 days as the
case may be), the liquidator shall hold a meeting of the contributories within fifteen days from
the end of stipulated period and submit status refioeteafterthe liquidator shall conduct
contributors meeting at the end of every succeeding two hundred and seventy days or ninety
days, as the case may be, till submission of application for dissolution. The status report shalll
contain: Settlement of the list of stakeholders; details of any assets that remain unsold; distribution
to the stakeholders; distribution of unsold assets to the stakeholders; developments in any
material litigation, by or against the company; filing of and developments in applications for the
avoidance of transactions.

13) Corporate Voluntary Liquidation Account: Unclaimed dividends and
undistributed proceeds, if aisall be deposited into ‘Corporatauntary Liquidatioccount’
and shall intimate ROC and IBBI attaching a statement in Form-G with names and last known
addresses of the stakeholders entitled to receive the unclaimed dividends or undistributed
proceeds.

14) Final Repott: After the liquidation process is concluded, the liquidator shall prepare
and file Final Report containing the following information:

a. Audited statement of accounts;

b. A declaration stating that all assets have been sold, all debts have been paid off,
and no legal action is underway;
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c. Astatement of an asset sale that shows the assets realized value, cost, manner and
mode of sale, any shortfall, and to whom it is sold. Liquidator shall file the final
report with the registrar and the IBBI, and also submit copy tolNtiaching
compliance certificate in form H.

15) Petition to NCLT for dissolution order: The liquidator shall make an petition to
NCLT seelng dissolution ordeffter receiving the order from the hon’ble NG the liquidator
shall file form INC 28 with ROGNith approval of form INC 28, the company gets dissolved
and master data with ROC will show Company status as “Dissolved under section 59(8).”

3.2.1.3 The liquidator- appointment powers and duties :
Appointment of the liquidator :

In voluntary winding up, when a company decides to close down its operations, a
liquidator is appointed to oversee the process. The liquidator holds significant powers, including
gathering and selling corapy assets, settling debts, and distributing remaining funds
to shareholders. Moreovéhey bear the responsibility of ensuring fair treatment to all
parties involved and conducting investigations if any misconduct is suspected. In a voluntary
liquidation, a licensed Insolvency Professional or qualified liquidator is appointed to wind
down a solvent or insolvent compankyeir primary role is to assume contwbthe company
securely realize all assets, settle liabilities in order of prj@nity distribute any remaining
surplus to shareholders.

In a voluntary winding-up, the compasghareholders must pagpacial resolutioto
appoint a liquidatoiThe liquidator may be a qualified insolvency practitipadicensed
individual, or even a shareholder or director of the compdonevey some jurisdictions
may require specific qualifications and restrictions for the appointment of a liquidator

1. Members’ Voluntary Liquidation (MVL): If the company is solvent,
shareholders pass a resolution at a general meeting to appoint the liquidator

2. Creditors’ Voluntary Liquidation (CVL): If the company is insolvent, directors
propose the liquidation. Both shareholders and creditors vote on the appointment,
with the creditors’ choice generally prevailing if there is a conflict.

3. Insolvency Professional:By law, the appointee must be a registered or licensed
Insolvency Professional (IP) who has no conflicts of interest with the company
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Powers of the Liquidator :
The powers of a liquidator include-

e Gathering and RealizationAsets: One of the primary duties of the liquidator is
to identify and gather all the assets of the compamng includes tangible assets
such as propertgquipment, and inventogs well as intangible assets like patents,
trademarks, and intellectual property rights. The liquidator is then responsible for
selling or disposing of these assets to convert them into cash.

e Settling Liabilities: The liquidator must also identify and settle all the outstanding
debts and liabilities of the compamizis includes payments to creditors, employees,
and other stakeholders. The liquidator must follow a strict order of priority while
making these settlements, as defined by the relevant laws.

e Distribution of Funds: Once the liabilities are settled, the liquidator distributes the
remaining funds, if anyo the shareholders under their shareholdirigsorder of
distribution may also be specified by |a@msuring fair treatment to all shareholders.

e Investigations: The liquidator has the power to conduct investigations into the
companys afairs to ascertain any wrongful trading or fraudulent activities that may
have contributed to the compasiyisolvencylf any misconduct is discovered,
the liquidator can take legal action against those responsible.

Summoning Meetings: The liquidator can call for meetings with the creditors,
contributors, or shareholders as required during the winding-up process. These
meetings may be for obtaining approval for certain actions or to keep stakeholders
informed about the progress of the winding-up process.

e LegalAction: The liquidator has the authority to initiate legal proceedings on behalf
of the company to recover assets, challenge voidable transactions, or defend the
companys interests.

Duties of the Liquidator :
The liquidator has following duties namely-

e Fiduciary Duty: The liquidator acts as a fiduciary for the company and its
stakeholderd hey are required to act honegthgpartially and in the best interests
of all parties involved.
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e Reporting: The liquidator must provide regular reports on the progress of the
winding-up process to the relevant authorities and stakeholders. These reports
may include financial statements, details of asset realization, and other relevant
information.

o Compliance with Laws: The liquidator must comply with all relevant laws and
regulations governing the winding-up process. They must ensure that the distribution
of assets and settlement of liabilities follow the prescribed legal procedures.

e Impartiality: The liquidator must remain neutral and unbiased throughout the winding-
up process, avoiding favoritism towards any stakeholder

Liquidators remuneration :

Itis the compensation paid to a licensed insolvency professional or liquidator for
managing the winding down of a compaltyypically includes fees for realizing assets,
distributing funds to creditors, and handling the complex legal and administrative processes of
liquidation.

Common Calculation Methods :

Liquidator compensation is calculated using several standard structures, often dictated
by the court, statute, or specific agreements:

1. Percentage of Realizeflssets:A specified commission (e.g., 2% to 3%) applied
to the total value of the compasyssets realized by the liquidatbriquidator
realized all assets, he will get the remuneration on the value of the all assets realized
by him.

2. Percentage of Distributions:A commission applied to the total amount disbursed
to creditors or shareholders.

3. Hourly Rate or Fixed Fee An agreed-upon flat fee or time-based billing for the
services rendered.

4. Payments to unsecured creditorsThe liquidator is to get the commission on
the amount paid by him to unsecured creditors, then unsecured creditors will also
includes preferential creditors for the purpose of calculation of commission unless
otherwise stated.
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If the amount distributed to the unsecured creditors is insufficient, the commission is
calculated by using following formula:

Amount available for Unsecured creditors * Rate of Commission

100 + Rate of commission
3.2.1.4 Liquidator's Final Satement ofAccount :

Itis a summary of all cash receipts and disbursements made during a cemipeaiTyg-
up process. It mirrors a cash book and must explicitly follow a strict, legally dictated order of
payment priorities until all funds are exhausted. The statement is divided into two primary
columnsReceipts(left side) andPayments(right side).

Receipt Side :

Funds generated or available during the liquidation process are documented on the
receipt side:

® Opening balances (Cash in hand, Cash at bank)
e Assets realized (Sale of machindaynd, stock, debtors, etc.)

e Surplus from assets specifically pledged (Remaining funds after paying secured
creditors)

e Calls on contributories (Calls received from partially paid-up shareholders to cover
losses)

Payment side :

Payments must strictly follow the statutory hierardfynds run out, classes further
down the list receive no payment.

1. Legal Charges/Winding-up CostsCosts incurred directly for the liquidation
process.

2. Secured Creditors:Paid directly from the specific assets securing their debt.
(Only the surplus is brought into the general account).

3. Liquidator 's Remuneration:Calculated based on a fixed percentage of assets
realized and distributed.
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9.

Liquidation Expenses

Preferential Creditors: Statutory debts, such as outstanding wages/salaries for
employees and specific government taxes.

Debenture Holders:Includes the principal amount owed and any outstanding
accrued debenture interest.

Unsecured Creditors:Includes general trade creditors, suppliers, and bank
overdrafts.

Preference ShareholdersReturn of capital and any arrears of cumulative
preference dividends, if applicable.

Equity Shareholders:Distribution of remaining surplus funds to equity holders.

Core Components to Include

Regardless of your specific jurisdiction, a finalized, formal document must typically include:

Company Details:Name of the compansegistration numbeand statement
status (e.g., INoluntary Liquidation).

Liquidator Details:Name, license numhemnd appointment date.
Period of Account: The start and end dates covering the liquidation period.

Declarations:A statutory declaration or signfbly the liquidator verifying that all
funds have been distributed.

Prescribed Format of Liquidators Final Satement ofAccount

Receipts Estimated| Realized Payments Estimated | Realized
Value Rs| ValueRs. Value Rs| ValueRs.
Cash and Bank *x * Secured Creditorg ~ ** *
Balances (atthe (realized against
start) securities)
Liquidation/ *x o
Winding up expenses
& Legal Charges
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Asset Realized Liquidators ** **
Remuneration
Land & Buildings ** ** Preferential ** *x
Plant& Machinery = ** ** Creditors (e.g.,
Furniture ** ** taxes, wages/
Bills Receivables ** ** salaries)
Stock & Debtors ** ** Debenture Holders ~ ** *
Loans and ** ** (incl. fixed/floating
Advances charges)
Marketable ** ** Unsecured Creditqrs  ** *
Securities (trade creditors,
public deposits)
Preference * *
Shareholders
(capital & arrears
of dividend)
Calls on Contrib ** okk Equity Shareholdeys  ** **
utories/ Callsin (return of capital/
Arrears surplus)
Surplus from ** *
Secured Creditofs
(ifany)
Any otherreceipls  ** *
(refunds, interest,gtc)
Total Receipts ** Total Payments **

Strict Order of Payment (Priority) :

Under the Companidgt, 2013, the liquidator must distribute assets in the following
mandatory sequence:
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1. Secured Creditors: Paid first or allowed to realize their own secuityy surplus
goes to the general fund; any shortfall ranks as unsecured.

2. Winding-up Expenses:Legal charges and the costs incurred in the liquidation
process.

3. Liquidator 's Remuneration:Fixed as a percentage of assets realized and amount
distributed.

4. Preferential Creditors: Typically includes statutory dues, provident funds, and
wages for employees (for a stipulated period).

5. Debenture Holders: Creditors holding a floating cluygr on the comparg/assets.

6. Unsecured Creditors:General creditors, suppliers, and balance due to secured
creditors

7. Preference ShareholdersEntitled to return of capital plus any dividend arrears
(if cumulative).

8. Equity Shareholders:The residual owners of the company who split any remaining
surplus.

Some Important Concepts:

1. Secured Creditors-The creditors having charge on assets of the company are
called secured creditors. They may be fully or partly secured.

A. Fully Secured Creditors- The creditors which are paid in full out of sale proceeds
of the security given to them are called fully secured creditors. Eg. The creditor for
bank loan is Rs. 2,00,000, secured on Premises. The Premises realised at Rs.
2,10,000. In this case bank Loan can be paid in full. Therefore, Bank Loan here is
fully secured.

B. Partly Secured Creditors- The creditors which cannot be paid in full out of sale
proceeds of the security given to them are called Partly secured creditors. Eg. The
creditor for bank loanis Rs. 2,00,000, secured on Premises. If the Premises realised
at (less than the amount of loan) Rs. 1,87,000. In this case bank loan cannot be
paid in full. Therefore, Bank Loan here is partly secured. The amount remained
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unpaid Rs. 13,000 (Rs.2,00,000-1,87,000) is treated as unsecured and included
to unsecured creditors.

. Unsecured Creditors- The creditors which have not given any security are called

unsecured creditors. They claim for payment after payment of secured creditors
and preferential creditors.

2. Liquidator’s Remunerationin case of compulsory winding up, the remuneration
is fixed by the court. In this case liquidator is a salaried employee of the Government. In case
of voluntary liquidation, his remuneration is fixed in a meeting in which his appointment is
madeThe liquidator is entitled to a commission as percentage on the value of assets realised
and the amount paid to unsecured creditors.

A. Assets Realised-If the liquidator realises all assets, he will get remuneration on the

value of all assets realised including assets given as security (unless otherwise stated).
Generallythe secured creditors themselves realise assets given to them as security
In this case liquidator will get remuneration on the surplus amount, feaoyered

from them and not on the total value of such asset.

Cash and Bank Balance-Commission to liquidator will be allowed on cash and
bank balance as stated in the problem. If it is not stated plelaetirer remuneration

is to be calculated, including or excluding cash and bank balance, following two
points are to be considered.

If it is stated that, the liquidator has realised all assets, calculate commission on the
value of all assets realised by him including Cash and Bank balance.

If it is stated that, the liquidator has realised assets, (the word ‘all’ is not used)
calculate commission on the value of assets realised by him excluding Cash and
Bank balance.

4. Payment to Unsecured CreditorsH the liquidator is to get commission on the
amount paid by him to unsecured creditors; unsecured creditors will include preferential
creditors also for the purpose of calculation of commission unless otherwise stated. If the
amount distributed to the unsecured creditors is insufficient, the commission is calculated by
using following formula:
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Amount available for Unsecured creditors * Rate of Commission
100 + Rate of commission

1. Debenture Interest- Interest on debentures is to be paid up to the date of liquidation
if the company is insolvent. Howevéfrthe company is solvent, interest on
debentures is to be paid up to the date of payment to them.

2. Overriding Preferential Creditors- In case of winding up of a comgantgain
dues are to be settled (along with secured creditors in proportion), even before the
payment to preferential creditors as per section 326 of the Compeani2813.
They are-

(a) workmens dues; and
(b) debts due to secured and unsecured creditors.
Workmens dues include -

(1) all wages or salary which are payable for a period of two years preceding the
winding up order; and any compensation payable to any workman under the
Industrial DisputeAct, 1947

(i) allaccrued holiday remuneration.
(i) any compensation under Warkmens Compensatiofict, 1923

(iv) all sums due to any workman from the provident fund, the pension fund, the gratuity
fund or any other fund for the welfare of the workmen, maintained by the campany

3.2.1.5 Check your progress :
Q. 1 Choose the correct alternative from the alternatives given below:

1. Ligquidation means:
a) Formation of a company b) Winding up of a company

c)Amalgamation of companies d) Reconstruction of a company
2. Who conducts the liquidation process...

a) Promoter b) Liquidator
c)Auditor d) director
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3)

Voluntary winding up:

a) If period fixed for the company is expired.

b) If company passes a special resolution the company wound up voluntarily
¢) Members voluntary winding up is applicable to solvent companies only

d)All of the above

4) Compulsory winding up:

5)

6)

7)

a) If acompany unable to pay its debt

b) If the number of members of company reduced below statutory limit.
c) If acompany does commence its business within a year from its incorporation.
d)All of the above.

The first item in order of payment to be made by liquidator is:

a) Secured creditors b) Preferential creditors

¢) Liquidation expenses d) Preferential creditors

Liquidator's statement of receipts and payment is know as:

a) Cash flow statement b) Cash book

¢) Liquidators final statement of account

d) Deficiency account

The liquidator final statement of account is prepared

a) Only in case of creditor voluntary winding up

b) Only in case of members voluntary winding up

¢) Only in case of compulsory winding up

d) Whatever may be

8) When the liquidator company has adequate cash to pay off all liabilities, the interest

on liabilities will be paid

a) Up to date of commencement of insolvency
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b) Up to date of actual payment
c¢) Up to date of payment to share holders

d) None of these

9) The Job of Realizingssets and Paying Liabilities Is Performed\®erson

a) Liquidator b)Auditor

c) Registrar of the Company d) None of the above

10) Atthe time of liquidation of companthe liquidator has to file a statement of

receipt and payment is known as
a) Statement of affairs b) Liquidator report
¢) Liquidator final statement of account d) None of thé\bove
11) Insolvent Companies can be Liquidated
a) Compulsory b) Optional
c) Order d)All the Above
12) A Liquidator can claimthe
a) Remuneration b) Assets
c) Dividend d)All the Above
Section Il :
3.2.2.1 Accounting Problems:

lllustration No. 1

Chetana Company Ltd. went into the voluntary liquidation as on 30/9/2025. Following

is the Balance sheet of the Company for the year ended 30/9/2025.
Balance sheet as on 30/9/2025

Liabilities Rs. Assets Rs.
Share Capital (13400 shareg of Machinery 2,50,000
Rs. 10 each)) 1,34,000| Sundry Debtors 75,000
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Loans secured on Machinery 2,00,000| Furniture 25,000
Preferential Creditors 24,000| CashinHand 4,000
Unsecured Creditors 48,000 Profit& Loss a/c 32,000
Total 3,86,000| Total 3,86,000

Additional information :

1. Liquidator was appointed on the term that Commission of Liquidator @ 2% on

assets realized by him and 3% on payments made to the unsecured creditors.

Liquidator realized assets as: Machinery Rs. 205,000, Sundry Debtors Rs. 36,000,
Furniture for Rs. 35,000

Liquidator has incurred expenses of Rs. 7,520 to complete the process of

Liquidation.

Prepare Liquidators final statemenfctount.

Liquidators Final Statement ofAccount

Of Chetana Co. Ltd.
Receipts ] Payments 3
To Cashin Hand 4,000 | By Liquidation expenses 7,520
To Assets Realised By Liquidators Remuneratign
Furniture 35,000 2% on 76,000 =1520
Debtors 36,000 3% on Preferential
To surplus from Secured creditors=720
Creditors 5,000 3% on Unsecured
(205000-200000) Creditors=1346 3,686
By Preferential Creditors 24,000
By Unsecured Creditors 44,894
Total 80,000 Total 80,000
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Working Note: Calculation of Liquidators remuneration on payment made to Unsecured
Creditors

CashAvailable = DebitTotal — Credit Total
= 80,000-33,760 = 46,240

Remuneration= Amount available for Unsecued creditors * Rate of Commission

100 + Rate of commission
46240 * 3
= = 1346
100+3

Amount paid to unsecured creditors = 46240 - 1346 = 44894

lllustration no. 2 :

Anvika Company Ltd. went into voluntary liquidation on 31/3/2026. Following is the
Balance Sheet of the company as on that date.

Balance sheet as on 31/3/2026

Liabilities 3 Assets 3

Share Capital (10,000 shargs FixedAssets 1,50,000
of Rs. 10 each) 1,00,000| Stockintrade 1,05,000
Creditors for wages and taxgs 20,000 | Sundry Debtors 27,000
Bank overdraft (Secured by Cash and Bank Balance 5,000
Stock in trade) 1,50,000| Profitand Loss a/c 13,000
Creditors for purchases 30,000

Total 3,00,000( Total 3,00,000

Additional information :

1. Theliquidator realized the assets as: Fisskts Rs. 1,55,000t¢gk in hand
Rs.95,000, sundry Debtors Rs. 25,000.

2. The Liquidation expenses are Rs. 4,800
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3. The Liquidator was entitled to a Commission 233ssets realized and 5% on
payment made to the Unsecured Creditors excluding preferential creditors.

Prepare Liquidators final statement of account.

Liquidators Final Statement ofAccount
Of Anvika Co. Ltd.

Receipts 4 Payments 4

To Cash and Bank Balance 5,000 | By Liquidation expenses 4,800
To Assets Realised By Liquidators Remuneratign

FixedAssets 1,55,000 3% on 2,75,000 8,250

Sundry Debtors 25,000 5 % on 85,000 4,250

By Preferential Creditors 20,000

By Unsecured Creditors 85,000

By Equity Shareholders 62,700

Total 1,85,000| Total 1,85,000

Working Note: Calculation of Unsecured Creditors

Creditors for Purchase 30,000

Bank overdraft 1,50,000-95,00Q 55000

Total 85000

[llustration No. 3:

Yashwant Company Ltd. liquidated its business voluntarily on 31/3/2026 following
information was given by the company:

Balance sheet as on 31/3/2026

Liabilities ] Assets ]
Share Capita Goodwill 50,000
Authorized capital Leasehold Property 1,15,000
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(20,000 Equity shares of 2,00,000( Plantand Machinery 1,45,000
Rs. 10 each) Stock 55,000
Subscribed capital Debtors 73,000
19,500 Equity shares of 1,95,000| Cash atBank 15,000
Rs. 10 each) Profit and Loss a/c 9,500
Creditors 50,000

Preferential 45,000

Secured on Plant and Machinen87,500

Unsecured 75,000

Bank overdraft

Total 4,62,500( Total 4,62,500

Additional information :

1. The assets were realized as: Leasehold Property Rs. 65,000, Plant and Machinery
Rs. 75,000, Stock Rs. 40,000 and Sundry Debtors Rs. 66,000

2. The liquidator was entitled to a Commission @2.50% on the assets realized including
cash at Bank and 2% on payments made to the unsecured creditors.

