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CORPORATE ACCOUNTING 

SYLLABUS 

 

Unit 1  Underwriting of share 

Meaning - underwriting Commission- underwriter - functions - advantages of 

underwriting, types of underwriting - marked and unmarked applications 

problems.  

 

Unit 2 issue of shares 

Meaning of shares, types of shares -preference shares and equity shares - 

debentures - issue of shares at par, at premium, at discount, pro-rate allotment- 

journal entries and bank account - preparation of balance sheet in the vertical form 

 

Unit 3 profit prior to Incorporation 

Meaning - calculation of sales ratio - time ratio - weighted ratio- treatment of 

capital and revenue expenditure - ascertainment of Pre-incorporation and post-

incorporation profits by preparing profit and loss account and balance sheet in the 

vertical form.  

 

Unit 4 valuation of goodwill and shares 

Meaning- circumstances of valuation of goodwill - factors influencing the value of 

goodwill - methods of value of goodwill: average profit method, super profit 

method, capitalisation of average profit method, capitalisation of super profit 

method and annuity method -problems.  

 

Meaning of valuation of shares- need for valuation - factors affecting valuation - 

methods of valuation: intrinsic value method, yield method, earning capacity 

method, fair value of shares.  

 

Unit 5 company final accounts 

Statutory provisions regarding preparation of company final accounts -treatment of 

special items - tax deduction at source - advance payment of tax - provision for tax 

- depreciation - interest on debentures - dividends - rules regarding payment of 

dividends - transfer to reserve - preparation of profit and loss account and balance 

sheet in vertical form (as per 2011 revised format). 
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UNIT – 1 

UNDERWRITING OF SHARES 

 1. INTRODUCTION UNDERWRITING OF SHARES: 

 

 

2.  UNDERWRITING COMMISSION  
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3. PROVISIONS IN THE COMPANIES ACT AFFECTING THE UNDERWRITING:  

 

 

TWO TYPES OF UNDERWRITING CONTRACT: 

Normal Underwriting  

Firm Underwriting  
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UNIT – 2 

ISSUE OF SHARES 

Shares refer to the units into which the total share capital of a company is divided. Thus, a share is a 

fractional part of the share capital and forms the basis of ownership interest in a company. The persons 

who contribute money through shares are called shareholders. 

 

TYPES OF SHARES  

Preference shares   

According to Section 43 of The Companies Act, 2013, a preference share is one, which fulfils the 

following conditions : 

 

That it carries a preferential right to dividend to be paid either as a fixed amount payable to preference 

shareholders or an amount calculated by a fixed rate of the nominal value of each share before any 

dividend is paid to the equity shareholders. 

 That with respect to capital it carries or will carry, on the winding up of the company, the preferential 

right to the repayment of capital before anything is paid to equity shareholders. 

Equity Shares: 

According to Section 43 of The Companies Act, 2013, an equity share is a share which is not a preference 

share. In other words, shares which do not enjoy any preferential right in the payment of dividend or 

repayment of capital, are termed as equity/ordinary shares. The equity shareholders are entitled to share 

the distributable profits of the company after satisfying the dividend rights of the preference share 

holders. The dividend on equity shares is not fixed and it may vary from year to year depending upon the 

amount of profits available for distribution. The equity share capital may be (i) with voting rights; or (ii) 

with differential rights as to voting, dividend or otherwise in accordance with such rules and subject to 

such conditions as may be prescribed. 

 SHARE CAPITAL OF A COMPANY: 

 A company, being an artificial person, cannot generate its own capital which has   necessarily to be 

collected from several persons. These persons are known as shareholders and the amount contributed by 

them is called share capital. Since the number of shareholders is very large, a separate capital account 

cannot be opened for each one of them. Hence, innumerable streams of capital contribution merge their 

identities in a common capital account called as ‘Share Capital Account’. 
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CATEGORIES OF SHARE CAPITAL: 

From accounting point of view the share capital of the company can be classified as follows: 

• Authorised Capital: Authorised capital is the amount of share capital which a company is authorised to 

issue by its Memorandum of Association. The company cannot raise more than the amount of capital as 

specified in the Memorandum of Association. It is also called Nominal or Registered capital. The 

authorised capital can be increased or decreased as per the procedure laid down in the Companies Act. It 

should be noted that the company need not issue the entire authorised capital for public subscription at a 

time. Depending upon its requirement, it may issue share capital but in any case, it should not be more 

than the amount of authorized capital. 

