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                     CORE COURSE – IX 

                             CORPORATE ACCOUNTING 

Objective: 

To enable the students to know about accounting procedure in corporate accounting 

Unit – I 

Company accounts – introduction – legal provisions regarding issue of shares, 

application, allotment, calls, calls-in-arrears, calls-in-advance, issue of shares at 

premium- issue of shares at discount- forfeiture of shares - re-issue – accounting entries. 

Unit – II 

Issue and redemption of debentures – methods of redemption of debentures- 

instalment – cum-interest and Ex-interest – redemption by conversion, sinking fund, 

insurance policy. Redemption of preference shares- implication of Section 80 and 80A of 

the Companies Act. 

Unit – III 

Amalgamation – purchase consideration- accounting treatment – pooling of 

interest method and purchase method, Absorption, external and internal reconstruction of 

companies. 

Unit – IV 

Accounts of Holding company - legal requirements relating to presentation of 

accounts - Consolidation of balance sheet (excluding chain holding). 

Unit – V 

Final accounts of banking companies (new format) and Insurance companies 

(new format). 

Theory: 25% Problem: 75% 

Text and Reference Books (Latest revised edition only) 

➢ Advanced Accountancy by M.C. Guptha, Shukla and Grewal – S. Chand publishing, 

Delhi 

➢ Advanced Accountancy by R.L. Gupta and Radhaswamy – Sultan Chand & Sons, New 

Delhi. 

➢ Advanced Accountancy by Jain and Narang – Kalyani Publishers, Chennai 

➢ Corporate Accounting by Palaniappan&Hariharan – Vijay Nicole Imprints (P) Ltd, 

Chennai.Advanced Accountancy by Arulanandam and Raman – Himalayan Publishers, 

New Delhi. 
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UNIT I 

Meaning of Company: 

A company means an association of person formed for the economic gain of its members.  

However, in law, any association of persons for any common object can be registered as a 

company.  The object need not be the economic gain of its members, e.g., a company can be 

formed for purposes such as charity, research, advancement of knowledge, etc. 

Definition of Company: 

The companies Act 1956 defines a company as “a company formed and registered under this act 

or an existing company.” An existing company means a company formed and registered under 

any of the former companies act. 

In the words of justice lindley, “ A company is an association of many persons who contribute 

money or money’s worth to a common stock and employ it for a common purpose.” 

Essential Characteristics of company 

1. Voluntary Association: 

A company is a voluntary association of two or more persons. A single person cannot constitute 

a company. At least two persons must join hands to form a private company. While a minimum 

of seven persons are required to form a public company. The maximum membership of a private 

company is restricted to fifty, whereas, no upper limit has been laid down for public companies. 

2. Incorporation: 

A company comes into existence the day it is incorporated/registered. In other words, a company 

cannot come into being unless it is incorporated and recognized by law. This feature 

distinguishes a company from partnership which is also a voluntary association of persons but in 

whose case registration is optional. 

2. Incorporation: 

A company comes into existence the day it is incorporated/registered. In other words, a company 

cannot come into being unless it is incorporated and recognized by law. This feature 
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distinguishes a company from partnership which is also a voluntary association of persons but in 

whose case registration is optional. 

3. Artificial Person: 

(a) Natural persons i.e. human beings and 

(b) Artificial persons such as companies, firms, institutions etc. 

Legally, a company has got a personality of its own. Like human beings it can buy, own or sell 

its property. It can sue others for the enforcement of its rights and likewise be sued by others. 

4. Separate Entity: 

The law recognizes the independent status of the company. A company has got an identity of its 

own which is quite different from its members. This implies that a company cannot be held liable 

for the actions of its members and vice versa. The distinct entity of a company from its members 

was upheld in the famous Salomon Vs. Salomon & Co case. 

5. Perpetual Existence: 

A company enjoys a continuous existence. Retirement, death, insolvency and insanity of its 

members do not affect the continuity of the company. The shares of the company may change 

millions of hands, but the life of the company remains unaffected. In an accident all the members 

of a company died but the company continued its operations. 

6. Common Seal: 

A company being an artificial person cannot sign for itself. A seal with the name of the company 

embossed on it acts as a substitute for the company’s signatures. The company gives its assent to 

any contract or document by the common seal. A document which does not bear the common 

seal of the company is not binding on it. 