3. The Liquidation Expenses were Rs. 3,400
Prepare Liquidators final statement of account.
Liquidators Final Statement ofAccount

Of Yashwant Co. Ltd.

Receipts 3 Payments 3

To Cash and Bank Balance| 15,000| By Liquidators Remuneratign

To Assets Realised 2.50 % on 2,16,000 5,400
Leasehold Property 65,000 2% on 50,000 1,000
Stock 40,000| 2% on 1,56,471 3,129
Sundry Debtors 66,000 | By Preferential Creditors 50,000
To Surplus from secured By Unsecured Creditors 1,56,471

155




creditors on Machinery 30,000
(75,000-45,000)

Total 2,16,000| Total 2,16,000

1. Working note: In this problem itis not clear that Plant and Machinery was realized
by liquidator so Commission of Liquidator is calculated on Rs. 30,000 (75,000-
45,000)

2. Working Note: Calculation of Unsecued Creditors

Creditors as per balance sheet 97,500

Bank overdraft 75,000

Total 1,72,500

3. Cash available for Unsecured creditors

Total Receipts 2,16,000

Less payments(5,400+1,000+50,J0056,400

Total | 1,59,400

4. Liquidators Remuneration on Payments made to unsecured creditors-

As the cash available is in$igfent to pay unsecured creditors in full, Liquidators
remuneration @ 2% is calculated as:

Remuneration = Amount available to unsecued creditors * Rate of Commission

100 + Rate of Commission

1596002 = Rs. 3,129
100+2

[llustration No. 4 :

Harshwardhan company went ifauntary LiquidationThe following was the position:
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Particulars 3
Share Capital (shares of Rs. 10 each) 1,00,000
Secured Creditors (securities realized Rs. 50,000) 40,000
Preferential Creditors 8,000
Unsecured Creditors 3,80,000
Debentures having floating charge on Companies agsets ~ 2,10,000
Liquidation expenses 5,370

1. The Liquidator was entitled to a commission of 3% on the amount realized and
1.5% on the amount distributed to unsecured creditors.

2. The various assets (excluding securities in the hands of fully secured creditors)
realized Rs. 3,20,000

3. Anamount of Rs. 4,000 included in unsecured creditors is to be written off under
a contract because of defects discovered in stock supplied.

4. Prepare liguidators final statement of account.

Liquidators Final Statement ofAccount

Of Harshwardhan Company

Receipts 3 Payments 3
ToAssets Realised By Liquidators Remuneratign 5,400
OtherAssets 3,20,000| 3% on 3,70,000 11,100
To Surplus from Secured 10,000| 1.5% on 8,000 120
Creditors 1.5 % on 94,000 1,410
By Liquidation expenses 5,370
By Preferential Creditors 8,000
By Debentur holders 2,10,000
By Unsecured Creditors 94,000
(376000)

Total 3,70,000( Total 3,70,000
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Note :

1. Realisation of securities: Itis assumed that Liquidator has realized the securities on
behalf of secured creditors so the remuneration of realization of securities is also

compute

2. Preferential creditors: It is assumed that preferential creditors are treated as
unsecured while calculating the remuneration of the liquidator

3. Payment made to unsecured creditors and remuneration

Remuneration =Amount available to unsecued creditors * Rate of Commission

100 + Rate of Commission

=1.5*95410

1.5+ 100

= 1410

[llustration No. 5;

Mahesh Co. Ltd. went into voluntary liquidation oft Barch 2025, when the following

Balance sheet was prepared:

Liabilities 3 Assets 4
Authorized capital Goodwill 20,000
20000 equity shares of Rs. 1@2,00,000| Land and Building 25,000

eac Plant & Machinery 40,000
Issued capital Stock 60,000
15,000 Equity shares of Rs.[10,50,000| Debtors 55,000

each Cash 1,000
Sundry creditors Profit & Loss a/c 65,000
Preferential 4,000
Partly Secured 30,000
Unsecured 80,000

Total | 2,66,000 Total | 2,66,000
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The Liquidator realized the assets as follows:

Particulars £4

Land and Building which was given as a security to

partly secured creditors 22,000
Plant and Machinery 33,000
Stock 57,000
Debtors 48,000
Cash 1,000

The expenses of liquidation amounted to Rs. 1,700. The Liquidators remuneration
was agreed at 2.5% on the amount realized and 2% on the amount paid to unsecured creditors,
subject to a maximum of Rs. 5,800.

Prepare the Liquidators final statement of account.

Liquidators Final Statement ofAccount

Of Mahesh Company

Receipts 3 Payments 3
To Cash 1,000 | By Secured Creditors
ToAssets Realized (Secured part of partly 22,000
Land and building 22,000 | secured creditors on plant
Plant and Machinery 33,000 | and machinery)
Stock 57,000 | By Liguidators Remuneratign
Debtors 48,000 | 2.5% on assets realized

1,60,000*2.5% 4,000

On preferential creditors

2% on 4,000 80

2% on payment made to

unsecured creditors

2% on 90,000 1,800
5,880
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Maximum 5,800
By Liguidation Expenses 1,700
By Preferential Creditors 4,000
By Unsecured Creditors 90,000
By Shareholders 37,500
(Balancing Figure)
Total 1,61,000| Total 1,61,000
Calculation of unsecured creditors :
3
Partly secured creditors on land and
building 30000-22000 8,000
Bank overdraft 2,000

Unsecured creditors as per balance she&0,000

Total 90,000

[llustration No. 6 ;

Manaswee company went inoluntary Liquidation on 31Dec. 2029 he following
was the position:

Particulars ]
Share Capital (shares of Rs. 100 each) 1,00,000
Profit and Loss a/c (Dr 70,000
Machinery Sock and Debtors realized 80,000
Cashin hand 1,000
6% Debentures carrying on floating charge 50,000
Debentures interest outstanding ofiB&c. 2025 1,500
Creditors (Including preferential creditors 5,000) 40,000

TheCost of liquidation was Rs. 500. The liquidator is entitled to a fixed remuneration of
Rs. 1,100 plus 3% on realization of assets and 2% on amount distributed to unsecured creditors.
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The Debentures and creditors were discharged®ia&ich 2026.
Liquidators Final Statement ofAccount

Of Manaswee Company

Receipts 3 Payments

To Cash 1,000 | By Liquidators Remunera-
To Assets Realized 80,000 | tion Fixed 1,100
3% on assets realized
3% on 80,000 2,400
On preferential creditors
2% on 5,000 100
2% on payment made to
unsecured creditors

2% on 20,000 400
By cost of Liquidation

By Preferential Creditors
By Debenture holders
Debentures 50,000
Interest outstanding 1,50(
By Unsecured Creditors

22,000

4,000
500
5,000

51,500
20,000

Total 81,000| Total

81,000

lllustration N0.7 :

From the following balance sheet of Piyush Co. Ltd. who went into voluntary liquidation

on 3F'Dec. 2025, prepare liquidators final statement of account.

Balance Sheet on 31/12/2025

Liabilities £4 Assets £4
Equity and Liabilities Assets
Shareholders fund Non CurrentAssets
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80,000 equity shares of Rs
each

Reserves and Surlpus
Non Current liabilities

12% Debentures
Outstanding Interest on
Debentures

Current Liabilities

Sundry creditors

Total

1(8,00,000
(-95000)
2,50,000

15,000

90,500

10,60,500

Fixed assets

Land 70,000
Building 1,65,000
Plant & Machinery 5,45,000
Curr entAssets

Stock 1,15,000
Debtors 1,25,000
Cash 40,500
Total 10,60,500

Additional information :

1. The assets realized as: Land Rs. 98,000, Plant and Machinery Rs. 5,00,000, Stock
Rs. 1,25,000 and Debtors Rs. 95,000
2. Sundry Creditors includes Preferential Creditors Rs. 30,000.
3. Debentures are paid on 31/3/2026
4. The Liquidator was entitled to a Commission @2% on assets realized and 3% on
payments made to unsecured creditors including preferential creditors and 4% on
payment made to Equity Shareholders.
5. The liquidation expenses were Rs. 13,400
Liquidators Final Statement ofAccount
Of Piyush Company
Receipts 3 Payments 4
To Cash 40,500 | By Liquidators Remuneratio
To Assets Realized 2% on 10,18,000 20,360
Land 98,000| 3% on 90,500 2,715
Building 2,00,000| 4% on 6,33,678 25,347
Plant and Machinery 5,00,000( By Liquidation Exp. 13,400
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Stock 1,25,000| By Debenture holders
Debtors 95,000 | Debentures 2,50,000
Interest outstanding 15,0DP0
Interest for the period
1/1/26 to 31/3/26  7,500( 2,72,500
By Preferential Creditors 30,000
By Unsecured Creditors 60,500
By Equity Shareholders 6,33,678

Total 10,58,500| Total 10,58,500

Cash available for equity shareholders:

Particulars 3
Total Receipts (Lig.tat. of a/c debit side total) 10,58,500
Less Payment (Credit side total) 3,99,475

(20,360+2,715+13,400+2,72,500+90,500)

CashAvailable 6,59,025
Less : Liquidators Remuneration 25,347
Amount available for equity shareholders 6,33,678

Liquidators remuneration on payments made to equity shareholders:

As cash available = 6,33,678 aliahount of Equity Share capital was 8,00,000, It
means Cash is insufficient. 4% Commission was calculated as:

Commission sAmount available for Eq. Shareholders * Rate of Commission
100+Rate of commission

= 6,59,025*4
100+4

= Rs. 25,347
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[llustration no. 8 :

Following is the balance sheet of Chandrabhaga Co. Ltd. as'&eBdh 2026 on
which date the company went into voluntary liquidation.

Balance Sheet 31/3/2026

Liabilities ] Assets 3
Equity and Liabilities Assets
Shareholders fund Non CurrentAssets
Share Capital Fixed assets
500 equity shares of Rs. 100 5,00,000| Land 2,70,000
each Plant & Machinery 4,50,000
300, 8% Preferene share cqpitl00,000| Curr entAssets
shares of Rs. 100 each Stock 1,35,000
Reserves and Surlpus Debtors 1,55,000
Non Current liabilities Cash 85,000
12% Debentures 2,00,000
Current Liabilities
Sundry creditors 95,000
Total 10,95,000( Total 10,95,000

Additional information:

1. The assets realized as: Land Rs. 2,75,000, Plant & Machinery Rs. 5,00,000,
Stock Rs. 1,20,000, Debtors Rs. 1,55,000.

2. Debentures were paid on 31/8/2026.

3. The Liquidator was entitled to a commission @3.50% on assets realized and 3%
on payments made to equity shareholders.

4. The liquidation expenses were Rs. 17,000.

5. Preference dividend were in arrears for last two years which are payable prior to
payment to equity shareholders.
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Prepare liquidators final statement of account.

Liquidators Final Statement ofAccount

Of Chandrabhaga Company

Of Piyush Company
Receipts 3 Payments 3
To Cash 85,000 | By Liquidators Remuneratiom
To Assets Realized 3.50 % on 10,50,000 36,750
Land 2,75,000| 3% on 4,15,777 12,473
Plant and Machinery 5,00,000| By Liquidation Exp. 17,000
Stock 1,20,000| By Debenture holders
Debtors 1,55,000| Debentures 2,00,000
Interest for the period
1/4/26 to 31/8/26 10,000 2,10,000
By Unsecured Creditors 95,000
By Preference share
capital 3,00,000
Arrears of Dividend48,000( 3,48,000
By Equity Shareholders 415777
Total 11,35,000| Total 11,35,000
Cash available for equity shareholders :
Particulars 3
Total Receipts (Lig. tat. of a/c debit side total) 11,35,000
Less Payment (Credit side total) 7,06,750
(20,360+2,715+13,400+2,72,500+90,500)
CashAvailable 4,28,250
Less : Liquidators Remuneration 12,473
Amount available for equity shareholders 4,15,777
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Liquidators remuneration on payments made to equity shareholders:

As cash available = 4,328,250 @wdount of Equity Share capital was 5,00,000, It
means Cash is insufficient. 3% Commission was calculated as:

Commission =Amount available for Eq. Sharholders * Rate of Commission

100+Rate of commission

= 4,28,250*4
100+3

=Rs. 12,473
3.2.2.2 Check your progress :
Q. 2 Choose the correct alternative from the alternatives given below:

1) Inliguidator final statement if account, payment of preferential creditors is shown

after
a) Debenture holders b) Unsecured creditors
c) Secured creditors d)All of the above

2) A company can be liquidated by
a) Compulsory winding up by the couirt.
b) Voluntary winding up by the members or creditors
¢) Winding up under the supervision of the court
d)All of the above
3) Amount of calls in advance is treated as
(a) Secured creditor (b)Asset not specifically pledged
(c) Preferential creditor (d) Unsecured creditor
4) Preference dividend in arrears on the date of winding up is
(a) treated as Secured creditor (b) treated as Over-riding preferential creditor

(c) treated as Preferential creditofd) added to Preference Share Capital
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5) Amount of Retirement benefits of employees exceeding Rs 20,000 per employee
Is treated as

(a) Secured creditor (b) Over-riding preferential creditor
(c) Preferential creditor (d) Unsecured creditor

6) Amount of Govt. dues that arose within 12 months before the date of winding up
Is treated as

(a) Secured creditor (b) Over-riding preferential creditor
(c) Preferential creditor (d) Unsecured creditor

6) If defaultis made in delivering the annual return to the Regiteecompany is
likely to face

a) compulsoty winding up by the tribunal
b) voluntary winding up by members
¢) voluntarily winding up by creditors
d) none of the above
3.3 Summary :

A company is an artificial person created by law through the process of incorporation.
So, its life can be brought to an end, through a legal process only called winding up or
liquidation. The process of winding up involves realisation of assets, payment of liabilities and
distribution of surplus, if anyamongst the members of the company

The role of diquidator in voluntarywinding up is of paramount importance to ensure
a smooth and fair distribution of the comparassets among its stakehold€rss checklist
of powers and duties serves as a guide for liquidators to discharge their responsibilities
effectively and in compliance with the applicable legal framework. Engaging a qualified and
experienced liquidator can significantly contribute to a successful and expeditious winding-
up process, benefiting all parties involved.

Voluntary liquidation process covers:

® Declaration of solvency of the Indian entity
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® Convening the board and shareholders meetings to approve the voluntary liquidation
and appointment of IRP/Liquidator

® approval from creditors for the voluntary liquidation of the Indian entitere
external creditors are identified.

® Making necessary filings with the RoC and publication of notice of voluntary
liguidation in English and regional language newspapers.

® Opening of the liquidation bank account and transfer of balance of funds in
liguidating companyg India bank account.

® Clearance of claims raised by third parties or statutory authorities, if any

® Intimation to various statutory authorities regarding the voluntary liquidation of the
entity and seeking for their no-objection.

® Submission of a preliminary report by the Liquidator to the IBBI.

® Holding an annual contributories meeting, if the period as specified under the IBC
for completion of the liquidation process has not been adhered.

e Distribution of the funds available in the compagtcount, after clearing the
claims/liabilities, if anyto the shareholders.

® Audit of liquidators accounts and preparation of the final report.
® Submission of the final report with the RoC, IBBI and NCL

® Filing a petition with the NCL seeking their final approval for liquidating
companys dissolution.

® Attend hearings at the NCland seek the dissolution order

® Filing a copy of the order received from NClor liquidation with the RoC and
IBB

3.4 Glossary :
1. IBBI : Insolvency and Bankruptcy Board of India

2. NCLT: National Company Lawribunal
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3. RoC : Registrar of Companies
4. LLP : Limited Liability Partnership
5 IBC: Insolvency and Bankruptcy code
3.5 Answer to check yourprogress :
Q. 1 Choose the correct alternative from the alternatives given below:
1. b)Winding up of a company
. b) Liquidator
. d)All of the above
. d)All of the above.

2
3
4
5. c) Liquidation expenses
6. c) Liquidators final statement of account
7. b) Only in case of members voluntary winding up
9. a) Liquidator
10.c) Liquidator final statement of account
11. b) Optional
12. a) Remuneration
Q. 2 Choose the correct alternative from the alternatives given below:
1. a) Debenture holders
2. a) Compulsory winding up by the court.
3. d)Unsecured creditor
4. (d) added to Preference Share Capital
. (c) Preferential creditor

5
6. (c) Preferential creditor
7

. (a) compulsory winding up by the tribunal
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3.6 Exercise :

lllustration No. 1 The Roxy Ltd. went into voluntary liquidation on 31 DecemBeg5.
The position on that date was as follows:

Preferential creditors 10,000
Unsecured Creditors 30,000
Debentures 20,000
Assets realised :-

Land and Buildings 24,000
Plant and Machinery 21,000
Stock in trade 5,000
Furniture and Fittings 1,000

The cash at bank amounted to Rs. 2,000. The cost of liquidation was Rs. 1,250.
The Ligquidators remuneration was fixed at 5% on realisation of assets.
Prepare the Liquidat@Account

lllustration No. 2 The following particulars relate to Penta Ltd. which has gone into voluntary
liquidation

Assets realized 3

Freehold property 50,000
Machinery and Plant 27,000
Patents 8,000
Furniture 2,000
Stock 15,000
Debtors 12,000

Liabilities were

Preferential creditors 6,000
Unsecured creditors 2,71,000
Debentures 50,000
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The balance at bank was Rs. 1,000. The expenses of liquidation amounted to Rs. 746.
The Liquidators remuneration was agreed at 24% on the amount realised and 2% on the
amount paid to unsecured creditors.

Prepare the Liquidatte FinalAccount

lllustration No. 3 : The Rockets Ltd. went into voluntary liquidation as on 31st December
2025, The position on that date was as follows -

Equity Share Capital: 3

2,000 Shares of Rs. 100 each 2,00,000
Profit and LossAccount (Dr.) 60,000
Assets realized 1,25,000
Cash at bank 1,25,000 2,000
8 % Debentures 1,00,000
Debenture interest outstanding on 31st Dec., 2025 8,000
Creditors (including preferential creditors, Rs. 2,000 72,000

The liquidation expenses amounted to Rs. 1,170. The liquidator is paid Rs 1,100 fixed
allowance plus 4 % commission on collection and 2 of on distribution to unsecured creditors.

The debentures and creditors were discharged on 30th June, 1982. Show the
Liquidatior's Satement aAccount.

lllustration No. 4 Manasi Co. Ltd. went into voluntary liquidation orf'ddarch 2025,
when the followimg Balance sheet was prepared:

Liabilities 3 Assets 3
Authorized capital Goodwill 2,00,000
20000 equity shares of Rs.520,00,000( Land and Building 3,45,000
each Plant & Machinery 4,35,000
Issued capital Stock 1,90,000
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15,500 Equity shares of Rs.p@,75,000| Debtors 1,40,000

each Cash 43,000
Sundry creditors Profit & Loss a/c 69,000
Preferential 1,50,000

Partly Secured 1,70,000

Unsecured 1,77500

Bank Overdraft (Usecured) | 1,50,000

Total 14,22,500| Total 14,22,500

The Liquidator realized the assets as follows:

Particulars Rs.
Goodwill Nil
Land and Building 3,10,000
Plant and Machinery 3,47,000
Stock 1,70,000
Debtors 1,40,000

The expenses of liquidation amounted to Rs. 22,500. The Liquidators remuneration
was agreed at 3% on the amount realized including cash and 2.50% on payment made to
unsecured creditors. Prepare the Liquidators final statement of account.

lllustration No. 5 : Following is the balance sheet of Ronaldo Co. Ltd. as on 31-3-2025 on
which date company went into voluntary liquidation:

Liabilities 3 Assets ]
Share capital Land 1,00,000
30000 equity shares of Rs.|2@,00,000( Building 2,00,000
each Plant & Machinery 3,57,500
8% Debentures 3,00,000( Stock 1,60,000
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Sundry creditors 1,20,500| Debtors 95,000
Outstanding wages 50,000| Cash 58,000

Total 9,70,500| Total 9,70,500

All assets are realized by the Liquidator as follows :

Particulars 3
Land 2,00,000
Building 2,15,000
Plant and Machinery 1,66,000
Stock 1,80,000
Debtors 80,000

1. Debentures were paid on 30-9-2025

2. The Liquidators remuneration was agreed at 4% on the amount realized and 3%
on payment made to unsecured creditors.

3. Theliquidation exp was Rs. 4500
Prepare the Liquidators final statement of account.

lllustration no. 6 : The following particulars relate to a Limited Company which has gone
intoVoluntary Liquidation, you are required to prepare the liquidators final accounts

1. Allowing for the remuneration at 2% on the amount realized, 2% on the amount
distributed to the Unsecured Creditors other than Preferential Creditors.

