Accounting Problems on Insolvency Accounts

Insolvency Accounts: Problem and Solution # 1. 
Mr. P of Mumbai, finding himself unable to meet his creditors, has to prepare a Statement of Affairs for which the following particulars are available: 
Leasehold Property, Rs 1,00,000 estimated to realise, Rs 90,000.
Plant and Machinery Rs 40,000 estimated to realise, Rs 30,000.
Stock in Trade, Rs 20,000 estimated to realise, Rs 14,000.
Book Debts, Good Rs 60,000; Doubtful Rs 5,000 estimated to realize 50%; Bad, Rs 14,000. :
Bills in hand, Rs 3,750.
Life Policy for Rs 25,000 whose surrender value is Rs 5,000 held by the insurance company against a loan of Rs 2,000.
Household Furniture, Rs 3,600; Household Debts, Rs 2,900.
Bills Discounted, Rs 6,000; Rs 2,000 likely to be dishonoured.
Loan on mortgage of Leasehold Rs 50,000; Cash in hand, Rs 100.
Bank Overdraft secured by personal guarantee of P’s brother and second mortgage on Leasehold, Rs 50,000.
Unsecured Creditors, Rs 1,50,000. Loan from N, Rs 2,500 secured by a second charge on life policy. Ground Rent on Leasehold for three months accrued; Rs 250.
He could not pay his office clerks’ (two in number) salaries for six months, Rs 1,500 and also rates and taxes amounting to Rs 1,500.
Prepare the Statement of Affairs.
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The following is the Statement of Affairs in proper form: 
Statement of Affairs: 
(As required by the Presidency-Towns Insolvency Act, 1909) In the High Court of Judicature at… 
In Insolvency: 
To the Insolvent,—You are required to fill up, carefully and accurately, this sheet and the several sheets, A, B, C, E, F, G and H, showing the state of your affairs on the day on which the order of adjudication was made against, you, viz., the ….. day of…. 20 ….
Such sheet, when filled up, will constitute your schedule and must be verified by Oath or Declaration.
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Insolvency Accounts: Problem and Solution # 2.
A filed his petition on 31st March, 2012, and his statement of affairs was composed of the following figures: 
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On 1st April six years ago, he had a capital of Rs 50,000. Profits were made totaling Rs 45 500 in the first four years and losses were incurred totaling Rs 25,000 in the last two years after allowing Rs 2,500 per year interest on capital. Withdrawals amounted to Rs 77, 200. Prepare Statement of Affairs and Deficiency Account.
[image: http://cdn.yourarticlelibrary.com/wp-content/uploads/2016/03/clip_image019_thumb2_thumb-7.jpg]
[image: clip_image021_thumb2]
Insolvency Accounts: Problem and Solution # 3.
Mohan of Agra commenced business on 1st April, 2007 with capital of Rs 3,30,000. He drew on the average Rs 30,000 per year. His profits for 3 years were Rs 70,000; he did not prepare proper accounts for the next two years. On 31st March, 2012 an adjudication order was made against him. He submits the following information from which his Statement of Affairs and Deficiency Account are to be prepared: 
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Insolvency Accounts: Problem and Solution # 4.
On 31st March, 2012 P filed his petition to be declared insolvent. His balance sheet on that date stood as follows:
[image: clip_image028_thumb2]
In addition to the above mentioned bills receivable of Rs 10,000 P hand another bill receivable for Rs 5,000 due on 6th May, 2012 which he had got discounted with the bank on 7th March, 2012 for Rs 4,700. Goodwill and patents were worthless.
Other assets were estimated to produce as follows:
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Besides the abovementioned trading losses, P lost Rs 1,000 in a bet in December, 2010.
For the first two years ended 31st March, 2010 his household expenses, for which he withdraw money from the business, averaged Rs 3,500 per month. After suffering losses in the year ended 31st March, 2010 he reduced his domestic expenses and hence in the next two years, his private expenses averaged Rs 3,000 per month only.
On the basis of the abovementioned information, prepare P’s Statement of Affairs and Deficiency Account.
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Insolvency Accounts: Problem and Solution # 5.
On 31st March, 2012 the Balance Sheet of A and B of Kolkata was as follows:
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A owed personally Rs 10,000 and he had in addition to the interest in the firm, a house which cost Rs 6,000, furniture Rs 2,400 and life policies on which he had paid premiums amounting to Rs 1,200. B owed Rs 1,880 privately. He had furniture costing Rs 1,200 and a life policy on which Rs 3,600 had been paid as premium. The Bank held deeds of A’s property and his life policies. It became necessary to call the creditors together.
The partnership assets were valued as follows: 
Machinery, Rs 13,080; Buildings, Rs 6,000; Book Debts, Good, Rs 12,000, Doubtful, Rs 6,000 (estimated to realise 60%) and Bad, Rs 6,000; Stock, Rs 20,000.
The firm had in its premises goods belonging to another firm and which were lying for a fairly long time. The book value of such goods was Rs 7,000; the Official Receiver estimated those at Rs 4,000.
A’s property was considered to be worth Rs 6,000, his life policies, Rs 600 and his furniture, Rs 1,800. B’s life policies were worth Rs 1,800 and his furniture, Rs 600.
Prepare the various Statement of Affairs and Deficiency Accounts.
Solution: 
A point to note is that whereas A’s private estate is not sufficient to pay A’s private liabilities, there is a surplus in B’s estate. It totals Rs 2,400, and he owes personally Rs 1,880 leaving a surplus of Rs 520 which will be used for paying firm’s creditors.
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Solution :