7. Transferability of Shares: 

The capital of the company is contributed by its members. It is divided into shares of 

predetermined value. The members of a public company are free to transfer their shares to 
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anyone else without any restriction. The private companies, however, do impose some 

restrictions on the transfer of shares by their members. 

8. Limited Liability: 

The liability of the members of a company is invariably limited to the extent of the face value of 

shares held by them. This means that if the assets of a company fall short of its liabilities, the 

members cannot be asked to contribute anything more than the unpaid amount on the shares held 

by them. Unlike the partnership firms, the private property of the members cannot be utilized to 

satisfy the claims of company’s creditors. 

9. Diffused Ownership: 

The ownership of a company is scattered over a large number of persons. According to the 

provisions of the Companies Act, a private company can have a maximum of fifty members. 

While, no upper limit is put on the maximum number of members in public companies. 

10. Separation of Ownership from Management: 

Though shareholders of a company are its owners, yet every shareholder, unlike a partner, does 

not have a right to take an active part in the day to day management of the company. A company 

is managed by the elected representatives of its members. The representatives are individually 

known as directors and collectively as ‘Board of Directors’. 

Types of share capital 

Authorized share capital 

It is the maximum amount of share capital which a company can raise for the time being.  It is 

mentioned in the Company’s memorandum and is also termed as Nominal capital or registered 

capital 

Issued share capital 

It is that part of authorized capital which is represented by the nominal value of  

The share allotted for cash 

The share allotted for consideration other than cash 
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The shares subscribed for by the signatories to the company’s memorandum 

Subscribed capital 

It is the part of issued capital which represent the part value of shared subscribed by the public. 

Called up capital 

It is that portion of the subscribed capital which has been called up by the company. E.g. if the 

nominal value of a share allotted is Rs.10 and the company has called up only Rs.8 so far, Rs.10 

will be included for the purpose of calculating subscribed capital and only Rs.8 will be included 

for the amount of called up capital. 

Paid up capital 

It is that portion of called up capital against which payment has been received. 

Shares and its kinds 

Meaning of share 

The capital of the company can be divided into different units with definite value called shares.  

A Share is one okf the units into which the toal capital of the company is divided.  

Definition of share: 

Section 2(46) of the companies act defined a share “ as a share in the share capital of the and 

includes stock.” Stock means a bundle of fully paid up shares put together for convenience. 

Types of share 

Equity Share: 

According to Section 85 of companies Act, 1956 “ An equity share a share which is not a 

preference share.” 

Preference share:  

These are the shares which enjoy preferential rights as to the payment of dividend at a fixed rate 

during the life of the company and as to the retrun of capital on winding up of the company. 

Types of preference share: 
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(i) Cumulative preference shares: 

A preference share is said to be cumulative when the arrears of dividend are cumulative and such 

arrears are paid before paying any dividend to equity shareholders. Suppose a company has 

10,000 8% preference shares of Rs. 100 each. The dividends for 1987 and 1988 have not been 

paid so far. The directors before they can pay the dividend to equity shareholders for the year 

1989, must pay the pref. dividends of Rs. 2, 40,000 i.e. for the year 1987, 1988 and 1989 before 

making any payment of dividend to equity shareholders for the year 1989. 

(ii) Non-cumulative preference shares: 

In the case of non-cumulative preference shares, the dividend is only payable out of the net 

profits of each year. If there are no profits in any year, the arrears of dividend cannot be claimed 

in the subsequent years. If the dividend on the preference shares is not paid by the company 

during a particular year, it lapses. Preference shares are presumed to be cumulative unless 

expressly described as non-cumulative. 

(iii) Participating preference shares: 

Participating preference shares are those shares which are entitled in addition to preference 

dividend at a fixed rate, to participate in the balance of profits with equity shareholders after they 

get a fixed rate of dividend on their shares. The participating preference shares may also have the 

right to share in the surplus assets of the company on its winding up. Such a right may be 

expressly provided in the memorandum or articles of association of the company. 

(iv) Non-participating preference shares:  

Non- participating preference shares are entitled only to a fixed rate of dividend and do not share 

in the surplus profits. The preference shares are presumed to be non-participating, unless 

expressly provided in the memorandum or the articles or the terms of issue. 