Preferential Creditors Rs. 10,000
Unsecured Creditors Rs. 32,000
Debentures Rs. 10,000

o ~ w0 N

Assets Realized — Land and Building Rs. 20,000, Plant and Machinery Rs. 18,650,
Fixtures andd Fitting Rs. 1,000.

o

Liquidation Expenses amounted to Rs. 1,000.0
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Prepare Liquidators Final Statement ofAccounts

Write short notes ;

1.
2
3
4.
5
6

7.

Reasons for voluntary liquidation

. Appointment of Liquidator

. Powers and Duties of Liquidator

Liquidators remuneration

. Preferential Creditors

. Difference Between Compulsory and volunt&igding up

legal framework and step-by-step proceduigoddintary Liquidation

3.7. Reference for further study :

1.

S.C. Gupta, M.Fshukla, M.CAgarwalAdvanced Corporat&ccounting, New
Delhi, Chand & Co.

Maheshwari S.N.(2018) Corporaiecounting, New DelhWikas Publication house

Kamal Gag (2018)Voluntary Liquidation Companies Under Insolvency and
Bankruptcy Code Law Practice and Procedw@iers Kluwer India Pvt. Ltd

Kadam N. L. & Dr G J. Fagare (2019) Corporatecounting Part I, Rubi
Publication.
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Unit 4

Compulsory Liguidation of Companies

Legal Provisions, procedural steps and accounting practices, Grounds for
Compulsory Winding Up, Initiation of Proceedings,
The Winding Up Order, Role and Powers of the Liquidatoyr
Legal Framework, Accounting Problems.

Index -

4.0  Objectives

4.1  Introduction

4.2  Presentation of Subject Matter:

4.2.1 Meaning and Definition of Compulsory Liquidation
4.2.2 Legal Provisions of Compulsory Liquidation
4.2.3 Procedural #ps and\ccounting Practices of
Compulsory Liguidation
4.2.4  Grounds for Compulsoiyvinding-up
4.2.5 Initiation of Proceedings
CheckYour Progress
4.2.6  TheWinding-up Order
4.2.7 Role and Powers of the Liquidator
4.2.8 Legal Framework
CheckYour Progress
4.2.9 Important Statements to be Prepared in the Process of
Compulsory Liquidation
4.2.10 Accounting Problems
CheckYour Progress

4.3  Summary

4.4  Termsto Remember

4.5  Answer to check your Progress
4.6  Exercise

4.7  Referances for further study
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4.0 Objectives:

After studying this unit, students will be able to:

1. Understand the meaning, concept, and legal provisions of compulsory liquidation.

2. ldentify the grounds and procedure for compulsory winding-up of a company

3. Explain the winding-up process and the role of the liquidator

4. Examine the legal framework governing compulsory liquidation.

5. Apply the prescribed accounting format for solving compulsory liquidation problems.
4.1 Introduction :

Compulsory Liguidation, also known\&nding-up by th@ribunal, is the legal process
by which a company is closed by the order of the National Companyritawvnal (NCLT).
In this process, the compagsyssets are collected and sold, the proceeds are distributed
among creditors according to the priority prescribed undeglaaMinally the company is
dissolved.

Before the enactment of the Comparies 2013, compulsorWinding-up was
governed by the Companigst, 1956.The Companie&ct, 2013 introduced several reforms
by transferring jurisdiction from the High Courts to the National CompanyTlcdgunal
(NCLT).

After the enactment of the Insolvency and Bankruptcy Code (IBC), 2016, a major
change took place in Ind&ihsolvency lawl he IBC became the principal law for insolvency
resolution and liquidation of compani@&ke provisions relating ¥inding-up on the ground
of inability to pay debts were shifted from the Compahees2013 to the IBC. Consequently
the Companie&ct now mainly governgvinding-up on grounds other than insolvendyile
insolvency-related liquidation is governed by the IBC.

Further amendments made up to 2024 and 2026 have strengthened the insolvency
framework by introducing faster resolution processes, greater transphegteryprotection
of creditors, simplified liquidation procedures, and improved powers of the Insolvency
Professional and the Liquidator

Thus, compulsory liquidation today is governed jointly by:
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® Companieg\ct, 2013
e Insolvency and Bankruptcy Code, 2016
e [BBI (Liquidation Process) Regulations
e Amendments up to 2024 and 2026
4.2 Presentation of Subject Matter :
4.2.1 Meaning and Definition of Compulsory Liquidation
a) Meaning of Compulsory Liquidation -
Compulsory Liquidation means the legéhding-up of a company by the order of the

National Company Lawribunal (NCLT) under the provisions of the Comparfies 2013
or the Insolvency and Bankruptcy Code, 2016.

During this process:
® The business of the company comes to an end.
e A Liquidator takes chge of the company
e Allassets are realized.
e The realized amount is distributed among creditors according to statutory.priority
e The remaining amount, if ang distributed among shareholders
e Finally, the company is dissolved and ceases to exist.

In simple words, ‘Compulsory Liquidation is the process of closing a company by an
order of thd@ribunal when itis unable to continue its business or when circumstances prescribed
by law require its closure.’

b) Definition of Compulsory Liquidation -

Compulsory Liquidation is the legal process by which a company is wound up under
the order of the National Company Lavibunal (NCLT), whereby the compars/assets
are realized, its liabilities are dischad according to the order of priority prescribed by law
and the company is finally dissolved.

Compulsory Liquidation means closing a company through the orderToitibaal.
The companyg assets are sold, creditors are paid in the order prescribed bypdbaiter
completing all legal formalities, the company is dissolved.
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4.2.2 Legal Provisions Relating to Compulsory Liquidation (Winding-Up
By Tribunal) (As per the CompanieAct, 2013 the Insolvency and Bankruptcy
Code, 2016 andmendmens up to 2026 :

Compulsory liquidation is a legal process to close a company that cannot continue its
business. It protects the interests of creditors, shareholders, employees, and the Government.
Under the Companiégt, 1956, the High Courts handled the winding-up of comparties.
process was slguand many cases remained pending for ygaesCompanieact, 2013
replaced the Compani@st, 1956. It transferred the power of company liquidation to the
National Company Lawribunal (NCLT).The Companie&ct, 2013 allowed voluntary
winding-up and winding-up by th&ibunal. Laterthe Insolvency and Bankruptcy Code,
2016 (IBC) was introduced to provide a better insolvency system.The IBC, 2016 introduced
a time-bound insolvency process. It gives companies a chance to recover before liquidation
is started.After the IBC came into force, voluntary winding-up and debt-related liquidation
were shifted to the IBO'he Companie&ct now deals mainly with non-insolvency grounds
for winding-up.Several amendments from 2017 to 2026 made the liquidation process faster
and more transparent. They also strengthened the role of Insolvency Professionals and
increased creditor participation.The latest amendments introduced rules for group insolvency
and cross-border insolvencihese reforms help improve asset recovery and increase
investor confidence.At present, compulsory liquidation is governed by the Confgztnies
2013, the Insolvency and Bankruptcy Code, 2016, the Companiegifg‘up) Rules,

2020, and the Insolvency and Bankruptcy Board of India (IBBI) Liquidation Process
Regulations.®@day compulsory liquidation is governed byfdient laws working together
This legal framework ensures a faransparent, andfefient liquidation process while
protecting the interests of all stakeholders.

Present Legal Framework (Afl@mendments up to 2026)

Accordingly the present legal framework governing compulsory liquidation consists of
the following important legislations:

The CompanieAct, 2013 provides the statutory provisions relating/iiading-up by
theTribunal on specified non-insolvency grounds and prescribes the powerSrdjtinal,
the Company Liquidatpand the procedural aspectd\dhding-up.
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The Insolvency and Bankruptcy Code, 2016 governs corporate insolvency resolution
and liquidation in cases where a company is unable to pay its debts. It provides a comprehensive
mechanism for resolution, liquidation, and distribution of assets among creditors

The Companies (Wding-up) Rules, 2020 prescribe the detailed procedural rules
regarding filing of petitions, submission of statements, issue of notices, appointment of
liquidators, conduct of meetings, maintenance of records, and other procedural requirements
for winding-up proceedings.

The IBBI (Liquidation Process) Regulations provide detailed operational guidelines
relating to the powers and duties of the liquidataluation of assets, realization of company
property verification of claims, distribution of sale proceeds, reporting requirements,
maintenance of accounts, and completion of liquidation.

Finally, the amendments introduced up to the year 2026, together with judicial
interpretations issued by the NGLNCLAT, and the Supreme Court of India, have
significantly modernized the legal framework by promoting faster resolution of insolvency
cases, strengthening creditor protection, encouraging business revival wherever possible, and
ensuring that liquidation is conducted only when no viable resolution plan exists.

4.2.3 Pocedural Seps andAccounting Practices in Compulsoy Liquidation:

The accounting procedure in compulsory liquidation follows the Compentje2013,
the Insolvency and Bankruptcy Code (IBC), 2016, and related rules. Its main purpose is to
sell the compang’assets, pay liabilities in the correct ordad legally close the company

Sep 1:Passing of the Winding-up Order-The process starts when the National
Company Lawfribunal (NCLT) passes a winding-up ord&€he companyg management
loses its powerd.heTribunal appoints a Liquidator to manage the liquidation process.

Sep 2:Appointment of the Company Liquidator- TheTribunal appoints a Company
Liquidator after the winding-up orddrhe Liquidator takes control of all company assets,
records, and accounts. The Liquidator sells assets, pays creditors, and completes the
liquidation process.

Sep 3: Preparation of the Satement of Affairs- The Liquidator prepares the
Satement oAffairs. It shows the estimated realizable value of assets and the liabilities of the
companyThis statement helps in deciding how much creditors can be paid.
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Sep 4:Collection and \erification of Assets-The Liquidator collects and checks all
company assets. Ownership, documents, and values of the assets are verified. The realizable
value of each asset is also estimated.

Sep 5:Classification of Assets-The Liquidator classifies the assets intdediént
categories. Secured assets are used to pay secured creditors first. The remaining assets are
used to pay other creditors.

Sep 6: erification and Classification of Liabilities-The Liquidator checks all
liabilities and creditors’ claims. Liabilities are classified as secured, preferential, unsecured,
and other categorieBhis helps in making payments according to legal priority

Sep 7:Preparation of Lists A to H: The accounting system followed during
compulsory liquidation requires the preparation of LlAsts H. Each list serves a specific
purpose and collectively forms the basis of ttae®nent oAffais

List A—Asses Not Specifically Pledgedist A contains assets that are not subject
to any specific charge. These assets are available for payment of:

e Preferential Creditors
® Debenture Holders under Floating Charge
® Unsecured Creditors
The list shows:
® BookValue
® Estimated RealiszabMalue
Examples include: Plant and Machinétpck, Trade Debtors, Cash, CallsArrears

List B — Secured CreditorsList B contains secured creditors whose loans are
secured against specific assets. The list shows:

® Amountdue
® Value of security
@ Estimated amount realizable

® Estimated amount to rank as unsecured (if any)
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If the value of security is insufficient, the unpaid balance becomes an unsecured claim.

List C — Preferential Creditorsiist C contains creditors who are entitled to
payment before ordinary unsecured creditors Examples include: Outstanding wages and
salaries eligible under laWertain government dud&/orkmens dues (where applicable)
These creditors receive priority according to the provisions of the Companheasd the
Insolvency and Bankruptcy Code.

List D — Debenture Holders Secured by Floating Chargghis list includes
debenture holders whose security consists of a floatingechaer the comparsytirculating
assetsAfter payment of preferential creditors, the remaining assets covered by the floating
charge are used to satisfy the claims of these debentur&holde

List E — Unsecured CreditorsList E includes all creditors who do not possess
any security Examples includeTrade Creditors, Bank Overdraft (if unsecured),
Outstanding Expenses, Managing Dired®emuneration, Inconi@x not qualifying
as preferential, Contingent liabilities admitted during liquidation, Deficiency of partly
secured creditors

List F — Fully Secured CreditorsThis list contains creditors whose security is
sufficient to recover the entire amount due. Since they recover their dues fully from the
security they generally do not rank against the general assets of the company

List G — Estimated Deficiency as Regards Creditorkis list calculates the total
deficiency suered by creditors It represents thdeténce betweeffotal liabilities Less
Estimated realizable value of assets available for creditors

List H — Estimated Deficiency as Regards Membadiist H calculates the ultimate
loss suffered by shareholders. It combines: Deficiency as regards creditors Plus Paid-up
share capitall his figure represents the overall financial deficiency of the company

Sep 8:Preparation of Satement of Affairs- After preparing ListA to H, the
Statement oAffairs is preparedhis statement summarizes Estimated realizable value of
assets. Liabilities according to legal priariBstimated surplus or deficiendstimated
amount available to each class of credildrs Satement oAffairs serves as the principal
accounting statement during compulsory liquidation.
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Sep 9:Realisation of Assets-The Liquidator sells the compasyassets by auction,
tender private sale, or other approved methdti& money received is deposited into the
liquidation bank account and properly recorded.

Sep 10:Distribution of Realized Amount-The money received from the sale of assets
is distributed according to the legal order of priofiyst, liquidation expenses are paid,
followed by secured creditors, preferential creditors, Debenture holders under floating charge
unsecured creditors , Preference shareholders and finally the shareholders.

Sep 1L: Preparation of Deficiency Account-The Liquidator prepares the Deficiency
Account to explain the reasons for the comginyancial deficiencyt shows losses, expenses,
and other factors that caused the deficiency during liquidation.

Sep 12:Final Report and Dissolution -After paying all liabilities, the Liquidator
prepares the Final Report and submits it td tikeinal. TheTribunal then passes the dissolution
order and the company legally comes to an end.

4.2.4 Grounds for Compulsory Winding-Up :

Compulsory winding-up means closing a company by the order of the National Company
Law Tribunal (NCLT). The grounds for compulsory winding-up are given under Section 271
of the Companieact, 2013A company may be wound up if it passes a special resolution for
winding-up.TheTribunal may also order winding-up if the company acts against the sovereignty
security or public interest of Indi& company can be wound up if it carries on business
fraudulently or cheats investors and creditors. Failure to file financial statements and annual
returns for five consecutive years is also a ground for windingthgX.ribunal may order
winding-up on just and equitable grounds ( fair and impartial) when itis fair and reasonable to
do so. This may happen because of management deadlock, continuous losses, loss of the
companys main object, oppression of minority shareholders, or complete failure of business.
These provisions protect creditors, shareholders, employees, investors, and the public.

4.2.5 |Initiation of Proceedings of Compulsory Liquidation (Liquidation by
Tribunal) (Sections 272, 278nd 274 of The CompanieACT, 2013) :

A company is not closed automatically even if there is a valid ground for winding-up.
A petition must be filed before the National Company Tavyunal (NCLT) to start the
liguidation process. This legal process is called the initiation of compulsory liquidation. The
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provisions are given under Sections 272, 273, and 274 of the Competni2813.The

petition may be filed by the compaspareholders, the Registrar of Companies (ROC), or
the Central or tate Governmenifter receiving the petition, the NClcarefully examines

the facts and evidencEheTribunal also gives the company an opportunity to explain its side.

If required, th@ribunal may pass interim orders to protect the compasgets. It may also
appoint a Provisional Liquidator to take care of the comgamgpertylf the Tribunal is
satisfied, it passes the winding-up ordé&eTribunal should normally pass its order within

90 days from the filing of the petition. The company may also be asked to file objections and
a Satement oAffairs showing its assets and liabiliti€se Satement oAffairs must normally

be filed within 30 days, with an extension of another 30 days in special cases. If the directors
fail to submit the statement, they may face a fine or imprisonment. These provisions ensure
that the liquidation process is fairansparent, and protects the interests of creditors,
employees, shareholders, and other stakeholders.

Check Your Progress :
A) Multiple Choice Questions (MCQs)
1. Compulsory liquidation is also known as
a)Voluntary liquidation b) Creditors’ voluntary winding-up

¢) Winding-up by th&ribunal d) Members’ voluntary winding-up

2. authority passes the winding-up order under the Companies
Act, 2013.
a) High Court b) Registrar of Companies
c) Central Government d) National Company LaWwibunal (NCLT)

3. The principal law governing insolvency resolution and liquidation is the——
a) CompanieAct, 1956 b) SEBIAct, 1992
¢) Insolvency and Bankruptcy Code (IBC), 2016
d) Partnershipct, 1932

4. ———takes chaye of the compang’assets after the winding-up order
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a)Auditor b) Company Secretary
c) Director d) Liquidator

5. —————— statement is prepared to show the estimated realizable value of
assets and liabilities.

a) Balance Sheet b) Profit and LosAccount
c¢) Cash Flow Statement d) Satement oAffairs
6. contains assets that are not specifically pledged.
a) ListB b) List C
c) ListA d) ListH
7. Under ———section of the Compani@st, 2013 are the grounds for
compulsory winding-up provided.
a) Section 149 b) Section 248
c) Section 271 d) Section 403
8. ———————ofthefollowing is a ground for compulsory winding-up.
a) Increase in profits b) Issue of bonus shares

c¢) Fraudulent conduct of businessl) Expansion of business

9. The Satement afffairs should normally be submitted within:

a) 15 days b) 30 days
c) 60 days d) 90 days
10.——— statement explains the reasons for the compénghcial deficiency

during liquidation.
a) RealisatioAccount b) Liquidatots Final $atement
c) Balance Sheet d) DeficiencyAccount

B) True or False.

1. Compulsory liquidation is ordered by the National CompanyTrdwnal (NCLT).
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2. The Liquidator prepares th&afment oAffairs during compulsory liquidation.
3. List B contains unsecured creditors.

4. Section 271 of the Companigst, 2013 provides the grounds for compulsory
winding-up.

5. The DeficiencyAccount explains the reasons for the comsimancial deficiency

4.2.6 The Winding-Up Order in Compulsory Liquidation (Liquidation By
Tribunal) (Sections 273, 275, 277 and 279 of the Compariets 2013) :

A winding-up order is passed by the National CompanyTrdwanal (NCLT) after
examining the petition and evidence. This order starts the legal process of compulsory
liquidation. The company stops carrying on its normal business activities. Howlexer
company does not close immediately and continues to exist until it is disgdteedhe
winding-up orderthe powers of the Board of Directors come to an €hdTribunal
appoints a Company Liquidator to take control of the compaafgirs. The Liquidator
collects and sells the compasgissets and pays the liabilities according toAksompany
property comes under the control of the Liquiddtiarlegal case can continue against the
company without the permission of theébunal. The Liquidator invites creditors to submit
their claims for payment. Employees are given priority for payment of wages and other legal
dues.The Liquidator submits reports to thigbunal during the liquidation proce§he
Tribunal also informs the Registrar of Companies about the winding-up eircsly, after
all assets are distributed and liabilities are paidltibenal passes the order of dissolution,
and the company legally comes to an end.

4.2.7 Role and Powers of the Company Liquidator in Compulsory
Liquidation (Liquidation by Tribunal) (Sections 275, 281, 290, 292, 293,
326, 327And 302 of The CompaniesAct, 2013) :

The Company Liquidator is appointed by the National Company Tréwinal
(NCLT) after passing the winding-up ordEne Liquidator takes control of the company and
manages the entire liquidation process. He works under the supervisiofrdiuhel and
protects the interests of all stakeholders. The Liquidator takes possession of all company
assets, books of accounts, and records. He protects the cosypapgrty from fraud,
misuse, or illegal transtérhe Liquidator collects debts due to the company and verifies the
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claims of creditors. He sells the compargssets and deposits the money into the liquidation
accountThe money is distributed according to the legal order of pridifigy Liquidator
maintains proper books of accounts and records all receipts and payments. He may file or
defend legal cases on behalfted tompany whenever required. He also submits reports

on the progress of liquidation to thebunal. The directors must hand over all records and
cooperate with the LiquidatoAfter all assets are sold and liabilities are paid, the
Liquidator distributes the remaining amount to shareholders. Fihalsubmits the final

report to thelribunal and applies for the dissolution of the compaimg Company
Liquidator plays an important role in ensuring that the company is closed in a fair
transparent, and lawfatanner

4.2.8 Legal Framework of Compulsory Liquidation (Liquidation by
Tribunal) Under the CompaniesAct, 2013 (Sections 270 to 303 of the
CompaniesAct, 2013 along with subsequent amendments) :

The legal framework of compulsory liquidation is given under Sections 270 to 303 of
the CompanieAct, 2013. It explains the legal process for closing a company through the
National Company Lawribunal (NCLT). A company cannot be closed without following
the law TheTribunal orders compulsory liquidation when the company cannot continue its
business or violates legal provisions. The Insolvency and Bankruptcy Code (IBC), 2016 also
governs insolvency and liquidation mattdise main authorities involved are the NICL
National Company LawppellateTribunal (NCLAT), Registrar of Companies (ROC),
Central Government, and the Company Liquiddiee process starts with filing a winding-
up petition before th&ribunal. TheTribunal examines the case and, if satisfied, passes the
winding-up orderA Company Liquidator is then appointed to manage the liquidation
processThe Liquidator collects and sells the compargssets and pays the liabilities
according to lawEmployees, creditors, shareholders, and other stakeholders are protected
during the procesafter all liabilities are settled, the Liquidator submits the final report to the
Tribunal. TheTribunal then passes the dissolution orBigrally, the Registrar of Companies
removes the comparsyhame from the Register of Companies, and the company legally
comes to an end.

