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A company form of organisation is the third stage in the evolution of forms of organisation. Its
 capital is contributed by a large number of personscalled shareholders who are the real owners of thecompany. But neither it is possible for all of them toparticipate in the management of the company norconsidered desirable. Therefore, they elect a Boardof Directors as their representative to manage theaffairs of the company. In fact, all the affairs of thecompany are governed by the provisions of theCompanies Act, 1956. A company means a companyincorporated or registered under the Companies Act,1956 or under any other earlier Companies Acts.According to Chief Justice Marshal, “a company isa person, artificial, invisible, intangible and existingonly in the eyes of law. Being a mere creation of law,it possesses only those properties which the charterof its creation confers upon it, either expressly or asincidental to its very existence”.A company usually raises its capital in the form ofshares (called share capital) and debentures (debtcapital.) This chapter deals with the accounting forshare capital of companies.
 1.1 Features of a Company
 A company may be viewed as an association ofperson who contribute money or money’s worth toa common stock and use it for a common purpose.It is an artificial person having or corporate legalentity distinct from its members (shareholders) andhas a common seal used for its signature. Thus, it
 LEARNING OBJECTIVES
 After studying this chapter,you will be able to :
 • Explain the basic natureof a joint stock companyas a form of businessorganisation and thevarious kinds ofcompanies based onliability of theirmembers;
 • describe the types ofshares issued by acompany;
 • explain the accountingtreatment of sharesissued at par, atpremium and at adiscount includingoversubsription;
 • outline the accountingfor forfeiture of sharesand reissue of forfeitedshares under varyingsituations; and
 • workout the amounts tobe transferred to capitalreserve when for feited
 • shares are reissued; and• prepare share forfeited
 account;
 Accounting for Share Capital 1
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2 Accountancy : Company Accounts and Analysis of Financial Statements
 has certain special features which distinguish it from the other forms oforganisation. These are as follows:
 • Voluntary Association: persons who are willing to form a company cancome together voluntarily for carrying on a business. Therefore, it isregarded as a voluntary association of persons.
 • Separate Legal Entity: A company has a separate legal entity which isdistinct and separate from its members. It can hold and deal with anytype of property. It can enter into contracts and even open a bank accountin its own name. It can sue others as well as be sued by others.
 • Limited Liability: The liability of the members of the company is limitedto the unpaid amount of the shares held by them. In the case of thecompanies limited by guarantee, the liability of its members is limited tothe extent of the guarantee given by them in the event of the companybeing wound up.
 • Perpetual Succession: The company being an artificial person createdby law continues to exist irrespactive of the changes in its membership.A company can be terminated only through law. The death or insanityor insolvency of any member of the company in no way affects theexistence of the company. Members may come and go but the companycontinues.
 • Common Seal: The company being an artificial person, cannot sign itsname by it self. Therefore, every company is required to have its own sealwhich acts as an official signatures of the company. Any document whichdoes not carry the common seal of the company is not binding on thecompany.
 • Transferability of Shares: The shares of a public limited company arefreely transferable. The permission of the company or the consent of anymember of the company is not necessary for the transfer of shares. Butthe Articles of the company can prescribe the manner in which the transferof shares will be made.
 • May Sue or be Sued: A company being a legal person can enter intocontracts and can enforce the contractual rights against others. It cansue and be sued in its name if there is a breach of contract by the company.
 1.2 Kinds of a Company
 Companies can be classified either on the basis of the liability of its members oron the basis of the number of members. On the basis of liability of its membersthe companies can be classified into the following three categories:
 (i) Companies Limited by Shares: In this case, the liability of its members islimited to the extent of the nominal value of shares held by them. If amember has paid the full amount of the shares, there is no liability onhis part whatsoever may be the debts of the company. He need not pay a
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3Accounting for Share Capital
 single paise from his private property. However, if there is any liabilityinvolved, it can be enforced during the existence of the company as wellas during the winding-up.
 (ii) Companies Limited by Guarantee: In this case, the liability of its membersis limited to the amount they undertake to contribute in the event of thecompany being wound up. Thus, the liability of the members will ariseonly in the event of its winding up.
 (iii) Unlimited Companies: When there is no limit on the liability of itsmembers, the company is called an unlimited company. When thecompany’s property is not sufficient to pay off its debts, the privateproperty of its members can be used for the purpose. In other words, thecreditors can claim their dues from its members. Such companies arenot found in India even though permitted by the Companies Act, 1956.
 On the basis of the number of members, a company can be divided into twocategories as follows:
 (i) Public Company: A public company means a company which (a) is not aprivate company, (b) has minimum capital of Rs. 5 lakh on such higherpaid-up capital may be prescribed, and (c) is a private company which isa subsidiary of which is not a private company.
 Private Company: A private company is one which has a minimum paid upcapital of Rs. 1 Lakh or such higher paid-up capital as may be prescribed by itsArticles :
 (a) restricts the right to transfer its shares;(b) limits the number of its members to fifty (excluding its employees);(c) prohibits any invitation to the public to subscribe for any shares in or
 debentures of the company.(d) prohihibits any invitation or acceptance of deposits from person other
 than its members, directors, and relatives.
 1.3 Share Capital of a Company
 A company, being an artificial person, cannot generate its own capital whichhas necessarily to be collected from several persons. These persons are knownas shareholders and the amount contributed by them is called share capital.Since the number of shareholders is very very large, a separate capital accountcannot be opened for each one of them. Hence, innumerable streams of capitalcontribution merge their identities in a common capital account called as ‘ShareCapital Account’.
 1.3.1 Categories of Share Capital
 From accounting point of view the share capital of the company can be classifiedas follows:
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4 Accountancy : Company Accounts and Analysis of Financial Statements
 • Authorised Capital: Authorised capital is the amount of share capitalwhich a company is authorised to issue by its Memorandum ofAssociation. The company cannot raise more than the amount of capitalas specified in the Memorandum of Association. It is also called Nominalor Registered capital. The authorised capital can be increased ordecreased as per the procedure laid down in the Companies Act. It shouldbe noted that the company need not issue the entire authorised capitalfor public subscription at a time. Depending upon its requirement, itmay issue share capital but in any case, it should not be more than theamount of authorised capital.
 • Issued Capital: It is that part of the authorised capital which is actuallyissued to the public for subscription including the shares allotted tovendors and the signatories to the company’s memorandum. Theauthorised capital which is not offered for public subscription is knownas ‘unissued capital’. Unissued capital may be offered for publicsubscription at a later date.
 • Subscribed Capital: It is that part of the issued capital which has beenactually subscribed by the public. When the shares offered for publicsubscription are subscribed fully by the public the issued capital andsubscribed capital would be the same. It may be noted that ultimately,the subscribed capital and issued capital are the same because if thenumber of share, subscribed is less than what is offered, the companyallot only the number of shares for which subscription has been received.In case it is higher than what is offered, the allotment will be equal to theoffer. In other words, the fact of over subscription is not reflected in thebooks.
 • Called-up Capital: It is that part of the subscribed capital which hasbeen called up on the shares. The company may decide to call the entireamount or part of the face value of the shares. For example, if the facevalue (also called nominal value) of a share allotted is Rs. 10 and thecompany has called up only Rs. 7 per share, in that scenario, the calledup capital is Rs. 7 per share. The remaining Rs. 3 may be collected fromits shareholders as and when needed.
 • Paid-up Capital: It is that portion of the called up capital which has beenactually received from the shareholders. When the share holders havepaid all the call amount, the called-up capital is the same to the paid-upcapital. If any of the shareholders has not paid amount on calls, such anamount may be called as ‘calls in arrears’. Therefore, paid-up capital isequal to the called-up capital minus call-in-arrears.
 • Uncalled Capital: That portion of the subscribed capital which has notyet been called-up. As stated earlier, the company may collect this amountany time when it needs further funds.
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5Accounting for Share Capital
 • Reserve Capital: A company may reserve a portion of its uncalled capitalto be called only in the event of winding up of the company. Such uncalledamount is called ‘Reserve Capital’ of the company. It is available only forthe creditors on winding up of the company.
 Authorised Share Capital
 Issued Capital Unissued Capital
 Subscribed Capital Unsubscribed Capital
 Called-up Capital Uncalled Capital
 Paid-up Capital Calls-in-Arrears Unreserved Capital Reserved Capital
 Fig. 1.1 : Categories of Share Capital
 Let us take the following example and show how the share capital will beshown in the balance sheet. Sunrise Company Ltd., New Delhi, has registeredits capital as Rs. 40,00,000, divided into 4,00,000 shares of Rs. 10 each. Thecompany offered to the public for subscription of 2,00,000 shares of Rs. 10each, as Rs. 2 on application, Rs.3 on allotment, Rs.3 on first call and the balanceon final call. The company received applications for 2,50,000 shares. Thecompany finalised the allotment on 2,00,000 shares and rejected applicationsfor 50,000 shares. The company did not make the final call. The company receivedall the amount except on 2,000 shares where call money has not been received.The above amounts will be shown in the balance sheet of a company as follows:
 Sunrise Company Ltd.Balance Sheet as on ..............
 Share Capital (Rs.)
 Authorised or Registered or Nominal Capital:
 4,00,000 Shares of Rs. 10 each 40,00,000
 Issued Capital:
 2,00,000 Shares of Rs. 10 each 20,00,000
 Subscribed Capital
 2,00,000 Shares of Rs. 10 each 20,00,000
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6 Accountancy : Company Accounts and Analysis of Financial Statements
 Called-up Capital
 2,00,000 Shares of Rs. 10 each, Rs. 8 per share 16,00,000
 Paid-up Capital
 2,00,000 Shares of Rs. 10 each, Rs. 8 per share 16,00,000
 Less : Calls in arrears
 (on 2,000 Shares @ Rs. 3 per share) 6,000 15,94,000
 1.4 Nature and Classes of Shares
 Shares, as applied to the capital of a company, refer to the units into which thetotal share capital of a company is divided. Thus, a share is a fractional part ofthe share capital and forms the basis of ownership interest in a company. Thepersons who contribute money through shares are called shareholders.
 The amount of authorised capital, together with the number of shares inwhich it is divided, is stated in the Memorandum of Association but the classesof shares in which the company’s capital is to be divided, alongwith theirrespective rights and obligations, are prescribed by the Articles of Association ofthe company. As per Section 86 of The Companies Act, a company can issuetwo types of shares (1) preference shares, and (2) equity shares (also calledordinary shares).
 1.4.1 Preference Shares
 According to Section 85 of The Companies Act, 1956, a preference share is one,which fulfils the following conditions :
 a) That it carries a preferential right to dividend to be paid either as afixed amount payable to preference shareholders or an amountcalculated by a fixed rate of the nominal value of each share beforeany dividend is paid to the equity shareholders.
 b) That with respect to capital it carries or will carry, on the winding-upof the company, the preferential right to the repayment of capital beforeanything is paid to equity shareholders.
 However, notwithstanding the above two conditions, a holder of the preferenceshare may have a right to participate fully or to a limited extent in the surplusesof the company as specified in the Memorandum or Articles of the company.Thus, the preference shares can be participating and non-participating. Similarly,these shares can be cumulative or non-cumulative, and redeemable orirredeemable.

Page 7
						

7Accounting for Share Capital
 1.4.2 Equity Shares
 According to Section 85 of The Companies Act, 1956, an equity share is a sharewhich is not a preference share. In other words, shares which do not enjoy anypreferential right in the payment of dividend or repayment of capital, are termedas equity shares. The equity shareholders are entitled to share the distributableprofits of the company after satisfying the dividend rights of the preference shareholders. The dividend on equity shares is not fixed and it may vary from year toyear depending upon the amount of profits available for distribution. The equityshare capital may be (i) with voting rights; or (ii) with differential rights as tovoting, dividend or otherwise in accordance with such rules and subject to suchconditions as may be prescribed.
 Test your Understanding – I
 State which of the following statements are true :(a) A Company is formed according to the provisions of Indian Companies Act-
 1932.(b) A company is an artificial person.(c) Shareholders of a company are liable for the acts of the company.(d) Every member of a company is entitled to take part in its management.(e) Company’s shares are generally transferable.(f) Share application account is a personal account.(g) The director of a company must be a shareholder.(h) Application money should not be less than 25% of the face value of shares.(i) Paid-up capital can exceed called-up capital.(j) Capital reserves are created from capital profits.(k) Securities premium account is shown on the assets side of the balance sheet.(l) Premium on issue of shares is a capital loss.(m) At the time of issue of shares, the maximum rate of securities premium is
 10%.(n) The part of capital which is called-up only on winding up is called reserve
 capital.(o) Forfeited shares can not be issued at a discount.(p) The shares originally issued at discount may be re-issued at a premium.
 1.5 Issue of Shares
 A salient characteristic of the capital of a company is that the amount on itsshares can be gradually collected in easy instalments spread over a period oftime depending upon its growing financial requirement. The first instalment iscollected along with application and is thus, known as application money, thesecond on allotment (termed as allotment money), and the remaining instalmentare termed as first call, second call and so on. The word final is sufixed to thelast instalment. However, this in no way prevents a company from calling thefull amount on shares right at the time of application.
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8 Accountancy : Company Accounts and Analysis of Financial Statements
 The important steps in the procedure of share issue are :• Issue of Prospectus: The company first issues the prospectus to the
 public. Prospectus is an invitation to the public that a new company hascome into existence and it needs funds for doing business. It containscomplete information about the company and the manner in which themoney is to be collected from the prospective investors.
 • Receipt of Applications: When prospectus is issued to the public,prospective investors intending to subscribe the share capital of thecompany would make an application along with the application moneyand deposit the same with a scheduled bank as specified in theprospectus. The company has to get minimum subscription (Refer Box1) within 120 days from the date of the issue of the prospectus. If thecompany fails to receive the same within the said period, the companycannot proceed for the allotment of shares and application money shouldbe returned within 130 days of the date of issue of prospectus.
 • Allotment of Shares: If minimum subscription has been received, thecompany may proceed for the allotment of shares after fulfilling certainother legal formalities. Letters of allotment are sent to those whom theshares have been alloted, and letters of regret to those to whom noallotment has been more. When allotment is made, it results in a validcontract between the company and the applicants who now became theshareholders of the company.
 Box 1
 Minimum Subscription
 It means the minimum amount that, in the opinion of directors, must be raised tomeet the needs of business operations of the company relating to:·
 the price of any property purchased, or to be purchased, which has to be metwholly or partly out of the proceeds of issue;
 preliminary expenses payable by the company and any commission payablein connection with the issue of shares;
 the repayment of any money borrowed by the company for the above twomatters;
 working capital; and
 any other expenditure required for the usual conduct of business operations.
 It is to be noted that ‘minimum subscription’ of capital cannot be less than 90%of the issued amount according to SEBI (Disclosure and Investor Protection)Guidelines, 2000 [6.3.8.1 and 6.3.8.2]. If this condition is not satisfied, the companyshall forthwith refund the entire subscription amount received. If a delay occursbeyond 8 days from the date of closure of subscription list, the company shall be
 liable to pay the amount with interest at the rate of 15% [Section 73(2)].