• Issued Capital: It is that part of the authorised capital which is actually issued to the public for 

subscription including the shares allotted to vendors and the signatories to the company’s memorandum. 

The authorised capital which is not offered for public subscription is known as ‘unissued capital’. 

Unissued capital may be offered for public subscription at a later date. 

• Subscribed Capital: It is that part of the issued capital which has been actually subscribed by the public. 

When the shares offered for public subscription are subscribed fully by the public the issued capital and 

subscribed capital would be the same. It may be noted that ultimately, the subscribed capital and issued 

capital are the same because if the number of share, subscribed is less than what is offered, the company 

allot 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 the offer. In other words, the fact of over subscription is not 

reflected in the books. 

 

• Called up Capital: It is that part of the subscribed capital which has been called up on the shares. The 

company may decide to call the entire amount or part of the face value of the shares. For example, if the 

face value (also called nominal value) of a share allotted is Rs. 10 and the company has called up only Rs. 

7 per share, in that scenario, the called up capital is Rs. 7 per share. The remaining Rs. 3 may be collected 

from its shareholders as and when needed. 

 

• Paid up Capital: It is that portion of the called up capital which has been actually received from the 

shareholders. When the shareholders have paid all the call amount, the called up capital is the same to the 

paid up capital. If any of the shareholders has not paid amount on calls, such an amount may be called as 

‘calls in arrears’. Therefore, paid up capital is equal to the called-up capital minus call in arrears. 

 

• Uncalled Capital: That portion of the subscribed capital which has not yet been called up. As stated 

earlier, the company may collect this amount any time when it needs further funds. 
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Reserve Capital: A company may reserve a portion of its uncalled capital to be called only in the event of 

winding up of the company. Such uncalled amount is called ‘Reserve Capital’ of the company. It is 

available only for the creditors on winding up of the company. 

Issue of Shares 

 A salient characteristic of the capital of a company is that the amount on its shares can be gradually 

collected in easy instalments spread over a period of time depending upon its growing financial 

requirement. The first instalment is collected along with application and is thus, known as application 

money, the second on allotment (termed as allotment money), and the remaining instalment are termed as 

first call, second call and so on. 

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 has come into existence and it needs funds for doing business. It contains 

complete information about the company and the manner in which the money 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 the company would make an application along with the application money 

and deposit the same with a scheduled bank as specified in the prospectus. The company has to get 

minimum subscription within 120 days from the date of the issue of the prospectus. If the company fails 

to receive the same within the said period, the company cannot proceed for the allotment of shares and 

application money should be returned within 130 days of the date of issue of prospectus. 

 

Allotment of Shares: If minimum subscription has been received the company may proceed for the 

allotment of shares after fulfilling certain other legal formalities. Letters of allotment are sent to those 

whom the shares have been alloted, and letters of regret to those to whom no allotment has been made. 

When allotment is made, it results in a valid contract between the company and the applicants who now 

became the shareholders of the company 

 

Accounting Treatment 

On application :  

The amount of money paid with various instalment represents the contribution to share capital and should 

ultimately be credited to share capital. However, for the sake of convenience, initially individual accounts 

are opened for each instalment. All money received along with application is deposited 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 
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             (Amount received on application for — shares @ Rs. ______ per share) 

 

On allotment : 

 

 When minimum subscription has been received and certain legal formalities on the allotment of shares 

have been duly compiled with, the directors of the company proceed to make the allotment of shares.The 

allotment of shares implies a contract between the company and the applicants who now become the 

allottees and assume the status of shareholders or members.  

 

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) 

 

For Amount Due on Allotment 

 

                    Share Allotment A/c Dr. 

                    To Share Capital A/c 
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For Adjustment of Excess Application Money 

 

                    Share Application A/c Dr. 

                      To Share Allotment A/c 

              (Application Money on __Shares @ Rs__per shares 

             adjusted to the amount due on allotment). 