Check Your Progress
A) Multiple Choice Questions (MCQs)
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1. Compulsory liquidation is ordered by the
a) Registrar of Companies b) Board of Directors
c¢) National Company LaWwribunal (NCLT) d) Shareholders
2. The Satement oAffairs contains the:
a) Profit and loss of the company
b) Estimated realizable value of assets and liabilities
c) Dividend payable to shareholders
d) Share capital of the company
3. The grounds for compulsory winding-up are provided under:
a) Section 248 of the Companfed, 2013
b) Section 271 of the Companisst, 2013
c) Section 272 of the Companfsst, 2013
d) Section 274 of the Companfss, 2013
4. ListFin compulsory liquidation contains:
a) Unsecured creditors b) Preferential creditors
c) Fully secured creditors d) Debenture holders under floating charge
5. The responsibility for realizing the assets and distributing the proceeds lies with the:
a)Auditor b) Company Secretary
c) Liquidator d) Director
B) True or False.
1. Compulsory liquidation is also known as winding-up byfifiteunal.
2. The Liquidator prepares th&afment oAffairs during compulsory liquidation
3. ListA contains fully secured creditors.
4

. The Deficiencydccount explains the reasons for the comgseimancial deficiency
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5. The National Company LaWwibunal (NCLT) appoints the Company Liquidator
after passing the winding-up order

4.2.9 Impottant Statements to be Pepared in the Process of Compulsor
Liquidation :

When a company is ordered to be wound up byrthanal under the provisions of the
Companie#éct, 2013, the company stops carrying on its normal business activities except to
the extent necessary for the beneficial winding up of the complaeynain objective of
compulsory winding up is to realize the assets of the conipgray the liabilities in the order
prescribed by layand to distribute any remaining amount among the shareholders. For this
purpose, two important statements are prepared to show the financial position of the company
at the date of winding up.

1. Satement ofAffairs: The Satement oAffairs is prepared to show the assets of
the companytheir estimated realizable values, the liabilities of the comib@gmount expected
to be paid to various classes of creditors, and the probable deficiency or surplus available to
shareholders. It provides a complete picture of the financial condition of the company at the
date of liquidation.

2. DeficiencyAccount (List H): The DeficiencyAccount is prepared to explain how
the deficiency has arisen, the lossefesatl by the companyeductions in asset values,
trading losses, non-trading losses, and other reasons responsible for the failure of the company

In simple words, while thet&ement offfairs shows the present financial position, the
DeficiencyAccount explains the reasons for that financial position.

Satement offfairs is a statement showing what the company owns, what the company
owes and how much creditors and shareholders are likely to receive during liquidation.

It is not prepared on the basis of book values alone. Itis prepared using the estimated
realizable values of assets and the expected amounts payable to creditors

3. Legal Position underCompaniesAct, 2013: The provisions relating to the
Statement offfairs are contained mainly in Section 274 Section 281, Section 283 Section
285 of the Companidsct, 2013. Under Section 274, when a petition for winding up is filed
and theTribunal considers it necessattye company is required to submittat8ment of
Affairs in the prescribed manner

188




The directors and officers responsible for the company must provide complete details
of the company financial position to the liquidator afidbunal. Failure to comply may result
in penalties, fines and legal actiorat®ment oAffairs is a special statement prepared at the
date of winding up showing the estimated realizable value of assets and the expected amount
payable to various classes of creditors and shareholders.

4. Purpose of &atement ofAffairs: The Satement oAffairs serves several important
purposes.

(i) Toknowthefinancial position of thecompany: It shows whether the company
is financially strong or insolvent.

(i) Toestimaterealizablevalueof assets: Book values may diér from actual sale
values during liquidation. The statement shows the estimated amount expected to
be realized from the sale of assets.

(iif) To determine the amount payable to creditors. Different creditors enjoy
different priorities during liquidation. The statement helps determine secured
creditors, preferential creditors, unsecured creditors, debenture holders,
shareholders.

(iv) Tocalculatedeficiency or surplus: The statement determines deficiencyeset!
by creditors, or surplus available for shareholders.

(v) Toassisttheliquidator: The liquidator uses the statement as a roadmap for
taking possession of assets, selling assets, paying liabilities, distributing remaining
funds.

(vi) TohelptheTribunal: TheTribunal obtains a complete picture of the compmany’
financial condition before final liquidation proceedings begin.

(vii) Toidentify causesof failure: The accompanying Deficienéyccount explains
why the company failed. Examples include trading losses, bad debts, speculation
losses, penalties, depreciation losses, losses on sale of assets.

5. Main Characteristics of Satement ofAffairs:

(@) Prepared on Estimated Realizable Values: Assets are shown at expected selling
prices and not at book values.
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Example:

Asset Book Value EstimatedValue

Machinery % 10,00,000 %¥ 6,50,000

The statement us€%,50,000.

(b) Prepared only during liquidation: A normal company does not prepare a
Statement afffairs. Itis prepared only during winding up.

() Showsorder of payment: The statement follows the legal order of payment
prescribed under company law

(d) Preparedbydirectorsand officers: The directors and bers of the company
provide the information to the liquidator

(e) Includesestimated deficiency: The statement calculates. Deficiency as regards
creditors and memher

6. Contents of &atement ofAffairs: The Satement oAffairs is divided into eight
lists.

List A—AssetsNot Specifically Pledged: These are assets which are free from any
fixed charge. These assets are available for preferential creditors, floating charge holders,
unsecured creditors Examples: cash in hand, stock, debtors, bills receivable, machinery
furniture, patents.

List B — Assets Specifically Pledged: These assets are pledged or mortgaged to
specific creditors Examples: land and building mortgaged to a bank, machinery pledged to
financial institutionsT he list shows realizable value of secydtyount due to secured creditors,
deficiencysurplus.

List C —Preferential Creditors. These creditors are paid before floating ghdolders
and unsecured creditors Examples include: wages for four months, salaries for four months,
government taxes, workmen compensation.
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List D —Creditors Secured by Floating Charge: These creditors hold a floating
charge over general assets. Examples: debentures secured by floating charge, bank overdraft
secured by floating charge. When winding up begins, the floating charge becomes fixed. This
process is called Crystallization of Floating Charge.

List E —Unsecured Creditors. These creditors do not possess any secksgmples:
trade creditors, bills payable, unsecured loans, contingent liabilities, dishonoured bills
discounted.

List F —Preference Shareholders. Preference shareholders receive payment only
after all creditors have been satisfied. They are entitled to repayment of preference capital,
arrears of cumulative preference dividend where applicable.

List G—Equity Shareholders. Equity shareholders are the last claimdariisy receive
payment only if assets remain after all prior claims have been settled.

List H —Deficiency Account: This account explains the reasons for the compgany’
financial failure Typical items include: opening deficientyading losses, speculation losses,
penalties, bad debts, depreciation losses, losses on realization of assets.

7. Order of Payment in Liquidation:

The legal order of payment is:

Priority Payment

Fixed charge secured creditor$
Liguidation expenses
Preferential creditors
Floating charge holders
Unsecured creditors

Preference shareholders

~N~ o o0~ W N P

Equity shareholders
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8. Difference between Balance Sheet anth&ment ofAffairs:

Basis Balance Sheet Satement ofAffairs

Purpose Shows financial position during|  Shows financial position during
normal business liquidation

Assetvalues Book values Estimated realizable values

Preparation| Everyyear Only during winding up

Objective Profit measurement Settlement of liabilities

Legal Statug  Statutory financial statement | Liquidation statement

. Use the estimated realizable value of assets while preparing the Statement of

Affairs. Do not use the book value unless specifically asked.

. Separate the assets into specifically pledged assets and assets not specifically

pledged. Prepare Listby taking all assets that are not pledged to any secured
creditor

Prepare List B for assets specifically pledged to secured creditors. Compare the
realizable value with the amount daey surplus is added to free assets, and any
deficiency is treated as an unsecured claim.

Prepare List C by including only preferential creditors, such as wages, salaries
(within the legal limit), taxes, and workmertompensation.

Prepare List D by including all creditors secured by a floating charge, such as
debentures or bank overdraft secured by floating charge.

Prepare List E by including all unsecured creditors, such as trade creditors, bills
payable, contingent liabilities, and bills discounted expected to rank.

. Prepare List F by showing the paid-up Preference Share Capital and any arrears

of cumulative preference dividend, if applicable.

Prepare List G by showing the paid-up Equity Share Capital after deducting calls
in arrears, if any
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9. While preparing thet&tement oAffairs, first pay secured creditors from the
assets specifically pledged to them. Then pay preferential creditors, floating charge
holders, unsecured creditors, preference shareholders, and finally equity
shareholders.

10.Prepare the Deficienéyccount (List H) by recording all items that increase the
deficiency such as opening deficiendsading losses, losses on realization of
assets, bad debts, contingent liabilities, and other losses. Deduct any profits or
gains that reduce the deficiency

Specimen of tatement offfairs and Deficiencccount

Satement ofAffairs of Anil Company Ltd.as on 1-4-2026

Assets Estimated
Realizable
Value R)

Assets Not Specifically Pledged (List-A) -
Cash in hand -
Debtors -

Furniture and Fixture -

Assets Specifically Pledged (List-B) -

Particulars| Estimated | Dueto Deficiency -
Realizable | Secured Ranking as | Surplug -
ValueZ Creditor | Unsecured -

Estimated surplus from specifically pledged assets -
EstimatedotalAssets available for Preferential Creditors, Debenture -

holders secured by a floating charge and other creditors, carried forward -
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Summary of Gros&ssets 4

Gross Realizable value of assets specially pledged

OtherAssets

EstimatedotalAssets available for Preferential Creditors, Debenture

holders secured by a floating charge and other creditors, brough

I forward

Gross

Liabilities

Liabilities

Secured creditors (as per List-B) to the extent to whi
claims are estimated to be covered by assets
specifically pledged (gross liabilities only)

Preferential Creditors (as per List-C)

Estimated Balance #fsets available for Debenture

holders and creditors secured by a floating charge, and

unsecured creditorsDebenture holders secured by a
floating charge (as per List -D)

Estimated surplus as regards Debenture holders ang
creditors secured by a floating charge

Unsecured Creditors (List-E)
Estimated unsecured balance of claims of creditors p
secured on a specific asset

Estimated Deficiency as regards creditors being the
difference between Gro&ssets and Gross Liabilities

first

| other

artly
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Issued and called up capital :
Equity shares & —— each fully paid
(As per List-G)

Estimated Deficiency as regards Member

List -H: Deficiency Account

Sr. No.

Particulars

A) Items Contributing to Deficiency

1 Excess of Capital and Liabilities ovsssets on --------
as shown by Balance sheet

2 Net dividend and bonuses declared during the perigd

3 Net trading losses after charging depreciation, inter@¢st on
debentures, etc.

4 Losses other than trading losses written off or for which
provision has been made in the books during the sgme
period:

5 Estimated Losses now written off or for which provisjon
has been made for the

6 Other items contributing to deficiency

Total (A)
B) Iltems Reducing Deficiency
7 Excess of assets over capital and liabilities on as shpwn

in the Balance sheet 1-4-2025
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8 Net trading profits (after charging depreciation, -
taxation, interest on debentures, etc)

9 Profits and income other than trading profit during the -
same period
10 Other items reducing deficiency -profit expected on -

realisation of Freehold Land and Building

Total (B) -

Deficiency as shown by thet&tement ofAffairs (A-B) -

4.2.10 Accounting lllustrations :
() Nlustrations:

lllustration-1: A winding-up order was passed against Hope Ltd. on 31 MarchT@26.
following particulars were extracted from the books of the company:

Particulars 4
Equity Share Capital (10,000 share8 aD each fully paid) 1,00,000
10% Preference Share Capital (5,000 shar&s@€ach fully paid) 50,000
Debentures secured by floating charge on all assets 60,000
Secured Creditors having mortgage on Land and Building 80,000
Trade Creditors 70,000
Bills Payable 20,000
Salaries outstanding for 4 months 12,000
IncomeTax payable 8,000
Cashin Hand 2,000
Debtors 50,000
Bills Receivable 15,000
Stock 60,000
Plant and Machinery 80,000
Land and Building 1,20,000

196




Estimated Realizable/alues

Asset Estimated
Value R)
Debtors 40,000
Bills Receivable 15,000
Stock 50,000
Plant and Machinery 60,000
Land and Building 1,00,000
Cashin Hand 2,000

From the above information prepareAido List H

Solution:

List-A: Assets Not Specifically Pledged

Asset Estimated Realiszable
Value R)

Cashin Hand 2,000

Debtors 40,000

Bills Receivable 15,000

Stock 50,000

Plant and Machinery 60,000

Total 1,67,000
List-B: Assets Specifically Pledged
Asset Estimated Amount Deficiency
Value R) Due R) Ranking as Surplus R)
Unsecured )

Land and 1,00,000 80,000 Nil 20,000
Building
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List- C: Preferential Creditors

Particulars 9]
Salaries outstanding 12,000
IncomeTax payable 8,000
Total 20,000
List-D:

Creditors Secured by Floating Charge = Debentures secured by floating charge=60.000

List- E: Unsecured Creditors

Particulars 9]

Trade Creditors 70,000

Bills Payable 20,000

Total 90,000
List- F:

Preference Shareholders 5,000 Preference Sh&#86 e&ch fully paid=50000
List- G:

Equity Shareholders: 10,000 Equity Share&ldf each fully paid:1,00,000
List-H:

DeficiencyAccount

a) ltems Contributing to Deficiency

Particulars )

Excess of Capital and Liabilities ov&ssets on 1-4-2025 80,000
Trading Losses during the year 30,000
Loss on Land and Building 20,000
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Loss on Debtors 10,000
Loss on Stock 10,000
Loss on Plant and Machinery 20,000
Total (A) 1,70,000

b) Items Reducing Deficiency= Profit on sale of investments = 10,000
Deficiency as shown byt&ement oAffairs =1,70,000 - 10,000 = 1,60,000
Therefore, Deficiency as regards Membe¥s1560,000

lllustration-2:

A winding-up order was passed against Practice Ltd. on 31 March 2026. The following
particulars were extracted from the books of the company:

Particulars )

Equity Share Capital — 20,000 share¥ @D each, fully paid 2,00,000
12% Preference Share Capital—10,000 shafedaach, fully paid 1,00,000
Calls in arrears on Equity Shares (expected to realize00) 6,000
10% Debentures secured by floating charge on all assets 1,50,000
Creditors secured by first mortgage on Land and Building 1,20,000
Creditors secured by second charge on Land and Building 50,000
Trade Creditors 90,000
Bills Payable 25,000
Bills Discounted 10,000 expected to be dishonoured) 20,000
Bank Overdraft secured by floating charge 40,000
IncomeTax payable 15,000
PropertyTax due 5,000
Salaries due for 5 months 20,000
Wages due for 4 months 16,000
Workmen Compensation payable 8,000
Unclaimed Dividend 6,000
Cashin Hand 3,000
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Bills Receivable 18,000
Good Debtors 70,000
Doubtful Debtors (expected to realZz®,000) 20,000
Bad Debtors 10,000
Stock inTrade (estimated to realiZ&5,000) 90,000
Plant and Machinery (estimated to reafi#®,000) 1,10,000
Furniture and Fixtures (estimated to realiz&,000) 25,000
Patents (estimated to real&0,000) 50,000
Land and Building (estimated to real&,80,000) 2,20,000

Additional Information:
1. Preference dividend has not been paid for two years.
2. Trading losses after depreciation and interest amourf&g30,000.
3. Speculation loss amountecRd0,000.
4. Penalty imposed by tax authorities amount&t?%,000.
5. Excess of capital and liabilities over assets April 2025 was1,80,000.
From the above information prepare IAgb List H
Solution:

List- A: Assets Not Specifically Pledged

Particulars Estimated Realiszable
Value R)
CashinHand 3,000
Bills Receivable 18,000
Good Debtors 70,000
Doubtful Debtors 8,000
Calls inArrears 4,000
Sock inTrade 75,000
Plant and Machinery 85,000
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Furniture and Fixtures 15,000
Patents 3,08,000

Total 3,08,000

List-B: Assets Specifically Pledged

Asset Estimated Amount Deficiency
Value R) Due R) Ranking as Surplus R)
Unsecured )
Land and 1,80,000 1,70,000 Nil 10,000
Building

Working Note : First Mortgage CreditorsZ1,20,000, Second Clgger Creditors =
¥50,000Total secured on Land and Building %,70,000, Realization value¥,,80,000,
Surplus transferred to Li&t=310,000

List-C : Preferential Creditors

Particulars ®)

Four MonthaNages 16000

Four Months Salaries (out of 5 months due) 16000

IncomeTax Payable 15000

PropertyTax Due 5000

Workmen Compensation 8000
Total Preferential Creditors 60,000

List-D: Creditors Secured by Floating Charge

Particulars ®)

10% Debentures 1,50,000
Bank Overdraft secured by floating charge 40,000
Total 1, 90,000
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List-E: Unsecured Creditor

Particulars )
Trade Creditors 90,000
Bills Payable 25,000
One Month Salary not preferential 4,000
Liability on Bills Discounted likely to rank 10,000
Unclaimed Dividend 6,000
Total Unsecued Creditors 1,35,000

List-F: Preference Shareholders

Particulars

®)

10,000 Preference Shares of 1 10 each fully paid 1,00,000
Arrears of Preference Dividend (2 years x 12%o) 24,000

Total 1,24,000
List-G: Equity Shareholders
Particulars )
Equity Share Capital 2,00,000
Less: Calls ilrrears (6,000)
Paid-up Equity Capita’ 1,94,000
List-H: Deficiency Account
(a) Items Contributing to Deficiency
Particulars )
Excess of Capital and Liabilities ov&ssets on 1-4-2025 1,80,000
Trading Losses 2,50,000
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Speculation Loss 40,000
Penalty imposed blaxAuthorities 25,000
Loss on Land and Building 40,000
Loss on Stock 15,000
Loss on Plant and Machinery 25,000
Loss on Furniture 10,000
Loss on Patents 20,000
Loss on Doubtful Debtors 12,000
Loss on Bad Debtors 10,000
Bills Discounted expected to rank 10,000

Total (a) 6,37,000

(b) Items Reducing Deficiency

Particulars )
Nil Nil
Total (b) Nil

Deficiency as pertdtement oAffairs Deficiency X 6,37,0000p of Form
lNlustration-3:

On F'April 2026 a compulsory order for winding up was made agamatCompany
Ltd, the following particulars being disclosed.

Particulars Book Value | Estimated to
) produce (%)
Cashin hand 1,000 1,000
Debtors 40,000 36,000
Land and Building 6,00,000 4,80,000
Furniture and Fixtures 2,00,000 2,00,000
Unsecured Creditors 2,00,000 -
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Debentures: - -
Secured on Land and Building 4,20,000 -
Secured on Floating Charge 1,00,000 -
Preferential Creditors 60,000 -
Share capital (3200, sharedf00 each) 32,00,000 -

Additional Information :

e Estimated liability for bills discounted bills discounted W&®,000 estimated to
rank att60,000.

e Other contingent liabilities wef&l,20,000 estimated to rankiat,20,000.
® The company was formed on th&pril 2023 and has made losse§81,39,000
Prepare at&tement oAffairs and Deficiencccount.