atement of Affairs of A as on 31st March, 2012

Gross Expected] ook | Estinated
Liabiliies Liabilies to Rank Assets Value | to Produce
B T 2 T
137000 |Unsccured Creditors as per Property as per List £,
List 4" 123000 | vie—
75,000 |Creditor flly secured Cash t Bankers 100 100
as per List B 75,000] Machinery 45000 42,000
Fixtures 3000|1500
[Estimated value of Cottage 6800|3000
securites 101,000 Consigaments so00[ 5,000
Book Debis as per List F,
[surplus carried to vie—
contra 26,000) Good 20000 20000
Doubiful and Bad 10,000
40,000 [Creditors partly Estimated to produce 2,000
sccured as per Bill of Exchange as per
List € 40,000] list B n400| 1400
[Estimated value Surplus from sccurites in
of sccurities 16,000| 2,000 | the hands of creditors
— fully secured 26,000
3,000 [Creditors for rent, 01,300 1,11,000
rates, taxes,
wages, tc. pay-
able in full a5 Creditor for rent, rates
per List D taxes, wages, etc,
deducted as per contra 3000
[Deducted as per 1.08000
contra Deficiency as explained
in List B 39,000
255,000 147,000

*lncludes loan from Mrs. A on the assumption that the loan was out of her own property.
Deficiency Account (List H)

Excess of Assets over Liabilities
on st April, 2006

Net Profit arising from cany-
ing on of business from Ist
April, 2006 to date of
adjudication aftr deducting
sual trade expenses®

T

50000

55,500

Net Loss arising from carrying

on of business from st
April, 2006 to date of

adjudication®
Bad Debts as per List F

Expenses incurred since Ist
"April, 2006 other than

20000
8000
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Income or profit from other

Deficiency as per Statement
of Affairs

usual business expenses, viz.,

Houschold Expenses.
Other Expenses:
Loss on realisation of:
Stock in trade
Mill
Machinery
Fixtures
Cottage
Loss on payment of bills
discounted

77,200

3.000] 40300
145,500
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Sundry Creditors. 2,00,000

Mortgage on Freehold Property 40000
Creditors secured by Life Policy estimated to be worth ¥ 40,000 120,000
Landlord—2 months' rent 2,000
Clerk's salary for two months 12,000,
Municipal taxes owing 1,800
Mrs. Mohan's Loan 20000
Bills Receivable discounted and expected 1o rank 32000
Freehold Property (estimated to realise ¥ 2,00,000) 400000

Plant and Machinery, cost € 2,00,000 less depreciation written off
2 60,000, estimated to realise ¥ 20,000
Second mortgage on Freehold Property 120,000
Book Debts, good < 60,000; doubiful ¥ 20,000, estimated to realise:
2 6,000; bad ¥ 5,000

Fixtures and Fitings cost € 8,000, estimated to realise 3,500,
Stock in Trade, cost ¥ 80,000 estimated to realise 55,500
Cash in hand. 800

‘The loen by Mrs. Mohan is out of moneys given to her by Mohan about 5 years ago.
Solutios
Since accounts were not prepared for 2010-11 and 2011-2012 it is necessary to ascertan profi or loss.