        5.       For Receipt of Allotment Money 

 

          Bank A/c Dr. 

             To Share Allotment A/c 

       (Allotment money received on ___Shares @ 

          Rs. — per share Combined Account) 

 

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). 

 

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 Account 
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for amount due or allotment of — Share @ Rs. _____ per share) 

 

For Money Refunded on Rejected Applications 

Share Application and Allotment A/c Dr. 

To Bank A/c 

(Application money returned on rejected application 

for ___ shares) 

 

On Receipt of Allotment Amount 

Bank A/c Dr. 

To Share Application and Allotment A/c 

(Balance of Allotment Money Received) 

Problem 1  

Mona Earth Mover Limited decided to issue 12,000 shares of Rs.100 each payable at Rs.30 on 

application, Rs.40 on allotment, Rs.20 on first call and balance on second and final call. Applications 

were received for 13,000 shares.The directors decided to reject application of 1,000 shares and their 

application oney being refunded in full. The allotment money was duly received on all the shares, and all 

sums due on calls are received except on 100 shares. Record the transactions in the books of Mona Earth 

Movers Limited. 

Solution :  
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Calls in Arrears 

It may happen that shareholders do not pay the call amount on due date. When any shareholder fails to 

pay the amount due on allotment or on any of the calls, such amount is known as ‘Calls in 

Arrears’/‘Unpaid Calls’. Calls in Arrears represent the debit balance of all the calls account. Such amount 

shall appear as ‘Note to Accounts (Refer Chapter 3). However, where a company maintains 

‘Calls in Arrears’ Account, it needs to pass the following additional journal entry: 

 

Calls in Arrears A/c Dr. 

To Share First Call Account A/c 

To Share Second and Final Call Account A/c 

(Calls in arrears brought into account) 
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On receipt of the call amount together with interest, the amount of interest shall be credited to interest 

account while call money shall be credited to the respective call account or to calls in arrears account. 

When the shareholder makes the payment of calls in arrears together with interest, the entry will be as 

follows: 

Bank A/c Dr. 

To Calls in Arrears A/c 

To Interest A/c 

(Calls in arrears received with interest) 

Calls in Advance 

 

Sometimes shareholders pay a part or the whole of the amount of the calls not yet made. The amount so 

received from the shareholders is known as “Calls in Advance”. The amount received in advance is a 

liability of the company and should be credited to ‘Call in Advance Account.” The amount received will 

be adjusted towards the payment of calls as and when they becomes due. Table F of the Companies Act 

provides for the payment of interest on calls in advance at 

a rate not exceeding 12% per annum. The following journal entry is recorded for the amount of calls 

received in advance. 

 

Bank A/c Dr. 

To Calls in Advance A/c 

(Amount received on call in advance) 

 

On the due date of the calls, the amount of ‘Calls in Advance’ is adjusted by the 

following entry : 

 

Calls in Advance A/c Dr. 

To Particular Call A/c 

(Calls in advance adjusted with the call money due) 
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The balance in ‘Calls in Advance’ account is shown as a separate item under the 

title Equity and Liabilities in the company’s balance sheet under the head ‘current 

liabilities’, as sub-head ‘others current liabilities’. It is not added to the amount of 

paid-up capital. 

 

The accounting treatment of interest on Calls in Advance is as follows: 

1. For Payment of Interest 

Interest on Calls in Advance A/c Dr. 

To Bank A/c 

(Interest paid on Calls in Advance) 

 

Or 

2.(a) For Interest due 

Interest on Calls in Advance A/c Dr. 

To Sundry Shareholder’s A/c 

(Interest paid on Calls in Advance) 

 

2.(b) For Interest Paid 

Sundry Shareholder’s A/c Dr. 

To Bank A/c 
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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 can forfeit their shares, i.e. cancel their allotment and 

treat the amount already received thereon as forfeited to the company within the framework of the 

provisions in its articles. These provisions are usually based on Table F which authorise the directors to 

forefeit the shares for non-payment of calls made. For this purpose, they have to strictly follow the 

procedure laid down in this regard. Following is the accounting treatment of shares issued at par, 

premium or at a discount. When shares are forefeited all entries relating to the shares forfeited except 

those relating to premium, already recorded in the accounting records must be reversed. Accordingly, 

share capital account is debited with the amount called-up in respect of shares are forfeited and crediting 

the respective unpaid calls accounts’s or calls in arrears account with the amount already received. 