Solution:
Satement ofAffairs of Amil Company Ltd.as on 1-4-2026

Assets Estimated
Realizable
Value R)
Assets Not Specifically Pledged (List-A) -
Cashin hand 1,000
Debtors 36,000
Furniture and Fixture 2,00,000
2,37,000

Assets Specifically Pledged (List-B) -

Particulars| Estimated | Dueto Deficiency -
Realizable | Secured Ranking as | Surplut -
ValueZ Creditort | Unsecured -

Landand | 4,80,000 4,20,000( - 60,000

Building
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Estimated surplus from specifically pledged assets

60,000

EstimatedotalAssets available for Preferential Creditors, Debenturg,97,000

holders secured by a floating charge and other creditors, carried foprward -
Summary of Grosassets 3 -
Gross Realizable value of assets specially pledged 4,80,000 -
OtherAssets 2,37,000 -
Total 7,17,000 -
EstimatedotalAssets available for Preferential 2,97,000
Creditors, Debenture holders secured by a floating
charge and other creditors, brought forward
Gross Liabilities
Liabilities
4,20,000 | Secured creditors (as per List-B) to the extent to whigch -
claims are estimated to be covered by assets -
specifically pledged (gross liabilities only) -
60,000 Preferential Creditors (as per List-C) 60,000
Estimated Balance #ksets available for Debenture -
holders and creditors secured by a floating charge, and
unsecured creditors
1,00,000 | Debenture holders secured by afirst floating charge| 1,00,000
(as per List-D)
Estimated surplus as regards Debenture holders and oth&i7,000

creditors secured by a floating charge
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Estimated unsecured balance of claims of creditors p
secured on a specitif asset

artly

3,80,000

Unsecured Creditors (List-E) (2,00,000+60,000+
1,20,000) Estimated Deficiency as regards creditors
the diference between Groassets and Gross Liabilitig

Estimated Deficiency as regards Member (as per list

3,80,00
being
S

184,43,000

List H -Deficiency Account

Sr.
No.

Particulars

A) ltems Contributing to Deficiency

1

Excess of Capital and Liabilities ovessets on1-4-202
as shown by Balance sheet

Net dividend and bonuses declared during the perig

Net trading losses after charging depreciation, interg
on debentures, etc.

3 31,39,000

d Nil

St -

Losses other than trading losses written off or for whijch -

provision has been made in the books during the
same period:

Estimated Losses now written off or for which
provision has been made for the

Land and Building 1,20,000
Debtors 4,000
Contingent Liabilities (60,000+1,20,000) 1,80,000

Other items contributing to deficiency

3,04,000

Total (A)

34,43,000
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B) Iltems Reducing Deficiency

7 Excess of assets over capital and liabilities on as shpwn Nil
in the Balance sheet 1-4-2025

8 Net trading profits (after charging depreciation, taxation, Nil
interest on debentures, etc.)

9 Profits and income other than trading profit during the Nil
same period
10 Other items reducing deficiency -profit expected on Nil

realization of Freehold Land and Building

Total (B)

Deficiency as shown by thégement offfairs (A-B) 34,43,000

List of Unsecured Creditors List -E

Particulars )
Unsecured Creditors 2,00,000
Bills Discounted 60,000
Contingent Liabilities 1,20,000
Total 3,80,000
lllustration-4:

On 1s®pril 2026, a compulsory winding-up order was passed against Sunset Company
Ltd. The following particulars were disclosed.

Particulars Book Value )| Estimated
to Produce )

Cashin Hand 1,500 1,500
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Debtors 60,000 54,000

Land and Building 9,00,000 7,20,000
Furniture and Fixtures 3,00,000 3,00,000
Unsecured Creditors 3,00,000 -
Debentures secured on Land and Building 6,30,000 -
Debentures secured by Floating Charge 1,50,000 -
Preferential Creditors 90,000 -

Share Capital (48,000 Equity Shares of 1 10( 48,00,000 -
each fully paid)

Additional Information :
1. Estimated liability on bills discounted w&8,000 expected to rank in full.
2. Other contingent liabilities amountecRi®d8,000 expected to rank in full.

3. Excess of Capital and Liabilities ov&ssets on1-4-2023 as shown by Balance
sheet wag 42,37,650

4. The company incurred trading losses amountifg {60,850 since incorporation.

Solution:

Satement ofAffairs Sunset Company Ltd.as on 1-4-2026

Assets Estimated
Realizable
Value R)
Assets Not Specifically Pledged (List-A) -
Cashin hand 1,500
Debtors 54,000
Furniture and Fixture 3,00,000
3,55,500

Assets Specifically Pledged (List-B) -
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Particulars| Estimated | Dueto Deficiency -
Realizable | Secured Ranking as | Surplug -
ValueZ Creditor | Unsecured -
Landand | 7,20,000 6,30,000| - 90,000
Building
Estimated surplus from specifically pledged assets 90,000
EstimatedotalAssets available for Preferential Creditors, Debernture
holders secured by a floating charge and other creditors, carried forwéydl5,500
Summary of Grosassets 3 -
Gross Realizable value of assets specially pledged 7,20,000 -
OtherAssets 3,55,000 -
10,75,500 -
EstimatedotalAssets available for Preferential 4,45,000
Creditors, Debenture holders secured by a floating -
charge and other creditors, brought forward -
Gross Liabilities -
Liabilities -
6,30,000 | Secured creditors (as per List-B) to the extent to which -
- | claims are estimated to be covered by assets -
- | specifically pledged (gross liabilities only) -
90,000 | Preferential Creditors (as per List-C) 90,000
- | Estimated Balance #ksets available for Debenture 3,55,500
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holders and creditors secured by a floating charge, 3
unsecured creditors

nd

1,50,000 | Debenture holders secured by a first floating charge| 1,50,000
- | (AsperlList-D)
- | Estimated surplus as regards Debenture holders angl o)66,000
- | creditors secured by a floating charge
3,27,000 | Unsecured Creditors (List-E) (3,00,000+9,000+ 3,27,000
- | 80,000)
- | Estimated unsecured balance of claims of creditors partly -
- | secured on a specitif asset -
- | Estimated Deficiency as regards creditors being 1,21,500
- | the diference between GroAssets and Gross -
- | Liabilites -
- | Issued and called up capital : -
11,97,000| 48000 Equity shares &fL00 each fully paid (As per | 48,00,000
List- G)
- | Estimated Deficiency as regards Member 49,21500
List H -Deficiency Account
Sr. Particulars 4
No.
A) ltems Contributing to Deficiency
1 Excess of Capital and Liabilities ov&ssets on1-4-2023 42,37,650
as shown by Balance sheet
2 Net dividend and bonuses declared during the periqd Nil
3 Net trading losses after charging depreciation, intergst 4,70,850

on debentures, etc.
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Losses other than trading losses written off or for wh
provision has been made in the books during the
same period:

Estimated Losses now written off or for which
provision has been made for the

Land and Building (90,00,000+7,20,000) 1,80,000
Debtors 6,000
Contingent Liabilities (9,000+18,000) 27,000

Other items contributing to deficiency

ch

2,13,000

Total (A)

49,21,500

B) Iltems Reducing Deficiency

10

Excess of assets over capital and liabilities on as sh
in the Balance sheet 1-4-2025

Net trading profits (after charging depreciation, taxati
interest on debentures, etc.)

Profits and income other than trading profit during the

same period

Other items reducing deficiency -profit expected on
realization of Freehold Land and Building

Total (B)

on

14

DWN Nil

, Nil

Nil

Nil

Deficiency as shown by thégement offfairs (A-B)

49,21,000
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List-A: Assets Not Specifically Pledged

Particulars Estimated Realiszable
Value R)
Cashin Hand 1,500
Debtors 54,000
Furniture and Fixtures 3,00,000
Total 3,55,500
List-B: Assets Specifically Pledged
Particulars Estimated Amount Due Deficiency
Realizable to Secured Ranking as Surplus ()
Value R) Creditors (%) | Unsecured §)
Land and 7,20,000 6,30,000 Nil 90,000
Building

Estimated surplus transferred to [Ast 90,000

Total assets available for preferential creditors, floatinggeHaslders and unsecured
creditors X 4,45,500

List-C: Preferential Creditors = 90,000

List-D: Creditors Secured by Floating Charge = Debentures secured by Floating Charge
=1,50,000

List-E: Unsecured Creditors

Particulars 9]
Unsecured Creditors 3,00,000
Bills Discounted Liability 9,000
Contingent Liabilities 18,000
Total Unsecuied Creditors 3,27,000
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Satement ofAffairs

Summary of GrossAssets

Particulars )

Gross value of specifically pledged asgets 7,20,000
OtherAssets 3,55,500

GssAssets 10,75,500

Distribution of Assets

Particulars )

Assets available for distribution -

Less: Preferential Creditors 4,45 500
Balance available for Floating Charge (90,000)
Holders 3,55,500

Less: Debentures secured by Floating (1,50,000)
Charge

Surplus available for Unsecured Creditqrs  2,05,500

Estimated Deficiency as Regards Creditors

Particulars )
Total Unsecured Creditors 3,27,000
LessAmountAvailable (2,05,500)

Deficiency as Regards Creditors 1,21,500

Issued and Called-up Share Capital - 48,000 Equity ShafRi6feach fully
paid =4 8,00000
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Estimated Deficiency as Regards Members

Particulars )
Deficiency as Regards Creditors 1,21,500
Equity Share Capital 48,00,000
Estimated Deficiency as Regards Mempe#9,21,500

List-H : Deficiency Account

A) Items Contributing to Deficiency

Particulars )
Excess of Capital and Liabilities ov&ssets on April 2023 42,37,650
NetTrading Losses 4,70,850
Loss on Land and Building 1,80,000
Loss on Debtors 6,000
Bills Discounted Liability 9,000
Contingent Liabilities 18,000
Total A 49,21,500

List-E: Unsecured Creditors

Particulars )
Unsecured Creditors 3,00,000
Bills Discounted Liability 9,000
Contingent Liabilities 18,000
Total 3,27,000
lllustration -5 :

On 31 March 2026, a winding-up order was passed against Dark Ltd. The following
information was available:

214




Particulars Book Value | Estimated to
) produce (%)
Cashin hand 5,000 5,000
Debtors 80,000 70,000
Stock 1,20,000 1,00,000
Plant and Machinery 2,00,000 1,50,000
Land and Building 5,00,000 4,20,000
Unsecured Creditors 1,50,000 -
Debentures secured by Land and Building 3,50,000 -
Debentures secured by Floating Charge 1,00,000 -
Preferential Creditors 40,000 -
Equity Share Capital 10,00,000 -

Additional Information :

e Bills discounted expected to rank =* 20,000.

e Trading losses sfdred since incorporation =* 1,80,000.

e® Excess of Capital and Liabilities ov&ssets on 1-4-2026 was 5,55,000
Prepare ttement oAffairs and Deficiencjccount

Satement ofAffairs Sunset Company Ltd.as on 1-4-2026

Assets Estimated
Realizable
Value R)
Assets Not Specifically Pledged (List-A) -
Cash in hand 5,000
Debtors 70,000
Stock 1,00,000
Plant and Machinery 1,50,000
3,25,000
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Assets Specifically Pledged (List-B)

Particulars| Estimated | Dueto Deficiency -
Realizable | Secured Ranking as | Surplut -
ValueZ Creditort | Unsecured -
Landand | 4,20,000 3,50,000| - 70,000 -
Building -
Estimated surplus from specifically pledged assets 70,000
EstimatedotalAssets available for Preferential Creditors, Debenturd,95,000
holders secured by a floating charge and other creditors, carried forward -
Summary of Gros&ssets 3 -
Gross Realizable value of assets specially pledged 4,20,000 -
OtherAssets 3,25,000 -
7,75,000 -
EstimatediotalAssets available for Preferential 3,95,000
Creditors, Debenture holders secured by a floating
charge and other creditors, brought forward
Gross Liabilities
Liabilities
3,50,000 | Secured creditors (as per List-B) to the extent to which -
- | claims are estimated to be covered by assets -
- | specifically pledged (gross liabilities only) -
40,000 | Preferential Creditors (As per List-C) 40,000

216




1,00,000

Estimated Balance #fsets available for Debenture
holders and creditors secured by a floating charge, a
unsecured creditors

Debenture holders secured by a first floating charge
(as per List-D)

3,55,00
nd -

1.00,000
2,55,000

Estimated surplus as regards Debenture holders and other -

1,70,000 | creditors secured by a floating charge 1,70,000
- | Unsecured Creditors (List-E) -
- | Estimated unsecured balance of claims of creditors partly -
- | secured on a specitif asset -
10,00,000| Estimated Deficiency as regards creditors being 85,000
the diference between Gro&ssets and Gross Liabilities -
Issued and called up capital : -
10000 Equity shares &f.00 each fully paid (As per 10,00,000
List- G)
Estimated Deficiency as regards Member (as per listH) 9,15,000
List H -Deficiency Account :
Sr. No. Particulars 3
A) Items Contributing to Deficiency
1 Excess of Capital and Liabilities ov&ssets on1-4-2023 5,55,000
as shown by Balance sheet
2 Net dividend and bonuses declared during the periqd Nil
3 Net trading losses after charging depreciation, intergst 1,80,000

on debentures, etc.
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Losses other than trading losses written off or for wt*ch

4 -
provision has been made in the books during the
same period:
Estimated Losses now written off or for which
provision has been made for the
5 Land and Building 80,000 -
Debtors 10,000 -
Stock 20,000 1,80,000
Plant and Machinery 50,000 -
Contingent Liabilities (bill discounted) 20,000 -
6 Other items contributing to deficiency -
Total (A) 9,15,000
B) ltems Reducing Deficiency
7 Excess of assets over capital and liabilities on as shpwn Nil
in the Balance sheet 1-4-2025
8 Net trading profits (after charging depreciation, taxatfon, Nil
interest on debentures, etc.)
9 Profits and income other than trading profit during the Nil
same period
10 Other items reducing deficiency -profit expected on Nil
realization of Freehold Land and Building
Total (B)
Deficiency as shown by théggement offfairs (A-B) 9,15,000
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List-A: Assets Not Specifically Pledged

Particulars )

Cashin hand 5,000
Debtors 70,000
Stock 1,00,000
Plant and Machinery 1,50,000
Total 3,25,000

List-B: Assets Specifically Pledged

Asset Estimated Amount Deficiency
Value R) Due R) ) Surplus R)
Land and 4,20,000 3,50,000 Nil 70,000
Building

Surplus transferred to Li&t=370,000

Total assets available for further distributioR3525,000 ® 70,000 =% 3,95,000
List-C: Preferential Creditors = 40,000
List-D: Creditors Secured by Floating Charge =1,00,000

List-E: Unsecured Creditors

Particulars )

Trade Creditors 1,50,000
Bills Discounted Liability 20,000
Total 1,70,000

List-F: Preference Shareholders: Nil

List-G: Equity Shareholders: 10,00,000
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Satement of Affairs

Particulars 9]

Assets available after List B surplus 3,95,000
Less: Preferential Creditors (40,000)
Balance available for Floating Charge Holdgrs  3,55,000
Less: Floating Charge Debentures (1,00,000)
Amount available for Unsecured Creditors 2,55,000

Unsecured creditors afel,70,000.

Therefore, Surplus after paying unsecured credit®83;000. This surplus belongs
to shareholders

Deficiency as Regards Members

Particulars €9}

Equity Share Capital 10,00,000
Less: Surplus available to members (85,000)

Deficiency as regards Membefs ¥ 9,15,000

List-H: Deficiency Account
A) Items Contributing to Deficiency

Particulars )
Excess of Capital and Liabilities ovessets 5,55,000
Trading Losses 1,80,000
Loss on Land and Building 80,000
Loss on Debtors 10,000
Loss on Stock 20,000
Loss on Plant and Machinery 50,000
Bills Discounted Liability 20,000
Total (A) 9,15,000
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B) Items Reducing Deficiency = Nil
lllustration-6 :

On 31st March 2026, a winding-up order was passed against Simple Ltd. The following
particulars were available.

Particulars Book Value | Estimated to
) produce (%)
Cash in Hand 5,000 5,000
Debtors 50,000 45,000
Stock 80,000 70,000
Plant and Machinery 1,20,000 90,000
Land and Building 2,50,000 2,00,000

10% Preference Share Capital (2,000 shargs 0f2,00,000 -
% 100 each fully paid) - -

Equity Share Capital (5,000 share df00 5,00,000 -
each fully paid) - -
Debentures secured by Land and Building 1,80,000 -
Debentures secured by Floating Charge 60,000 -
Preferential Creditors 20,000 -
Trade Creditors 90,000 -

Additional Information :
1. Bills discounted likely to rank against the compariL8,000.

2. On 1siApril 2026, the company had an excess of capital and liabilities over assets
of ¥4,45,000.

3. During the period of operation, the company suffered trading losg&906{000.
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Satement ofAffairs Simple Company Ltd.as on 1-4-2026

Assets Estimated
Realizable
Value R)
Assets Not Specifically Pledged (List-A) -
Cashin hand 1,000
Debtors 36,000
Stock 2,00,000
Plant and Machinery 90,000
2,10,000
Assets Specifically Pledged (List-B) -
Particulars| Estimated | Dueto Deficiency -
Realizable | Secured Ranking as | Surplut -
ValueZ Creditort | Unsecured -
Landand | 2,00,000 1,80,000| - 20,000
Building
Estimated surplus from specifically pledged assets 20,000

EstimatedotalAssets available for Preferential Creditors, Debenturg,30,000

holders secured by a floating charge and other creditors, carried f

brward -

Summary of Gros&ssets

%

Gross Realizable value of assets specially pledged

OtherAssets

2,00,000
2,10,000

4,10,000

EstimatediotalAssets available for Preferential
Creditors, Debenture holders secured by a floati

charge and other creditors, brought forward

2,30,000
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Gross
Liabilities

1,80,000

1,00,000

3,60,000

Liabilities

Secured creditors (as per List-B) to the extent to whi
claims are estimated to be covered by assets

specifically pledged (gross liabilities only)

Preferential Creditors (as per List-C)

Estimated Balance #ksets available for Debenture
holders and creditors secured by a floating charge, a

unsecured creditors

Debenture holders secured by a first floating charge

(as per List-D)

20,000

2,10,000
nd -

60,000

Estimated surplus as regards Debenture holders and oth&0,000

creditors secured by a floating charge

Estimated unsecured balance of claims of creditors p

secured on a specitif asset

Estimated Deficiency as regards creditors being

the diference between Gro&ssets and Gross Liabilitig
Issued and called up capital :

10%, 2000 Preference shareZd00 each fully paid
(As per List- G)

5000 Equity shares &fL00 each fully paid

(As per List-G)

Estimated Deficiency as regards Member (as per list

art,00,000

50,000
S -

2,00,000

5,00,00

H)8,50,000
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List H -Deficiency Account

Sr. Particulars £4
No.

A) ltems Contributing to Deficiency

1 Excess of Capital and Liabilities ov&ssets on1-4-2023 4,45,000
as shown by Balance sheet

2 Net dividend and bonuses declared during the periqd Nil

3 Net trading losses after charging depreciation, intergst 1,00,000
on debentures, etc.

4 Losses other than trading losses written off or for whijch -
provision has been made in the books during the
same period:

Estimated Losses now written off or for which
provision has been made for the

5 Land and Building 50,000 -
Debtors 5,000 -
Stock 10,000 1,05,000
Plant and Machinery 30,000 -
Contingent Liabilities (Bill discounted) 10,000
6 Other items contributing to deficiency -
Total (A)

B) ltems Reducing Deficiency

7 Excess of assets over capital and liabilities on as shpwn Nil
in the Balance sheet 1-4-2025
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8 Net trading profits (after charging depreciation, taxation, Nil
interest on debentures, etc.)
9 Profits and income other than trading profit during the Nil
same period
10 Other items reducing deficiency -profit expected on Nil
realization of Freehold Land and Building
Total (B)
Deficiency as shown by thégement offfairs (A-B) 6,50,000
List-A: Assets Not Specifically Pledged
Particulars Estimated Realiszable
Value R)
Cash in Hand 5,000
Debtors 45,000
Stock 70,000
Plant and Machinery 90,000
Total 2,10,000
List-B : Assets Specifically Pledged
Asset Estimated Amount Deficiency
Value R) Due R) ) Surplus R)
Land and 2,00,000 1,80,000 Nil 20,000
Building

Surplus transferred to Li&t=3 20,000Total assets available for further distribution:

=%2,10,000 k20,000 =X 2,30,000
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List-C: Preferential Creditors: ¥20,000
List-D: Creditors Secured by Floating Charge:X 60,000

List-E: Unsecured Creditors

Particulars 9]

Trade Creditors 90,000

Bills Discounted Liability 10,000

Total 1,00,000
List-F:

Preference Shareholders 2,000 Preference Shad®méach fully paid £ 2,00,000
List-G:
Equity Shareholders 5,000 Equity Share&igi0 each fully paid Z 5,00,000
Satement ofAffairs of Simple Ltd.