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9Accounting for Share Capital
 Shares of a company are issued either at par, at a premium or at a discount.Shares are said to have been issued at par when their issue price is exactlyequal to their nominal value according to the terms and conditions of issue.When the shares of a company are issued more than its nominal value (facevalue), the excess amount is called premium and the issue is said to have beenmade at a premium. When the shares are issued at a price less than the facevalue of the share, it is known as shares issued at a discount.
 Irrespective of the fact that shares are issued at par, premium or discount,the share capital of a company as stated earlier, is collected in instalments to bepaid at different stages.
 1.6 Accounting Treatment
 On application : The amount of money paid with various instalment representsthe contribution to share capital and should ultimately be credited to sharecapital. However, for the sake of convenience, initially individual accounts areopened for each instalment. All money received along with application isdeposited with a scheduled bank in a separate account opened for the purpose.The journal entry is as follows:
 Bank A/c Dr.To Share Application A/c
 (Amount received on application for — shares @ Rs. ______ per share).
 On allotment : When minimum subscription has been received and certain legalformalities on the allotment of shares have been duly complied with, the directorsof the company proceed to make the allotment of shares.
 The allotment of shares implies a contract between the company and theapplicants who now become the allottees and assume the status of share-holdersor members.
 Box 2
 Allotment of Shares
 (Implications from accounting point of view)
 It is customary to ask for some amount called “Allotment Amount” from theallottees on the shares allotted to them as soon as the allotment is made.
 With the acceptance to the offer made by the applicants, the amount ofapplication money received has to be transferred to share capital account as ithas formally become the part of the same.
 The money received on rejected applications should either be fully returned tothe applicant within 130 days of the date or issue of prospectus, or
 In case lesser number of shares have to be allotted, than those applied for theexcess application money must be adjusted towards the amount due on allotmentfrom the allottees.
 The effect of the later two steps is to close the share application account whichis only a temporary account for share capital transactions.
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 The journal entries with regard to allotment of shares are as follows:
 1. For Transfer of Application Money
 Share Application A/c Dr.
 To Share Capital A/c
 (Application money on _____ Shares allotted/transferred to Share Capital)
 2. For Money refunded on rejected application
 Share Application A/c Dr.
 To Bank A/c
 (Application money returned on rejected application for — shares).
 3. For Amount Due on Allotment
 Share Allotment A/c Dr.
 To Share Capital A/c
 4. For Adjustment of Excess Application Money
 Share Application A/c Dr.
 To Share Allotment A/c
 (Application Amount on — Shares @ Rs. per shares
 adjusted to the amount due on allotment).
 5. For Receipt of Allotment Amount
 Bank A/c Dr.
 To Share Allotment A/c
 (Allotment money received on — Shares @Rs. — per share Combined Account)
 Sometimes a combined account for share application and share allotment called‘Share Application and Allotment Account’ is opened in the books of a company.The combined account is based on the reasoning that allotment withoutapplication is impossible while application without allotment is meaningless.These two stages of share capital are closely inter-related. When a combinedaccount is maintained, journal entries are recorded in the following manner:
 1. For Receipt of Application and Allotment
 Bank A/c Dr.
 To Share Application and Allotment A/c
 (Money received on applications for shares@ Rs. _____ per share).
 2. For Transfer of Application Money and Allotment Amount Due
 Share Application and Allotment A/c Dr.
 To Share Capital A/c
 (Transfer of application money to Share Capital Accountfor amount due or allotment of — Share @ Rs. _____ per share)
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1 1Accounting for Share Capital
 3. For Money Refunded on Rejected Applications
 Share Application and Allotment A/c Dr.
 To Bank A/c
 (Application money returned on rejected applicationfor ___ shares).
 4. On Receipt of Allotment Amount
 Bank A/c Dr.
 To Share Application and Allotment A/c
 (Balance of Allotment Money Received).
 On Calls : Calls play a vital role in making shares fully paid-up and for realisingthe full amount of shares from the shareholders. In the event of shares not beingfully called-up till the completion of allotment, the directors have the authorityto ask for the remaining amount on shares as and when they decide about thesame. It is also possible that the timing of the payment of calls by the shareholdersis determined at the time of share issue itself and given in the prospectus.
 Two points are important regarding the calls on shares. First, the amounton any call should not exceed 25% of the face value of shares. Second, theremust be an interval of at least one month between the making of two calls unlessotherwise provided by the articles of association of the company.
 When a call is made and the amount of the same is received, the journalentries are as given below:
 1. For Call Amount DueShare Call A/c Dr.
 To Share Capital A/c(Call money due on — Shares @ Rs. ____ per share)
 2. For Receipt of Call AmountBank A/c Dr.
 To Share Call A/c(Call money received)
 The word/words First, Second, or Third must be added between the words“Share” and ‘Call’ in the Share Call account depending upon the identity of thecall made. For example, in case of first call it will be termed as ‘Share First CallAccount’, in case of second call it will be ‘Share Second Call Account’ and so on.Another point to be noted is that the words ‘and Final’ will also be added to thelast call, say, if second call is the last call it will be termed as ‘Second and FinalCall’ and if it is the third call which is the last call, it will be termed as ‘Third andFinal Call’. It is also possible that the whole balance after allotment may becollected in one call only. In that case the first call itself, shall be termed as the‘First and Final Call’.
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 Box 3
 The following points should be kept in mind while issuing the share capital forpublic subscription :
 1. The application money should be at least 5% of the face value of the share.
 2. Calls are to be made as per the provisions of the articles of association.
 3. Where there is no articles of association of its own, the following provisionsof Table A will apply:
 (a) A period of one month must elapse between two calls;
 (b) The amount of call should not exceed 25% of the face value of the share;
 (c) A minimum of 14 days’ notice is given to the shareholders to pay theamount; and
 (d) Calls must be made on a uniform basis on all shares within the sameclass.
 Note: The procedure for accounting for the issue of both equity and preference sharesis the same. To differentiate between the two the words ‘Equity’ and ‘Preference’ isprefixed to each and every instalment.
 Illustration 1
 Mona Earth Mover Ltd. decided to issue 12,000 shares of Rs.100 each payableat Rs.30 on application, Rs.40 on allotment, Rs.20 on first call and balance onsecond and final call. Applications are received for 13,000 shares. The directorsdecided to reject application of 1,000 shares and their application money beingrefunded in full. The allotment money is duly received on all the shares, and allsums due on calls are received except on 100 shares.
 Record the transactions in the books of Mona Earth Movers Ltd.
 Solution
 Books of Mona Earth Movers LimitedJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c Dr. 3,90,000
 To Share Application A/c 3,90,000
 (Application money on 13,000 shares @ Rs.30per share received)
 Share Application A/c Dr. 3,60,000
 To Share Capital A/c 3,60,000
 (Application money transferred to share capital)
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1 3Accounting for Share Capital
 Share Allotment A/c Dr. 4,80,000
 To Share Capital A/c 4,80,000
 (Money due on allotment of 12,000shares @ Rs. 40 per share)
 Share Application A/c Dr. 30,000
 To Bank A/c 30,000
 (Application money on 1,000 shares returned]
 Bank A/c Dr. 4,80,000
 To Share Allotment A/c 4,80,000
 (Money received on 12,000 shares @ Rs. 40 per
 share on allotment)
 Share First Call A/c Dr. 2,40,000
 To Share Capital A/c 2,40,000
 (Money due on 12,000 shares @ Rs. 20 pershare on first Call)
 Bank A/c Dr. 2,38,000
 To Share First Call A/c 2,38,000
 (First Call money received except for 100 shares)
 Share Second and Final Call A/c Dr. 1,20,000
 To Share Capital A/c 1,20,000
 (Money due on 12,000 shares @ Rs. 10 pershare on Second and final Call )
 Bank A/c Dr. 1,19,000
 To Share Second and Final Call A/c 1,19,000
 (Second and final call money receivedexcept for 100 shares)
 Illustration 2
 Eastern Company Ltd. issued 40,000 shares of Rs. 10 each to the public for thesubscription of its share capital, payable at Rs. 4 on application,Rs. 3 on allotment and the balance on Ist and final call. Applications were receivedfor 40,000 shares. The company made the allotment to the applicants in full. Allthe amounts due on allotment and first and final call were duly received.
 Give the journal entries in the books of the company.
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 Solution
 Books of Eastern Company LimitedJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c Dr. 1,60,000To Share Application A/c 1,60,000
 (Application money on 40,000 shares @Rs.4 per share received)
 Share Application A/c Dr. 1,60,000To Share Capital A/c 1,60,000
 (Application money transferred to share capital)
 Share Allotment A/c Dr. 1,20,000To Share Capital A/c 1,20,000
 (Money due on allotment of 40,000 shares @Rs. 3 per share)
 Bank A/c Dr. 1,20,000To Share allotment A/c 1,20,000
 (Money received on 40,000 shares @ Rs. 3 pershare on allotment)
 Share First and Final Call A/c Dr. 1,20,000To Share Capital A/c 1,20,000
 (Money due on 40,000 shares @ Rs. 3 per shareon First and final call)
 Bank A/c Dr. 1,20,000To Share Ist and Final Call A/c 1,20,000
 (First and final call money received)
 Do it Yourself
 On January 01, 2006, a limited company was incorporated with an authorised capitalof Rs. 40,000 divided into shares of Rs. 10 each. It offered to the public for subscriptionof 3,000 shares payable as follows:
 On Application Rs. 3 per shareOn Allotment Rs. 2 per shareOn First Call (One month after allotment) Rs. 2.50 per shareOn Second and Final Call Rs. 2.50 per share
 The shares were fully subscribed for by the public and application money dulyreceived on January 15, 2006. The directors made the allotment on February 1, 2006.
 How will you record the share capital transactions in the books of a company ifthe amounts due has been duly received, and the company maintains the combinedaccount for application and allotment.
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 1.6.1 Calls in Arrears
 It often happens that shareholders do not pay the call amount when it becomesdue. When any shareholder fails to pay the amount due on allotment or on anyof the calls, such amount is known as ‘Calls-in-Arrears’/‘Unpaid Calls’. Calls-in-Arrears represent the debit balance of all the calls account and are shown asa deduction from the paid-up capital on the liabilities side of the balance sheet.However, where a company maintains ‘Calls-in-Arrears’ Account, it needs topass the following additional journal entry. However, it is not necessary to doso.
 Calls in Arrears A/c Dr.
 To Share I Call Account A/c
 To Share II and Final Call Account A/c
 (Calls in arrears brought into account)
 The Articles of Association of a company usually empower the directors tochange interest at a stipulated rate on calls in arrears. In case the articles aresilent in this regard, the rule contained in Table A shall be applicable whichstates that the interest at a rate not exceeding 5% p.a. shall have to be paid onall unpaid amounts on shares for the period intervening between the day fixedfor payment and the time of actual payment thereon.
 On receipt of the call amount together with interest, the amount of interestshall be credited to interest account while call money shall be credited to therespective call account or to calls-in-arrears account. When the shareholdermakes the payment of calls-in-arrears together with interest, the entry will be asfollows:
 Bank A/c Dr.
 To Calls-in-Arrears A/c
 To Interest A/c
 If nothing is specified, there is no need to takethe interest on calls-in-arrears account andrecord the above entry
 Illustration 3
 Cronic Limited issued 10,000 equity shares of Rs. 10 each payable at Rs. 2.50on application, Rs. 3 on allotment, Rs. 2 on first call, and the balance of Rs. 2.50on the final call. All the shares were fully subscribed and paid except of ashareholder having 100 shares who could not pay for the final call. Give journalentries to record these transactions.
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 Solution
 Books of Cronic LimitedJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c Dr. 25,000
 To Share Application A/c 25,000
 (Money received on applications for
 10,000 shares @ Rs. 2.50 per share)
 Equity Share Application A/c Dr. 25,000
 To Share Capital A/c 25,000
 (Transfer of application money on 10,000
 shares to share capital)
 Equity Share Allotment A/c Dr. 30,000
 To Share Capital A/c 30,000
 (Amount due on the allotment of 10,000
 shares @ Rs. 3 per share)
 Bank A/c Dr. 30,000
 To Share Allotment A/c 30,000
 (Allotment money received)
 Share First Call A/c Dr. 20,000
 To Share Capital A/c 20,000
 (First call money due on 10,000 shares
 @ Rs. 2 per share)
 Bank A/c Dr. 20,000
 To Share First Call A/c 20,000
 (First call money received)
 Share Second and Final Call A/c Dr. 25,000
 To Share Capital A/c 25,000
 (Final call money due)
 Bank A/c Dr. 24,750
 Call-in-Arrears A/c Dr. 250
 To Share Second and Final Call A/c 25,000
 (Final call money received except thatof 100 shares)
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 1.6.2 Calls in Advance
 Sometimes some shareholders pay a part or the whole of the amount of the callsnot yet made. The amount so received from the shareholders is known as “Callsin Advance”. The amount received in advance is a liability of the company andshould be credited to ‘Call-in-Advance Account.” The amount received will beadjusted towards the payment of calls as and when they becomes due. Table Aof the Companies Act provides for the payment of interest on calls in advance ata rate not exceeding 6% per annum.
 The following journal entry is recorded for the amount of calls received inadvance.
 Bank A/c Dr.
 To Calls-in-Advance A/c
 (Amount received on call-in-advance)
 When calls become actually due requiring adjustment of ‘Call-in-Advance’Account, the journal entry will be :
 Calls-in-Advance A/c Dr.
 To Particular Call A/c
 (Calls-in-advance adjusted with the call money due)
 The balance in ‘Calls-in-Advance’ account is shown as a separate item onthe liabilities side of company’s balance sheet under the heading ‘Share Capital’but is not added to the amount of paid-up capital.
 As Calls-in-Advance is a liability of the company, it is under obligation ifprovided by the Articles, to pay interest on such amount from the date of itsreceipt up to the date when appropriate call is due for payment. A stipulation isgenerally made in the Articles regarding the rate at which interest is payable.However, if Articles are silent on this account, Table A is applicable which providesfor interest on calls in advance at a rate not exceeding 6% p.a.
 The accounting treatment of interest on calls in advance is as follows:
 1. For Payment of InterestInterest on Calls in Advance A/c Dr.
 To Bank A/c(Interest paid on Calls-in-Advance)
 Or2. For Interest due
 Interest on Calls-in-Advance A/c Dr.To Sundry Shareholder’s A/c
 Illustration 4
 Konica Limited registered with an authorised equity capital of Rs. 2,00,000divided into 2,000 shares of Rs. 100 each, issued for subscription of 1,000
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 shares payable at Rs. 25 per share on application, Rs. 30 per share on allotment,Rs. 20 per share on first call and the balance as and when required.
 Application money on 1,000 shares was duly received and allotment wasmade to them. The allotment amount was received in full, but when the first callwas made, one shareholder failed to pay the amount on 100 shares held by himand another shareholder with 50 shares, paid the entire amount on his shares.The company did not make any other call.
 Give the necessary journal entries in the books of the company to recordthese share capital transactions.
