FINAL ACCOUNTS OF COMPANIES

DIVIDEND ADJUSTMENT

There are two type of dividend generally paid by the company i.e. Equity dividend & Preference dividend. It must be noted that as per section 85 of companies act, 1956 the dividend to preference shareholders must be paid in preference to the equity shareholders.

1. Dividend is always paid on the Paid up share capital of the company. But it should be noted that no dividend is paid on call in advance & Calls in arrears.

For example: 

Net profit shown by profit and loss account is Rs 2,00,000

Interim dividend declared by the company Rs 50,000

It has a 15% Preference share capital of Rs 90,000.

Called up capital is of Rs 5,00,000 out of which calls in arrears of Rs 1,00,000

Company proposed a dividend of 8% on equity shares.

Prepare a Profit and loss appropriation account?  

2. For the purpose of declaration of dividend the share capital must have been issued by the end of the year.

3. If the company wants to declare dividend exceeding the prescribed % then it must transfer a prescribed % to General reserve out of the profit before declaration of dividend. Such % is: - 

Dividend rate


Transfer to GR

0 To 10%



 Nil

10% To 12.5%


2.5% of Profit after Tax

12.5% To 15%


5% of Profit after Tax

15% To 20%


7.5% of Profit after Tax

Above 20%


10% of Profit after Tax

      Rate of dividend is calculated on paid up capital but transfer to reserve is calculated on PAT.

MANAGERIAL REMUNERATION

Every company has to pay remuneration to managerial personal. Managerial personals means Directors, MD, Managers etc. Managerial Remuneration includes Salary, Perquisites, Bonus, Incentives, etc. but does not include commission, fees for acting as technical expert, traveling expenses for attending BM/GM, sitting fees payable to directors. Private ltd company can pay unlimited Managerial remuneration but Public company can pay only upto a certain limit.

Public company

A. Limit if Adequate Profit

· Overall managerial remuneration not to exceed 11% of the Net Profit of the F.Y.

· MD/WTD:

· 5% of NP if one.

· 10% of NP if more than one.

· Manger: 5% of NP
· Other directors

· 1% of NP if company has MD/WTD/Manager

· 3% of NP if company has no MD/WTD/Manager

In all the above cases the approval of central government is required if the company wants to exceed the above limit.

B. Limit if Inadequate Profit

	Effective Capital
	Monthly Remuneration

	Less than 1 crore




1 crore or more but less than Rs 5 crore

5 crore or more but less than Rs 25 crore

25 crore or more but less than Rs 100 crore Above 100 crore



	Rs 75,000

Rs 1,00,000

Rs 1,25,000

Rs 1,50,000

Rs 2,00,000


Note:  -

· Effective capital = Paid up capital + R/S + LTL – Mis. Expenditure – Investments

· Effective capital is seen on the date of incorporation or last day of P.Y. 

· Revaluation reserve is not added back for calculating effective capital.

· In case of Investment Company investments not deducted for calculating effective capital.

Net profit for the purpose of calculation of Managerial Remuneration

Net profit as per P & L account




xxxx

Add: Provisions made in books




xxxx

Add: Managerial remuneration (if debited to P & L account) 
xxxx
Add: Depreciation charged in books




xxxx

Less: Depreciation as per schedule XIV



xxxx

Less: Actual expenditures (not debited to P&L account)

xxxx

Book profit as per Schedule XIII



xxxx

Note:  -

· Sum not to be deducted while calculating book profit above:

· Compensation/Damages paid voluntarily.

· Capital nature loss

· Income tax payable under Income Tax Act.

· Treatment in case of sale of fixed assets

· Any loss/ profit upto original cost of asset is treated as revenue loss/profit

Sales value Rs 50000; WDV Rs 60,000 – Loss of Rs 10,000 treated Revenue loss.

Sales value Rs 75000; WDV Rs 60,000 – Loss of Rs 15,000 treated Revenue profit.

· Any profit above the original cost is treated as capital profit

Sales value Rs 90,000; Cost 80,000 – Profit of Rs 10,000 treated capital profit.

TAXATION PROVISION AND ADVANCE TAX

	Provision of tax for the year

P&L Account       Dr

      To Provision for Taxation
	Payment of Advance tax during the year

Advance tax account      Dr

To bank account

	Liability created on assessment done

Provision for taxation     Dr

P& L account                  Dr

        To Tax liabilities
	Discharge of tax liability

Tax liabilities account    Dr

          To Advance tax account

          To bank account


Question 1

The following is the profit and loss account of Mohan Ltd for the year ended 31st march,2002

	Particulars
	Amount
	Particulars
	Amount

	To Administrative expenses

To Donations

To Directors fees

To Interest on debentures

To Compensation for breach of contract

To Managerial remuneration

To Depreciation on fixed assets

To Provision for taxation

To General reserve

To Investment revaluation reserve

To Balance c/d
	8,22,542

25,500

66,750

31,240

42,530

2,85,350

5,22,543

12,42,500

4,00,000

12,500

14,20,185
	By balance b/d

By balance from trading account

By subsidies received from govt.

By interest on investments

By transfer fees

By profit on sale of machine

      Amount realised    55,000

      WDV                     30,000


	5,72,350

40,25,365

2,32,560

15,643

722

25,000



	
	48,71,640
	
	48,71,640


Additional Information:

1. Original Cost of the machinery sold was Rs 40,000.

2. Depreciation on fixed assets as per schedule XIV of the Companies Act, 1956 was 

Rs 5,75,345.

You are required to comment on the managerial remuneration in the following situations:

i. There is only one whole time director

ii. There are two whole time directors

iii. There are two whole time directors, a part time director and a manager.

Question 2

The following is the extract of balance sheet of Mahindra Ltd.

Liabilities
Issued and subscribed capital:

15,000, 14% Preference shares of Rs 100 each fully paid

15,00,000

1,20,000 Equity shares of Rs 100 each, Rs 80 paid up

96,00,000

Share suspense account





20,00,000

Reserves and surplus

Capital reserves (60% is revaluation reserve)



  2,50,000

Securities premium






     50,000

Secured loans

15% Debentures






65,00,000

Unsecured loans

Public deposits






   3,70,000

Cash credit loan from SBI





   4,65,000

Current Liabilities:

Sundry creditors






   3,45,000

Assets

Investments in shares, debentures, etc.



75,00,000

Profit and loss account





15,25,000

Preliminary expenses not written off




     55,000

Share suspense account represents application money received on shares the allotment of which is not yet made.

Mahindra Ltd. has been sustaining loss for the last few years. It has only one whole-time director. Find out how much remuneration it can pay to its managerial person as per the provisions of part II of schedule XIII. Would your answer be different if the company is an investment company?