Assets available for Preferential Creditors, Floating Charge Holders and
Unsecured Creditors

Particulars 9]

Assets as per List-A 2,10,000

Add: Surplus from List-B 20,000
Total AssetsAvailable 2,30,000

Less: Preferential Creditor20,000

Balance available for Floating Charge Holde®s2;10,000
Less: Debentures secured by Floating Cha’kyé;000
Balance available for Unsecured Creditos%50,000

Unsecured Creditors amount to ofill,00,000.
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Therefore, there is a surplus of:
%1,50,000 +1,00,000 =%50,000
This surplus is available for shareholders

Deficiency as Regards Members

Particulars )

Preference Share Capital 2,00,000
Equity Share Capital 5,00,000
Total Share Capital 7,00,000
Less: Surplus available for shareholders (50,000)
Estimated Deficiency as Regards Membefs ¥ 6,50,000

List H — DeficiencyAccount of Simple Ltd.

A) Items Contributing to Deficiency

Particulars ®)
Excess of Capital and Liabilities ov&ssets on 1-4-2026 4,45,000
Net Dividend and Bonus declared during the period Nil
NetTrading Losses during the period 1,00,000
Losses other thafrading Losses Nil
Estimated Losses now written off or provided for: -
Loss on Land and Building 50,000
Loss on Debtors 5,000
Loss on Stock 10,000
Loss on Plant and Machinery 30,000
Bills Discounted expected to rank 10,000
Other items contributing to deficiency Nil
Total (A) 6,50,000
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B) Items Reducing Deficiency

Particulars )
Excess of\ssets over Capital and Liabilities on 1-4-2026 Nil
NetTrading Profits Nil
Other Income and Profits Nil
Profit on Realization dkssets Nil
Total (B) Nil

Deficiency as shown byt&ement oAffairs
Deficiency =A - B
= %6,50,000 X0

= | %6,50,000

[llustration - 7:

The following information was extracted from the books of Kiran Limited Company on
31*March 2026 on which date of winding up order was made.

Particulars )

Equity share capital -20000 equity share€ b0 each 2,00,000
14% Preference share capital -30000 equity shafesach 3,00,000
Calls in arrears on Equity share (estimated to regH260) 4,000

14% First Mortgage Debentures secured by a floating charge  2,00,000
on the whole of the assets of the company (interest paid to date) --
Creditors having a mortgage on the Freehold Land and Builging 85,000

Creditors having a second charge on Freehold Land and Byilding 90,000

Trade Creditors 2,70,000
Bills Discounted (of these bills f@15,000 are expected to be 40,000
dishonoured) --
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Unclaimed Dividends 6,000
Bills Payable 10,000
Income-tax due 25,000
Salaries anvages (for five months) 40,000
Bank Overdraft secured by a second charge on the whole pfthe 20,000
assets of the company --

Cashin hand 1,200
Debtors (of thes& 60,000 are good; 15,000 are doubtful, 90,000
estimated to realiZ2 5,000 and the rest bad) -

Bills of Exchange (considered good) 35,000
Freehold Land and Buildings (estimated to re&iz@5,000) 1,50,000
Plant and Machinery (estimated to prod@@&$,000) 1,20,000
Fixtures and Fittings (estimated to prod@&000) 12,000
Stock in trade (estimated to produce 25% less) 80,000
Patents (estimated to prodié5,000) 70,000

On 31st March, 2020, the compasighare capital stood at the same figures as on
31st March, 2026 but in addition, there was a General Reséngb@00. In 2020-21, the
company earned a profit 8f1,43,000, but thereafter it suffered trading losses totaling *
4,67,000. In 2022-23, a speculation los&%i,000 was incurred. Preference dividend was
paid for 2020-21and 2021-22 only and on equity shares a dividend of 15% was paid for
2020-21 onlyExcise authorities imposed a penalty df 60,000 for evasion of excise and
income tax authorities imposed a penalt§@d,400 for evasion of tax.

You are required to prepare thtat8ment oAffairs and the Deficiendccount.

Solution :
List - A : Assets Not Specifically Pledged -

List A contains all those assets of the company which are not subject to any fixed
chage, mortgage or specific security in favour of any credd®ecause none of these assets
are specifically chged to any secured creditor

Therefore, under winding up provisions, these assets become part of the general asset
available for payment of remaining creditors
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Particulars Estimated Realiszable
Value R)
Cashin Hand 1,200
Bills of Exchange 35,000
Trade Debtors 62,000
Calls inArrears Recoverable 2,000
SockinTrade 60,000
Plant and Machinery 90,000
Fixtures and Fittings 8,000
Patents 45,000
Total 3,06,200

List-B: Assets Specifically Pledged

List B contains those assets which are charged or mortgaged in favour of a secured
creditor

Assetincluded in List-B
Freehold Land and Building: Estimaialue31,65,000
Secured Creditors against this asset

1. Mortgage creditor :

Amount due £85,000, Security value¥1,65,000. Since security exceeds debt,
creditor is fully secured. Surplus Iett1,65,000 -¥85,000 =X 80,000

2. Second charge holder:

A second charge holder receives payment only after the first charge holder has been
fully paid.

Debt due ¥ 90,000Available security after first chge =¥80,000
Hence, Secured portior’=80,000, Unsecured portiork=10,000

Therefore, this creditor becomes partly secured creditor
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List - C: Preferential Creditors :

Preferential creditors are those creditors who receive payment before floating charge
holders and unsecured creditors Section 326 of the CompertjeZ013 provides for
overriding preferential payments. Section 326 gives preference only for wages and salary
relating to a limited statutory period (i.e. 4 months) immediately preceding winding up.

Preferential Payments Include
1. Government dues: Income tax du&25,000. Hence it is preferential.

2.Wages and salarieBotal wages outstanding®40,000. Only four months qualify
as preferential. Therefore: 4/>40,000 X 32,000.

List of Preferential Creditors (List-C)

Particulars )

IncomeTax Due 25,000
Four months Salaries akéhges 32,000
Total 57,000

List-D : Debenture Holders and Creditors Secured by Floating Charge :

This list contains creditors having a floating charge on the whole or substantially the
whole of company assessfloating chage is a chaye on changing assets such as stock,
debtors, cash, inventor§ection 77 of the Companikst, 2013 deals with registration of
charges.

Creditors Included :
1. First Floating Charge Debentures:

14% Mortgage Debenture=2,00,000. These are paid after preferential creditors.
2. Bank Overdraft :

Bank overdraft £ 20,000. It is secured by second floating charge.

Therefore, itis paid after debenture holders
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Distribution ;
Available assets from List-A T 3,06,200

Less preferential creditors = ¥ 57,000

Balance = T 2,49,200
Less debenture holders=  ¥2,00,000
Balance = T 49, 200
Less bank overdraft = ¥ 20,000
Balance surplus = ¥ 29,200

List- E : Unsecured Creditors

Unsecured creditors are creditors who do not possess any security over company
assets. They rank after secured creditors and preferential creditors.

Creditors Included

Particulars )

Trade Creditors 2,70,000
Bills Discounted likely to be dishonoured 15,000
Unclaimed Dividend 6,000
One month Salary not preferential 8,000
Deficiency of partly secured creditor 10,000
Bills Payable 10,000
Total 3,19,000

(Note: Trade Creditors: Ordinary suppliers of goods and services., Bills Discounted:
Only expected dishonoured bills become contingent liabilities. Rer&000 is included.,
Unclaimed DividendAfter declaration dividend becomes debt payable by company and
therefore ranks as unsecured credi@ne Month Salary: Since only four months wages are
preferential, the remaining one-month salary becomes unsecured., Deficiency of Partly Secured
Creditor: The second charge creditor could recoverIy000 against90,000 due. The

unpaidk 10,000 becomes unsecured.)
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List- F: Preference Share Capital :

Preference shareholders are members and not creditors They are repaid only after all
creditors have been fully paid. Sections 43 and 55 of the Compeanje13 govern
preference shares.

Amount Included: 30,000 preference sharésl@each fully paicR 3,00,000
Position in Liquidation : Preference shareholders’ rank:

1.After all creditors
2. Before equity shareholders

List- G : Equity Share Capital :

Equity shareholders are residual owners of the comphey receive payment only if
any surplus remains after all other claims. Section 43(a) of the Competn2313 defines
equity share capital.

Amount Included:
20,000 equity shares¥10 =%2,00,000
Less calls in arrears¥2,000
Paid-up capital £1,98,000

Position in Liquidation :

Equity shareholders stand last in order of repayment. They bear the ultimate loss of
liquidation.

List- H : Deficiency Account :

The DeficiencyAccount explains how the compasigeficiency arose between the last
solvent balance sheet date and the date of liquidation. It is similar to a reconciliation statement.
It explains losses suffered, dividends paid, penalties incurred, asset losses, profits earned,
reserves available.

Relevant ProvisionThe DeficiencyAccount forms part of thet&ement oAffairs
submitted under Section 274 of the Compafas2013.
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I[tems Contributing to Deficiency :

1. Dividends Paid :
Preference dividend : (2004-05%=2,000, (2005-06) £42,000
Equity dividend: 15% o&2,00,000 £30,000
Less calls in arrears adjustment.
Total dividends % 1,13,400
2. Trading Losses:
Trading losses from 2021 onwardst4,67,000
3. Speculation Loss® 91,000. This is non-trading loss.
4. Excise PenaltyX1,60,000
5. IncomeTax Penalty:¥ 60,400

6. Estimated Loss orAssets

Asset Loss R)
Plant and Machinery 30,000
Fixtures and Fittings 4,000
Stock 20,000
Patents 25,000
Debtors 25,000
Bills Discounted 15,000
Total 1,19,000

ltems Reducing Deficiency :

1. Opening General Resen65,000
2. Trading Profit during 2020-2%1,43,000

3. Profit on Realization of Freehold Property: Book valdel550,000, Realization
=%1,65,000, Profit £15,000
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Final DeficiencyTotal items contributing to deficiendyy10,10,800, Less items reducing
deficiencyX 2,23,000, Therefore deficiency as regards meml®rg, 87,800

In the books of Kiran Ltd.

Statement of Affairs as on March 31, 2026

Assets Estimated
Realizable
Value R)
Assets Not Specifically Pledged (List-A) -
Cash in hand 1200
Bills of Exchange 35,000
Trade Debtors 65,000
Unpaid Calls 2,000
Stock 60,000
Plant and Machinery 90,000
Fixtures and Fittings 8,000
Patents 45,000

Assets Specifically Pledged (List-B) -

Particulars| Estimated | Dueto Deficiency -
Realizable | Secured Ranking as | Surplug -
ValueZ Creditor | Unsecured -

Freehold | 1,65,000 1,75,000 10,000 | -
Land &
Building

Estimated surplus from specifically pledged assets
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EstimatedotalAssets available for Preferential Creditors, Deber

holders secured by a floating charge and other creditors, carried f

ture
Drwayae6,000

Summary of Gros&ssets 3

Gross Realizable value of assets specially pledged 1,65,000

OtherAssets 3,06,000 -
4,71,000 -
EstimatediotalAssets available for Preferential 3,06,200
Creditors, Debenture holders secured by a floating -
charge and other creditors, brought forward -
Gross Liabilities -
Liabilities -
1,65,000 | Secured creditors (as per List-B) to the extent to which -
- | claims are estimated to be covered by assets -
- | specifically pledged (gross liabilities only) -
57,000 | Preferential Creditors (as per List-C) 57,000
- | Estimated Balance #&sets available for Debenture 2,49,000
- | holders and creditors secured by a floating charge, and -
- | unsecured creditors -
2,00,000 | Debenture holders secured by a first floating charge| 2,00,000
- | (asperList-D) 49,200
- | Estimated Balance éisets available for Bank Overdraft -
20,000 | secured by a floating charge and unsecured creditors 20,000
- | List-D 29,200
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Bank Overdraft secured by a second floating charge

Estimated surplus as regards Debenture holders ang
creditors secured by a floating charge
Unsecured Creditors (List - E)

other -

2,90,000 | Estimated unsecured balance of claims of creditors partly -
6,000 | secured on a specitif asset -
8,000 Trade Creditors 10,000 -
15,000 Unclaimed Dividend 2,80,000 -
Outstanding Expenses 6,000 -
Contingent Liability on Bills Discounted 15,000 -
7,61,000 | Estimated Deficiency as regards creditors being 2,89,000
the diference between Groassets and Gross Liabilitigs -
Issued and called up capital : -
30,000 14%, 2000 Preference shares of each fully ppi@,00,000
(As per List-F) 30,000 -
20,000 Equity shares 1.0 each fully paid 1,98,00 -
less calls (As per List-G) 4,98,000
Estimated Deficiency as regards Member 7,87,000
List H -DeficiencyAccount :
Sr. Particulars 3
No.
A) Items Contributing to Deficiency
1 Excess of Capital and Liabilities ov&ssets on1gkpril Nil

2020 as shown by Balance sheet
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2 Net dividend and bonuses declared during the periqd  1,13,400
from 1stApril 2020 to 31st March 2026
3 Net trading losses after charging depreciation, intergst 4,67,000
on debentures, etc.
4 Losses other than trading losses written off or for whijch -
provision has been made in the books during the
same period:
Speculation loss 91,000 -
Penalty imposed by Excigeithorities 1,60,000 -
Penalty imposed blaxationAuthorities 60,000 3,11,000
5 Estimated Losses now written off or for which
provision has been made for the
Plant and Machinery 30,000
Fixtures and Fittings 4,000
Stock in trade 20,000
Patents 25,000
Book debts 25,000
Bills discounted 15,000 1,19,000
6 Other items contributing to deficiency Nil
Total (A) | 10,10,800
B) ltems Reducing Deficiency
7 Excess of assets over capital and liabilities oA[si 65,000
2020 as shown in the Balance sheet
8 Net trading profits (after charging depreciation, taxatfon, 1,43,000

interest on debentures, etc.)
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9 Profits and income other than trading profit during the Nil
same period
10 Other items reducing deficiency -profit expected on 15,000
realization of Freehold Land and Building
Total (B) 2,23,000
Deficiency as shown by thégement offfairs (A-B) 7,87,000
Working Note:
List-E: Unsecured Creditors :
Particulars ®)
Estimated unsecured balance of claims of creditors part]y 10,000
secured on a specific asset -
Trade Creditors 2,80,000
Unclaimed Dividends 6,000
Outstanding Expenses 8,000
Contingent Liability on Bills Discounted
Total 3,19,000

Illustration -8 ;

K Limited was ordered to be wound up on 31-3-2026 on which date the following
balances were extracted from its books.

Particulars )

Goodwill 1,00,000
Building 3,50,000
Plant 5,50,000
Fixture 23,000

) 8]
(8]
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Stock 38,000
Debtors 25,000
Cash 500
Profit and Loss account (CBalance) 1,38,000
Share Capital:10000 equity share¥ 400 each 10,00,000
5% Debentures (Secured by floating charge on all assets) 1,60,000
Interest payable on these debentures 4,000
Bank overdraft (Secured by hypothecation of stock) 25,000
Creditors 36,000

The amount estimated to be Realized are: Goodwill 1,000, Buii8i0g,000, Plant
15,25,000, Fixtureg 10,000, Stock 31,000, Debtorg 20,000.

Creditors included&6,000 on account of wages of 15 me/& 400 per month for
4month immediately before the date of windinggu®;000 being the salaries of 5 employees
at¥300 month for the previous 6 months, Rent for godown for the last six months amounting
to ¥ 3,000, Income -tax deducted outa of salaries of empl@y&XO and Director Fe&s
500.

Three years ago, the debit balance in the Profit and LosSave825 and since that
date the accounts of the company have been shown the following figures.

Particulars 31-3-2020( 31-3-2021 31-3-202p
Net Profit 65,000 45,000 40,000
Wages and Salary 40,500 36,000 34,000
Electricity and watefax 5,750 6,380 5,260
Debentures interest 8,000 8,000 8,000
Bat debts 8,540 7,600 6,700
Depreciation 6,700 - -
Directors Fees 1,000 1,000 1,000
Misc. Expenses

Total 80990 66245 63340
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In addition, itis estimated that the company would have t& pa@0 as compensation
to an employee for injuries suffered by him which was contingent liability not accepted by
companyPrepare the statement daaf and deficiencgccount

Solution:
Working Notes:

Preferential Creditors

Particulars )

Wages (10&@ PM.*4 Months *15 Employees) 6,000

Salary (30& PM. *4 Months*5 Employees) 6,000
IncomeTax 1,000
Workmen Compensation 5,000

Total 18,000

Unsecured Creditors

Particulars )
Salary (30& PM.*2 Months*5 Employees) 3,000
Rent 3000
Director Fees 500
Total 6500

Unsecured creditors as per List-Hrade creditors £ 36000-6500-6000-6000-
1000=16500+ Outstanding Expenses (65003000

Satement ofAffairs
Particulars Estimated
Realizable
Value R)
Assets Not Specifically Pledged (List-A) -
Cashin hand 500

241




Goodwill 1,000
Buildings 3,00,000
Plant 5,25,000
Fixtures 10,000
Debtors 20,000
8,56500
Assets Specifically Pledged (List-B) -
Particulars| Estimated | Dueto Deficiency -
Realizable | Secured Ranking as | Surplut -
ValueZ Creditort | Unsecured -
Stock 31,000 25,000 - 6,000 6,000
Estimated surplus from specifically pledged assets -
EstimatedotalAssets available for Preferential Creditors, Debentur8,62,500
holdershaving a floating charge and unsecuted creditors c/f
Summary of Gros&ssets 4 -
Gross realizable value of assets specially pledged 31,000 -
OtherAssets 8.56,500 -
8,87,500 -
EstimatedlotalAssets available for Preferential Creditors, 8,62,500

Debenture holders having floating charge and unsecured creditors, -

brought forward -
Gross Liabilities -
Liabilities .
25,000 | Gross Liabilities -
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1,64,000

10,00,000

(To be deducted from total assets from surplus or ac
to deficiency as the case may be)

Secured creditors (as per List-B) to the extent to whi
claims are estimated to be covered by assets

specifically pledged (gross liabilities only)

Preferential Creditors (as per List-C)

Estimated balance of bssets available for bebenture
holders and creditors secured by a floating charge, a

unsecured creditors

Debenture holders secured by a first floating charge
(as per List-D)

(Including Interest on debentures due for 3 monts @

Estimated surplus as regards debenture holders

Unsecured creditors (List - E)

Trade Creditors (36,000-19,500) 16,500
(+) Outstanding expenses 6500

Estimated deficiency as regard creditors (Being differ
between gross assets and gross liabilities)

Issued and called up capital

10,000 equity shares 1.0 each

Estimated deficiency as regards contributories (As pé

List-H)

ded

ch -
18,000
8,44,500

nd -
D%) 1,64,400
23,000

ence6,57,500

10,00,000

er - 3,42,000
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DeficiencyAccount (List-H)

Particulars ) ®)
Excess of capital and liabilities over assets 3 yeard ago - 77,925
Dividend declared - -
Trading Loss (150000-210575) - 60,575

Non-Trading Loss - -
Estimated Loss while preparing statement of affairs - -

Goodwill (100000-1000) 99,000 -
Building (350000-300000) 50,000 -
Plant (550000-525000) 25,000 -
Fixtures (23000-10000) 13,000 -
Stock (38000-31000) 7,000 -
Workmen compensation 5,000 -
Debtors (25000-20000) 5,000 | 2,04,000
Deficiency as shown by tatement ofAffairs 3,42,500

Working Note :
Trading Loss = Gross profit — Indirect expenses
= (65000 + 45000 + 40000) — (80900 + 66245 + 63340)
=150000 - 210575 = 60575

lllustration-9 :

The following information is extracted from the books of Unfortunate Ltd on December
31. 2025 On which date the winding up order was made:

Particulars R)

Unsecured creditors 4.56,000
Salaries due for 5 months 24,000
Bills payable 1.28,000
Bank Overdraft 48,000
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Weekly wages unpaid 7,000
Liabilities under workmes’ Compensatiofct 1,000
IncomeTax due 10,000
Debtors -Good 4,50,000
Doubtful (estimated to produ€el,00,000) 2,00,000
Bad 1,28,000
Bills Receivable (Good 15,000) 20,000
Stock (Estimated to produge7,00,000) 9,90,000
Cashin hand 14,000
Furniture and Fixtures (Estimated to prod@86,000) 1,00,000
Land (Estimated to produ&es,00,000) 4,32,000
Estimated liabilities for bills discounted 50,000
Secured creditors holding first mortgage on land 4,80,000
Partly secured creditors holding second mortgage on land 2,40,000
6,000, 9% Mortgage debentures of Estimated to prciiLioe 6,00,000
each, interest payable to September 30 and March 31 pgid -
to September 30,2024 (interest not provided for 3 Months) -
Share Capital -
24,000,10% Preference share dd each 2,40,000
60,000 Equity shares 8.0 each 6,00,000
General Reserve since December 31,2021 1,10,000

In 2021, the company earned a prof &,50,000 but there after it suffered trading
losses totaling * 7,00,000. The company also suffered a speculat®60880 during the
year 2022. Excise authorities imposed a penaRy400,000 in 2023 for evasion of tax
which was paid in 2024.