 Solution
 Books of KonicaJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c Dr. 25,000To Equity Share Application A/c 25,000
 (Money received on application for 1,000shares @ Rs. 25 per share)
 Equity Share Application A/c Dr. 25,000To Equity Share Capital A/c 25,000
 (Transfer of application money on 1,000 sharesto share capital)
 Equity Share Allotment A/c Dr. 30,000To Equity Share Capital A/c 30,000
 (Amount due on the allotment of 1,000shares @ Rs. 30 per share)
 Bank A/c Dr. 30,000To Equity Share Allotment A/c 30,000
 (Allotment money received)
 Equity Share First Call A/c Dr. 20,000To Equity Share Capital A/c 20,000
 (First call money due on 1,000 shares @Rs. 20 per share)
 Bank A/c Dr. 19,250Calls-in-Arrears A/c Dr. 2,000
 To Equity Share First Call A/c 20,000To Calls-in-Advance A/c 1,250
 (First call money received on 900 shares andcalls-in-advance on 50 shares @ Rs. 25 per share)
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 In practice the entries for the amount received are recorded in the cash bookand not in the journal. (See Illustration 5)
 Illustration 5
 Unique Pictures Ltd. was registered with an authorised capital of Rs. 5,00,000divided into 20,000, 5% preference shares of Rs. 10 each and 30,000 equityshares of Rs. 10 each. The company issued 10,000 preference and 15,000 equityshares for public subscription. Calls on shares were made as under :
 Equity Shares Preference Shares(Rs.) (Rs.)
 Application 2 2Allotment 3 3First Call 2.50 2.50Second and Final Call 2.50 2.50
 All these shares were fully subscribed. All the dues were received except thesecond and final call on 100 equity shares and on 200 preference shares. Recordthese transactions in journal. You are also required to prepare the cash bookand balance sheet.
 SolutionBooks of Unique Pictures Limited
 Journal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Equity Share Application A/c Dr. 30,0005% Preference Share Application A/c Dr. 20,000
 To Equity Share Capital A/c 30,000To 5% Preference Share Capital A/c 20,000
 (Transfer of application money)
 Equity Share Allotment A/c Dr. 45,0005% Preference Share Allotment A/c Dr. 30,000
 To Equity Share Capital A/c 45,000To 5% Preference Share Capital A/c 30,000
 (Amount due on allotment)
 Equity Share First Call A/c Dr. 37,5005% Preference Share First Call A/c Dr. 25,000
 To Equity Share Capital A/c 37,500To 5% Preference Share Capital A/c 25,000
 (First call money due)
 Call-in-Arrears A/c Dr. 750To Equity Share Second and Final Call A/c 250To 5% Preference Share Final Call A/c 500
 (For Calls-in-Arrears)
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 Cash Book (Bank Column)Dr. Cr.
 Date Particulars L.F. Amount Date Particulars L.F. Amount(Rs.) (Rs.)
 Equity Share 30,000 Bal. c/d 2,49,250Application5% Preference Share 20,000ApplicationEquity Share 45,000Allotment5% Preference 30,000Share AllotmentEquity Share First 37,500Call5% Preference Share 25,000First CallEquity Share IInd 37,250& Final Call5% Preference Share 24,500IInd & Final Call
 2,49,250 2,49,250
 Balance Sheet of Unique Pictures as on . . . . .
 Liabilities Amount Assets Amount(Rs.) (Rs.)
 Authorised Capital Bank 2,49,25030,000 equity shares 3,00,000of Rs.10 each20,000, 5% preference 2,00,000 5,00,000shares of Rs.10 each
 Issued Capital15,000 equity shares 1,50,000of Rs.10 each10,000, 5% preference 1,00,000 2,50,000shares of Rs.10 each
 Paid-up Capital15,000; equity share of 1,50,000Rs.10 each10,000, 5% preference share of 1,00,000Rs.10 each 2,50,000Less : Calls in arrears : equity shares 250 preference shares 500 750 2,49,250
 2,49,250 2,49,250
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 Illustration 6
 Rohit and Company issued 30,000 shares of Rs.10 each payable Rs.3 onapplication, Rs.3 on allotment and Rs.2 on first call after two months. All moneydue on allotment was received, but when the first call was made a shareholderhaving 400 shares did not pay the first call and a shareholder of 300 sharespaid the money for the second and final call of Rs.2 which had not been made asyet.
 Give the necessary journal entries in the books of the company.
 Solution
 Books of Rohit & CompanyJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c Dr. 90,000
 To Share Application A/c 90,000
 (application money received on 30,000
 shares @ Rs.3 per share)
 Share Application A/c Dr. 90,000
 To Share Capital A/c 90,000
 (application money transferred to share
 capital account)
 Share Allotment A/c Dr. 90,000
 To Share Capital A/c 90,000
 (Allotment money due on 30,000 shares@ Rs.3 per share)
 Bank A/c Dr. 90,000
 To Share Allotment A/c 90,000
 (Allotment money received)
 Share First Call A/c Dr. 60,000
 To Share Capital A/c 60,000
 (First call money due on 30,000 shares@ Rs.2 per share)
 Bank A/c Dr. 59,800
 Call in Arrears A/c Dr. 800
 To Share First Call A/c 60,000
 To Calls in Advance A/c 600
 (Money received in advance on the second callfor 300 shares @ Rs.2 per share, and the firstcall not received on 400 shares @ Rs.2 per share)
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 Do it Yourself
 1. A company issued 20,000 equity shares of Rs.10 each payable at Rs.3 onapplication, Rs.3 on allotment, Rs.2 on first call and Rs.2 on second and thefinal call. The allotment money was payable on or before May 01, 2005; firstcall money on or before August Ist, 2005; and the second and final call on orbefore October Ist, 2005; ‘X’, whom 1,000 shares were allotted, did not pay theallotment and call money; ‘Y’, an allottee of Rs.600 shares, did not pay thetwo calls; and ‘Z’, whom 400 shares were allotted, did not pay the final call.Pass journal entries and prepare the Balance Sheet of the company as onDecember 31, 2005.
 2. Alfa company Ltd. issued 10,000 shares of Rs.10 each for cash payable at Rs.3on application, Rs.2 on allotment and the balance in two equal instalments.The allotment money was payable on or before March 3, 2006; the first callmoney on or before 30 June, 2006; and the final call money on or before 31st
 August, 2006. Mr. ‘A’, whom 600 shares were allotted, paid the entire remainingface value of shares allotted to him on allotment. Record journal entries incompany’s books and also prepare their balance sheet on the date.
 1.6.3 Over Subscription
 There are instances when applications for more shares of a company are receivedthan the number offered to the public for subscription. This usually happens inrespect of share issues of well-managed and financially strong companies andis said to be a case of ‘Over Subscription’.
 In such a condition, three alternatives are available to the directors to dealwith the situation: (1) they can accept some applications in full and totally rejectthe others; (2) they can make a pro-rata allotment to all; and (3) they can adopta combination of the above two alternatives which happens to be the mostcommon course adopted in practice.
 The problem of over subscription is finally resolved with the allotment ofshares. Therefore, from the accounting point of view, it is better to place thesituation of over subscription within the total frame of application and allotment,i.e. receipt of application amount, amount due on allotment and its receipt fromthe shareholders, and the same has been observed in the pattern of entries.
 First Alternative : When the directors decide to fully accept some applicationsand totally reject the others, the application money received from rejectedapplications is fully refunded. For example, a company invited applications for20,000 shares and received the applications for 25,000 shares. The directorstotally rejected the applications for 5,000 shares which are in excess of therequired number and refunded their application money in full. In this case, thejournal entries on application and allotment will be as follows :
 The journal entries on application and allotment according to this alternativeare as follows:
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 1 Bank A/c Dr.To Share Application A/c
 (Money received on application for 25,000shares @ Rs. _ per share)
 2 Share Application A/c Dr.To Share Capital A/cTo Bank A/c
 (Transfer of money on application 20,000 forshares allotted and money refunded onapplications for _ shares rejected)
 3 Share Allotment A/c Dr.To Share Capital A/c
 (Amount due on the allotment of _ shares@ Rs. _ per Share)
 4 Bank A/c Dr.To Share Allotment A/c
 (Allotment money received)
 Second Alternative : When the directors opt to make a proportionate allotmentto all the applicants (called ‘pro-rata’ allotment), the excess application moneyreceived is normally adjusted towards the amount due on allotment. In case,however, the excess application money received is more than the amount dueon allotment of shares, such excess amount may either be refunded or creditedto calls in advance.
 For example, in the event of applications for 20,000 shares being invitedand those received are for 25,000 shares, it is decieded to allot shares in theratio of 4:5 to all applicants. It is a case of pro-rata allotment and the excessapplication money received on 5,000 shares would be adjusted towards theamount due on the allotment of 20,000 shares. In this case, the journal entrieson application and allotment will be as follows.
 1 Bank A/c Dr.To Share Application A/c
 (Application money received on 25,000 shares@ Rs. _ per Share)
 2 Share Application A/c Dr.To Share Capital A/cTo Share Allotment A/c
 (Transfer of application money to sharecapital and the excess application moneycredited to share allotment.)
 3 Share Allotment A/c Dr.To Share Capital A/c
 (Amount due on the Allotment of 25,000 share@ Rs. _ per Share)
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 4 Bank A/c Dr.To Share Allotment A/c
 (Allotment money received after adjustingthe amount already received as excessapplication money)
 Third Alternative : When the application for some shares are rejected outrightly;and pro-rata allotment is made to the remaining applicants, the money on rejectedapplications is fully refunded and the excess application money received fromapplicants to whom prorata allotment has been made is adjusted towrds theamount due on the allotment of shares allotted.
 For example, a company invited applications for 10,000 shares and receivedapplications for 15,000 shares. the directors decided to reject the applicationsfor 2,500 shares outright and to make a pro-rata allotment of 10,000 shares tothe applicants for the remaining 12,500 shares so that four shares are allottedfor every five shares applied. In this case, the money on applications for 2,500shares rejected would be refunded fully and that on the remaining 2,500 shares(12,500 shares – 10,000 shares) would be adjusted against the allotment amountdue on 10,000 shares allotted and credited to share allotment account, thejournal entries on application and allotment recorded as follows:
 1 Bank A/c Dr.To Share Application A/c
 (Money received on application for 15,000shares @ Rs. _ per share)
 2 Share Application A/c Dr.To Share Capital A/cTo Share Allotment A/cTo Bank A/c
 (Transfer of application money to sharecapital, and the excess application amount ofpro-rata allottees credited to share allotment andthe amount on rejected applications refunded)
 3 Share Allotment A/c Dr.To Share Capital A/c
 (Amount due on the Allotment of 10,000shares @ Rs. _ per share)
 4 Bank A/c Dr.To Share Allotment A/c
 (Allotment money received after adjusting theamount already received as excessapplication money.)

Page 25
						

2 5Accounting for Share Capital
 Illustration 7
 Janta Papers Limited invited applications for 1,00,000 equity shares of Rs. 25each payable as under:
 On Application Rs. 5.00 per share
 On Allotment Rs. 7.50 per share
 On First Call Rs. 7.50 per share(due two months after allotment)
 On Second and Final Call Rs. 5.00 per share(due two months after First Call)
 Applications were received for 4,00,000 shares on January 01, 2006 andallotment was made on February 01, 2006.
 Record journal entries in the books of the company to record these sharecapital transactions under each of the following circumstances:
 1 The directors decide to allot 1,00,000 shares in full to selected applicantsand the applications for the remaining 3,00,000 shares were rejectedoutright.
 2 The directors decide to make a pro-rata allotment of 25 per cent of theshares applied for to every applicant; to apply the balance of applicationmoney towards amount due on allotment; and to refund the amountremaining thereafter.
 3 The directors totally reject applications for 2,00,000 shares, acceptfull applications for 80,000 shares and make a pro-rata allotment ofthe 20,000 shares to remaining applicants the excess of applicationmoney is to be adjusted towards allotment and calls to be made.
 Solution
 Books of Janta Papers LimitedJournal
 First Alternative
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 2006 January 01 Bank A/c Dr. 20,00,000
 To Equity Share Application A/c 20,00,000
 (Money received on applications for 4,00,000shares @ Rs. 5 per share)
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 February 01 Equity Share Application A/c Dr. 20,00,000
 To Equity Share Capital A/c 5,00,000
 To Bank A/c 15,00,000
 (Transfer of application money on 1,00,000shares to share capital and money refundedon rejected applications)
 February 01 Equity Share Allotment A/c Dr. 7,50,000
 To Equity Share Capital A/c 7,50,000
 (Amount due on the allotment of 1,00,000shares @ Rs 7.50 per share)
 Bank A/c Dr. 7,50,000
 To Equity Share Allotment A/c 7,50,000
 (Allotment money received)
 April 01 Equity Share First Call A/c Dr. 7,50,000
 To Equity Share Capital A/c Dr. 7,50,000
 (First call money due on 1,00,000 shares @Rs. 7.50 per share)
 June 01 Equity Share Second and Final Call A/c Dr. 5,00,000
 To Equity Share Capital A/c 5,00,000
 (Final Call money due on 1,00,000 shares@ Rs. 5 per share)
 June 01 Bank A/c Dr. 5,00,000
 To Equity Share Second and Final Call A/c 5,00,000
 (Final call money received)
 Second Alternative
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 2006
 January 01 Bank A/c Dr. 20,00,000
 To Equity Share Application A/c 20,00,000
 (Money received on applications for 4,00,000
 shares @ Rs. 5 per share)
 February 01 Equity Share Application A/c Dr. 20,00,000
 To Equity Share Capital A/c 5,00,000
 To Equity Share Allotment A/c 7,50,000
 To Bank A/c 7,50,000
 (Transfer of application money on Shares
 allotted to share capital, excess application
 amount credited to allotment account and
 money refunded on rejected applications)
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 February 01 Equity Share Allotment A/c Dr. 7,50,000
 To Equity Share Capital A/c 7,50,000
 (Amount due on the allotment of Rs. 1,00,000
 shares @ Rs 7.50 per share)
 February 01 Bank A/c Dr. 7,50,000
 To Equity Share Allotment A/c 7,50,000
 (Amount due on the allotment of Rs. 1,00,000
 shares @ Rs 7.50 per share)
 Note : The entries regarding the two calls would be the same as under the preceedingmethod.