incurred in these two years. Hence, the following tial balance with book figures

Dr “Trial Balance cr
T 3 L0 )
Frechold Property 400000 | Capital: Introduced 330,
Plant and Machinery, cost (200,000 Add: Profit for 3 years | 70,
Less: Depreciation 60,000 | 1,40,000
4.00,
Book Debts—Good 60,000
Doubtful 20000 Less: Drawings for § years |1,50,000.50,000
Bad 5000 | 85000
Sundry Creditors ,00,000
Fixtures and Fitings 8,000 | Mortgage on Freehold Property 40000
Stock in Trade 80,000 | Creditors secured by Policy 120,000
Cash in hand 800 | Creditors for Expenses—
Loss (balancing figure) 52000|  Landiord 2,
Salary 12,
Taxes 1.800| 15,800
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Mrs. Mohan's Loan 20000
Second Mortgage on Freehold .
Property 1,20,000
65,000 7.65.000

The trial balance reveals that  total loss of 52,000 has been incurred during the last two.
years for which proper accounts were not prepared.

Statement of Affairs of Me

a5 on March, 31, 2012

Gross Espected] Book | Estimated
Liabilties Liabilities o Assets Value | to
Rank. Produce
z T T O T
2,65,800 | Unsecured Creditors as per Property as per List £, viz
list A 245980 | Cash in hand 800! 800
1,60,000 | Creditors fully secured Stock-in-Trade 80000 55,508
as per List Plant and Machinery  [140000| 20,000
B 1,60, Fixtures & Fittings 8000 3500
Estimated value of Book Debts as per List F,
securities 2,00,000] viz.—
=—3 Good 60000| 60,000
Surplus to contra _40,000| Doubiful 20000]
— Bad 5000/
1,20,000 | Creditors partly
secured as per Estimated to realise 6,000
ListC 1,20,000)
Estimated value of the hands of creditors
securities 40000] 80,000 | fully secured 40000

B.13.800] 185,800
1,820 | Creditors for taxes,

‘wages, etc. being Debuct creditors for taxes,
payable in full as wages, etc, as per List D) 1820
per List D 1,820 —
Deducted ss per — 1.83.980
contra 20| Deficiency as explained in
— ListH 142,000
547,620 325,980 325980
Note. The unsecured creditors in this case are as follows:
T
Sundry Creditors. 2,00,000
Landiord® 2,000
Salary 1o Clerk® 11,980
Mrs. Mohan's Loan (since moneys were provided by Mohan) nil
Bills Discounted 32000
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Deficiency Account (List H)

Excess of Assets over Liabili-
ties on Ist Aprl, 2007

Netprofitarsng from carying
on of business from 15t
April, 2007 to dae of
adjudicaion aer mecting
usualtrade expenses

Income o profit from other
sources since 15t April
2007—Private Lif Polcy

Loan from Mrs. Mohan,
being not paysble

Deficiency as per Statement
of Affirs

5,30,000

70000

40000
20000

1.42.000

l6.02,000

Net Loss rising from carrying
on of business from Ist April,
2007 to date of
adjudication

Bad Debis a5 per List F

Expenses incurred since 15t
‘April, 2007 other than
usual business expenses,

vi, Houschold Expenses

Loss on realisation of: T
Stock in trade. 24,500
Frechold Property 2,00000
Plant and Machinery  1,20,000
Fixtures and Fittings 4,500

Loss on payment of bills
discounted 32000

52,000
19,000

15,000

381,000
6.02.000
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Liabilities
Capital

Bank Overdraft
Creditors

19,500
110,000

98,700

2,70,800

Asseis
Goodwill

Premises

Machinery

Fumiture, Fixtures & Fittings
Patents

Stock.

Debtors

Bills Receivable

Cash in hand

10,000

54000
19,500

1,300
52500
32400
10,000

1,100

270800
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Premises 1,25,000
Machinery 16,000
Fumiture, Fixtures & Fittings 11,000
Stock. 25,000
Bills Receivable in hand 10,000
Debtors for ¥ 18,400 18,400
Debtors for ¥ 10,000 5,000
il

Debtors for ¥ 4,000
The discounted bill i expected to be honoued on the due dae
Loan was sccured by & mortgage of Premiscs. Bank was unsecured for the overdraft. The break-up

of Creditors was as follows:
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Preferential creditors for wages, taxes and rent " 4,500
Creditors secured by a charge on Machinery, 20000
Creditors having no security other then P's personal security 74200
P stanted business on 1t April, 2008. His trading for the four years of operations were as under:
z
Net profi for the year ended 31st March, 2009 3 - 72,600
Net loss for the year ended 315t March, 2010 s 10,100
Net loss for the year ended 315t March, 2011 B 37,800

Net loss for the year ended 31st March, 2012 iy 40,300
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Solution :