Prepare the statemenAtfairs and the Deficiendiccount.

Solution ;
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List-E: Unsecured Creditors

Particulars ®)
Unsecured Creditors 4,56,000
One montts salaries (4 Months Salaries are preferential) 4,800
Bills payable 1,28,000
Bank overdraft 48,000
Amount not covered in respect of partly secured creditors 1,20,000
(%2,40,000-1,20,000 value of security of second mortgage onhand) -
Liability on bills discounted 50,000
Total 8,06,800
List-C: Preferential Creditors
Particulars 9]
Salaries for four months 19,200
Weekly wages 7,000
Liabilities undeiorkmen Compensatidkct 1,000
Income tax due 10,000
Total 37,200
Statement ofAffairs as on 31-12-2025
Assets Estimated
Realizable
Value R)
Assets Not Specifically Pledged (List-A) -
Cashin hand 14,000
Bills Receivable 15,000
Trade Debtors 5,50,000
Stock 7,00,000
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Furniture and fixtures 90,000
Assets Specifically Pledged (as per List-B) -
Particulars| Estimated | Dueto Deficiency -
Realizable | Secured rankingas | Surplu -
ValueZ CreditorX | Unsecured -
Land 6,00,000 7,20,000| 1,20,000 | - Nil
Estimatedotal assets available for Preferential Creditors, Debentur®,69,000
holderssecured by a floating charge and unsecuted creditors c/g
Summary of Grosassets 3 -
Gross realizable value of assets specially pledged 6,00,000 -
OtherAssets 13,69,000 -
19,69,500 -
EstimatedotalAssets available for Preferential Creditors, 13,69,000
Debenture holders secured by a floating charge and unsecured -
creditors b/d -
Gross Liabilities 4
Liabilities -
6,00,000 | (To be deducted from surplus or added to deficiency
- as the case may be) -
- | Secured Creditors (As per List-B) to the extent to which -
- | claims are estimated to be covered by assets -
- | specifically pledged Nil
37,200 | Preferential Creditors as per List-C 37,200
- | Estimated balance of assets available for debenture| 13,31,800
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- | holders and creditors secured by a floating charge,and -
- | unsecured creditors -
- | Debenture holders secured by floating charge -
- | (AsperList-D) -
- 6,00,000 -
6,13,500 | Interest due for 3 Monts @9%) 13,500 6,13500
- | Estimated surplus as regards debenture holders 7,18,300
8,06,800 | Unsecured creditors (List - E) 8,06,800
20,57,000| Estimated deficiency as regard creditors 88,500
GrossAssets and Gross Liabilities) -
Issued and called up capital : -
24,000, 10% Preference share¥31d each, fully paid 2,40,000
(As per List-F)
60,000, Equity shares 310 each, fully paid (As per 6,00,000
(As per List-G)
Estimated deficiency as regards contributories (As per  9,28,500
List-H)
DeficiencyAccount (List-H)
Particulars ) ®)
Excess of capital and liabilities over assets on - -
December 31st 2024 as shown by the balance sheet - -
Dividend declared - -
Trading Loss after chging depreciation, taxation, - -
on debentures etc. (Loss 7,00,000 + 13,500 Interest - 7,13,500

debenture)
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Non-Trading Loss

Speculation Loss

Penalty imposed by excise authorities

Estimated Loss while preparing statement of affairs
Furniture and Fixtures

Stock

Book Debts

Bill Receivable

Contingent Liability for bills discount

Other items contributing to deficiency

60,000
4,00,000
10,000
2,90,000
2,28,000
5,000
50,000

5,83,000
Nil

Total (A)

17,56,500

B) Item reducing Deficiency

Excess of assets over capital and liabilities on
December 31st 2024

NetTrading profit after chging depreciation, taxatio
on debentures etc.

Profit and income other than trading profits

Other items reducing deficiency - profit expected o

realization of land

—

)

1,10,000

5,50,000

1,68,000

Total (B)

8,28,000

Deficiency as shown by statemenfdfairs (A-B)

9,28,500

Working Notes:
List-A: Assets Not Specifically Pledged
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Assets Included in List-A

Particulars Estimated Realiszable
Value R)
Cash in hand 14,000
Bills Receivable 15,000
Trade Debtors 5,50,000
Stock 7,00,00
Furniture and Fixtures 090,000
Total 13,69,000

Debtors taken &5,50,000 because Good Debt@,50,000r hese will be collected fully
Doubtful Debtors¥2,00,000. Expected realizatiog%,00,000

Bad DebtorsZ1,28,000. Nothing will be recovered.

Therefore4,50,000 R 1,00,000 X 5,50,000

Stock taken & 7,00,000 because Book value of stodk%90,000. Estimated realization
=% 7,00,000. Expected 10s§9,90,000 % 7,00,000 £ 2,90,000 (shown under List-H)

List-A assets are available for all remaining creditors after satisfying secured creditors having
fixed charges.

List-B: Assets Specifically Pledged

Asset Included-Land -Estimat¥dlue-X 6,00,000

Creditors secured on Land: First Mortgage Holerount due X 4,80,000

The first mortgage holder gets paid first. Second Mortgage Hatdeunt due *2,40,000
After paying first mortgage holde¥6,00,000 < 4,80,000 %1,20,000 remains.
Therefore, second mortgage holder receives3hg0,000.

Balance unpai®® 2,40,000 < 1,20,000 X 1,20,000. This unpaid amount becomes
unsecured.

Order of Payment:1-First clggr holder2-Second chge holder3.Third chage holder

250




List-C: Preferential Creditors

Particulars )
Salaries for four months 19,200
Weekly wages 7,000
Liabilities undeiVorkmen Compensation 1,000
Act 10,000
Income tax due

Total 37,200

Preferential Creditors :
1. Salaries for four months

Total salary outstandingZ24,000 for five months. Monthly sala’/24,000 +
5 =%4,800

Four months qualify®4,800 x 4 £19,200
2. Weekly wages unpaid: 7,000Workers are given special protection by.law

3. Workmen Compensatiof:1,000. Compensation payable under labour laws
receives priority

4. IncomeTax DueX10,000. Government dues falling within statutory limits are
preferential.

List-D: Debenture Holders Secured by Floating Charge
Creditor Included
9% Mortgage Debentures: 6,000 Debentur&$60=% 6,00,000
Interest Due: Interest paid up t0:30 September 2024: Interest due for:3 months
InterestX6,00,000 x 9% x 3/12% 13,500 Dtal claim:X 6,13,500

Order of Payrant:Assets available after paying preferential creditof&l 3;69,00
- ¥37,200 =%13,31,800. Debenture holders recei¥es,13,500. Balance left:
%7,18,300
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List-E: Unsecured Creditors :

Particulars ®)

Unsecured Creditors 4,56,000
One montts salaries (4 Months Salaries are preferential) 4,800
Bills payable 1,28,000
Bank overdraft 48,000

Amount not covered in respect of partly secured creditors 1,20,000
(%2,40,000-1,20,000 value of security of second mortgage -
on hand) -
Liability on bills discounted 50,000

Total 8,06,800

One month salary is unsecured: Only four months receive pritwyifth month loses
priority and becomes ordinary unsecured debt.

Second mortgage deficiency is unsecured. Security avaffdti®,000Amount due:
¥2,40,000. Unpaid balanc&l1,20,000. This amount joins unsecured creditors

List-F:
Preference Shareholders: 24,000 share0=-% 2,40,000
List- G: Equity Shareholders: 60,000 shar&48 =% 6,00,000
List-H: Deficiency Account
Items Contributing to Deficiency
1. Trading Lossesthe company stegred losse< 7,00,000
2. Debenture Interest: Outstanding inter&sB,500

3. Speculation Los60,000. Speculation means risky transactions undertaken to
earn quick profits.

4. Excise Penalty?4,00,000. Penalty for tax evasion reduced company funds.

5. Loss on Furniture: Book valug1,00,000. Realizatio”R90,000. Losst 10,000
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6. Loss on Stock¥ 9,90,000 X7,00,000 X 2,90,000

7. Loss on Debtors: Book valu&7,78,000. Realizatior®5,50,000. Loss¥
2,28,000

8. Bills Receivable Loss: Book valug20,000. Realizatior£15,000. LosX 5,000
9. Bills Discounted Liability: Expected liabilityg50,000

Items Reducing Deficiency
General Reserve: Opening resei#;10,000This reduced deficiency
Trading Profit: Profit earned in 20Z25,50,000
Profit on Sale of Land: Book value of laddt,32,000, Expected realizatid®,00,000
Profit: ¥ 1,68,000

Final DeficiencyTotal items increasing deficiendy/17,56,500. Less items reducing
deficiency8,28,000. Final deficiency¥9 ,28,500

Illustration-10:

The following particulars were extracted from the books of X Ltd. On 31-3-2026 on
which date a winding up order was made.

Particulars ®)
Equity share capital -
20,000 Share &¥10 eacl¥5 paid up capital 1,00,000
6% Pref shares 20,000 share$bd each fully paid 2,00,000

6% Debentures, secured by a floating charge upon the whole 1,50,000

of assets of the company exclusive of the uncalled capital -

Fully secured creditors (estimated value of secugti&s000) 30,000
Partly secured creditors (estimated value of secLRitl€s000 20,000
Preferential creditors for rates, taxes, wages etc. 6,000
Bills Payable 1,00,000
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Unsecured creditors (@deAccounts) 70,000
Bank overdraft 10,000 -
Bills receivable in hand 15,000
Bills Discounted (One bill for value of securit40,000 40,000
known to be bad) -
Book debts-Good 10,000
Doubtful (Estimated to produce 50%) 7,000
Bad 6,000
Land and Building (Estimated to produ€éd.,00,000) 1,50,000
Stock in trade (Estimated to prod&d®,000) 50,000
MachineryTools etc. (Estimated to Prodd@@&000) 5,000
Cashin hand 100
Prepare tatement oAffairs and Deficiencpccount
Statement ofAffairs of X Ltd as on 31-7-2026
Particulars Estimated
Realizable
Value R)
Assets not specially pledged as per List-A --
Cashin hand 100
Bills receivable 15,000
Debtors 13,500
Stock in trade 40,000
Land and Building 1,00,000
MachineryTools etc. 2,000

Assets Specifically pledged as per List-B
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Particulars| Estimated | Dueto Deficiency
Realizable | Secured Ranking as | Surplug
ValueZ Creditor | Unsecured
35,000 30,000 - 5,000
10,000 20,000 10,000 -

Estimated surplus froAssets Specifically Pleased -

5,000

Estimated totahssets available for Preferential creditors, 1,75,600
debenture holders secured by a floating charge, and unsecured -
creditors (carried forward) -

Summary of GrosAssets -
Gross Realizable valueA$sets Specifically 3

Pledged 45,000 -
OtherAssets 1,70,600 -
GrossAssets 2,15,600 -

Estimated total assets available for preferential creditors, debenturd., 75,600
holders, secured by a floating charge and unsecured creditors
(brought forward)

Gross Liabilities 3
Liabilities
)
- | (tobe deducted from surplus or added to deficiency|as -
- | the case may be) -
40,000 | Secured Creditors (As per List-B) to the extent whiclp -
- | claims are estimated to be covered by assets specifically NIl
pledged
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6,000

1,50,000

10,000

70,000
1,00,000
10,000
40,000

4,26,000

Preferential Creditors as per List-C 6,000
Estimated balanasf assets available for debenture holfers 69,600
secured by floating charge and unsecured creditors -
Debenture holders secured by floating charge 1,50,000
(As per List-D)

Estimated surplus as regards debenture holders 19,600
Unsecured creditors (As per List-E) -
Estimated unsecured balance of claims of creditors garty -
secured

on specific assets 10,000 -
TradeAccounts 70,000 -
Bills Payable 1,00,000 -
Bank Overdraft 10,000 -
Contingent Liabilities (bill discounted) 10,000 2,00,000
Estimated Deficiency as regards creditors (Ghssst-| 1,80,400
Gross Liability) -
Issued and Called up Capital: -
20,000, 6% Preference shares of * 10 each, fully paid2,00,000
(As per List- F) -
20,000 Equity shares of 1 10 each, 1 5 called up (As|pet,00,000
List-G) -
Estimated deficiency as regards contributories (As per 4,80,400

List-H)

List H -Deficiency Account :
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Sr. Particulars 3
No.
A) Items Contributing to Deficiency

1 Excess of Capital and Liabilities ov&ssets on 31st 2,97,900
July 2026 as shown by Balance sheet -

2 Net dividend and bonuses declared during the periqd Nil
from 1stApril 2020 to 31st March 2026 -

3 Net trading losses after charging depreciation, intergst Nil
on debentures, etc.

4 Losses other than trading losses written off or for whjch Nil
provision has been made in the books during the -
same period:

5 Estimated Losses now written off or for which provisipn -
has been made for the -
On Land and Building 50,000
MachineryTools etc. 3,000
Stock in trade 10,000
Patents 25,000
Book debts 9,500
Bills discounted 10,000 1,19,000

6 Other items contributing to deficiency Nil

Total (A) 4,80,400
B) Iltems Reducing Deficiency
7 Excess of assets over capital and liabilities oAfsk Nil

2020 as shown in the Balance sheet
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8 Net trading profits (after charging depreciation, taxatfon, 1,43,000
interest on debentures, etc.)

9 Profits and income other than trading profit during the Nil
same period
10 Other items reducing deficiency -profit expected on Nil

realization of Freehold Land and Building

Total (B) Nil

Deficiency as shown by thet&tement ofAffairs (A-B) 4,80,400

The amount of loss will be calculated by preparing trial balance as on 31-7-2026

Particulars ® Particulars )

Book Debts 23,000| Equity Share Capital 1,00,000
Land and Building 1,50,000| Preference Share Capital | 2,00,000
Stock inTrade 50,000| Debentures 1,50,000
MachineryTools etc. 5,000| Fully secured creditors 30,000
Cashin hand 100 | Partly secured Creditors 20,000
Security (Fully secureg) 35,000| Preferential Creditors 6,000
Security (Partly secured) 10,000( Bills Payable 1,00,000
Bills Receivable 15,000 Unsecured Creditors 70,000
Excess of capital and liabilities 3,97,900] Bank Overdraft 10,000
over assets (Balancing Figure)

Total | 6,86,000 Total | 6,86,000
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Working Notes:

List-A: Assets not specially pledged

Asset Book Value | Estimated to
) produce (%)

Cashin Hand 100 100
Bills Receivable 15,000 15,000
Debtors 23,000 13,500
Stock inTrade 50,000 40,000
Land and Building 1,50,000 1,00,000
Machinery andools 5,000 2,000
Total 2,43,100 1,70,600

Asset included in ListA :

1. Cash in Han& 100: Cash is never pledged to any creditor in this problem.
Therefore, it belongs to List-A. The liquidator can immediately use this cash for

paying liabilities.

2. Bills Receivabl&15,000: Bills receivables are expected to be collected in full.

Since no creditor has a cgaron these bills, they are included in Bist

3. Debtorst13,500: Book debts are divided into: Good Deb®®i,000. These

are expected to be collected fully

Doubtful Debtors¥10,000. Only 50% is expected to be collected. Therefore:

50% x%10,000 =X5,000

Bad DebtorsZ 7,000. Nothing will be recovered.

Therefore: Good debtorsEs,000

Plus recovery from doubtful debtor€5,000

Total realization¥ 13,500
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4. Stock inTradeZ40,000: Book value&50,000, Estimated realizatioctd0,000

Expected los10,000. During liquidation stock is sold quickilgerefore it
generally realizes less than book value.

5. Land and Building1,00,000. Book valu& 1,50,000. Expected realization:
¥1,00,000

Loss:¥50,000. Since no specific mortgage exists on land and building in this
problem, it forms part of Ligt.

6. Machinery andools¥2,000. Book value 5,000. Estimated realizatict2,000.
Expected los€ 3,000Second-hand machinery generally realizes very low value
during liquidation.

List-B: Assets Specifically Pledged :

Fully Secured CreditorA&mount due 30,000. Security valu&:35,000. Since security
exceeds debt, the creditor is fully protected. Security vaR&5:000. Debt £30,000
Surplus availableZ5,000. This surplus belongs to the company and becomes available for
general creditors

Partly Secured Creditosmount dueZ20,000. Security valu&:10,000Thus, creditor
receives¥10,000 from securityBalance unpai& 20,000 X10,000 = 10,000

This unpaid amount is called as unsecured creditors

List-B: Assets Specifically Pledged

Particulars §9)

Value of securities 45,000
Claims of secured creditors 50,000
Deficiency ranking unsecured 10,000
Surplus from fully secured creditor security 5,000

List-C: Preferential Creditors :

RatesTaxes andVages £ 6,000.
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List-D:
Debentures holders secured by a floating charge

6% Debenture€1,50,000. These debentures are secured by Floating charge over
the whole of the comparg/assets except uncalled capital. Meaning of “except uncalled capital”
Equity shares are5 paid or® 10 shares. Remainifd is uncalled capital. Debenture holders
do not have any claim over this uncalled amount. When winding up begins, the floating charge
becomes fixedAfter conversion of a floating chge into a fixed chge on the assets of the
company debenture holders obtain legal rights over the remaining assets.