 Third Alternative
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 2006 January 01 Bank A/c Dr. 20,00,000
 To Equity Share Application A/c 20,00,000
 (Money received on applications for 4,00,000shares @ Rs. 5 per share)
 February 01 Equity Share Application A/c Dr. 20,00,000
 To Equity Share Capital A/c 5,00,000
 To Equity Share Allotment A/c 1,50,000
 To Calls-in-Advance A/c 2,50,000
 To Bank A/c 11,00,000
 (Amount on share application adjusted toshare capital, share allotment and calls-in-advance and the balance refunded includingthe money on rejected applications
 February 01 Equity Share Allotment A/c Dr. 7,50,000
 To Equity Share Capital A/c 7,50,000
 (Transfer of application money on sharesallotted to share capital and amount dueon the allotment of 1,00,000 shares @Rs. 7.50 per share
 Bank A/c Dr. 6,00,000
 To Equity Share Allotment A/c 6,00,000
 (Allotment money received)
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 April 01 Equity Share First Call A/c Dr. 7,50,000
 To Equity Share Capital A/c 7,50,000
 (First Call money due on 1,00,000shares @ Rs. 7.50 per share)
 April 01 Bank A/c Dr. 6,00,000
 Calls-in-Advance A/c Dr. 1,50,000
 To Equity Share First Call A/c 7,50,000
 (Calls-in-advance adjusted against first calland the balance money on call received)
 June 01 Equity Share Second and Final Call A/c Dr. 5,00,000
 To Equity Share Capital A/c 5,00,000
 (Final Call money due on 1,00,000shares @ Rs. 5 per share)
 June 01 Bank A/c Dr. 4,00,0001
 Calls-in-Advance A/c Dr. 1,00,000
 To Equity Share Second and Final Call A/c 5,00,000
 (Calls-in-advance adjusted against final call
 and the balance money on call received)
 Note: The balance of excess application money as a result of pro-rata distribution injournal entry 3 above is large enough to meet the demands on allotted shares inrespect of the allotment and the two call money, as well as to leave an amount tobe refunded along with that on the rejected applications.
 Working Notes:
 (Rs.) (Rs.)Excess Application Money 15,00,000
 Less Transfers :
 Share Allotment —
 20,000 shares @ Rs. 7.50 1,50,000
 Share Calls —
 20,000 shares @ Rs. 12.50 2,50,000 4,00,0001
 Amount to be refunded (including that on 11,00,000the rejected applications)
 1.6.4 Undersubscription
 Under subscription is a situation where number of shares applied for is lessthan the number for which applications have been invited for subscription. Forexample, a comapny offered 2 lakh shares for subscription to the public but theapplications were received for 1,90,000 share, only. In such a situation, the
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 allotment will be confirmed to 1,90,000 share and entries shall be madeaccordingly. However, as stated earlier, it must be ensured that the companyhas received the minimum subscriptions (not less than 90% of the offer otherwisethe procedure for issue of shares cannot proceed further and the company willhave to refund the entire subscription amount received.
 1.6.5 Issue of Shares at a Premium
 It is quite common for the shares of financially strong and well-managedcompanies to be issued at a premium, i.e. at an amount more than the nominalor par value of shares. Thus, when a share of the nominal value of Rs. 100 isissued at Rs. 105, it is said to have been issued at a premium of 5 per cent.
 When the issue of shares is at a premium, the amount of premium maytechnically be called at any stage of the issue of shares. However, premium isgenerally called with the amount due on allotment, sometimes with theapplication money and rarely with the call money. The premium amount iscredited to a separate account called ‘Securities Premium Account’ and is shownon the liabilities side of the company’s balance sheet under the heading ‘Reservesand Surpluses’. It can be used only for the following four purposes as laid downby Section 78 of The Companies Act 1956:
 (a) to issue fully paid bonus shares to an extent not exceeding unissuedshare capital of the company;
 (b) to write-off preliminary expenses of the company;(c) to write-off the expenses of, or commission paid, or discount allowed
 on any of the shares or debentures of the company; and(d) to pay premium on the redemption of preference shares or debentures
 of the company.The Journal entries for shares are issued at a premium are as follows:
 1. For Premium Amount called with Application money
 (a) Bank A/c Dr.
 To Share Application A/c
 (Money received on application for —shares @ Rs. — per share including premium)
 Share Application A/c Dr.To Share Capital A/cTo Securities Premium A/c
 (Transfer of application money to sharecapital and securities premium accounts)
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 2. Premium Amount called with Allotment Money
 (a) Share Allotment A/c Dr.To Share Capital A/cTo Securities Premium A/c
 (Amount due on allotment of shares @Rs — per share including premium)
 (b) Bank A/c Dr.To Share Allotment A/c
 (Allotment money received including premium)
 Illustration 8
 Jupiter Company Limited issued 35,000 equity shares of Rs. 10 each at apremium of Rs.2 payable as follows:
 On Application Rs. 3On Allotment Rs. 5 (including premium)Balance on First and Final Call
 The issue was fully subscribed. All the money was duly received.Record journal entries in the books of the company.
 Solution
 Books of Jupiter Company LimitedJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c Dr. 1,05,000
 To Equity Share Application A/c 1,05,000
 (Money received on applications for 35,000 shares@ Rs. 3 per share)
 Equity Share Application A/c Dr. 1,05,000
 To Equity Share Capital A/c 1,05,000
 (Transfer of application money on allotmentto share capital)
 Equity Share Allotment A/c Dr. 1,75,000
 To Equity Share Capital A/c 1,05,000
 To Securities Premium A/c 70,000
 (Amount due on allotment of 35,000 shares @Rs. 5 per share including premium)
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 Bank A/c Dr. 1,75,000
 To Equity Share Allotment A/c 1,75,000
 (Money received including premium )
 Equity Share First and Final Call A/c Dr. 1,40,000
 To Equity Share Capital A/c 1,40,000
 (Amount due on First and Final Call of Rs. 4per share on 35,000 shares)
 Bank A/c Dr. 1,40,000
 To Equity Share First and Final Call A/c 1,40,000
 (Money received on First and Final Call )
 1.6.6 Issue of Shares at a Discount
 There are instances when the shares of a company are issued at a discount, i.e.at an amount less than the nominal or par value of shares, the difference betweenthe nominal value and issue price representing discount on the issue of shares.For example, when a share of the nominal value of Rs. 100 is issued at Rs. 98, itis said to have been issued at a discount of two per cent.
 As a general rule, a company cannot ordinarily issue shares at a discount. Itcan do so only in cases such as ‘reissue of forfeited shares’ (to be discussedlater) and in accordance with the provisions of section 79 of The Companies Act.
 It states that, a company is permitted to issue shares at a discount providedthe following conditions are satisfied:
 (a) The issue of shares at a discount is authorised by an ordinaryresolution passed by the company at its general meeting andsanctioned by the Company Law Board now Central Government.
 (b) The resolution must specify the maximum rate of discount at whichthe shares are to be issued but the rate of discount must not exceed10 per cent of the nominal value of shares. The rate of discount can bemore than 10 per cent if the Government is convinced that a higherrate is called-for under special circumstances of a case.
 (c) At least one year must have elapse since the date on which thecompany became entitled to commence the business.
 (d) The shares are of a class which has already been issued.(e) The shares issued within two months from the date of receiving sanction
 for the same from the Government or within such extended period asthe Government may allow.
 (f) If the offer prospectus at the date of issue must mention particulars ofthe discount allowed on the issue of shares.
 Whenever shares are issued at a discount, the amount of discount is broughtinto the books at the time of allotment by debiting an account called ‘Discount
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 on the Issue of Shares Account’. The journal entry to be passed for the purposeis as given below:
 Share Allotment A/c Dr.
 Discount on the Issue of Shares A/c Dr.
 Share Capital A/c
 (Amount due on allotment of — shares@ Rs — per share and discount on issuebrought into account.)
 ‘Discount on the Issue of Shares Account’,havingadebitbalance,denotesalossto the company and is shown on the asset side of the company’s balance sheetunder heading ‘Miscellaneous Expenditure’.It is written-off by being chargingit to the Securities Premium Account if any and, in its absence, by being graduallycharged to the Profit and Loss Account over a period of 5 to 10 years.
 Illustration 9
 Fine Arts Limited issued to the public for subscription of 10,000 shares of Rs.10each at a discount of 10% payable at Rs. 4 on application, Rs. 3 on allotmentand Rs.2 on Ist and the final call. The issue was fully subscribed and all themoney was duly received.
 Write journal entries for the above in the books of the company.
 Solution
 Books of Fine Arts LimitedJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c Dr. 40,000
 To Share Application A/c 40,000
 (Application money received on 10,000 shares @
 Rs. 4 per share)
 Share Application A/c Dr. 40,000
 To Share Capital A/c 40,000
 (Application money transferred to Share Capital)
 Share Allotment A/c Dr. 30,000
 Discount on Issue of Share A/c Dr. 10,000
 To Share Capital A/c 40,000
 (Amount due @ Rs. 3 per share on Allotmentand @ Re. 1 per share discount on10,000 shares allotted)
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 Bank A/c Dr. 30,000
 To Share Allotment A/c 30,000
 (Allotment money received on 10,000 shares)
 Share First and Final call A/c Dr. 20,000
 To Share Capital A/c 20,000
 (Final Call of Rs. 2 per share due on10,000 shares)
 Bank A/c Dr. 20,000
 To Share First and Final Call A/c 20,000
 (Final call money received on 10,000 shares)
 1.6.7 Issue of Shares for Consideration other than Cash
 There are instances where a company enters into an arrangement with thevendors from whom it has purchased assets, whereby the latter agrees to accept,the payment in the form of fully paid shares of the company issued to them.Normally, no cash is received for such issue of shares. These shares can also beissued either at par, at premium or at discount, and the number of shares to beissued will depend upon the price at which the shares are issued and the amountpayable to the vendor. Thus, to find out the number of shares to be issued tothe vendor will be calculated as follows:
 Amount PayableNo. of shares to be issued = Issue Price
 For example, Rahul Limited purchased building from Handa Limited forRs.5,40,000 and the payment is to be made by the issue of shares of Rs.100each. The number of shares to be issued shall be worked out as follows in differentsituations :
 (a) When shares are issued at par, i.e. at Rs.100Amount Payable
 Number of shares to be issued = Issue Price
 Rs. 5,40,000=
 Rs. 100
 = 5,400 shares
 (b) When shares issued at a discount of 10% i.e., at Rs.90 (100 – 10)
 Amount Payable Number of shares to be issued =
 Issue Price
 Rs. 5,40,000=
 Rs. 90
 = 6,000 shares
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 (c) When shares issued at premium of 20% i.e., at Rs.120 (100 + 20)
 Amount Payable Number of shares to be issued =
 Issue Price
 Rs. 5,40,000=
 Rs. 120
 = 4,500 shares
 The journal entries recorded for the share issued for consideration other thancash in above situations will be as follows :
 Books of Rahul LimitedJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Building A/c Dr 5,40,000
 To Handa Limited 5,40,000
 (Building purchased)
 (a) When shares are issued at par
 Handa Limited Dr. 5,40,000
 To Share Capital A/c 5,40,000
 ( 5,400 Shares issued at par)
 (b) When shares are issued at Discount of 10%
 Handa Limited Dr. 5,40,000
 Discount on Issue of Shares A/c Dr. 60,000
 To Share Capital A/c 6,00,000
 (6,000 shares issued at Rs.90 per share)
 (c) When shares are issued at premium of 20%
 Handa Limited Dr. 5,40,000
 To Share Capital A/c 4,50,000
 To Securities Premium A/c 90,000
 (4,500 shares issued at Rs.120 per share)
 Illustration 10
 Jindal and Company purchased a machine from High-Life Machine Limited forRs.3,80,000. As per purchase agreement, Rs. 20,000 were paid in cash andbalance by issue of shares of Rs.100 each. What will be the entry passed if theshare are issued :
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 (a) at par(b) at 10% discount(c) at 20% premium
 Solution
 Number of shares will be calculated as follows:i) When shares issued at par
 Rs. 3,60,000 = 3,600 shares Rs.100
 ii) When shares issued at discount
 Rs. 3,60,000 = 4,000 shares
 Rs.90
 iii) When shares issued at premium Rs. 3,60,000 = 3,000 shares Rs.120
 Books of Jindal and Company
 Journal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Machine A/c Dr. 3,80,000
 To Bank A/c 20,000
 To High Life machine Limited 3,60,000
 (Machine purchased and Rs.20,000 paid in cashand the balance paid by issue of share)
 (a) When shares are issued at parHigh-Life Machine Limited Dr. 3,60,000
 To Share Capital A/c 3,60,000
 (3,600 Shares of Rs.100 each)
 (b) When shares are issued at discountHigh Life Machine Limited Dr. 3,60,000
 Discount on Issue of Shares A/c Dr. 40,000
 To Share Capital A/c 4,00,000
 (4,000 shares of Rs.90 per share issuedat discount )
 (c) When shares are issued at premiumHigh Life Machine Limited Dr. 3,60,000
 To Share Capital A/c 3,00,000
 To Securities Premium A/c 60,000
 (3,000 shares issued at Rs.120 per share)
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 Test your Understanding – II
 Choose the Correct Answer.(a) Equity share holders are :
 (i) creditors(ii) owners(iii) customers of the company.
 (b) Nominal share capital is :(i) that Part of the authorised capital which is issued by the company.(ii) the amount of capital which is actually applied for by the prospective
 shareholders.(iii) the maximum amount of share capital which a company is authorised
 to issue.(iv) the amount actually paid by the shareholders.
 (c) Interest on calls-in-arrears is charged according to “Table A” at :(i) 5 %(ii) 6 %(iii) 8 %(iv) 11%
 (d) Money received in advance from shareholders before it is actually called-up bythe directors is :
 (i) debited to calls-in-advance account(ii) credited to calls-in-advance account(iii) debited to calls account.
 (e) Shares can be forfeited :(i) for non-paymnt of call money(ii) for failure to attend meetings(iii) for failure to repay the loan to the bank(iv) for which shares are pledged as a security.
 (f) The balance of share forfeited account after the reissue of forfeited shares istransferred to :
 (i) general reserve(ii) capital redemption reserve(iii) capital reserve(iv) reveneue reserve
 (g) Balance of share forfeiture account is shown in the balance sheet under theitem :
 (i) current liabilities and provisions(ii) reserves and surpluses(iii) share capital account(iv) unsecured loans
 1.7 Forfeiture of Shares
 It may happen that some shareholders fail to pay one or more instalments, viz.allotment money and/or call money. In such circumstances, the company canforfeit their shares, i.e. cancel their allotment and treat the amount alreadyreceived thereon as forfeited to the company within the framework of the
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 provisions in its articles. There provisions are usually based on Regulations 29to 35 of the Table A which authorise, the directors to forefeit the shares for non-payment of calls made. For this purpose, they have to strictly follow the procedurelaid down in this regard.
 When shares are forefeited all entries relating to the shares forfeited, exceptthose relating to premium, already recorded in the accounting records, must bereversed. Accordingly, share capital account is debited with the amount called-up in respect of shares are forfeited and crediting (i) the espective unpaid callsaccount’s or calls in arrears account, as the case may be will the unpaid amount,and (ii) share foreited account with the amount already received. Thus, the journalentry will be as follows:
 Share Capital A/c Dr.
 To Share Forfeiture A/c
 To Share Allotment A/c
 To Share Calls A/c (individually)
 (..... shares forfeited for non-payment of
 allotment money and calls made)
 Note : In case ‘Calls-in-Arrears’ account is maintained by a company, ‘Calls-in-Arrears’account would be credited in the above entry instead of ‘Share Allotment’ and/or‘Share Call or Calls’ account.
 The balance of shares forfeited account is shown as an addition to the totalpaid-up capital of the company under the heading ‘Share Capital’ on the liabilitiesside of the balance sheet till the forfeited shares are reissued.
