
Chapter 6

Accounts of 
External 

Reconstruction



oWhen a company is in financial difficulties and is unable to make

profit, it may either be closed down or it may be reconstructed and

reorganized. Many times, a new company is formed to wipe out the

past losses and to get rid of the shortage of working capital.

oWhen a company has gone through financial difficulties, when there are

huge accumulated losses and the management feels that the time has come

when it can run business profitably, it has two alternatives: (i) It can either

resort to reduction of capital and wipe off accumulated losses. This is

termed as internal reconstruction. (ii) The other way is to wind up the old

company and to form a new one to take over the business of the old

company. This is termed as external reconstruction.







• Solution: Step – 1: Net Assets = Total Assets – Total Liabilities

Total Assets ₹

Factory Building 1,30,000

Machinery 2,50,000

Stock 15,000

Debtors 1,00,000

Bank Balance 15,000

Total Assets 5,10,000

Less: Total Liabilities

6% Debentures 2,00,000

Creditors 1,10,000

3,10,000

Net Assets 2,00,000



Step – 2: Calculation of Purchase Consideration.

Particulars ₹

Equity Share Capital 3,00,000

Cash 10,000

Total Purchase Consideration 3,10,000

Step – 3: Goodwill or Capital Reserve:

Goodwill = Purchase Consideration – Net Assets

= ₹ 3,10,000 – ₹ 2,00,000

= ₹ 1,10,000