(v) Convertible preference shares: 

Convertible preference shares are those shares which can be converted into equity shares within 

a certain period. 

(vi) Non-Convertible preference shares: 

These are those shares which do not carry the right of conversion into equity shares. 
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(vii) Redeemable preference shares: 

A company limited by shares, may if so authorized by its articles issue preference shares which 

are redeemable as per the provisions laid down in Section 80. Shares may be redeemed either 

after a fixed period or earlier at the option of the company. 

I - ISSUE OF SHARES 

The following should be observed in connection with the issue of shares. 

1.No allotment shall be made of any share of a company offered to the public for subscriptions 

unless the minimum subscription stated in the prospectus has been received. 

2.The amount payable on application on each  share shall not be less than 5% of the nominal 

amount of the shares. 

3.All money received from applicants shall be deposited in a scheduled bank 

4.Shares may be issued for cash or for consideration other than cash  

5.The company cannot allot more number of shares than those specified in the prospectus. 

Shares may be issued at a price which is termed as (i) at par (ii) Premium (iii) Discount 

i.At par  

A company issues its shares at the original value it is called issue of share at par. For example, a 

Rs.100 equity shares issued at a price of Rs.100 

ii.At a premium 

A company issues shares at a price greater than its face value if called issue of shares at a 

premium.  For example, a Rs.100 equity shares issued at a price of Rs.110.  The excess amount 

of Rs.10 is called share premium. 

iii.At a Discount 

A company may issue shares at a price less than the face value is called issue of shares at a 

discount. For example, a Rs.100 equity shares issued at a price of Rs.90.  The difference of Rs.10 

is called discount on issue of share. 
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Important steps in the issue of shares: 

i.Issue of prospectus 

Sec2(36) defines prospectus as “ any document described or issued as a prospectus and includes 

any notice, circular and advertisement or other document inviting deposits from the public or 

inviting offers from the public for subscription or purchase of any shares in or debentures of a 

body corporate. 

ii.Application for shares  

Those who wish to subscribe to the shares of the company submit application for shares, along 

with the require3d application money to company’s bankers.  Board of Directors fix the amount 

of application money which should not be less than 5% of the face value of shares. 

iii.Allotment of shares 

Allotment of shares mean issue of shares to applicants on the basis of applications submitted by 

them. 

iv.Making calls  

A call is a demand by a company on its members to pay the whole or part of the unpaid amount 

on shares held by them. 

Accounting treatment for issue of shares 

1.on receipt of application money 

Bank A/c                                  Dr 

    To Share application A/c 

(Being the application money received) 

2.On transferring application money to capital account 

Share application A/c             Dr 

   To Share capital A/c 

(Being transfer of application money) 



PAPER CODE: 16CCCCM9                          CLASS: III B.Com 
  

11 
 

3.For return of excess application money 

Share application A/c             Dr. 

    To BankA/c 

(Being the return of excess application money) 

4.On making allotment 

Share allotment A/c              Dr. 

    To share capitalA/c 

(Being the allotment money due) 

5.On receipt of allotment money 

Bank A/c                             Dr 

   To Share allotment A/c 

(Being the receipt of allotment money) 

6.On making first and final call 

Share first & final call A/c 

   To share capitalA/c 

(Being first call money due) 

7.On receipt of first and final call 

Bank A/c                               Dr 

   To share First & Final call A/c 

(Being receipt of first and final call) 

Calls in Arrears: 

Some shareholders fails to pay the allotment money or call money due by them to the company. 

The total of such unpaid amount is known as call-in-arrear. 
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Calls in arrear A/c             Dr 

   To Share allotment A/c 

   To Share first call A/c 

   To Share second & final call A/c 

(Being transfer of amounts due to allotments and calls) 

Interest on Calls in arrears: 

On calls in arrears, if there is provision in the articles of association of the company, directors, 

may charge interest @5% for the period between the day fixed for payment of allotment or call 

money and the date of actual payment. 

Bank  A/c        Dr 

    To interest on calls in arrears A/c 

(Being interest on calls in arrears) 

Calls in Advance 

Some of the shareholders may pay the balance amount on their shares along with allotment 

money or call money through not demanded by the company.  Such amounts received in advance 

by the company from its shareholders are known as calls in advance. 