 Illustration 11
 Handa Limited issued 10,000 equity shares of 100 each payable at follows:Rs. 25 on application, Rs. 30 on allotment, Rs. 20 on first call and Rs. 30 onsecond and final call 10,000 shares were applied for and allotment. All moneydue was received with the exception of both calls on 300 shares held by Supriya.These shares were forfeited. Give necessary journal entries.
 Solution
 Books of Handa LimitedJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c Dr. 2,50,000
 To Share Application A/c 2,50,000
 (Application money on 10,000 [email protected] per share received)
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 Share Application A/c Dr. 2,50,000
 To Share Capital A/c 2,50,000
 (Application money transferred toshare capital)
 Share Allotment A/c Dr. 3,00,000
 To Share Capital A/c 3,00,000
 (Money due on allotment of 10,000 shares@Rs. 30 per share)
 Bank A/c Dr. 3,00,000
 To Share Allotment A/c 3,00,000
 (Money received on 10,000 shares@ Rs. 30 per share on allotment)
 Share First Call A/c Dr. 2,00,000
 To Share Capital A/c 2,00,000
 (Money due on 10,000 shares@ Rs. 20 per share on Ist Call)
 Bank A/c Dr. 1,94,000
 To Share First Call A/c 1,94,000
 (First call money received except for 300 shares)
 Share Second and Final Call A/c Dr. 3,00,000
 To Share Capital A/c 3,00,000
 (Money due on 10,000 shares @ Rs. 30 pershare on Second and Final Call)
 Bank A/c Dr. 2,91,000
 To Share Second and Final Call A/c 2,91,000
 (Second and Final Call money received exceptfor 300 shares)
 Share Capital A/c Dr. 30,000
 To Share First Call A/c 6,000
 To Share Second and Final Call A/c 9,000
 To Share Forfeiture A/c 15,000
 (Three hundred shares Forfeited)
 Forfeiture of Shares issued at a Premium: Where shares were originally issuedat a premium and the premium amount has been fully realised, and later onsome share are forfeited due to non-payment of call money, the accountingtreatment of forfeiture would be on the same pattern as in the case of sharesissued at par. The important point to be noted in this context is that the sharepremium account is not to be debited at the time of forfeiture if the premium hasbeen received in respect of the forefeited share.
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 In case, however, if the premium amount has not been received, either whollyor partially, in respect of the shares forfeited, the Share Premium Account willalso be debited with the amount of premium not received along-with the ShareCapital Account at the time forfeiture. This will usually be the case when eventhe amount due on allotment has not been received. Thus, the journal entry torecord the forfeiture of shares issued at a premium on which premium has notbeen fully received, will be :
 Share Capital A/c Dr.Securities Premium A/c Dr.
 To Share Forfeiture A/cTo Share Allotment A/c and/orTo Share Calls A/c (individually)
 (..... shares forefeited for non-payment ofallotment money and calls made)
 Note: Where Calls-in-Arrears Account is maintained, Calls-in-Arrears Account is creditedand not Share Allotment and/or Share Call/Calls Accounts.
 Illustration 12
 Sahil, a share holder, failed to pay the share second and final call of Rs. 20 on1,000 shares issued to him at Rs. 120 (face value of Rs. 100 per share). Hisshares were forfeited after the second and final call. Give the necessary journalentry for forefeiture of the shares.
 Solution
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Share Capital A/c Dr. 1,00,000
 To Share IInd and Final Call A/c 20,000
 To Share Forfeiture A/c 80,000
 (Forfeiture of 300 shares for non-paymentof the final call)
 Illustration 13
 Sunena, a shareholder holding 500 shares of Rs.10 each, did not pay theallotment money of Rs. 4 per share (including a premium of Rs. 2) and the firstand final call of Rs. 3. Her shares were forfeited after the first and final call. Givejournal entry for forefeiture of the shares.
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 Solution
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Share Capital A/c Dr. 5 ,000Securities Premium A/c Dr. 1,000 To Share Allotment A/c 2,000
 To Share Ist and Final Call A/c 1,500 To Share Forfeiture A/c 2,500(Forfeiture of 500 shares for non-payment of Ist and final call)
 Forfeiture of Shares Issued at a Discount: Where shares forfeited were originallyissued at a discount, the discount applicable to such shares must be cancelledor written back. Hence the Discount on Issue of Shares Account should becredited at the time of forfeitures. So, that the balance on ‘Discount on Issue ofShares Account’ relates only to the remaining shares forming part of Share CapitalAccount. Thus, the journal entry to record the forfeiture will be :
 Share Capital A/c Dr.
 To Share Forfeiture A/c
 To Discount on Issue of Shares
 To Share Allotment A/c
 To Share Calls A/c
 or
 To Calls-in-Arrears A/c
 (Forefeiture of ..... shares for non-payment of
 allotment money and the calls made).
 Illustration 14
 Madan Limited invited application for 20,000 shares of Rs. 100 each at a discountof 10%, payable at Rs. 25 on application, Rs. 25 on allotment, Rs. 25 on firstcall and Rs. 15 on second and final call. Ritu who applied for 1,000 shares wasallotted 600 shares and the excess application money adjusted against theallotment money on the shares allotted. These shares were forfeited after thefirst call. Journalise the transaction for forfeiture after she having failed to pay:
 1. The allotment money and the first call, and
 2. the first call only.
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 Solution
 Books of Madam LimitedJournal
 1. When the Allotment and first call is not paid
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Share Capital A/c Dr. 51,000
 To Discount on Issue of Shares A/c 6,000
 To Share Allotment A/c 5,000
 To Share First Call A/c 15,000
 To Share Forfeiture A/c 25,000
 (600 shares forfeited after First Call for non-payment of allotment and First Call money)
 Note: The amount due on allotment was Rs. 5,000 only as the excess application moneyof Rs. 10,000 had been adjusted against the allotment money of Rs. 15,000 duefrom her.
 2. When only the first call is not paid
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Share Capital A/c Dr. 51,000
 To Discount on issue of shares A/c 6,000
 To Share First Call A/c 15,000
 To Share Forfeiture A/c 30,000
 (600 shares forfeited after First Call onnon-payment of First Call money)
 Illustration 15
 Ashok Limited issued 3,00,000 equity shares of Rs. 10 each at a premium ofRs. 2 per share, payable at Rs. 3 on application, Rs. 5 on allotment (includingpremium) and the balance in two calls of equal amount.
 Applications were received for 4,00,000 shares and pro-rata allotment wasmade to all the applicants. The excess application money was adjusted towardsallotment. Mukesh who was allotted 800 shares failed to pay both the calls andhis shares were forfeited after the second call. Record necessary journal entriesin the books of Ashok Limited and also show the balance sheet:
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 Solution
 Books of Ashok LimitedJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c Dr. 12,00,000
 To Equity Share Application A/c 12,00,000
 (Application money received on4,00,000 shares)
 Equity Share Application A/c Dr. 12,00,000
 To Equity Share Capital A/c 9,00,000
 To Equity Share Allotment A/c 3,00,000
 (Application money on 3,00,000 shares transferredto share capital account and the excess amountadjusted to share allotment account)
 Equity Share Allotment A/c Dr. 15,00,000
 To Equity Share Capital A/c 9,00,000
 To Securities Premium A/c 6,00,000
 (Allotment money due on 3,00,000 shares)
 Bank A/c Dr. 12,00,000
 To Equity Share Allotment A/c 12,00,000
 (Allotment amount received after adjustingexcess money received with application)
 Equity Share First Call A/c Dr. 6,00,000
 To Equity Share Capital A/c 6,00,000
 (First Call amount due on 3,00,000 shares)
 Bank A/c Dr. 5,98,400
 Calls in arrears A/c Dr. 1,600
 To Equity Share First Call A/c 6,00,000
 (First Call amount received on 2,99,200 shares)
 Equity Share Second and Final Call A/c Dr. 6,00,000
 To Equity Share Capital A/c 6,00,000
 (Second Call amount due)
 Bank A/c Dr. 5,98,400
 Calls in Arrears A/c Dr. 1,600
 To Equity Share Second and Final Call A/c 6,00,000
 (Amount on 2,99,200 shares received)
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 Equity Share Capital A/c Dr. 8,000
 To Share Forfeited A/c 4,800
 To Call in Arrears A/c 3,200
 (Forfeiture of 800 shares)
 Balance Sheet of Ashok Limited as on ..............
 Liability Amount Assets Amount
 Share Capital 29,92,000 Bank 35,96,800
 Securities premium 6,00,000
 Forfeited Share 4,800
 35,96,800 35,96,800
 Illustration 16
 High Light India Ltd. invited applications for 30,000 Shares of Rs. 100 each at apremium of Rs. 20 per share payable as follows :
 On Application Rs. 40 (including Rs.10 premium)
 On Allotment Rs. 30 (including Rs.10 premium)
 On First Call Rs. 30
 On Second & Final Call Rs. 20
 Applications were received for 40,000 shares and pro-rata allotment wasmade on the application for 35,000 share. Excess application money is to beutilised towards allotment.
 Rohan to whom 600 Shares allotted failed to pay the allotment money andhis shares were forfeited after allotment.
 Aman who applied for 1,050 shares failed to pay first call and his share wereforfeited after Ist Call.
 Second and final call was made. All the money due on IInd call have beenreceived.
 Of the shares forfeited, 1,000 share were reissued as fully paid-up for Rs. 80per share, which included the whole of Aman’s shares.
 Record necessary journal entries in the books of High Light India Ltd.
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 Solution
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c Dr. 16,00,000
 To Share Application A/c 16,00,000
 (Application money received on 40,000 shares)
 Share Application A/c Dr. 14,00,000
 To Share Capital A/c 9,00,000
 To Securities Premium A/c 3,00,000
 To Share Allotment A/c 2,00,000
 (Application money transferred to share capitalaccount, securities premium account and theexcess money transfered to share allotment account)
 Share Allotment A/c Dr. 9,00,000
 To Share Capital A/c 6,00,000To Securities Premium A/c 3,00,000
 (Money due on allotment)
 Share Application A/c Dr. 2,00,000
 To Bank A/c 2,00,000
 (Amount returned on 500 shares)
 Bank A/c Dr. 6,86,000
 To Share Application A/c 6,86,000
 (Amount received in allotment)
 Share Capital A/c Dr. 30,000Securities Premium A/c Dr. 12,000
 To Share Allotment A/c 14,000
 To Share Forfeiture A/c 28,000
 (Forfeiture of 600 shares of Rohan fornon-payment of allotment money)
 Share First Call A/c Dr. 8,82,000
 To Share Capital A/c 8,82,000
 (First Call money due on 29,400 shares)
 Bank A/c Dr. 8,55,000
 To Share First Call A/c 8,55,000
 (First call money received on 28,500 shares)
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 Share Capital A/c Dr. 72,000
 To Share First Call A/c 27,000
 To Share Forfeiture A/c 45,000
 (Forfeiture of 900 Aman Shares)
 Share IInd & Final Call A/c Dr. 5,70,000
 To Share Capital A/c 5,70,000
 (IInd & Final Call money due on 28,500 shares)
 Bank A/c Dr. 5,70,000
 To Share IInd & Final Call A/c 5,70,000
 (Due money received)
 Bank A/c Dr. 80,000
 Share Forfeiture A/c Dr. 20,000
 To Share Capital A/c 1,00,000
 (Reissue of 1,000 forfeited shares)
 Share Forfeiture A/c Dr. 29,666
 To Capital Reserve 29,666
 (Profit on 1,000 reissued shares transferred tocapital reverve)
 Working Notes :
 (I) Excess amount received on Rohan’s application
 Rohan has been alloted = 600 Shares
 He must have applied for Rs . 3 5 ,0 0 0 6 0 0Rs . 3 0 ,0 0 0 700 Shares
 Rs.
 Amount received from Rohan = 700 × Rs. 40 28,000
 Amount Adjusted on Application = 600 × Rs. 40 (24,000)
 Amount Adjusted on Allotment 4,000
 Money due on Allotment = 600 × Rs. 30 18,000
 Money Adjusted (4,000)
 Balance due on Allotment 14,000
 (II) Amount recieved on Allotment
 Total Amount due on Allotment = Rs. 30,000 × Rs. 30 = 9,00,000
 Amount received on Application (2,00,000)
 7,00,000
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 Amount not received on Rohan’s Share (14,000)
 Money received on First Call 6,86,000
 (III) First Call money due on 29,400 shares
 29,400 × Rs. 30 = 8,82,000
 Application money not received on900 Shares 900 × Rs. 30 (27,000)
 8,55,000
 (IV) 1000 shares have been reissued including 900 shares of Aman and Balance100 shares of Rohan
 Profit on 100 shares = 2 8 ,000 10 0
 600 = 4,666
 Profit in 900 shares = 45,000
 49,666
 Less: Loss on issue of 1,000 shares (20,000)
 29,666
 (V) Balance in Share forfeiture Account of 500 shares
 Rs. 28 ,0 00 50 0
 60 0 = Rs. 23,334
 Do it Yourself
 1. A company forfeited 100 equity shares of Rs.10 each issued at a premium of20% for non-payment of final call of Rs.5 including the premium. Show thejournal entry to be passed for forefeiture of shares.
 2. A company forfeited 800 equity shares of Rs.10 each issued at a discount of10% for non-payment of two calls of Rs.2 each. Calculate the amount forfeitedby the company and pass the journal entry for forefeiture of the shares.
 Illustration 17
 X Ltd. issued for public subscription 40,000 equity shares of Rs. 10 each atpremium of Rs. 2 per share payable as under :
 On application Rs. 4 per share
 On Allotment Rs. 5 per share (including premium)
 On Call Rs. 3 per share
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 Applications were received for 60,000 shares. Allotment was made pro-ratato the applicants for 48,000 shares, the remaining applications being rejected.Money overpaid on application was applied towards sums due on allotment.
 Shri Chitnis, to whom 1,600 shares were allotted, failed to pay the allotmentmoney and Shri Jagdale, to whom 2,000 shares were allotted, failed to pay thecall money. These shares were subsequently forfeited.
 Record journal entries in the books of the company to record the abovetransactions.