Distribution ofAssets

Assets available from Listand surplus from List-E 1,70,600 ®5,000= 1,75,600.
Less preferential creditos6,000. Balanc&1,69,600. Debenture claifi,50,000Amount
availableX1,69,600Debenture holders are paid fuBlglance remainin@19,600.This
amount becomes available for unsecured creditors

List-E: Unsecured Creditors :

Particulars )

Unsatisfied balance of partly secured creditors| 10,000

Trade accounts 70,000
Bills payable 1,00,000
Bank overdraft 10,000
Contingent liablility-re bills discounted 10,000

Total 2,00,000

List-H: Deficiency :

Particulars R)

Excess of capital over assets 397900
Estimated losses now written off or for which provision hag been -

made for the purpose of preparing the statement -
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On land and building 50,000
On machinery tools 3,000
On stock in trade 10,000
On book debts 9,500
On Bills discounted 10,000

Total 4,80,400

lllustration-11:

Awinding up order has been issued against M. Ltd. The following information is obtained
with regard to the assets and liabilities as ghH\ddrch 2026

Particulars ®)
Freehold premises (Book val&i&,50,000) valued at 3,75,000
First Mortgage of Free hold premises 3,00,000
Second Mortgage of Free hold Premises 1,12,500
8% Debentures carrying a floating charge on the undertak|ngs, 1,50,000
interest dueslJune and<lJanuary paid on due date -
Managing Directds emoluments (6 Months) 22,500
Staff Salary unpaid (One Month) 16,050
Trade Debtors-Good 31,500
Doubtful (estimated to realize 50%) 12,900
Bad 72,750
Plant and Machinery (Book val&e2,47,500) 1,74,000
Bank Overdraft (Unsecured) 58,105
Cashin hand 825
Stock (at cost 50,850) estimated to realize 33,900
Issued Capital -
Equity Shares & 10 each fully called up 1,50,000
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Calls in arrear® 3,000, Estimated to realize 1,500
Unsecured Creditors 2,96,250
Contingent Liability in respect of a claim for damag8ag,500 - 18,000
estimated to be settled for -
IncomeTax Liability -

For 31-3-2024 5,250
For 31-3-2025 1,275
For 31-3-2026 2,700

The Reserves of the Company on 1-4-2024 amounted to -
% 7,500

You are required to prepare
a) Satement oAffairs and
b) DeficiencyAccount
Solution:
In the books of M Ltd.
Statement ofAffairs as on March 31, 2026

Assets Estimated

Realizable
Value R)

Assets Not Specifically Pledged (List-A) -

Cash in hand 825
Trade Debtors 37,950
Unpaid Calls 1,500
Stock 33,900
Plant and Machinery 1,74,000
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Assets Specifically Pledged (List-B)

Particulars| Estimated | Dueto Deficiency
Realizable | Secured Ranking as | Surplut
ValueZ Creditort | Unsecured
Freehold | 3,75,000 3,00,000 37,500 -
Premises

Estimated surplus from specifically pledged assets

EstimatedotalAssets available for Preferential Creditors, Deber

holders secured by a floating charge and other creditors, carried fq

ture -

rwad8,175

Summary of Gros&ssets

%

Gross Realizable value of assets specially pledg

ed 3,75,000

OtherAssets

2,48,175

6,23,175

EstimatedlotalAssets available for Preferential Creditors, 2,48,175
Debenture holders secured by a floating charge and other credjtors,
brought forward
Gross Liabilities
Liabilities
3,75,000 | Secured creditors (As per List-B) to the extent to which -
- | claims are estimated to be covered by assets specifically -
- | pledged (gross liabilities only) -
20,025 | Preferential Creditors (As per List-C) 20,025
Estimated Balance #fsets available for Debenture 2,28,150

holders and creditors secured by a floating charge,
and unsecured creditors
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1,53,000

2,96,250
27,750
58,125
18,000

9,85,650

Debenture holders secured by a first floating charge
(As per List-D) (1,50,000+3000)

Estimated Balance é&ssets available for Bank Overdr,
secured by a floating charge and unsecured creditor
as per List-D

Bank Overdraft secured by a second floating charge

V)

1,53,000

Estimated surplus as regards Debenture holders and other75,175

creditors secured by a floating charge
Unsecured Creditors (List-E)
Estimated unsecured balance of claims of creditors p

secured on a specific asset

Estimated unsecured balance of claims of par@y,500

secured creditors -

Trade Creditors 2,96,250
Outstanding expenses arakes 27,750
Bank Overdraft 58,125
Contingent Liability on Bills Discounted 18,000

artly

4,37,625

Estimated Deficiency as regards creditors being the

3,62,475

difference between Groassets and Gross Liabilities

Issued and called up capital:

Preference Shares of each fully paid (As per List-F)
15,000, Equity shares &f10 each fully paid less calls
in arrearg 1,500 (As per List-G)

Estimated Deficiency as regards Member

Nil
1,48,500

5,10,975
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List-H: Deficiency Account

in the Balance sheet 1-4-2025

Sr. Particulars 3
No.
A) ltems Contributing to Deficiency

1 Excess of Capital and Liabilities ov&ssets on as shown Nil
by Balance sheet -

2 Net dividend and bonuses declared during the periqd Nil

3 Net trading losses after charging depreciation, intergst 2,55,825
on debentures, etc.

4 Losses other than trading losses written off or for whijch -
provision has been made in the books during the
same period:
Estimated Losses now written off or for which provisipn -
has been made for the -
On Free hold Premises (4,50,000-3,75,0005,000 -

5 OnTrade Debtors 79,000 -
(50% of 12900=6450+72750)
On Plant and Machinery (2,47500-1,74,0003,000 -
On Stock (50,850 - 33,900) 16,950 -
On Claim for damage 18,000 2,62,650

6 Other items contributing to deficiency Nil

Total (A) 5,18,475
B) ltems Reducing Deficiency
7 Excess of assets over capital and liabilities on as shpwn 7,500
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8 Net trading profits (after charging depreciation, taxation, Nil
interest on debentures, etc.)

9 Profits and income other than trading profit during the Nil
same period

10 Other items reducing deficiency -profit expected on Nil
realization of Freehold Land and Building

Total (B) 7,500

Deficiency as shown by thégement offfairs (A-B) 5,10,975

Working Note

List- C: Preferential Creditors :

Particulars )
IncomeTax Liability for 31-3-2025 1,275
IncomeTax Liability for 31-3-2025 2,700
Staff Salary 16,050
Total 20,025

Outstanding Interest on debentures for 3 months will be added in the amount payable
to debenture holders

SECTION -3:
CheckYour Progress :
A) Choose the correct alternative from among given below each statement.

1. The authority having power to order compulsory winding up of a company is

A) Registrar of Companies B) Board of Directors

C) Tribunal D) Auditors
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2. The two statements prepared during compulsory winding up are ............ce.......
A) TradingAccount and Balance Sheet
B) Satement oAffairs and Deficiencpccount
C) Profit and Loséccount and Balance Sheet
D) Cash Flow Statement and Fund Flow Statement
3. The Satement oAffairs is prepared on the basis of .....................
A) Historical Cos B) BookValues
C) Estimated Realizabléalues D) Replacement Cost
4.Assets not specifically pledged to any creditor are shownin .....................
A) List-A B) List-B
C) List-C D) List-D

5. Assets specifically mortgaged or pledged to secured creditors are shown in

A) List-A B) List-B
C) List-E D) List-H
6. Preferential creditors are shownin .....................
A) List-D B) List -E
C) List-B D) List-C
7. Four months’ wages payable to employees are classified as .....................
A) Unsecured Creditors B) Preferential Creditors
C) Secured Creditors D) Contingent Liabilities
8. Debenture holders secured by a floating charge are shownin ....................
A) List-A B) List-C
C) List- D) List-E

9. Trade creditorsare includedin ..........c..........
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A) List-E B) List-C
C) List-B D) List-F
10. Preference shareholders are shownin .....................
A) List-E B) List-F
C) List-G D) List-H
11. Equity shareholders are shownin .....................
A) List- F B) List-H
C) List-G D) List-D
12. DeficiencyAccountis preparedin ............cce......
A) List-E B) List-F
C) List-G D) List-H
13. The conversion of a floating charge into a fixed charge is called .....................
A) Liguidation B) Reconstruction
C) Dissolution D) Crystallization

14. The deficiency shown in List H should agree with the deficiency shown in

A) Balance Sheet B) Cash Flow Statement
C) Satement oAffairs D) Profit and Los#ccount
15. The last persons to receive payment duringwindingup are ...........cccec.....
A) Secured Creditors B) Preferential Creditors
C) Preference Shareholders D) Equity Shareholders
16. Cashinhandis generally includedin .....................
A) List-A B) List-B
C) List-D D) List-E

17. Bills payable are generally includedin .....................
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18.

19.

A) List-B B) List-C

C) List-D D) List-E

Liability under theMorkmens Compensatiofict is classified as .....................
A) Secured Creditor B) Preferential Creditor

C) Share Capital D) Floating Charge Holder

Unclaimed dividends are generally included in ....................

A) List-A B) List-C

C) List-E D) List-G

20.Trading losses are generally shownin .....................

A) List-F B) List-G
C) List-H D) List-BBottom of Form

B) Sate ‘True’ or ‘False.’

1.

© ©®© N o 0o M w0 D

10.
1n.

12.

Statement oAffairs is prepared on the basis of book values of assets.
Trade creditors are preferential creditors
Fully secured creditors are shown in List E.
Preference shareholders are paid before creditors
Equity shareholders are paid before preference shareholders.
Floating charge holders are paid before preferential creditors
List A contains assets specifically pledged to secured creditors
List B contains unsecured creditors
DeficiencyAccount is prepared before thea@ment oAffairst
Equity shareholders have priority over unsecured creditors in winding up.

In compulsory winding up by thiibunal, two statements are prepared namely
Statement oAffairs and Deficiencyccount.

Statement oAffairs is prepared on the basis of estimated realizable values of
assets.
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13. DeficiencyAccount explains the causes of deficiency and losses of the company
14. ListA contains assets not specifically pledged to any creditor
15. Cashin hand is included in List-A
(Answers: Q.No.1 to 10 — False anttb 15 -Tue)

C) Write Short Notes.
1. Satement oAffairs

DeficiencyAccount (List-H)

Assets Not Specifically Pledged (List-A)

Assets Specifically Pledged (List-B)

Preferential Creditors (List-C)

Creditors Secured by Floating Charge (List-D)

Unsecured Creditors (List-E)

Preference Shareholders (List-F)

© © N o g b~ w0 DN

Equity Shareholders (List-G)

10. CompulsonywVinding-up byTribunal

11. AccountingTreatment of Compulsoiyinding-up byTribunalTop of Form
4.3 Summary :

Compulsory liquidation is the legal process of closing a company by the order of the
National Company Lawribunal (NCLT). It is also known as winding-up by thebunal.
The company assets are sold to pay creditors according to legal pAdigysettlement of
liabilities, the company is dissolved under the applicable laws.

Compulsory liquidation means winding-up a company through an order of tiie NCL
The company stops its business operations after the order is paSeetpany Liquidator
takes chaye of the companyassets and liabilitieBhe realized assets are distributed according
to law before the company is dissolved.

Compulsory liquidation is governed by the Compaaets2013 and the Insolvency
and Bankruptcy Code, 2018he Companies (Wding-up) Rules, 2020 and the IBBI
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Liquidation Process Regulations prescribe the detailed procAdueadments up to 2026
have strengthened the legal framework. These laws ensure a transparent, efficient, and creditor-
friendly liquidation process.

The liquidation process begins with a winding-up order passed by tieACampany
Liquidator prepares the&ement oAffairs, ListsA to H, and other statutory statements.
The companyg assets are realized and liabilities are settled according to legal. jprioailly;

a DeficiencyAccount is prepared and the company is dissolved.

Section 271 of the Compan#st, 2013 specifies the grounds for compulsory winding-
up.A company may be wound up for fraud, acting against national interest, or other specified
reasons. Failure to comply with legal requirements may also result in windifigetipbunal
may also order winding-up on just and equitable grounds.

The liquidation process starts with filing a petition before thelNfider the Companies
Act, 2013 The petition may be filed by the compgsiyareholders, the Registrar of Companies,
or the GovernmentheTribunal examines the petition and may appoint a Provisional Liquidator
If satisfied, it passes the winding-up order

The NCLT issues the winding-up order after considering the petition and supporting
evidenceThe order brings the compasyusiness operations to an érte powers of the
Board of Directors cease immediately after the aRd€ompany Liquidator is appointed to
conduct the liquidation process.

The Company Liquidator takes control of the compaagsets, books, and records.
The Liquidator realizes the assets, verifies claims, and distributes the proceeds among creditors.
The Satement offfairs, DeficiencyAccount, and final report are prepared during liquidation.
After completing all legal formalities, the Liquidator applies for dissolution of the company

The present legal framework consists of the Compawie2013, the IBC, 2016, the
Companies (Widing-up) Rules, 2020, and the IBBI Liquidation Process Regulations. Judicial
decisions of the NCL, NCLAT, and the Supreme Court also guide the protesse laws
promote transparendymely resolution, and creditor protectidhey ensure fair andfettive
compulsory liquidation proceedings.

Accounting in compulsory liquidation involves preparing L4stis H, the &atement of
Affairs, and the DeficiendccountAssets and liabilities are classified and valued according
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to statutory requirements. The realized amount is distributed among creditors and shareholders
in the prescribed ordd?ractical problems help students understand and apply the accounting
procedures for compulsory liquidation.

4.4 Terms to be emember:

1. Compulsory Liquidation — Winding-up of a company by the order of the National
Company Lawlribunal (NCLT).

2. Winding-up by Tribunal — Legal process of closing a company under the
Companieéct, 2013.

3. National Company LawTribunal (NCL T) —The authority empowered to order
compulsory liquidation.

4. Insolvency and Bankruptcy Code (IBC), 2016 Fhe principal law governing
insolvency resolution and liquidation.

5. Company Liquidator — The person appointed to administer the liquidation process.

6. Statement ofAffairs —A statement showing the estimated realizable value of
assets and liabilities.

7. Statement of Deficiency (Deficiencyiccount) —A statement explaining the
causes of deficiency in the compagssets.

8. RealizableValue—The estimated amount expected to be received from the sale
of assets.

9. Secured Creditors —Creditors whose loans are secured by specific assets.

10. Unsecured Creditors —Creditors who do not have any security over the
companys assets.

11. Preferential Creditors — Creditors who receive payment before unsecured
creditors according to law

12. Floating Charge —A security interest over changing assets of the company
such as stock and receivables.

13. Specific Charge -A chage created on a particular fixed asset of the company
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14.

15.

16.

17.

18.

19.
20.

ListsA to H—Schedules prepared for thHat®ment offfairs during compulsory
liquidation.

Deficiency as Regards Creditors Fhe shortfall between available assets
and creditors’ claims.

Deficiency as Regards Members¥he ultimate loss suffered by shareholders
after settlement of liabilities.

Contingent Liability — A possible liability that may arise depending on the
occurrence of a future event.

Provisional Liquidator —A liquidator appointed by tiigibunal before the final
winding-up ordernf necessary

Dissolution —The final legal termination of the compasgXxistence.

Section 271 The CompanieAct, 2013 provision specifying the grounds for
compulsory winding-up.

4.5 Answer to check yourProgress :

Section - 1
A) MCQ Answer Key

1

2

3 4 5 6 7 8 9 10

c

d

C d d C C C b d

B) True or FalseAnswer Key

1 2 3 4 5
True True False True True
Section - 2

A) MCQ-Answer

1

c
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B) True or False -AnswerBottom of Form

1 2 3 4 5
True True False True True
Section - 3
MCQ ANSWER-

11213 4(5| 6/ 7 8| 9/ 101112/ 13| 14 15| 16| 17 18 1P 20

c|blc|al|b|d| blc|la|blc|d|d|c|d [a |[d|b |c |c

True or False (Answer)

112 (3| 4] 5 6 7 8 9 10| 11 | 12 | 13| 14 15

FIF|F|F|F| F| F| Fl F| F|T | T |T|T]|T

4.6 Exercise :

Exercise-1:Unfortunate Ltd. is to be wound up on 1-4-2026 as per winding up
orderThe following details are available.

Particulars 9
Equity share capital : 30000 sharegaD 3,00,000
6% Preference share capital :4500 shar&d@® each 4,50,000
Calls in arrears (estimated to prod&&©00) 6,000
5%First mortgage debentures, secured by a floating charge 3,00,000
on the whole assets -
Creditors -Fully secured @lue of shares In Beta L¥d60,000) 52,500
Creditors - partly secureddWie of shares | Gamma Ltd. 30,000) 60,000
Preferential Creditors 11,250
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Unsecured Creditors 4,05,000
Bank overdraft (secured by a second charge on the whole assets) 30,000
Cash on hand 3,300
Book debts-Good -

55,500 -

Doubtful (estimated to produce 37.5%) 74,250
12,000 1,08,,000
Bad 3,15,000
6.750 90,000
Stock (estimated to produg80,000) 18,000

Land and Building (Estimated to prodi&80,000)
Fixtures and Fittings (Estimated to prod&d2,000)

Prepare thet8tement of dairs and deficiencsccount

(Deficiency as regards credit@,28,450, Deficiency as regards Contributd¥ifs’5,450)

Exercise-2

The following information was extracted from the books of a limited company'on 31
March 2026 on which date a winding up order was made.

Particulars (9]

Equity share capital: 200000 share¥ df01 20,00,000
4% Preference share capital :3,00,000 sharesaii each 30,00,000
Calls in arrears (estimated to prod&&8€00) 40,000

14% First mortgage debentures, secured by a floating charge  20,00,000

on the whole assets (interest paid on date) -

Creditors -Fully secured @lue of shares In Beta L%,00,000 3,50,000
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Creditors - partly secured @lue of shares | Gamma Ltd. 2,00,0CIO) 4,00,000
Preferential Creditors for wages, rates and taxes etc. 75,000
Unsecured Creditors 27,00,000

Bank overdraft (secured by a second charge on the whole assets?,00,000

Cash on hand 12,000
Book debts-Good 3,80,000
Doubtful (estimated to produ&e30,000) 80,000
Bad 45000 75,000
Stock in trade (estimated to prodd&00,000) 7,20,000

Free hold land and Building (Estimated to procRt@,50,000) 21,00,000
Plant and Machinery (Estimated to prod&d&30,000) 6,00,000
Fixtures and Fittings (Estimated to prod&d2,000) 1,20,000

Prepare thet&tement of dhirs and deficiencccount

Deficiency as regards credit¥45,23,000, Deficiency as regards Contributcfies
65,03,000)

Exercise-3

The following information was extracted from the books of a Camel limited company
on 3FMarch 2026 on which date a winding up order was made.

Particulars ® )
10,000 ,8% Preference Shares oft 100 Each fully|paid - 10,00,000
5,00,000 Equity shares 35 each fully called 25,00,000 -
(-) Callsin arrears 10,000 | 24,90,000
Liabilities - -

Secured Loan (on first mortgage of Land and Build|ng) 1,50,000 -
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Secured Loan (on floating charge of the company) 8,00,000 -
Unsecured Creditors (including preferential items 21,60,000 31,10,000
% 60,000) 66,00,000
Assets Estimated | BookValue

to realize
Land and Buildings 1,80,000 3,00,000
Plant and Machinery 12,00,000 15,00,000
Furniture 50,000 30,000
Vehicles 50,000 10,000
Stock 4,00,000 8,00,000
Book Debts — Good - 8,28,000
Book Debts — Doubtful 1,00,000 1,50,000
Book Debts — Bad - 40,000
Bills Receivable 90% 20,000
Loans (considered bad) Nil 1,00,000
Cash 12,000 12,000
Bank 10,000 10,000

Note: Bills discounted and awaited maturity amounte&@26,000, out of which
310,000 is expected to be dishonored.

Prepare the $Satement ofAffairs:

1. As regards creditors
2. As regards contributories.

(Answer: Deficiency as regards credito®2,62,000, Deficiency as regards
contributories¥37,62,000)
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Exercise- 4

The following particulars were extracted from the books of Manish Ltd. on 31st March,
2026, on which date a winding-up order was made:

Particulars %)
Equity Share Capital: 20,000 share¥dd each¥5 called up 1,00,000
Calls in arrear¥ 6,000), estimated to produce 5,000
16% Preference Share Capital: 20,000 shares of : 10 each fully 2,00,000
called up and paid up -
15% Debentures secured by first floating charge 1,50,000
Bank Overdraft secured by second floating charge 15,000
Fully Secured Creditors (secured on investments) 30,000
Rates andaxes 2,000
Wages and Salaries 4,000
Bills Payable 90,000
Creditors 80,000
Bills Receivable in hand 12,000
Debtors — Good 13,000
Debtors — Doubtful (estimated to produce 50%) 7,000
Debtors — Bad 6,000
Bills Discounte® 30,000 likely to rank 10,000
Contingent Liability 15,000
Partly secured creditors (secured on investments) 20,000
Investments (with fully secured credit@40,000) 35,000
Investments (with partly secured credito2s,000) 10,000
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Creditors likely to be paid 1,40,000
Land and building (estimated to prod@3g00,000) . 7,000
Stock-in-trade (estimated to prod&#0,000) 60,000
Machinery estimated to produce 2,000
Cash in hand and at Bank 200

You are required to preparetat®ment offfairs and Deficiencpccount. No journal
entry for rent payab&2,500 was made so far

(Ans.: Deficiency as regards contributoR&s88,800.)
Exercise-5

Flowing information was extracted from the books of limited company on 31-3-2026,
on which date a winding up order was made.

Particulars (9]

Equity share capital: 2000shareg& df0 20,000
6% Preference share capital:3,000 shar&sl@feach 30,000
Calls in arrears (estimated to prod&@€0) 400

5%/First mortgage debentures, secured by a floating chargefon the 20,000

whole assets (interest paid on date) -

Creditors -Fully secured @lue of shares In Beta L%#,000) 3,500
Creditors - partly secured@le of shares | Gamma Ltd. 2,000) 4,000
Preferential Creditors for wages, rates and taxes etc. 750
Unsecured Creditors 27,000

Bank overdraft (secured by a second charge on the whole assets) 2,000
Cash on hand 120
Book debts-Good 3,800
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4.7

Doubtful (estimated to produ&e300) 800
Bad 450
Stock in trade (estimated to prod&@&000) 7,200
Free hold land and Building (Estimated to procRid8,500) 21,000
Plant and Machinery (Estimated to prod&6é¢300) 6,000
Fixtures and Fittings (Estimated to prod&c&00) 1,200
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