1.For calls in advance 

Bank A/c          Dr 

   To calls in advance A/c 

(Being the amount received in advance  

towards calls not yet made) 

2.The amount of calls-in advance adjusted 

Calls in Advance A/c         Dr 

   To Share Call A/c 
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(Being adjustment of calls in advance) 

Interest on Calls in advance 

Calls in advance are a liability to the company.  According to the provisions of articles of 

association, interest not exceeding 6% per annum is paid to shareholders for the period from the 

date of receipt of calls in advance amount up to date when the call is due for payment 

Interest on Calls in advance A/c    Dr 

    To Bank A/c 

(Being payment of interest on calls in advance) 

Issue of shares at a premium  

A company issues shares at a price greater than its face value is called share premium. 

Which may be applied for the following purposes 

i.For the issue of fully paid bonus shares to the members of the company 

ii.For writing off preliminary expenses of the company. 

iii.For providing premium payable on the redemption of any redeemable preference shares or 

debentures of the company. 

iv.For writing off commission paid or discount allowed on the issue of shares or debentures of 

the company. 

a.Share premium is collected with application money 

i.Bank A/c            Dr 

   To share application A/c 

(Being share application money received 

    With premium) 

ii.Share application A/c       Dr 

       To share capital A/c 
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       To Share premium A/c 

(Being transfer of application money) 

Issue of Shares at a Discount 

Sometimes, a company may issue shares at a price less than the face value.  This is called issue 

of shares at a discount. 

Share Allotment A/c                       Dr 

Discount on issue of shares A/c      Dr 

    To share capital A/c 

(Being allotment money receivable and discount allowed) 

II - FORFETTURE OF SHARES 

Forfeiture of shares means cancellation of shares.  If a shareholder fails to pay the allotment or 

call money when demanded, the directors have the power of forfeiting the shares issued to the 

shareholders.  When shares are forfeited the shareholder’s name is removed from the register of 

members.  The directors have to give 14 days’ notice to the shareholder to pay the amount due 

from him. 

i.Forfeiture of shares issued at par 

Share capital A/c          Dr. 

   To share allotment A/c 

   To share call A/c 

   To Forfeited shares A/c 

(Being share forfeited) 

ii.Forfeiture of shares issued at premium 

a.When the premium has been credited, but the amount has not been received 

Share capital A/c          Dr. 



PAPER CODE: 16CCCCM9                          CLASS: III B.Com 
  

15 
 

Share premium A/c      Dr. 

   To share allotment A/c 

   To share call A/c 

   To Forfeited shares A/c 

(Being share forfeited) 

b.When the premium has been received but forfeiture is due to nonpayment of subsequent calls 

Share capital A/c          Dr. 

      To share call A/c 

      To Forfeited shares A/c 

(Being share forfeited) 

iii. Forfeiture of shares originally issued at a discount 

Share capital A/c          Dr. 

   To discount on issue of share A/c 

   To share allotment A/c 

   To share call A/c 

   To Forfeited shares A/c 

(Being share forfeited) 

III – REISSUE OF FORFEITED SHARES 

a.When all forfeited shares are reissued (Complete reissue) 

After forfeitijng the shares, the company may choose to reissue these shres to any person.  After 

reissue of all forfeited shares, if there is no balance in shares forfeited account, then there will be 

no capital profit.  But when there is profit on the reissue of forfeited shares such profit should be 

treated as capital profit and will be transferred to Capital Reserve Account. 
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Bank A/c                     Dr. 

Forfeited shares A/C   Dr. 

    To Share Capital A/c 

(Being reissue of a share) 

Forfeited shares A/c     Dr. 

     To Capital Reserve A/c 

(Being the balance of share forfeited amount  

transferred to Capital Reserve) 

b.When all forfeited shares are not reissued (partial reissue) 

After forfeiture, only a part of such shares is issued, it is desirable to spread the amount of share 

forfeited account on all such forfeited shares and of the amounting relating to that part of 

forfeited shares which has been reissued, discount on reissue of shares should be deducted from 

such amount and the balance is transferred to capital reserve.  The amount relating to that part of 

shares forfeited A/c which has not been reissued should be shown on the liabilities side of 

balance sheet as shares forfeited A/c 
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