 Solution
 Books of X Ltd.Journal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c Dr. 2,40,000
 To Equity Share Application A/c 2,40,000
 (Money received on applications for 60,000shares @ Rs. 4 per share)
 Equity Share Application A/c Dr. 2,40,000
 To Equity Share Capital A/c 1,60,000
 To Equity Share Allotment A/c 32,000
 To Bank a/c 48,000
 (Application amount transferred to sharecapital, money refunded on rejectedapplications and excess application moneyunder pro-rata distribution credited toshare allotment)
 Equity Share Allotment A/c Dr. 2,00,000
 To Equity Share Capital A/c 1,20,000
 To Securities Premium A/c 80,000
 (Amount due on allotment of 40,000 shares@ Rs. 5 per share including premium)
 Bank A/c Dr. 1,61,280Calls-in-Arrears A/c Dr. 6,720
 To Equity Share Allotment A/c 1,68,000
 (Money received consequent upon allotment)
 Equity Share Call A/c Dr. 1,20,000
 To Equity Share Capital A/c 1,20,000
 (First call money due on 40,000shares @ Rs. 3 per share)
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 Bank A/c Dr. 1,09,200
 Calls-in-Arrears A/c Dr. 10,800
 To Equity Share Call A/c 1,20,000
 (Money received on first call)
 Equity Share Capital A/c Dr. 36,000
 Securities Premium A/c Dr. 3,200
 To Forfeited Shares A/c 21,680
 To Call-in-Arrears A/c 17,520
 (Entry for forfeiture of 3,600 shares)
 Working Notes :
 I. Amount received on allotment Rs.a) Amount due on allotment 2,00,000
 40,000 shares × Rs. 5 per shareb) Amount actually due on allotment 2,00,000
 Amount due on allotmentLess excess Application amount 32,000Applied to allotmentAmount actually due 1,68,000
 c) Allotment amount due from Chitnis 8,000Allotment money on Chitnis’s share1,600 shares × Rs. 5 per shareLess excess application money paid 1,280Due to pro-rata distribution –(1,920 shares – 1,600 shares) 320 × 4 6,720
 Allotment amount due from Chitnis
 According to the ratio of pro-rata distribution (40,000 shares : 48,000 shares),for 1,600 shares to be allotted, Chitnis must have applied for 1,920 shares(1,600 shares × 6/5).
 d) Allotment money received 1,68,000(Amount actually due on Allotment)Less Amount unpaid by Chitnis (6,720)
 Amount received 1,61,280
 II. Balance on Shares Forfeited AccountAmount paid by Chitnis :1,920 Shares applied for × Rs. 4 per share 7,680Amount paid by Jagdale :
 2,000 Shares × (Rs. 4 + Rs. 3) 14,000
 Total balance 21,680
 Note : Premium amount on Jagdale’s shares will not be taken into account as it hasbeen received in full by the company.
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 1.7.1 Re-issue of Forfeited Shares
 The directors can either cancel or re-issue the forefeited shares. In most cases,however, they reissue special shares which may be at par, at premium or at adiscount. Normally, the forfeited shares are reissued as fully paid and at adiscount. In this context, it may be noted that the amount of discount allowedcannot exceed the amount that had been received on forfeited shares on theiroriginal issue, and that the discount allowed on reissue of forfeited shares shouldbe debited to the ‘Share Forfeited Account’. The balance, if any, left in the Share-Forfeited Account, should be treated as capital profit and transferred to CapitalReserve Account. For example, when a company forfeits 200 shares of Rs. 10each on which Rs. 600 had been received, it can allow a maximum discount ofRs. 600 on their reissue. Assuming that the company reissues these shares forRs. 1,800 as fully paid, the necessary journal entry will be:
 Bank A/c Dr. 1,800
 Share Forfeiture A/c Dr. 200
 To Share Capital A/c 2,000
 (Reissue of 200 forfeited shares at Rs. 9 pershare as fully paid)
 This shall leave a balance of Rs. 400 in share forfeited account which shouldbe transferred to Capital Reserve Account by recording the following journalentry:
 Forfeited Share A/c Dr. 400
 To Capital Reserve 400
 (Profit on reissue of forfeited sharestransferred)
 Another important point to be noted in this context is that the capital profitarises only in respect of the forefited share reissued, and not on all forefeitedshares. Hence, when a part of the forfeited shares are reissued, the whole balanceof Share Forfeited Account cannot be transferred to the capital reserve. In sucha situation, it is only the proportionate amount of balance that relates to theforefeited shares reissued which should that relates to the forefeited sharesreissued which should be transferred to capital reserve, ensuring that theremaining balance in Share forefeited Account is equal to the amount forefeitedon shares not yet reissued.
 Illustration 18
 The director of Poly Plastic Limited resolved that 200 equity shares of Rs.100each be forfeited for non-payment of the IInd and final call of Rs.30 per share.Out of these, 150 shares were re-issued at Rs.60 per share to Mohit.
 Show the necessary journal entries .
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 Solution
 Books of Poly Plastic LimitedJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Share Capital A/c Dr. 20,000
 To Share Forfeited A/c 14,000
 To Share IInd and Final Call A/c 6,000
 (200 shares forfeited for non-paymentof final call at Rs.30 per share)
 Bank A/c Dr. 9,000
 Share Forfeiture A/c Dr. 6,000
 To Share Capital A/c 15,000
 (Reissue of 150 shares of Rs.100 each,issued as fully paid for Rs.60 each)
 Share Forfeited A/c Dr. 4,500
 To Capital Reserve 4,500
 (Profit on reissue of 150 forfeited shares
 transferred to capital reserve)
 Working Notes :(Rs.)
 Total amount forfeited on 200 shares = 14,000 (200 × Rs.70)Amount forfeited on 150 shares = 10,500 (150 × Rs.70)Amount forfeited on 50 shares = 3,500 (50 × Rs.70)Amount of discount on reissue of 150 shares = 6,000 (150 × Rs.40)Amount of profit on reissued sharestransferred to capital reserve = 4,500 (Rs. 10,500 – Rs.6,000)Balance left in share forfeited account = 4,500 (Rs.14,000 – Rs.6,000(equal to amount forfeited on 50 shares) – Rs. 3,500)
 Illustration 19
 On January 1, 2002, the director of X Ltd. issued for public subscription 50,000equity shares of Rs. 10 each at Rs. 12 per share payable as to Rs. 5 on application(including premium), Rs. 4 on allotment and the balance on call in May 01,2002.
 The lists were closed on February 10, 2002 by which date applications for70,000 were received. Of the cash received Rs. 40,000 was returned andRs.60,000 was applied to the amount due on allotment, the balance of whichwas paid on February 16, 2002.
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 All the shareholders paid the call due on May 01, 2002 with the exception ofan allottee of 500 shares.
 These shares were forfeited on September 29, 2002 and reissued us fullypaid at Rs. 8 per share on November 01, 2002.
 The company, as a matter of policy, does not maintain a Calls-in-ArrearsAccount.
 Give journal entries to record these share capital transactions in the booksof X. Ltd.
 SolutionBook of X. Ltd.
 Journal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Feb.10 Bank A/c Dr. 3,50,000
 To Equity Share Application 3,50,000 and Allotment A/c
 (Amount received on application for70,000 shares @ Rs. 5 per shareIncluding Premium)
 Feb.16 Equity Share Application A/c Dr. 2,50,000To Equity Share Capital A/c 1,50,000
 To Securities Premium A/c 1,00,000
 (Transfer of application money on 50,000shares to share capital and premiumaccounts consequent upon allotment)
 Feb.16 Equity Share Allotment A/c Dr. 2,00,000To Equity Share Capital A/c 2,00,000
 (Amount due on allotment of 50,000 Shares@ Rs. 4 per share)
 Feb.16 Equity Share Application A/c Dr. 1,00,000To Bank A/c 1,00,000
 To Equity Share Allotment A/c
 (Money refunded for 8,000 shares and balancetransfer to share capital account)
 Feb.16 Bank A/c Dr. 1,40,000
 To Equity Share Allotment A/c 1,40,000
 (Money received on allotment)
 May 1 Equity Share First & Final Call A/c Dr. 1,50,000
 To Equity Share Capital A/c 1,50,000
 (First call money due)
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 May 1 Bank A/c Dr. 1,48,500
 To Equity Share First & Final Call A/c 1,48,500
 (Money received on first call)
 Sept.29 Equity Share Capital A/c Dr. 5,000
 To Share Forfeited A/c 3,500
 To Equity Share First & Final Call A/c 1,500
 (Forfeiture of 500 shares for non-payment of call)
 Nov. 1 Bank A/c Dr. 4,000
 Shares Forfeited A/c Dr. 1,000
 To Equity Share Capital A/c 5,000
 (Reissue of 500 forfeited shares as fullypaid at Rs. 4 per share)
 Nov. 1 Share Forfeited A/c Dr. 2,500
 To Capital Reserve 2,500
 (Balance on Share Forfeited Accountstransferred to capital reserve)
 Illustration 20
 A limited company forfeited 1,000 equity shares of Rs. 10 each, issued at adiscount of 10 per cent, for non-payment of first call of Rs. 2 and second call ofRs. 3 per share.
 These shares were reissued to A upon payment of Rs. 7,000 credited as fullypaid.
 The company maintains calls-in-arrears account.Record journal entries in the books of the company relating to forfeiture of
 1,000 shares and their reissue.
 SolutionBooks of Limited Company
 Journal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Equity Share Capital A/c Dr. 10,000
 To Share Forfeited A/c 4,000
 To Discount on the Issue of Share A/c 1,000
 To Calls-in-Arrears A/c 5,000
 (Forfeiture of 1,000 shares for non-paymentof call and discount on issue written back)
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 Bank A/c Dr. 7,000
 Discount on Issue of Shares a/c Dr. 1,000
 Shares Forfeited A/c Dr. 2,000
 To Equity Share Capital A/c 10,000
 (Reissue of 1,000 forfeited shares as fullypaid at Rs. 7 per share, discount on issuewritten back and the balance debited toforfeited shares account)
 Share Forfeited A/c Dr. 2,000
 To Capital Reserve 2,000
 (Closure of forfeited shares)
 Illustration 21
 O Limited issued a prospectus offering 2,00,000 Equity Shares of Rs. 10 each,at a premium of Rs. 2 per share, payable as follows:
 On Application Rs. 2.50 per shareOn Allotment Rs. 4.50 per share
 (including premium)On First Call (three months from allotment) Rs. 2.50 per shareOn Second Call (three months after call) Rs. 2.50 per shareSubscriptions were received for 3,17,000 shares on April 23, 2002 and the
 allotment made on April 30, was as under :Shares Allotted
 (i) Allotment in full (two applicants paid in 38,000 full on allotment in respect of 4,000 shares each)
 (ii) Allotment of two shares for every 1,60,000three shares applied for
 (iii) Allotment of one share for every 2,000four shares applied for
 Cash amounting to Rs. 77,500 (being application money received withapplications on 31,000 shares upon which no allotments were made) wasreturned to applicants on May 6, 2002.
 The amounts called from the allottees were received on the due dates withthe exception of the final call on 100 shares. These shares were forfeited onNovember 15, 2002 and reissued to A on November 16 for payment of Rs. 9 pershare.
 Record journal entries other than those relating to cash, in the books of OLimited, and also show how the transactions would appear in the Balance Sheet,assuming that the Company paid interest due from it on October 31, 2002.

Page 54
						

5 4 Accountancy : Company Accounts and Analysis of Financial Statements
 Solution
 Book of O LimitedJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 April 30 Share application A/c Dr. 7,15,000
 To Equity Share Capital A/c 5,00,000
 To Equity Share Allotment A/c 1,75,000
 To Cash-in-Advance A/c 40,000
 (Transfer of Application Money to sharecapital after allotment and excess appliationmoney on 86,000 shares due to pro-rataallotment credited to share allotment)
 April 30 Equity Share Allotment A/c Dr. 9,00,000
 To Equity Share Capital A/c 5,00,000
 To Securities Premium A/c 4,00,000
 (Allotment amount due on 2,00,000shares @ Rs. 4.50 per share includingpremium)
 July 31 Equity Share First Call A/c Dr. 5,00,000
 To Equity Share Capital A/c 5,00,000
 (First call money due on 2,00,000 shares@ Rs. 2.50 per share)
 July 31 Calls-in-Advance A/c Dr. 20,000
 To Equity share First Call A/c 20,000
 (Call in advance on 8,000 shares adjustedagainst first call money due)
 Oct. 31 Equity Share Second and Final Call A/c Dr. 5,00,000
 To Equity Share Capital A/c 5,00,000
 (Second call money due on 2,00,000 shares@ Rs. 2.50 per share)
 Oct. 31 Calls in Advance A/c Dr. 20,000
 To Equity Share Second and Final Call A/c 20,000
 (Calls in advance on 8,000 sharesadjusted against second call money due)
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 Nov. 15 Equity Share Capital A/c Dr. 1,000
 To Equity Shares Forfeited A/c 750
 To Equity share Second and Final Call A/c 250
 (Forfeiture of 100 shares for the non-paymentof call money)
 Nov. 16 Equity Shares Forfeited A/c Dr. 100
 To Equity Share Capital A/c 100
 (Amount due from A for the reissueof 100 shares as fully paid at Rs. 9per share)
 Nov. 16 Equity Shares Forfeited A/c Dr. 650
 To Capital Reserve 650
 (The closure of forfeited shares)
 Cash Book
 Dr. Cr.
 Receipts Amount Payments Amount(Rs.) (Rs.)
 Equity Share Aplication 7,92,500 Equity Shares Application 77,500
 Equity Share Allotment 6,85,000 Balance c/f 23,60,650
 Equity Share First Call 4,80,000
 Equity Share Second and
 First Call 4,79,750
 Equity Share Capital 900
 24,38,150 24,38,150
 Working Notes :
 1. Excess Application Money
 Categories of No. of Shares No. of Share Ratio ofAllotment Applied Alloted Allotment
 i 38,000 38,000 100%ii 2,40,000 1,60,000 2/3iii 8,000 2,000 1/4
 2,86,000 2,00,000
 Therefore, refund of application money = 3,17,000 – 2,86,000 × Rs. 2.50
 = Rs. 77,500
 Application money received = Rs. 7,15,000(2,86,000 shares @ Rs. 2.50)
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 Application money due : = Rs. 5,00,000(2,00,000 shares @ Rs. 2.50)
 Excess application money Rs. 2,15,000
 2. Amount of Calls-in-Advance
 As two allotees, each holding 4,000 shares, paid the full amount on allotment, amountof calls-in-advance is thus :8,000 shares × (Rs. 2.50 + Rs. 2.50) = Rs. 40,000
 Box 4
 Buy-Back of Shares : When a company purchased its own shares, it is called ‘Buy-Back of Shares’. Section 77A of the Companies Act, 1956 provides such a facility tothe companies and can buy its own shares from either of the following :
 (a) Existing equity shareholders on a proportionate basis(b) Open Market(c) Odd lot shareholders(d) Employees of the company
 The company can buy back its own shares either from the free reserves, securitiespremium or from the proceeds of any shares or other specified securities. In caseshares are bought back out of free reserves, the company must transfer a sum equalto the nominal value of shares bought back to ‘Capital Redemption Reserve Account’.
 Section 77A of The Companies Act 1956 has laid down the following proceduresfor buy-back of shares :
 (a) The Articles of the Association must authorise the company for the buy-backof shares.
 (b) A special resolution must be passed in the companies’ Annual General Bodymeeting.
 (c) The amount of buy-back of shares should not exceed 25% of the paid-upcapital and free reserves.
 (d) The debt-equity ratio should not be more than a ratio of 2:1 after the buy-back.
 (e) All the shares of buy-back should be fully paid-up.(f) The buy-back of the shares should be completed within 12 months from the
 date of passing the special resolution.(g) The company should file a solvency declaration with the Registrar and SEBI
 which must be signed by at least two directors of the company.
 Illustration 22
 Garima Limited issued a prospectus inviting applications for 3,000 shares ofRs. 100 each at a premium of Rs.20 payable as follows:
 On Application Rs.20 per shareOn Allotment Rs.50 per share (Including premium)On First call Rs.20 per shareOn Second call Rs.30 per share
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 Applications were received for 4,000 shares and allotments made on pro-rata basis to the applicants of 3,600 shares, the remaining applications beingrejected, money received on application was adjusted on account of sums dueon allotment.
