


[bookmark: _GoBack]Chapter 2 :Redemption of Preference shares (Sec. 80)
Preference means priority. Preference shares are those shares which have the TWO preferential rights,
1st A right to receive dividend at a given rate before any dividend is paid on equity shares; 2nd A right to repayment of capital before equity shareholders at the time of liquidation of the company.
Types of Preference shares
Cumulative Preference Shares: If dividend is not paid on such shares, the arears of dividend are carried forward and are paid in subsequent years.
Non-cumulative Preference Shares: If dividend is not paid on such shares, the right to dividend lapses.
Participative Preference Shares: In addition to basic preferential rights, such shares also carries the right to participate in surplus profits left after payment of preference and equity dividend. Non-Participative Preference Shares: Such preference shares have only basic preferential rights and no additional rights to participate in surplus profits and surplus assets.
Convertible Preference Shares: A convertible preference share gets the rights of conversion into equity share.
Non-convertible Preference Shares: A non-convertible preference share does not have the right of conversion into equity share.
Redeemable Preference Shares: On such preference shares, the amount is refunded in accordance with Sec. 55 of the Companies Act 2013.
Irredeemable Preference Shares: Irredeemable preference shares cannot be redeemed during the life of the company. A company limited by shares cannot issue irredeemable preference shares in India.
Redemption of preference shares means repayment of preference share capital to preference shareholders.
Legal provision Sec 55
· No company limited by shares can issue irredeemable preference shares
· A company limited by shares can issue preference shares which are redeemable withina period not exceeding 20 years from the date of issue.
· Company can redeem FULLY PAID shares only. In other words company can not redeem partly paid shares.


Methods or Redemptions


A. Fresh issue
of shares
B. 
Divisible
profits

Both A and B






· Redemption can be done out of fresh issue of shares; company can not issue debentures to redeem preference shares.
· Divisible Profits are free reserves which are further available for declaration of dividend.

	Divisible Profits
	Non-divisible profits

	Profit and loss A/c
	Security Premium

	General Reserve
	Capital Reserve

	Dividend Equalisation Reserve
	Capital Redemption Reserve

	Funds (after liability)
	Pre-incorporation profit

	Investment Fluctuation Reserve
	Revaluation Reserve

	
	Debenture Redemption Reserve



· Capital Redemption Reserve: When preference shares are redeemed out of the divisible profits, an amount equal to the face value of such shares redeemed shall be transferred from the distributable profits to Capital Redemption Reserve (CRR) Account.
· Premium, if any payable on redemption of any preference shares shall be provided for out of the profits of the company or out of company’s security premium a/c. (As per amendment only divisible profits of the company to be used)
· The amount credited to CRR may be used by the company only by way of Issue of Fully Paid Bonus Shares.

************** Accounting Entries*************


1. Entry for making partly paid shares as fully paid up
Final Call Money A/c	Dr To Preference share capital A/c
(Being final call money due)
Bank A/c	Dr To Final Call Money A/c
(Being final call money received)
2. Entry for Forfeiture/cancellation of shares (non-payment of call money)
Preference share capital A/c	Dr		(Amount called up) To Calls in arrears A/c		(Amount unpaid)




To Share forfeited A/c	(Amount received) (Being shares forfeited due to non-payment of call money)

Share forfeited A/c	Dr To Capital Reserve A/c
(Being profit on forfeiture transfer to capital reserve)

3. Entry for fresh issue of shares

Issue at par
Bank A/c	Dr
To Equity/Pref. share capital A/c

Issue at Premium
Bank A/c	Dr
To Equity/Pref. share capital A/c To Security Premium A/c

4.  (
OR
)Entry for sale of asset Bank A/c	Dr P/L A/c    (Loss)	Dr
To Asset A/c
To P/L A/c (Profit)


5. Entry for amount payable on redemption

Preference share capital A/c	Dr	(FV) Premium on Redemption A/c	Dr	(Premium)
To Preference shareholders A/c	(Offer Price)


6. Entry for creating CRR out of Divisible profits
P & L A/c or Reserve A/c	Dr To Capital Redemption Reserve A/c

7. Entry for adjusting Premium on Redemption
P & L A/c or Reserve A/c	Dr To Premium on Redemption A/c




8. Entry for payment on redemption
Preference shareholder A/c	Dr To Bank A/c


Bonus Shares: Bonus shares are those shares which are issued by the company to its equity shareholders at Free of Cost. It is also known as capitalisation of reserve. Free reserves and surplus can be used to pay bonus to shareholders.