 

Forfeiture of Shares issued at Par: 
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Share Capital A/c..........(Called up amount) Dr. 

To Share Forfeiture A/c...........(Paid up amount) 

To Share Allotment A/c 

To Share Calls A/c (individually) 

(..... shares forfeited for non-payment of allotment money and calls made) 

 

It may be noted here that when the shares are forfeited, all entries relating to the forfeited shares must be 

reversed except the entry relating to share premium received, if any. Accordingly, the share capital is 

debited to the extent to called-up capital and credited to (i) respective unpaid calls account i.e., calls in 

arrears and (ii) share forfeiture account with the amount already received on shares. 

The balance of shares forfeited account is shown as an addition to the total paid-up capital of the company 

under the head ‘Share Capital’ under title ‘Equity and Liabilities’ of the Balance Sheet till the forfeited 

shares are reissued. 
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ILLUSTRATION:  

Ashok Limited issued 3,00,000 equity shares of Rs. 10 each at a premium of Rs. 2 per share, payable as 

Rs. 3 on application, Rs. 5 on allotment (including premium) and the balance in two calls of equal 

amount. Applications were received for 4,00,000 shares and pro-rata allotment was 

made to all the applicants. The excess application money was adjusted towards allotment. Mukesh who 

was allotted 800 shares failed to pay both the calls and his shares were forfeited after the second call. 

Record necessary journal entries in the books of Ashok Limited and also show the balance sheet: 
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Problem  

 

Janta Papers Limited invited applications for 1,00,000 equity shares of Rs. 25 each 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) 
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Applications were received for 4,00,000 shares on January 01, 2017 and  allotment was made on February 

01, 2017. 

Record journal entries in the books of the company to record these share capital transactions under each 

of the following circumstances: 

 

1 The directors decide to allot 1,00,000 shares in full to selected applicants and the applications for the 

remaining 3,00,000 shares were rejected outright. 

 

2 The directors decide to make a pro-rata allotment of 25 per cent of the shares applied for to every 

applicant; to apply the balance of application money towards amount due on allotment; and to refund the 

amount remaining thereafter. 

 

3 The directors totally reject applications for 2,00,000 shares, accept full applications for 80,000 shares 

and make a pro-rata allotment of the 20,000 shares to remaining applicants and the excess application 

money is to be adjusted towards allotment and calls to be made. 
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Problem  

 

 



 

48 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

49 

 

UNIT – 3 

PROFIT PRIOR TO INCORPORATION 

 

INTRODUCTION AND MEANING: 

When  a  running  business  is  taken  over  by  the  promoters  of  a  company,  as  at  a  date  prior  to  the  

date  of  incorporation  of  company,  the  amount  of  profit  or  loss of  such  a  business  for  the  period  

prior  to  the  date  the  company  came  into  existence  is  referred  to  as  pre-incorporation  profits  or  

losses.  Such  profits  or  losses, though belonging to the company or payable by it, are of capital nature; it 

is necessary to disclose them separately from trading profits or losses. The general practice in this regard 

is that: 

i. If there is a loss, 

(a)it  is  either  written  off  by  debit  to  the  Profit  and  Loss  Account  or  to  a  special account 

described as “Loss Prior to Incorporation” and show as an “asset” in the Balance Sheet, 

(b)Alternatively, it may be debited to the Goodwill Account. 

 ii. On the other hand, if a profit has been earned by business prior to the same being taken over and the 

same is not fully absorbed by any interest payable for  the  period,  it  is  credited  to  Capital  Reserve  

Account  or  to  the  Goodwill  Account, if any goodwill has been adjusted as an asset. The profit will not 

be available   for   distribution   as   a   dividend   among   the   members   of   the   company.  

APPORTIONMENT BETWEEN PRE AND POST INCORPORATION PERIOD 
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ILLUSTRATION - 1:  
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