Statement of Affars
25 on 31st March, 2012

Gross Expected] ook |Estimated
Liabilites Liabliies 3 Properyyand Assets | Value | 1o
Rank Produce.
B T | % B g
1,21,800 | Unsecured Creditors as Property as per List Ei—
Per List 4 116800 | Cash in hand Lioo| 1100
1,10,000 | Fully Secured Creditors Stock s2500( 25,000
ssperListB  1,10000) Funitur, Fixtures
Extimated value & Fitings 19500 11,000
of security Patents 1.300) -
Surplus carried Goodwill 10,000 -
to contra Book Dbots as per List |
20,000 | Parly Secured Credi Good 18400( 18,400
tors as per List € 20,000) Doubiful 10000| 5000
Estimated valuc Bad 4000 -
of security 16000| 4,000 | Bils of Exchange
as per List G 10000 10,000
4,500 | Preferentil Creditors Surplus a5 per conra —| 15000
for wages, taxes 126800 85,500
and rent as per Preferential Creditors for
List D 4500 wages, taxes and rent as
Deducted as per contra 4,500| per List D, deducted
Deficiency as explained in
List H.
256300 120800
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Deficiency Account (List H)

‘Net Profit arising from carrying on of
business from 1st April, 2008 to the
date.of adjudication after deducting
usual trade expenses

Profit on realisation of Premises

Deficiency as per Statement of Affirs

T

192,100

72600
35000
39800

339,500

Net Loss arising from carrying on of
business from Ist April, 2008 o
the date of sdjudication after
deducting usual trade cxpenses

Loss through bet

Bad Debs as per List F

Expenses, incurred since Ist April,
2008 other than ususl business

expenses, viz, houschold expenses
Loss on realisation of: 3
Stock. 27,500
Machinery 38000
8500

1300

10,000

88200
1,000
9,000

1.56.000

Working Notes
() Gross

Bank for overdraft

Creditors having no securing other than P's personal security

Bills discounted with the Bank

@

T
42600
74200

5,000

ity shown against Unsecured Creditors as per List A has been calculated as follows :

121,800

=2110,100 + T 37,800 + 40,300 = X 88,200.

iif) Bad Debts as per List F.

Net Loss arising from carrying on of business from 15t April, 2008 to the date of adjudication

Loss in respect of doubtful detbs = X 10,000 — X 5,000 = ¥ 5,000; bad debts = X 4,000

Toul
Household Expenses :
For the first two years
For the next two years

)

= 25,000 + 2 4,000 = ¥ 9,000.

=3,500 x 24 = 2 84,000
= 23,000 x 24 =7 72000

Total houschold expenses = X 84,000 + X 72,000 = ¥ 1,56,000.
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Liabilities T Assets. X

Trade Creditors 20900 24,000
Bills Payable 30000 12000
Bank 18,000 37.200
Twelve months” rent 1200 26000
One monih's salaries 1200 1.200
Capital r

] 15,100

B 12000 27,100

98,400 98,400
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Statement of Affairs of M/s. A and B as on March 31, 2012

Gross Expected] Book |Estimated
Liabiliies Liabilites o Property and Assets | alue | o
Rank Produce
¥ T 3 T
70000 | Unsecured crediors Property as per list £, viz—
as per List 4 70,000 | Cash hand 1200 1200
1,300 | Creditors for rent Stock in Trade 37.200| 20,000
and salaics being ‘Goods under doctrine of
payable in full as reputed ownership 4000
per List D 1,300 Building 1200 6,000
Machinery 20000 13,080
Deducted as per Surplus from B's esate 520
contra 1.300)
==l Book Debis as per list F.
viz. =—Good 12000 12,000
Doubiful
Bad
Estimated to Produce
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60,400

Deduct creditors for rent and
salaries s per List D e
59,100
| peiciency explained in List 1 10500
71,300 70,000 70,000
Deficiency Account
T T
Excess of Assets over Lisbilites on 31st Bad Debts as per schedule F 8400
‘March, 2012 27,100 | Other Losses:
Income o Proft from other sources, Loss on realisation of Stock 17,200
viz. surplus from B's state 520|  Loss on realisation of
Building 6000
Goods under doctrin of reputed Loss on realisation of
ownership 4000 " Machinery 10920 34120
Deficency as per Satement of Affirs | 10,900
tuzol 252

‘The Bank will receive 2 18,000 x 59,100/80,000 or ¥ 15,197 leaving an unsatisfied balance

of T 2,803. This the bank will realise
2 6,600. A surplus of ¥ 3,797 (ie., ¥ 6,
of Affairs. Thus:

Statement of Affairs of A

by selling A's house and 4’ policy amounting

in all to

,600—% 2,803) will be left and included in A’s Statement

7 3 )
Unsecured Creditors as per List A 10000 | Property as per lst £, vi.,
Fumiture 2400( 1,800
Surplus rom securiies held by
Bank 3797
Deficiency explained in List H 4403
10,000 10000
Deficiency Account
T ¢
Excess of assets over libilties® :
Deficiency as per Statement of Affairs Loss on realisaion of: House ~ —
Fumiture 600
Policy 600
Loss on payment to Bank (frm's
creditor) 2,803
Loss of capital invested in firm 15,100 19,103
19,103

*This has been found as under—
Book value of A's assets—

Capital in the firm 15,100
House 6,000
Fumiture 2400
Policy 1,200

24,700
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Lisbilites being 2 10,000, the excess is ¥ 14,700.

Statement of Affairs of B

Unsecured crediters as per List 4
Surplus as per List H

T
1,880 | Property as per List £:—
520 | Furniture
Policy
2,400

‘Surplus Account

Excess of assets over

T

14920 | Other Losses:

Loss on sale of fumiture

Loss on realisation of policy

Loss o capital in the firm.

Surplus as per sutement of
affirs

14920

T

60
1,800

12,000
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Solutior

Notes: The unsecured creditors are as follows: T
Household debts 2900
Bills discounted likely to be dishonoured 2,000
Unsecured creditors 1,50,000
2 month's rent (one month's rent s preferential) 167
Clerks’ salary (in excess of € 300 per clerk) 900

1,55,967
‘The fully secured creditors are as follows: Amount Security

T 3

Insurance Co. 2,0000 5000
N 2,500
Loan on mortgage of leaschold 50000 90,000

‘The Bank will be partly secured because after meeting the first charge on leaschold, T 40,000 will be:
et and that wil be insufficient to meet the bank overdraR flly. The personal guarantee of P's Statement
of Affais.

‘The preferential creditors are as follows:

T
One month's reat 8
Salries of two clerks 600
Taxes due 1,500

2183
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Gross Liabiltes Assets
liabiti-| (as stated and estimated | Expected| (as stated and estimated | Book | Esii-
es by Debior) 10 by Debtor) value |mated to
Rank Produce
T T T CEE
1,59.967 | Unsccured Creditors. Propertes as per List
as per List 4 155967 | E, viz—
(@) Cash at Bankers —| —
54,500 | Creditors flly. (8) Cash in hand 100 100
secured as per List B 54,500) () Cash deposited with
Estimated value of —] —
sccurities 95.000| @ 20000| 14,000
Surplus 40,500| (é) Machinery 40,000 30,000
) Trade fixtures,
Less: Amount thereof to be fitings, wensils ete—{  —|
caried 1o List € 40,000) () Fumiture 3600 3,600
Balance thercof to () Life policies pd pd
contra 500] () Other property |
Book Debts as per List £, v
50,000 | Creditors pantly secured Good 60000 60,000
as per List C 50,000) Doubtful 5000
Less: Estimated value Bad 14,000 | 19,000)
of securities 40000] 10,000
2,183 | Creditors for rent, | Estimated o produce. 2500
axes, salases, and
wages etc., payable. Bills of exchange or
in full as per List D _2,183] other similar securi-
Deducted as per  ——] ties on hand as per List G | 3.750)
contra 2,183
— Estimated to produce 3750
Surplus from securi-
ties in the hands of
ereditors fully
secured (per contra) 500
146.450] 114,450
Deduct ereditors for
preferential rent,
raes, taxes, wages,
et (per contra)
Deficiency as
explained in list #
2,66,650 1,65.967
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Creditors for goods
Loan from Mrs. A
Bills Payable
Creditors secured by lien on shares
Creditors secured by lien on stock
Liability on Bills Discounted (estimated to rank ¥ 3,000
Morigage on Mill
Creditors payable in ull
Book Debts—Good
—Doubiful and Bad (estimated to produce ¥ 2,000)
Consignments considered good
Shares (estimated to realise 2 16,000)
Stock (estimated 1o realise  40,000)
Cash at Bankers
Bills of Exchange
Mill (estimated to realise  61,000)
Machinery (estimated o realise ¥ 42,000)
Fixtures (estimated to realise 2 1,500)
Cottage (estimated o realise ¥ 3,000)

70000

15,000

6,800