Bonus shares





Fully Paid

Converting Partly paid into Fully Paid




Company can use ONLY CRR or Security Premium to issue Fully paid bonus shares


Accounting Entries for issue of fully paid bonus shares

CRR/ Security Premium/	Reserve A/c	Dr

To Bonus to Shareholders A/c (Being fully paid bonus shares declared)
Bonus to Shareholders A/c	Dr

To Equity share capital A/c (Being fully paid bonus shares issued)


Accounting Entries for converting partly paid shares as fully paid up by way of bonus

Equity share final call A/c	Dr

To Equity share capital A/c (Being final call due)
Reserves A/c	Dr (CRR or Security Premium NOT to be used)

To Bonus to Shareholders A/c (Being bonus declare)
Bonus to Shareholders A/c	Dr

To Equity share final call A/c




Questions

1. Balance Sheet of Shiva Ltd. on 31st March, 2017 was as under:
	Liabilities
	Amount
	Assets
	Amount

	10% Preference Shares of Rs 100 each fully paid
	5,00,000
	Fixed Assets
	11,00,000

	Equity Shares of 10 each fully paid
	10,00,000
	Investment
	4,00,000

	Securities Premium
	4,00,000
	Bank
	90,000

	General Reserve
	3,00,000
	Other Current Assets
	14,00,000

	8% Debentures of 100 each
	4,00,000
	Preliminary Expenses
	10,000

	Current Liabilities
	4,00,000
	
	

	TOTAL
	30,00,000
	TOTAL
	30,00,000





On the above date the company decided to redeem its preference shares at 10% premium. For this purpose the company sold its investments at a profit of 10% and issued 25,000 equity shares of 10 each at par. Preference Shares were duly redeemed, All the money under new issue was received and all money on redemption was paid.

You are required to give necessary journal entries for the above transactions keeping in view all the legal requirements.



2. Following is the Balance Sheet of Zakal Auto Ltd. as on 31-3-2009
	Liabilities
	Amount
	Assets
	Amount

	3,000-9% Redeemable Preference Share of Rs 100 each Rs 80 paid up
	2,40,000
	Fixed Assets
	12,00,000

	1,20,000 Equity Share of Rs 10 each fully paid
	12,00,000
	Investment (at cost)
	2,90,000

	Revenue Reserve
	1,50,000
	Bank Balance
	1,70,000

	8% Debentures
	2,00,000
	Other Current Assets
	4,00,000

	Current Liabilities
	2,70,000
	
	

	TOTAL
	20,60,000
	TOTAL
	20,60,000






On the above date 9% Preference Shares were redeemable at a premium of 5%

1. The company made final call of Rs 20 per share on these shares. All shareholders paid the call money.

2. The company issued 20,000 equity shares of Rs 10 each at a premium of Rs 2 per share for cash consideration. The issue was fully subscribed and paid for.

3. Part of the investments were sold for Rs 1,32,000 at a profit of 10% on cost.

4. The company redeemed the preference shares as per the terms. One preference shareholder holding 100 shares was untraceable, hence payment could not be made to him.



You are required to pass necessary Journal Entries in the books of Zakal Auto Ltd. to record the above transaction



3. Following is the Balance Sheet of Prakash Ltd. as on 31st March, 2017:
	Liabilities
	Amount
	Assets
	Amount

	2,000-8% Redeemable

Preference Shares of Rs 100 each, fully paid
	2,00,000
	Fixed Assets
	15,75,000

	1,00,000 Equity Shares of Rs 10 each, fully paid
	10,00,000
	Bank
	2,18,000

	Securities Premium
	35,000
	Investments (Market Value 1,90,000)
	1,50,000

	Profit and Loss Account
	4,50,000
	
	

	Sundry Creditors
	2,58,000
	
	

	TOTAL
	19,43,000
	TOTAL
	19,43,000



On the above date, the directors of the company took following steps to redeem 8% Preference Shares at a premium of 5%.

(a) The company issued 4,000 Equity Shares of Rs 10 at a premium of Rs 2 per share for the purpose of redemption of preference shares.

(b) Investments were sold at market price.

(c) All the payments were made to the Preference Shareholders except those holding 100 shares who could not be traced.






You are required to:

(i) Pass necessary Journal Entries in the books of Prakash Limited complying with requirements of Companies Act, 2013.

(ii) Prepare the Balance Sheet of the company after redemption of Preference Shares



4. The following is the Summary Balance Sheet of Abhipraya Limited as on 31st March 2017.
	Liabilities
	Amount
	Assets
	Amount

	Share Capital:

5,000, 12% Redeemable Preference Shares of 100 each
	



5,00,000
	Fixed Assets
	24,00,000

	10,000 Equity Shares of Rs 100 each
	10,00,000
	Stock
	5,00,000

	Capital Reserve
	1,00,000
	Debtors
	50,000

	General Reserve
	2,00,000
	Cash
	50,000

	Profit and Loss Account
	1,50,000
	
	

	Current Liabilities
	10,50,000
	
	

	TOTAL
	30,00,000
	TOTAL
	30,00,000



The Preference Shares are to be redeemed on 1st April, 2017 at 10 % premium.