 Renuka whom 360 shares were allotted failed to pay allotment money andcalls money, and her shares were forfeited.
 Kanika, the applicant of 200 shares failed to pay the two calls, her shareswere also forfeited. All these shares were sold to Naman as fully paid for Rs.80per share. Show the journal entries in the books of the company.
 Solution
 Books of Garima LimitedJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c Dr. 80,000
 To Share Application A/c 80,000
 (Application money received on 4,000shares @ Rs. 20 per share)
 Share Application A/c Dr. 80,000
 To Share Capital A/c 60,000
 To Share Allotment A/c 12,000
 To Bank A/c 8,000(Transfer of application money on 3,000 sharesto Share Capital Account, on 600 sharesto Allotment Account, and on of 400shares refunded)
 Share Allotment A/c Dr. 1,50,000
 To Share Capital A/c 90,000
 To Securities Premium A/c 60,000
 (Money due on allotment @ Rs. 50 per shareon 3,000 shares including Rs.20 on accountof share premium)
 Bank A/c Dr. 1,21,440
 To Share Allotment A/c 1,21,440
 (Money received on share allotment:See note 1)
 Share First Call A/c Dr. 60,000
 To Share Capital A/c 60,000
 (Money due on call on 3,000 shares @Rs.20 per share)
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 Bank A/c Dr. 48,800
 To Share First Call A/c 48,800
 (First call money received on 2440 shares)
 Share Second and Final Call A/c Dr. 90,000
 To Share Capital A/c 90,000
 (Money due on call on 3,000 shares @Rs.30 per share)
 Bank A/c Dr. 73,200
 To Share Second and Final Call A/c 73,200
 (Second and Final Call money receivedon 2,440 shares)
 Share Capital A/c Dr. 56,000
 Securities Premium A/c (See note 2) 7,200
 To Share Allotment A/c 16,560
 To Share First Call A/c 11,200
 To Share Second and Final A/c 16,800
 To Shares Forfeited A/c (See Note 3) 18,640
 (Forfeiture of 560 shares)
 Bank A/c Dr. 44,800
 Share Forfeiture A/c Dr. 11,200
 To Share Capital A/c 56,000
 (Reissue of 560 forfeited shares)
 Shares forfeiture A/c Dr. 7,440
 To Capital Reserve 7,440
 (Profit on forfeiture and reissue of 560 forfeitedshares transferred)
 Working Notes :
 Amount received on allotment has been calculated as follows:(Rs.)
 Total money due on allotment (including premium) 1,50,000Less : Application money receive on 600 shares adjusted 12,000
 towards allotment money
 Net amount due on allotment on 3000 shares 1,38,000Less : Allotment money due on 360 shares alloted to
 Renuka, not received 36 0 ×
 3 0 00 1,38,000 16,560
 Net amount received on 2,640 shares 1,21,440
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 Since the allotment money which includes securities premium of Rs. 20 per sharehas not been received. on 360 shares held by Renuka (now forfeited) has beendebited to share premium account as per rules.
 Amount forefeited has been worked out as follows :-
 Application money received from Renuka:3,600360 × 3,000 = 432 × Rs. 20 = Rs. 8,640
 Application and Allotment money received from Kanika on 200 shares Rs. 10,000
 Total amount received on forefeited shares Rs. 18,640
 Do it Yourself
 Excell Company Limited made an issue of 1,00,000 Equity Shares of Rs.10 each,payable as follows :
 On Application Rs.2.50 per share
 On Allotment Rs.2.50 per share
 On Ist and Final Call Rs.5.00 per share
 X, the holder of 400 shares did not pay the call money and his shares were forfeited.Two hundred of the forfeited shares were reissued as fully paid at Rs.8 per share.Draft necessary journal entries and prepare Share Capital and Share Forfeited’accounts in the books of the company.
 Test your Understanding – III
 (a) If a Share of Rs. 10 on which Rs. 8 is called-up and Rs. 6 is paid is forfeited.State with what amount the Share Capital account will be debited.
 (b) If a Share of Rs. 10 on which Rs. 6 has been paid is forfeited, at what minimumprice it can be reissued.
 (c) Allhuwalia Ltd. issued 1,000 equity shares of Rs. 100 each as fully paid-up inconsideration of the purchase of plant and machinery worth Rs. 1,00,000. Whatentry will be recorded in company’s journal.
 Illustration 23
 Sunrise Company Limited offered for public subscription 10,000 shares of Rs.10each at Rs. 11 per share. Money was payable as follows:
 Rs. 3 on application
 Rs. 4 on allotment (including premium)
 Rs. 4 on first and final call.
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 Applications were received for 12,000 shares and the directors made pro-rata allotment.
 Mr. Ahmad, an applicant for 120 shares, could not pay the allotment andcall money, and Mr. Basu, a holder of 200 shares, failed to pay the call. All theseshares were forfeited.
 Out of the forfeited shares, 150 shares (the whole of Mr. Ahmad’s sharesbeing included) were issued at Rs. 8 per share. Record journal entries for theabove transactions and prepare the share forfeited account.
 Solution
 Books of Sunrise Company LimitedJournal
 Date Particulars L.F. Debit CreditAmount Amount
 (Rs.) (Rs.)
 Bank A/c (See Note 1) Dr. 36,000
 To Share Application A/c 36,000
 (Application money received on 12,000 shares@ Rs. 3 per share)
 Share Application A/c Dr. 36,000
 To Share Capital A/c 30,000
 To Share Allotment A/c 6,000
 (Transfer of application money to share capitalaccount on 10,000 shares and the balanceto allotment account)
 Share Allotment A/c Dr. 40,000
 To Share Capital A/c 30,000
 To Securities Premium A/c 10,000
 (Money due on allotment @ Rs. 4 per shareon 10,000 shares including Re 1 on accountof share premium)
 Bank A/c Dr. 33,660
 To Share Allotment A/c 33,660
 (Money received on share allotment: See note 1)
 Share Ist and Final Call A/c Dr. 40,000
 Share Capital A/c 40,000
 (Money due on call on 10,000 shares@ Rs. 4 per share)
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 Bank A/c Dr. 38,800To Share Ist and Final Call A/c 38,800
 (Call money received on 9,700 shares)
 Share Capital A/c Dr. 3,000Securities Premium A/c (See Note 2) 100
 To Share Allotment A/c 340To Share Ist and Final Call A/c 1,200To Share Forfeiture A/c (See Note 3) 1,560
 (Forfeiture of 300 shares)
 Bank A/c Dr. 1,200
 Share Forfeiture A/c Dr. 300
 To Share Capital A/c 1,500
 (Reissue of 150 forfeited shares)
 Share Forfeiture A/c Dr. 360
 To Capital Reserve A/c (See Note 4) 360
 (Profit on forfeiture and reissue of 150forfeited shares transferred)
 Share Forfeiture Account
 Date Particulars J.F. Amount Date Particulars J.F. Amount(Rs.) (Rs.)
 Share Capital 300 Sundries 1,560
 Capital Reserve 360
 Balance c/d 900
 1,560 1,560
 Working Notes :
 1. Amount received on allotment has been calculated as follows:
 (Rs.) (Rs.)
 Total money due on 10,000 shares @ Rs. 4 per share 40,000
 Less: Application Money Received on 2000 shares adjusted (6,000)against allotment money net amount due on allotment
 34,000Less: Amount due from an applicant for 120 shares who
 was allotted only 100 shares
 100 × 34 ,000
 10 ,000 (340)
 Amount received on allotment 33,660

Page 62
						

6 2 Accountancy : Company Accounts and Analysis of Financial Statements
 2. Securities Premium Account has been debited only with Rs. 100 relating to 100shares allotted Mr. Ahmad’s shares from whom the allotment money (includingpremium) has not been received.
 3. Shares-Forfeited Account represents the money received on forfeited sharesexcluding share premium. This has been worked-out as follows:
 (Rs.)Mr. Ahmad has paid application money @ Rs. 3 per share on 120 shares 360Mr. Basu has paid @ Rs. 6 per share on Two hundred shares 1,200in (application and allotment money excluding premium)
 Total amount received 1,560
 (Rs.)4. Amount received from Mr. Ahmad on 100 shares forfeited 360
 which have been reissued Amount received from Mr. Basu on 50
 shares forfeited which have been reissued 5 0 × Rs . 1 ,2 00
 2 00 300
 Total amount received on One fifty shares which have 660been forfeited and laten reissuedLess: Discount on reissue of forfeited shares (150 Rs. 2) 300
 Amount of Capital Profit transferred to capital reserve 360
 Do it Yourself
 Journalise the following :
 (a) The directors of a company forfeited 200 equity shares of Rs. 10 each on whichRs. 800 had been paid. The Shares were re-issued upon payment of Rs. 1,500.
 (b) A holds 100 shares of Rs. 10 each on which he has paid Re. 1 per share onapplication. B holds 200 Shares of Rs. 10 each on which he has paid Re. 1 onapplication Rs. 2 on allotment. C holds 300 shares of Rs. 10 each who has paidRe. 1 on applications, Rs. 2 on allotment and Rs. 3 on first call. They all failedto pay their arrears and second call of Rs. 4 per share as well. All the shares ofA, B and C were forfeited and subsequently reissued at Rs. 11 per share as fullyPaid-up.
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 Terms Introduced in the Chapter
 1. Joint Stock Company 15. Issue of Shares for Consideration2. Share Capital Other than Cash3. Authorised Capital 16. Discount on Shares4. Issued Capital 17. Premium on Shares5. Unissued Capital 18. Application Money6. Subscribed Capital 19. Minimum Subscription7. Called-up Capital 20. Calls-on Shares8. Uncalled Capital 21. Calls-in-Arrears9. Paid-up Capital 22. Calls-in-Advance
 10. Reserve Capital 23. Over subscription11. Share 24. Under-subscription12. Preference Share 25. Forfeiture of Shares13. Non-redeemable Preference Share 26. Reissue of forfeited shares14. Equity Share 27. Buy Back of Shares
 Summary
 Company: An organisation consisting of individuals called ‘shareholders’ by virtueof their holding the shares of a company, who can act as one legal person asregards its business through an elected board of directors.
 Share: Fractional part of the capital, and forms the basis of ownership in a company;shares are generally of two types, viz. equity shares and preference shares,according to the provisions of The Companies Act, 1956. Preference shares againare of different types based on varying shades of rights attached to them.
 Share Capital of a company is collected by issuing shares to either a selectgroup of persons through the route of private placements and/or offered to thepublic for subscription. Thus, the issue of shares is basic to the capital of a company.Shares are issued either for cash or for consideration other than cash, the formerbeing more common. Shares are said to be issued for consideration other thancash when a company purchases business, or some asset/assets, and the vendorshave agreed to receive payment in the form of fully paid shares of a company.
 Stages of Share Issue: The issue of shares for cash is required to be made in strictconformity with the procedure laid down by law for the same. When shares areissued for cash, the amount on them can be collected at one or more of the followingstages:
 (i) Application for shares
 (ii) Allotment of shares
 (iii) Call/Calls on shares.
 Calls in arrears: Sometimes, the full amount called on allotment and/or call (calls)is not received from the allottees/shareholders. The amount not so received are

Page 64
						

6 4 Accountancy : Company Accounts and Analysis of Financial Statements
 cumulatively called ‘Unpaid calls’ or ‘Calls-in-Arrears’. However, it is not mandatoryfor a company to maintain a separate Calls-in-Arrears Account. There are alsoinstances where some shareholders consider it descreet to pay a part or whole ofthe amount not yet called-up on the shares allotted to them. Any amount paid bya shareholder in the excess of the amount due from him on allotment/call (calls) isknown as ‘Calls-in-Advance’ for which a separate account is maintained. A companyhas the power to charge interest on calls-in-arrears and is under an obligation topay interest on calls-in-advance if it accepts them in accordance with the provisionsof Articles of Association.
 Oversubscription: It is possible for the shares of some companies to beoversubscribed which means that applications for more shares are received thanthe number offered for subscription through the prospectus. Under such a condition,the alternatives available to the directors are as follows :
 (i) They can accept some applications in full and totally reject the others,
 (ii) A pro-rata distribution can be made by them,
 (iii) A combination of the above two alternatives can be adopted by them.
 If the amount of minimum subscription is not received to the extent of 90%, theissue devolves. In case the applications received are less than the number of sharesoffered to the public, the issue is termed as ‘under subscribed’.
 Issue of Shares at Premium: Irrespective of the fact that shares have been issued forconsideration other than cash, they can be issued either at par or at premium.The issue of shares at par implies that the shares have been issued for an amountexactly equal to their face or nominal value. In case shares are issued at a premium,i.e. at an amount more than the nominal or par value of shares, the amount ofpremium is credited to a separate account called ‘Securities Premium Account’,the use of which is strictly regulated by law.
 Issue of Shares at Discount: Shares can as well be issued at a discount, i.e. on anamount less than the nominal or par value of shares provided the company fullycomplies with the provisions laid down by law with regard to the same. Apart fromsuch compliance, shares of a company cannot ordinarily be issued at a discount.When shares are issued at a discount, the amount of discount is debited to ‘Discounton Issue of Share Account’, which is in the nature of capital loss for the company.
 Forfeiture of Shares: Sometimes, shareholders fail to pay one or more instalmentson shares allotted to them. In such a case, the company has the authority to forfeitshares of the defaulters. This is called ‘Forfeiture of Shares’. Forfeiture means thecancellation of allotment due to breach of contract and to treat the amount alreadyreceived on such shares as forfeited to the company. The precise accountingtreatment of share forfeiture depends upon the conditions on which the shareshave been issued — at par, premium or discount. Generally speaking, accountingtreatment on forfeiture is to reverse the entries passed till the stage of forfeiture,the amount already received on the shares being credited to Forfeited SharesAccount.
 Re-issue of Shares: The management of a company is vested with the power to
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 reissue the shares once forfeited by it, subject of course, to the terms and conditionsin the articles of association relating to the same. The shares can be reissued evenat a discount provided the amount of discount allowed does not exceed the creditbalance of forfeited shares’ account relating to shares being reissued. Therefore,discount allowed on the reissue of forfeited shares is debited to forfeited shares’account.
 Once all the forfeited shares have been reissued, any credit balance on forfeitedshares’ account is transferred to Capital Reserve representing profit on forfeitureof shares. In the event of all forfeited share not being reissued, the credit amounton forfeited shares’ account relating to shares yet to be reissued is carried forwardand the remaining balance on the account only is credited to capital reserveaccount.
 Question for Practice
 Short Answer Questions
 1. What is public company?2. What is private limited company.3. Define Government Company?4. What do you mean by a listed company?5. What are the uses of securities premium?6. What is buy-back of shares?7. Write a brief note on ‘Minimum Subscription”.