On 1st April, 2017 a fresh issue of Equity Shares was made to the extent it is required under the Companies Act for the purpose of the redemption of preference shares.

The shortfall in cash resources for the purpose of redemption after utilizing the proceeds of fresh issue was met by raising a bank loan, the cash balance of Rs 50,000 being the minimum, the company requires for its trading operation.

Draft journal entries in the books of the company to record these share capital transactions and prepare the Balance Sheet, in the form prescribed by the Companies Act 2013, immediately after redemption.



5. The Summary Balance sheet of AMC Ltd. as on 31st March, 2017 is given below :
	Liabilities
	Amount
	Assets
	Amount






	Authorised Share Capital :

10,000 Equity Shares of 100 each

20,000 9% Redeemable Preference Shares of Rs 10 each
	

10,00,000



2,00,000 
	Fixed Assets
	3,00,000

	Issued and Paid-up Capital :

5,000 Equity Shares of Rs 100 each fully paid up
	



5,00,000
	Investments
	2,00,000

	9% Redeemable Preference Shares of Rs 10 each fully paid up
	

2,00,000
	Cash at Bank
	10,000

	Profit and Loss A/c
	2,00,000
	Other Current Assets
	4,00,000

	Current Liabilities
	10,000
	
	

	TOTAL
	9,10,000
	TOTAL
	9,10,000



On 1st April 2017 the company :

(i) Redeemed the Preference shares at a premium of Rs 2 per share. (ii)Realised Investments at 80% of the cost.
(iii) Issued at a premium of Rs 40 per share, such number of Equity shares for the purpose of aforesaid redemption as to ensure that after the compliance with the requirements of the Companies Act, 2013 with regard to redemption of Preference Shares, the credit balance in Profit and Loss Alc would be Rs 25,000.

(iv) Issued as Bonus, Equity share at par at the rate of one share for every twenty shares held on 31st March, 2017 out of the said balance in Capital Redemption Reserve Alc.



You are required to

(a) Show necessary Journal entries to record the above transactions.

(b) Prepare Balance sheet thereafter.



6. Following is the Summary Balance Sheet of Prabhakar Rao Ltd. as on 31st March 2017




	Liabilities
	Amount
	Assets
	Amount

	8% Redeemable Preference Share Capital (Shares of Rs 10 each fully paid up)
	13,50,000
	Fixed Assets (net)
	25,00,000

	Equity Share Capital (Shares of
₹10 each fully paid up)
	13,50,000
	Investments (Long Term)
	4,05,000

	Securities Premium
	40,500
	Bank Balance
	3,00,000

	Profit and Loss Account
	13,50,000
	Other Current Assets
	10,50,000

	Directors Loan (Long Term)
	50,000
	Long-Term Trade Receivables
	20,000

	Sundry Creditors
	1,34,500
	
	

	TOTAL
	42,75,000
	TOTAL
	42,75,000



The Company exercised the option to redeem the Preference Shares at 10% premium. For this purpose, it issued 67,500 right shares of Rs 10 each at a premium of Rs 10 per share. The right shares were fully subscribed and cash was received. Investments were sold for Rs 5,13,000. All payments were made to preference shareholders, except to a person holding 675 shares, who was not traceable.

Pass necessary journal entries in the books of the Company and prepare Balance Sheet immediately after the redemption is carried out.


7. The Balance Sheet of Straight Ltd. as on 31st March, 2017 was as under:
	Liabilities
	Amount
	Assets
	Amount

	Share Capital :

25,000 Equity Shares of Rs 100 each fully paid
	25,00,000
	Fixed Assets
	15,00,000

	10,000 9% Redeemable Preference Shares of Rs 100 each Rs 90 per share paid up
	9,00,000
	Investment (M.V. 10,10,000)
	10,00,000

	General Reserve
	3,00,000
	Bank Balance
	50,000

	Profit & Loss A/c
	3,19,000
	Other Current Assets
	20,20,000

	Dividend Equalisation Reserve
	2,00,000
	
	

	Sundry Creditors
	3,15,000
	
	

	TOTAL
	45,70,000
	TOTAL
	45,70,000






On 1st April, 2017, the company made a call of Rs 10 each on its preference shares and call money was duly received. All preference shares were redeemed at a premium of 2%. The company sold all its investment at market value. For the purpose of redemption, the company issued minimum number of equity shares at a premium of 10% after utilising available resources to the maximum extent, keeping in view the provisions of the Companies Act, 2013. All preference shareholders were paid off, except one shareholder holding 150 preference shares.

Pass Journal Entries in the books of the company assuming that redemption is duly carried out.



8. The summarised Balance Sheet of Sterling Ltd. as on 31-12-2016 was as follows:
	Liabilities
	Amount
	Assets
	Amount

	Share Capital:

Issued and Paid up 10,000 8% Redeemable Pref. Shares of 100 each
	10,00,000
	Sundry Assets
	34,00,000

	1,00,000 Equity Shares of Rs 10 each.
	10,00,000
	Cash
	6,00,000

	Capital Reserve
	5,00,000
	
	

	General Reserve
	2,00,000
	
	

	P&L Account
	9,50,000
	
	

	Creditors
	3,50,000
	
	

	TOTAL
	40,00,000
	TOTAL
	40,00,000



The Preference Shares were redeemable on 31-3-2017 at a premium of 25%; for the purpose, the company decided to issue 50,000 Equity Shares of 10 each at a premium of 4 per share payable. in full on 15-3-2017. Ignore dividend due.

Show the necessary ledger accounts.



9. The Balance Sheet of Bharat Co. Ltd. as on 31st March, 2017:
	Liabilities
	Amount
	Assets
	Amount

	Share Capital Authorised :
1,00,000, 9% Redeemable Prf.
Sh. of Rs 10 each
	



10,00,000
	Fixed Assets
	23,00,000






	
2,50,000 Equity Shares of 10 each
	


25,00,000
	
	

	Issued and Paid up:

50,000, 9% Redeemable Prf. Sh. of Rs 10 each, fully paid
	



5,00,000
	Cash at Bank
	3,00,000

	1,00,000 Equity Shares of 10 each fully paid
	10,00,000
	
	

	Sundry Creditors
	7,50,000
	
	

	Profit and Loss A/c
	3,50,000
	
	

	TOTAL
	26,00,000
	TOTAL
	26,00,000





The Redeemable Preference Shares were redeemed on 15th April, 2017, at a premium of 5%. The profits available being not sufficient to redeem the whole issue, the company issued 25,000 Equity shares of Rs 10 each at par on 1-4-2017 which were duly taken up and paid for

The company decided to utilise the Capital Redemption Reserve for issuing Equity shares as bonus shares.

Pass the necessary journal entries and show the Balance Sheet after redemption.



10. Following is the Summary Balance Sheet of M/s Ujwal Ltd. as on 31-12-2017
	Liabilities
	Amount
	Assets
	Amount

	2,000 Equity Shares of 100 each
	2,00,000
	Fixed Assets
	3,00,000

	1,000-9% Redeemable Prf. Sh. of Rs 100 each 1,00,000

Less: Calls in arrears 500 (Rs 25 per share)
	





99,500
	Current Assets (including Bank balance of 1,00,000)
	2,20,000

	General Reserve
	48,000
	
	






	Sundry Creditors
	1,22,500
	
	

	Bills Payable
	50,000
	
	

	TOTAL
	5,20,000
	TOTAL
	5,20,000



The Directors forfeited prf Sh. for non-payment of calls after giving notice to the shareholders and thereafter redeemed the preference shares at a premium of 10%.

For the purpose of redemption, the company made a fresh issue of 640 Equity Shares of Rs 100 each at a premium of 5%. All the shares were subscribed and fully paid.

Pass journal entries for the above transactions and prepare balance sheet of the company after redemption


11. Following is the summary balance sheet of Manas Ltd as on 31st march 2017.

	Liabilities
	Amt 
	Assets 
	Amt

	4000, 8% Redeemable Preference shares of Rs. 100 each fully paid up
	4,00,000
	Sundry Assets
	16,00,000

	3000, 7% Redeemable Preference shares of Rs. 100 each, Rs 80 paid up
	2,40,000
	Investments
	2,00,000

	100000 Equity shares of Rs 10 each
	10,00,000
	Bank
	6,60,000

	Revenue reserve
	5,70,000
	
	

	Trade payables
	2,50,000
	
	

	TOTAl
	24,60,000
	TOTAl
	24,60,000


 It was decided to redeem both classes of preference shares at a premium of 10%. For this purpose, the company:
1. Made a final call of Rs. 20 per share on 7% redeemable preference shares, which was paid by all the shareholders.
2. Issued 18000 equity shares of Rs.10 each at a premium of Rs 2 per share. This issue was fully subscribed and all monies were duly received.
3. Sold investments at a profit of 10%.
4. Issued bonus shares to the equity shareholders in the ratio of one bonus share for every two shares held. (Excluding fresh issue)
5. All the payments were made except to the shareholders holding 100, 8% preference shares who could not be traced.
Prepare balance sheet after redemption.
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