 Long Answer Questions
 1. What is meant by the word ‘Company’? Describe its characteristics.2. Explain in brief the main categories in which the share capital of a company
 is divided.3. What do you mean by the term ‘share’? Discuss the type of shares, which
 can be issued under the Companies Act, 1956 as amended to date.4. Discuss the process for the allotment of shares of a company in case of over
 subscription.5. What is a ‘Preference Share’? Describe the different types of preference
 shares.6. Describe the provisions of law relating to ‘Calls-in-Arrears’ and ‘Calls-in-
 Advance’.7. Explain the terms ‘Over-subscription’ and ‘Under-subscription’. How are
 they dealt with in accounting records?8. Describe the purposes for which a company can use ‘Securities Premium
 Account’.9. State clearly the conditions under which a company can issue shares at a
 discount.10. Explain the term ‘Forfeiture of Shares’ and give the accounting treatment
 on forfeiture.
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 Numerical Questions
 1. Anish Limited issued 30,000 equity shares of Rs.100 each payable at Rs.30on application, Rs.50 on allotment and Rs.20 on Ist and final call. All moneywas duly received.
 Record these transactions in the journal of the company.
 2. The Adersh Control Device Ltd was registered with the authorised capital ofRs.3,00,000 divided into 30,000 shares of Rs.10 each, which were offered to thepublic. Amount payable as Rs.3 per share on application, Rs.4 per share onallotment and Rs.3 per share on first and final call. These share were fullysubscribed and all money was dully received. Prepare journal and Cash Book.
 3. Software solution India Ltd inviting application for 20,000 equity share of Rs.100each, payable Rs.40 on application, Rs.30 on allotment and Rs.30 on call. Thecompany received applications for 32,000 shares. Application for 2,000 shareswere rejected and money returned to Applicants. Applications for 10,000shares were accepted in full and applicants for 20,000 share allotted half ofthe number of share applied and excess application money adjusted intoallotment. All money received due on allotment and call.
 Prepare journal and cash book.
 4. Rupak Ltd. issued 10,000 shares of Rs.100 each payable Rs.20 per share onapplication, Rs.30 per share on allotment and balance in two calls of Rs.25 pershare. The application and allotment money were duly received. On first callall member pays their dues except one member holding 200 shares, whileanother member holding 500 shares paid for the balance due in full. Final callwas not made.
 Give journal entries and prepare cash book.
 5. Mohit Glass Ltd. issued 20,000 shares of Rs.100 each at Rs.110 per share,payable Rs.30 on application, Rs.40 on allotment (including Premium), Rs.20on first call and Rs.20 on final call. The applications were received for 24,000shares and allotted 20,000 shares and reject 4,000 shares and amount returnedthereon. The money was duly received.
 Give journal entries.
 6. A limited company offered for subscription of 1,00,000 equity shares of Rs.10each at a premium of Rs.2 per share. 2,00,000. 10% Preference shares of Rs.10each at par.
 The amount on share was payable as under :
 Equity Shares Preference SharesOn Application Rs.3 per share Rs.3 per shareOn Allotment Rs.5 per share Rs.4 per share
 (including a premium)On First Call Rs.4 per share Rs.3 per share
 All the shares were fully subscribed, called-up and paid.
 Record these transactions in the journal and cash book of the company:
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 7. Eastern Company Limited, having an authorised capital of Rs.10,00,000 inshares of Rs.10 each, issued 50,000 shares at a premium of Rs.3 per sharepayable as follows :
 On Application Rs.3 per share
 On Allotment (including premium) Rs.5 per share
 On first call (due three months after allotment) Rs.3 per shareand the balance as and when required.
 Applications were received for 60,000 shares and the directors allotted theshares as follows :
 (a) Applicants for 40,000 shares received shares, in full.
 (b) Applicants for 15,000 shares received an allotment of 8,000 shares.
 (c) Applicants for 500 shares received 200 shares on allotment, excess moneybeing returned.
 All amounts due on allotment were received.
 The first call was duly made and the money was received with the exception ofthe call due on 100 shares.
 Give journal and cash book entries to record these transactions of the company.Also prepare the Balance Sheet of the company.
 8. Sumit Machine Ltd issued 50,000 shares of Rs.100 each at discount of 5%.The shares were payable Rs.25 on application, Rs. 40 on allotment and Rs.30on first and final call. The issue were fully subscribed and money were dulyreceived except the final call on 400 shares. The discount was adjusted onallotment.
 Give journal entries and prepare balance sheet.
 9. Kumar Ltd purchases assets of Rs.6,30,000 from Bhanu Oil Ltd. Kumar Ltd.issued equity share of Rs.100 each fully paid in consideration. What journalentries will be made, if the share are issued, (a) at par, (b) at discount of 10 %and (c) at premium of 20%.
 (Ans: No. of shares issued (a) 6,300, (b) 7,000, (c) 5250)
 10. Bansal Heavy machine Ltd purchased machine worth Rs.3,20,000 from HandaTrader. Payment was made as Rs.50,000 cash and remaining amount byissue of equity share of the face value of Rs. 100 each fully paid at an issueprice of Rs.90 each.
 Give journal entries to record the above transaction.
 (Ans : No of shares issued 3,000 shares)
 11. Naman Ltd issued 20,000 shares of Rs.100 each, payable Rs.25 on application,Rs.30 on allotment , Rs.25 on first call and The balance on final call. All money
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 duly received except Anubha, who holding 200 shares did not pay allotmentand calls money and Kumkum, who holding 100 shares did not pay both thecalls. The directors forfeited shares of Anubha and kumkum.
 Give journal entries.
 12. Kishna Ltd issued 15,000 shares of Rs.100 each at a premium of Rs.10 pershare, payable as follows:
 On application Rs.30
 On allotment Rs.50 [including premium]
 On first and final call Rs.30
 All the shares subscribed and the company received all the money due, Withthe exception of the allotment and call money on 150 shares. These shareswere forfeited and reissued to Neha as fully paid share of Rs.12 each.
 Give journal entries in the books of the company.
 (Ans : Capital Reserve Rs. 4,500)
 13. Arushi Computers Ltd issued 10,000 equity shares of Rs.100 each at 10%discount. The net amount payable as follows:
 On application Rs.20
 On allotment Rs.30 (Rs.40 – discount Rs.10 )
 On first call Rs.30
 On final call Rs.10
 A shareholder holding 200 shares did not pay final call. His shares Wereforfeited. Out of these 150 shares were reissued to Ms.Sonia at Rs.75 per shares.
 Give journal entries in the books of the company.
 (Ans : Capital Reserve Rs.9,750)
 14. Raunak Cotton Ltd. issued a prospectus inviting applications for 6,000 equityshares of Rs.100 each at a premium of Rs.20 per shares, payable as follows:
 On application Rs.20
 On allotment Rs.50 [including premium]
 On first call Rs.30
 On final call Rs.20
 Application were received for 10,000 shares and allotment was made Pro-ratato the applicants of 8,000 shares, the remaining applications Being refused.Money received in excess on the application was adjusted toward the amountdue on allotment.
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 Rohit, to whom 300 shares were allotted failed to pay allotment and calls money,his shares were forfeited. Itika, who applied for 600 shares, failed to pay thetwo calls and her share were also forfeited. All these shares were sold to Kartikaas fully paid for Rs.80 per shares.
 Give journal entries in the books of the company.
 (Ans: Capital Reserve Rs.7,000)
 15. Himalaya Company Limited issued for public subscription of 1,20,000 equityshares of Rs.10 each at a premium of Rs.2 per share payable as under :
 With Application Rs. 3 per share
 On allotment (including premium) Rs. 5 per share
 On First call Rs. 2 per share
 On Second and Final call Rs. 2 per share
 Applications were received for 1,60,000 shares. Allotment was made on pro-rata basis. Excess money on application was adjusted against the amount dueon allotment.
 Rohan, whom 4,800 shares were allotted, failed to pay for the two calls. Theseshares were subsequently forfeited after the second call was made. All theshares forfeited were reissued to Teena as fully paid at Rs. 7 per share.
 Record journal entries in the books of the company to record these transactionsrelating to share capital. Also show the company’s balance sheet.
 (Ans : Capital Reserve Rs.14,400)
 16. Prince Limited issued a prospectus inviting applications for 2,00,000 equityshares of Rs.10 each at a premium of Rs.3 per share payable as follows :
 With Application Rs.2
 On Allotment (including premium) Rs.5
 On First Call Rs.3
 On Second Call Rs.3
 Applications were received for 30,000 shares and allotment was made on pro-rata basis. Money overpaid on applications was adjusted to the amount due onallotment.
 Mr. ‘Mohit’ whom 400 shares were allotted, failed to pay the allotment moneyand the first call, and her shares were forfeited after the first call. Mr. ‘Joly’,whom 600 shares were allotted, failed to pay for the two calls and hence, hisshares were forfeited.
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 Of the shares forfeited, 800 shares were reissued to Supriya as fully paid forRs.9 per share, the whole of Mr. Mohit’s shares being included.
 Record journal entries in the books of the Company and prepare the BalanceSheet.
 (Ans : Capital Reserve Rs.2,000 )
 17. Life machine tools Limited, issued 50,000 equity shares of Rs.10 each at Rs.12per share, payable at to Rs.5 on application (including premium), Rs.4 onallotment and the balance on the first and final call.
 Applications for 70,000 shares had been received. Of the cash received,Rs.40,000 was returned and Rs.60,000 was applied to the amount due onallotment, the balance of which was paid. All shareholders paid the call due,with the exception of one share holder of 500 shares. These shares were forfeitedand reissued as fully paid at Rs.8 per share. Journalise the transactions.
 (Ans : Capital Reserve Rs.2,500)
 18. The Orient Company Limited offered for public subscription 20,000 equity sharesof Rs.10 each at a premium of 10% payable at Rs.2 on application; Rs.4 onallotment including premium; Rs.3 on First Call and Rs.2 on Second and Finalcall. Applications for 26,000 shares were received. Applications for 4,000 shareswere rejected. Pro-rata allotment was made to the remaining applicants. Boththe calls were made and all the money were received except the final call on500 shares which were forfeited. 300 of the forfeited shares were later on issuedas fully paid at Rs.9 per share. Give journal entries and prepare the balancesheet.
 (Ans : Capital Reserve Rs.2,100)
 19. Alfa Limited invited applications for 4,00,000 of its equity shares of Rs.10 eachon the following terms :
 Payable on application Rs.5 per share
 Payable on allotment Rs.3 per share
 Payable on first and final call Rs.2 per share
 Applications for 5,00,000 shares were received. It was decided :
 (a) to refuse allotment to the applicants for 20,000 shares;
 (b) to allot in full to applicants for 80,000 shares;
 (c) to allot the balance of the available shares’ pro-rata among the otherapplicants; and
 (d) to utilise excess application money in part as payment of allotment money.
 One applicant, whom shares had been allotted on pro-rata basis, did not paythe amount due on allotment and on the call, and his 400 shares were forfeited.The shares were reissued @ Rs.9 per share. Show the journal and prepareCash book to record the above .
 (Ans : Capital Reserve Rs. 2,100)
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 20. Ashoka Limited Company which had issued equity shares of Rs.20 each at adiscount of Rs. 4 per share, forfeited 1,000 shares for non-payment of final callof Rs.4 per share. 400 of the forfeited shares are reissued at Rs.14 per shareout of the remaining shares of 200 shares reissued at Rs.20 per share. Givejournal entries for the forfeiture and reissue of shares and show the amounttransferred to capital reserve and the balance in Share Forfeiture Account.
 (Ans: Capital Reserve Rs.6,400, Balance in share forfeiture account Rs.4,800)
 21. Amit holds 100 shares of Rs.10 each on which he has paid Re.1 per share asapplication money. Bimal holds 200 shares of Rs.10 each on which he haspaid Re.1 and Rs.2 per share as application and allotment money, respectively.Chetan holds 300 shares of Rs.10 each and has paid Re.1 on application, Rs.2on allotment and Rs.3 for the first call. They all fail to pay their arrears and thesecond call of Rs.2 per share and the directors, therefore, forfeited their shares.The shares are reissued subsequently for Rs.11 per share as fully paid.Journalise the transactions.
 (Ans: Capital Reserve Rs.2,500 )
 22. Ajanta Company Limited having a normal capital of Rs.3,00,000, divided intoshares of Rs.10 each offered for public subscription of 20,000 shares payableat Rs.2 on application; Rs.3 on allotment and the balance in two calls of Rs.2.50each. Applications were received by the company for 24,000 shares. Applicationsfor 20,000 shares were accepted in full and the shares allotted. Applicationsfor the remaining shares were rejected and the application money was refunded.
 All moneys due were received with the exception of the final call on 600 shareswhich were forfeited after legal formalities were fulfilled. 400 shares of theforfeited shares were reissued at Rs.9 per share.
 Record necessary journal entries and prepare the balance Sheet showing theamount transferred to capital reserve and the balance in Share forfeitureaccount.
 (Ans: Amount transferred to Capital Reserve Rs.2,600]
 23. Journalise the following transaction in the books Bhushan Oil Ltd:
 (a) 200 shares of Rs.100 each issued at a discount of Rs.10 were forfeited forthe non payment of allotment money of Rs.50 per share. The first andfinal call of Rs.20 per share on these share were not made. The forfeitedshare were reissued at Rs.70 per share as fully paid-up.
 (b) 150 shares of Rs.10 each issued at a premium of Rs.4 per share payablewith allotment were forfeited for non-payment of allotment money ofRs.8 per share including premium. The first and final call of Rs.4 pershare were not made. The forfeited share were reissued at Rs.15 pershare fully paid-up.
 (c) 400 share of Rs.50 each issued at par were forfeited for non-payment offinal call of Rs.10 per share. These share were reissued at Rs.45 pershare fully paid-up.
 (Ans : Capital Reserve (a) Nil , (b) Rs.300, (c) Rs.14,000 )
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 24. Amisha Ltd inviting application for 40,000 shares of Rs.100 each at a premiumof Rs.20 per share payable; on application Rs.40 ; on allotment Rs.40 (Includingpremium): on first call Rs.25 and Second and final call Rs.15.
 Application were received for 50,000 shares and allotment was made on pro-rata basis. Excess money on application was adjusted on sums due on allotment.
 Rohit to whom 600 shares were allotted failed to pay the allotment money andhis shares were forfeited after allotment. Ashmita, who applied for 1000 sharesfailed to pay the
 Two calls and his shares were forfeited after the second call. Of the sharesforfeited, 1200 shares were sold to Kapil for Rs.85 per share as fully paid, thewhole of Rohit’s shares being included.
 Record necessary journal entries.
 (Ans: Capital Reserve Rs.48,000; Balance in share forfeited A/c Rs.12,000)
 Answers to Test your Understanding
 Test your Understanding – I
 (a) False, (b) True, (c) False, (d) True, (e) True, (f) True, (g) True, (h) True,
 (i) False, (j) True, (k) False, (l) False, (m) False, (n) True, (o) False, (p) True
 Test your Understanding – II
 (a) (ii), (b) (iii), (c) (i), (d) (ii), (e) (i), (f) (iii), (g) (iii)
 Test your Understanding – III
 (a) Rs. 8, (b) Rs. 4,
 (c) Vendor Dr. 1,00,000To Share Capital A/c 1,00,000
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